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Part  I

AIG’s Internet address for its corporate website isITEM 1.
www.aigcorporate.com. AIG makes available free of charge,Business
through the Investor Information section of AIG’s corporateAmerican International Group, Inc. (AIG), a Delaware corpo-
website, Annual Reports on Form 10-K, Quarterly Reports onration, is a holding company which, through its subsidiaries, is
Form 10-Q and Current Reports on Form 8-K and amend-engaged in a broad range of insurance and insurance-related
ments to those reports filed or furnished pursuant to Sec-activities in the United States and abroad. AIG’s primary
tion 13(a) or 15(d) of the Securities Exchange Act of 1934activities include both General Insurance and Life Insurance &
(the Exchange Act) as soon as reasonably practicable afterRetirement Services operations. Other significant activities
such materials are electronically filed with, or furnished to, theinclude Financial Services and Asset Management. The princi-
Securities and Exchange Commission (SEC). AIG also makespal General Insurance company subsidiaries are American
available on its corporate website copies of its charters for itsHome Assurance Company (American Home), National
Audit, Nominating and Corporate Governance and Compensa-Union Fire Insurance Company of Pittsburgh, Pa. (National
tion Committees, as well as its Corporate Governance Guide-Union), New Hampshire Insurance Company (New Hamp-
lines (which includes Director Independence Standards) andshire), Lexington Insurance Company (Lexington), The Hart-
Director, Executive Officer and Senior Financial Officer Codeford Steam Boiler Inspection and Insurance Company (HSB),
of Business Conduct and Ethics.Transatlantic Reinsurance Company, American International

Throughout this Annual Report on Form 10-K, AIGUnderwriters Overseas, Ltd. (AIUO) and United Guaranty
presents its operations in the way it believes will be mostResidential Insurance Company. Significant Life Insurance &
meaningful, as well as most transparent. Certain of theRetirement Services operations include those conducted
measurements used by AIG management are ‘‘non-GAAPthrough American Life Insurance Company (ALICO), Ameri-
financial measures’’ under SEC rules and regulations. Statu-can International Reinsurance Company, Ltd. (AIRCO),
tory underwriting profit (loss) and combined ratios areAmerican International Assurance Company, Limited together
determined in accordance with accounting principles pre-with American International Assurance Company (Bermuda)
scribed by insurance regulatory authorities. For an explanationLimited (AIA), Nan Shan Life Insurance Company, Ltd. (Nan
of why AIG management considers these ‘‘non-GAAP mea-Shan), The Philippine American Life and General Insurance
sures’’ useful to investors, see Management’s Discussion andCompany (Philamlife), AIG Star Life Insurance Co., Ltd.
Analysis of Financial Condition and Results of Operations.(AIG Star Life), AIG Edison Life Insurance Company (AIG

Edison Life), AIG Annuity Insurance Company (AIG Annu-
The Restatementsity), the AIG American General Life Companies (AIG

AIG has completed two restatements of its financialAmerican General), American General Life and Accident
statements (the Restatements). In connection with the firstInsurance Company (AGLA), The United States Life Insur-
restatement (the First Restatement), AIG restated its consoli-ance Company in the City of New York (USLIFE), The
dated financial statements and financial statement schedules forVariable Annuity Life Insurance Company (VALIC),
the years ended December 31, 2003, 2002, 2001 and 2000, theSunAmerica Life Insurance Company (SunAmerica Life) and
quarters ended March 31, June 30 and September 30, 2004 andAIG SunAmerica Life Assurance Company. AIG’s Financial
2003 and the quarter ended December 31, 2003. In the secondServices operations are conducted primarily through Interna-
restatement (the Second Restatement), AIG restated itstional Lease Finance Corporation (ILFC), AIG Financial
consolidated financial statements and financial statementProducts Corp. and AIG Trading Group Inc. (AIGTG) and
schedules for the years ended December 31, 2004, 2003 andtheir respective subsidiaries (collectively referred to as AIGFP),
2002, along with 2001 and 2000 for purposes of preparation ofand American General Finance, Inc. and its subsidiaries
the Consolidated Financial Data for 2001 and 2000, the(AGF). AIG’s Asset Management operations include AIG
quarterly financial information for 2004 and 2003 and the firstSunAmerica Asset Management Corp. (SAAMCo) and AIG
three quarters of 2005. AIG, however, did not amend itsGlobal Asset Management Holdings Corp. (formerly known as
quarterly report on Form 10-Q for the quarter ended Septem-AIG Global Investment Group, Inc.) and its subsidiaries and
ber 30, 2005 because the adjustments to the financialaffiliated companies (AIG Global Investment Group). For
statements included therein were not material to thoseinformation on AIG’s business segments, see Note 2 of Notes
financial statements. All financial information included in thisto Consolidated Financial Statements.
Annual Report on Form 10-K reflects the Restatements.At December 31, 2005, AIG and its subsidiaries had

approximately 97,000 employees.
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The following table shows the general development of the business of AIG on a consolidated basis, the contributions made to
AIG’s consolidated revenues and operating income and the assets held, in the periods indicated, by its General Insurance, Life
Insurance & Retirement Services, Financial Services and Asset Management operations and other realized capital gains (losses).
For additional information, see Selected Financial Data, Management’s Discussion and Analysis of Financial Condition and
Results of Operations and Notes 1 and 2 of Notes to Consolidated Financial Statements.

Years Ended December 31,
(in millions) 2005 2004 2003 2002 2001

General Insurance operations:
Gross premiums written $ 52,725 $ 52,046 $ 46,938 $ 36,678 $ 28,341
Net premiums written 41,872 40,623 35,031 26,718 19,793
Net premiums earned 40,809 38,537 31,306 23,595 18,661
Underwriting profit (loss)(a) (2,050) (247) 1,975 (1,082)(c) (777)(d)

Net investment income 4,031 3,196 2,566 2,350 2,551
Realized capital gains (losses) 334 228 (39) (345) (189)
Operating income 2,315 3,177 4,502 923(c) 1,585(d)

Identifiable assets 150,667 131,658 117,511 105,891 88,250

Loss ratio 81.1 78.8 73.1 83.1 79.3
Expense ratio 23.6 21.5 19.6 21.8 24.3

Combined ratio(b) 104.7 100.3 92.7 104.9(c) 103.6(d)

Life Insurance & Retirement Services operations:
GAAP premiums 29,400 28,088 23,496 20,694 19,600
Net investment income 18,134 15,269 12,942 11,243 10,451
Realized capital gains (losses)(e) (218) 43 240 (372) (400)
Operating income 8,844 7,923 6,807 5,181 4,633(f)

Identifiable assets 480,622 447,841 372,126 289,914 256,767
Insurance in-force at end of year(g) 1,852,833 1,858,094 1,583,031 1,298,592 1,228,501

Financial Services operations:
Interest, lease and finance charges(h) 10,525 7,495 6,242 6,822 6,321
Operating income(g) 4,276 2,180 1,182 2,125 1,769
Identifiable assets 166,488 165,995 141,667 128,104 107,719

Asset Management operations:
Advisory and management fees and net investment

income from GICs 5,325 4,714 3,651 3,467 3,565
Operating income 2,253 2,125 1,316 1,125 1,019
Identifiable assets 81,080 80,075 64,047 53,732 42,961

Other realized capital gains (losses) 225 (227) (643) (936) (321)
Revenues(i) 108,905 97,666 79,421 66,171 59,958
Total operating income(j) 15,213 14,845 11,907 7,808 5,917
Total assets 853,370 801,145 675,602 561,598 490,614

(a) Underwriting profit (loss), a Generally Accepted Accounting Principles (GAAP) measure, is statutory underwriting profit (loss) adjusted primarily for
changes in the deferral of policy acquisition costs. This adjustment is necessary to present the financial statements in accordance with GAAP.

(b) Calculated on a statutory basis, includes catastrophe losses of $2.63 billion, $1.05 billion, $83 million, $61 million and $867 million (including World
Trade Center and related losses (WTC losses) of $769 million) in 2005, 2004, 2003, 2002 and 2001, respectively.

(c) In the fourth quarter of 2002, after completion of its annual review of General Insurance loss and loss adjustment expense reserves, AIG increased its
net loss reserves relating to accident years 1997 through 2001 by $2.1 billion.

(d) Includes $867 million of catastrophe losses.
(e) Includes the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133 and the application of FAS 52. For 2005,

2004, 2003, 2002, and 2001, respectively, the amounts included are $(437) million, $(140) million, $78 million, $(91) million and $(219) million.
(f) Includes $100 million in WTC losses.

(g) 2005 includes the effect of the non-renewal of a single large group life case of $36 billion. Also, the foreign in-force is translated to U.S. dollars at the
appropriate balance sheet exchange rate in each period.

(h) Includes the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains
and losses. For 2005, 2004, 2003, 2002 and 2001, respectively, the amounts included in interest, lease and finance charges are $2.01 billion,
$(122) million, $(1.01) billion, $220 million and $56 million, and the amounts included in Financial Services operating income are $1.98 billion,
$(149) million, $(964) million, $240 million and $75 million.

(i) Represents the sum of General Insurance net premiums earned, Life Insurance & Retirement Services GAAP premiums, net investment income,
Financial Services interest, lease and finance charges, Asset Management advisory and management fees and net investment income from Guaranteed
Investment Contracts (GICs), and realized capital gains (losses).

(j) Represents income before income taxes, minority interest and cumulative effect of accounting changes. Includes segment operating income and other
realized capital gains (losses) presented above, as well as AIG Parent and other operations of $(2.70) billion, $(333) million, $(1.26) billion,
$(610) million and $(751) million in 2005, 2004, 2003, 2002 and 2001, respectively, and acquisition, restructuring and related charges of
$(2.02) billion in 2001.
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AIG, Agency Auto Division and 21st Century, as well as aGeneral Insurance Operations
broad range of coverages for high net-worth individuals

AIG’s General Insurance subsidiaries are multiple line compa- through the AIG Private Client Group.
nies writing substantially all lines of property and casualty The main business of the UGC subsidiaries is the issuance
insurance both domestically and abroad. Domestic General of residential mortgage guaranty insurance on conventional first
Insurance operations are comprised of the Domestic Brokerage lien mortgages for the purchase or refinance of 1-4 family
Group (DBG), which includes the operations of HSB; Transat- residences. This type of insurance protects lenders in both
lantic Holdings, Inc. (Transatlantic); Personal Lines, including domestic and international markets against loss if borrowers
21st Century Insurance Group (21st Century); and United default. Other UGC subsidiaries write second lien and private
Guaranty Corporation (UGC). student loan guaranty insurance. The second lien coverage

AIG’s primary domestic division is DBG. DBG’s business in protects lenders against loss from default on home equity and
the United States and Canada is conducted through its closed-end second mortgages used to finance home improve-
General Insurance subsidiaries including American Home, ments, repairs or other expenses not directly related to the
National Union, Lexington and certain other General Insur- purchase of a borrower’s home. Private student loan guaranty
ance company subsidiaries of AIG. insurance protects lenders against loss if the student, or in

DBG writes substantially all classes of business insurance, many cases the student’s parent, defaults on their education
accepting such business mainly from insurance brokers. This loan. UGC had approximately $23 billion of guaranty risk in
provides DBG the opportunity to select specialized markets and force at December 31, 2005.
retain underwriting control. Any licensed broker is able to AIG’s Foreign General Insurance group accepts risks prima-
submit business to DBG without the traditional agent-company rily underwritten through American International Underwriters
contractual relationship, but such broker usually has no (AIU), a marketing unit consisting of wholly owned agencies
authority to commit DBG to accept a risk. and insurance companies. The Foreign General Insurance

In addition to writing substantially all classes of business group also includes business written by AIG’s foreign-based
insurance, including large commercial or industrial property insurance subsidiaries. The Foreign General group uses various
insurance, excess liability, inland marine, environmental, work- marketing methods and multiple distribution channels to write
ers compensation and excess and umbrella coverages, DBG both commercial and consumer lines insurance with certain
offers many specialized forms of insurance such as aviation, refinements for local laws, customs and needs. AIU operates in
accident and health, equipment breakdown, directors and Asia, the Pacific Rim, the United Kingdom, Europe, Africa,
officers liability (D&O), difference-in-conditions, kidnap-ran- the Middle East and Latin America. See also Note 2 of Notes
som, export credit and political risk, and various types of to Consolidated Financial Statements.
professional errors and omissions coverages. The AIG Risk During 2005, DBG and the Foreign General Insurance
Management operation provides insurance and risk manage- group accounted for 55 percent and 24 percent, respectively, of
ment programs for large corporate customers. The AIG Risk AIG’s General Insurance net premiums written.
Finance operation is a leading provider of customized struc- AIG’s General Insurance company subsidiaries worldwide
tured insurance products. Also included in DBG are the operate primarily by underwriting and accepting risks for their
operations of AIG Environmental, which focuses specifically on direct account and securing reinsurance on that portion of the
providing specialty products to clients with environmental risk in excess of the limit which they wish to retain. This
exposures. Lexington writes surplus lines, those risks for which operating policy differs from that of many insurance companies
conventional insurance companies do not readily provide that will underwrite only up to their net retention limit, thereby
insurance coverage, either because of complexity or because requiring the broker or agent to secure commitments from other
the coverage does not lend itself to conventional contracts. underwriters for the remainder of the gross risk amount.

Certain of the products of the DBG companies include Certain of DBG’s commercial insurance is reinsured on a
funding components or have been structured in a manner such quota share basis by AIRCO. Various AIG profit centers,
that little or no insurance risk is actually transferred. Funds including AIU, AIG Reinsurance Advisors, Inc. and AIG Risk
received in connection with these products are recorded as Finance, use AIRCO as a reinsurer for certain of their
deposits, included in other liabilities, rather than premiums and businesses, and AIRCO also receives premiums from offshore
incurred losses. fronting arrangements for clients of AIG subsidiaries. In

The AIG Worldsource Division introduces and coordinates accordance with permitted accounting practices in Bermuda,
AIG’s products and services to U.S.-based multinational clients AIRCO discounts reserves attributable to certain classes of
and foreign corporations doing business in the U.S. business assumed from other AIG subsidiaries. See Manage-

Transatlantic subsidiaries offer reinsurance capacity on both ment’s Discussion and Analysis of Financial Condition and
a treaty and facultative basis both in the U.S. and abroad. Results of Operations – ‘‘Operating Review – Reserve for Losses
Transatlantic structures programs for a full range of property and Loss Expenses.’’
and casualty products with an emphasis on specialty risk.

AIG’s Personal Lines operations provide automobile insur-
ance through AIG Direct, the mass marketing operation of
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The utilization of reinsurance is closely monitored by senior The ‘‘Analysis of Consolidated Net Losses and Loss Expense
management and AIG’s Credit Risk Committee. AIG believes Reserve Development’’ table presents the development of net
that no exposure to a single reinsurer represents an inappropri- losses and loss expense reserves for calendar years 1995 through
ate concentration of risk to AIG, nor is AIG’s business 2005. Immediately following this table is a second table that
substantially dependent upon any reinsurance contract. See presents all data on a basis that excludes asbestos and
also Management’s Discussion and Analysis of Financial environmental net losses and loss expense reserve development.
Condition and Results of Operations and Note 5 of Notes to The opening reserves held are shown at the top of the table
Consolidated Financial Statements. for each year end date. The amount of loss reserve discount

AIG is diversified both in terms of classes of business and included in the opening reserve at each date is shown
geographic locations. In General Insurance, approximately immediately below the reserves held for each year. The
15 percent of net premiums written for the year ended undiscounted reserve at each date is thus the sum of the
December 31, 2005 represented workers compensation business. discount and the reserve held. The upper half of the table
During 2005, of the direct General Insurance premiums written shows the cumulative amounts paid during successive years
(gross premiums less return premiums and cancellations, related to the undiscounted opening loss reserves. For example,
excluding reinsurance assumed and before deducting reinsur- in the table that excludes asbestos and environmental losses,
ance ceded), 11 percent and 7 percent were written in with respect to the net losses and loss expense reserve of
California and New York, respectively. No other state ac- $24.55 billion as of December 31, 1998, by the end of 2005
counted for more than five percent of such premiums. (seven years later) $24.75 billion had actually been paid in

The majority of AIG’s General Insurance business is in the settlement of these net loss reserves. In addition, as reflected in
casualty classes, which tend to involve longer periods of time the lower section of the table, the original reserve of
for the reporting and settling of claims. This may increase the $25.45 billion was reestimated to be $30.64 billion at
risk and uncertainty with respect to AIG’s loss reserve December 31, 2005. This increase from the original estimate
development. See also the Discussion and Analysis of Consoli- would generally result from a combination of a number of
dated Net Losses and Loss Expense Reserve Development in factors, including reserves being settled for larger amounts than
this Item 1. Business and Management’s Discussion and originally estimated. The original estimates will also be
Analysis of Financial Condition and Results of Operations. increased or decreased as more information becomes known

A significant portion of AIG’s General Insurance operating about the individual claims and overall claim frequency and
revenue is derived from AIG’s insurance investment operations. severity patterns. The redundancy (deficiency) depicted in the
For a table summarizing the investment results of General table, for any particular calendar year, shows the aggregate
Insurance see ‘‘Insurance Investments Operations’’ below. See change in estimates over the period of years subsequent to the
also Management’s Discussion and Analysis of Financial calendar year reflected at the top of the respective column
Conditions and Results of Operations and Notes 1, 2 and 8 of heading. For example, the deficiency of $3.75 billion at
Notes to Consolidated Financial Statements. December 31, 2005 related to December 31, 2004 net losses

and loss expense reserves of $47.30 billion represents the
cumulative amount by which reserves for 2004 and prior yearsDiscussion and Analysis of Consolidated Net Losses
have developed deficiently during 2005. The deficiency thatand Loss Expense Reserve Development
has emerged in the last year can be attributed primarily to the

The reserve for net losses and loss expenses represents the excess casualty, excess workers compensation, and D&O and
accumulation of estimates for reported losses (case basis related management liability classes of business. These classes
reserves) and provisions for losses incurred but not reported in total produced approximately $4 billion of adverse develop-
(IBNR), both reduced by applicable reinsurance recoverable ment in 2005, primarily related to claims from accident years
and the discount for future investment income. Losses and loss 2002 and prior. For most other classes, accident years 2002 and
expenses are charged to income as incurred. prior generally produced adverse development in 2005, whereas

Loss reserves established with respect to foreign business are accident year 2004 generally produced favorable development.
set and monitored in terms of the respective local or functional In total, the favorable development for all classes of business
currency. Therefore, no assumption is included for changes in for accident year 2004 was approximately $3.85 billion. The
currency rates. See also Note 1(bb) of Notes to Consolidated accident year emergence can be seen by comparing the
Financial Statements. respective development in 2005 for each column’s loss reserve

Management reviews the adequacy of established loss in the table that follows. Loss development patterns utilized to
reserves through the utilization of a number of analytical test the reserves generally rely on the actual historical loss
reserve development techniques. Through the use of these development patterns of prior accident years for each class of
techniques, management is able to monitor the adequacy of business. See also Management’s Discussion and Analysis of
AIG’s established reserves and determine appropriate assump- Financial Condition and Results of Operations for further
tions for inflation. Also, analysis of emerging specific develop- discussion of loss development in 2005.
ment patterns, such as case reserve redundancies or deficiencies
and IBNR emergence, allows management to determine any
required adjustments. See also Management’s Discussion and
Analysis of Financial Condition and Results of Operations.
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The bottom of each table below shows the remaining dated net losses and loss expenses commencing with the year
undiscounted and discounted net loss reserve for each year. For ended December 31, 1998, the year they were first consolidated
example, in the table that excludes asbestos and environmental in AIG’s financial statements. Reserve development for these
losses, for the 2000 year-end, the remaining undiscounted operations is included only for 1998 and subsequent periods.
reserves held as of December 31, 2005 are $10.01 billion, with Thus, the presentation for 1997 and prior year ends is not fully
a corresponding discounted net reserve of $9.32 billion. comparable to that for 1998 and subsequent years in the tables

The reserves for net losses and loss expenses with respect to below.
Transatlantic and 21st Century are included only in consoli-
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Analysis of Consolidated Losses and Loss Expense
Reserve Development
The following table presents for each calendar year the losses and loss expense reserves and the development thereof including
those with respect to asbestos and environmental claims. See also Management’s Discussion and Analysis of Financial Condition
and Results of Operations.

(in millions) 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Net Reserves Held $19,755 $20,496 $20,901 $25,418 $25,636 $25,684 $26,005 $29,347 $36,228 $47,254 $57,476
Discount (in Reserves Held) 217 393 619 897 1,075 1,287 1,423 1,499 1,516 1,553 2,110
Net Reserves Held

(Undiscounted) 19,972 20,889 21,520 26,315 26,711 26,971 27,428 30,846 37,744 48,807 59,586
Paid (Cumulative) as of:

One year later 5,416 5,712 5,607 7,205 8,266 9,709 11,007 10,775 12,163 14,910
Two years later 8,982 9,244 9,754 12,382 14,640 17,149 18,091 18,589 21,773
Three years later 11,363 11,943 12,939 16,599 19,901 21,930 23,881 25,513
Four years later 13,108 14,152 15,484 20,263 23,074 26,090 28,717
Five years later 14,667 16,077 17,637 22,303 25,829 29,473
Six years later 16,120 17,551 18,806 24,114 28,165
Seven years later 17,212 18,415 19,919 25,770
Eight years later 17,792 19,200 21,089
Nine years later 18,379 20,105
Ten years later 19,155

(in millions) 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Net Reserves Held
(undiscounted) $19,972 $20,889 $21,520 $26,315 $26,711 $26,971 $27,428 $30,846 $37,744 $48,807 $59,586

Undiscounted Liability as of:
One year later 19,782 20,795 21,563 25,897 26,358 26,979 31,112 32,913 40,931 53,486
Two years later 19,866 20,877 21,500 25,638 27,023 30,696 33,363 37,583 49,463
Three years later 19,865 20,994 21,264 26,169 29,994 32,732 37,964 46,179
Four years later 20,143 20,776 21,485 28,021 31,192 36,210 45,203
Five years later 19,991 20,917 22,405 28,607 33,910 41,699
Six years later 19,950 21,469 22,720 30,632 38,087
Seven years later 20,335 21,671 24,209 33,861
Eight years later 20,558 22,986 26,747
Nine years later 21,736 25,264
Ten years later 23,878

Net Redundancy/(Deficiency) (3,906) (4,375) (5,227) (7,546) (11,376) (14,728) (17,775) (15,333) (11,719) (4,679)
Remaining Reserves

(Undiscounted) 4,724 5,158 5,658 8,091 9,922 12,226 16,486 20,666 27,690 38,576
Remaining Discount 252 299 358 459 568 690 846 999 1,212 1,568
Remaining Reserves 4,472 4,859 5,300 7,632 9,354 11,536 15,640 19,667 26,478 37,008

The table below shows the gross liability (before discount), reinsurance recoverable and net liability recorded at each year-end
and the reestimation of these amounts as of December 31, 2005.

(in millions) 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Gross Liability, End of Year $32,298 $32,605 $32,049 $36,973 $37,278 $39,222 $42,629 $48,173 $53,387 $63,431 $79,279
Reinsurance Recoverable,

End of Year 12,326 11,716 10,529 10,658 10,567 12,251 15,201 17,327 15,643 14,624 19,693
Net Liability, End of Year 19,972 20,889 21,520 26,315 26,711 26,971 27,428 30,846 37,744 48,807 59,586

Reestimated Gross Liability 40,012 40,817 42,937 51,847 56,864 61,991 65,704 66,398 66,967 69,327
Reestimated Reinsurance

Recoverable 16,134 15,553 16,190 17,986 18,777 20,292 20,501 20,219 17,504 15,841
Reestimated Net Liability 23,878 25,264 26,747 33,861 38,087 41,699 45,203 46,179 49,463 53,486

Cumulative Gross
Redundancy/(Deficiency) (7,713) (8,212) (10,888) (14,874) (19,586) (22,769) (23,075) (18,225) (13,580) (5,896)
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Analysis of Consolidated Losses and Loss Expense Reserve Development Excluding Asbestos and
Environmental Losses and Loss Expense Reserve Development

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

(in millions) 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Net Reserves Held $19,247 $19,753 $20,113 $24,554 $24,745 $24,829 $25,286 $28,650 $35,559 $45,742 $55,227
Discount (in Reserves Held) 217 393 619 897 1,075 1,287 1,423 1,499 1,516 1,553 2,110
Net Reserves Held

(Undiscounted) 19,464 20,146 20,732 25,451 25,820 26,116 26,709 30,149 37,075 47,295 57,336
Paid (Cumulative) as of:

One year later 5,309 5,603 5,467 7,084 8,195 9,515 10,861 10,632 11,999 14,718
Two years later 8,771 8,996 9,500 12,190 14,376 16,808 17,801 18,283 21,419
Three years later 11,013 11,582 12,618 16,214 19,490 21,447 23,430 25,021
Four years later 12,645 13,724 14,972 19,732 22,521 25,445 28,080
Five years later 14,139 15,460 16,983 21,630 25,116 28,643
Six years later 15,404 16,792 18,014 23,282 27,266
Seven years later 16,355 17,519 18,972 24,753
Eight years later 16,798 18,149 19,960
Nine years later 17,230 18,873
Ten years later 17,826

(in millions) 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Net Reserves Held
(undiscounted) $19,464 $20,146 $20,732 $25,451 $25,820 $26,116 $26,709 $30,149 $37,075 $47,295 $57,336

Undiscounted Liability as of:
One year later 18,937 19,904 20,576 24,890 25,437 26,071 30,274 32,129 39,261 51,048
Two years later 18,883 19,788 20,385 24,602 26,053 29,670 32,438 35,803 46,865
Three years later 18,680 19,777 20,120 25,084 28,902 31,619 36,043 43,467
Four years later 18,830 19,530 20,301 26,813 30,014 34,102 42,348
Five years later 18,651 19,633 21,104 27,314 31,738 38,655
Six years later 18,574 20,070 21,336 28,345 34,978
Seven years later 18,844 20,188 21,836 30,636
Eight years later 18,984 20,515 23,441
Nine years later 19,173 21,858
Ten years later 20,379

Net Redundancy/(Deficiency) (915) (1,712) (2,709) (5,185) (9,158) (12,539) (15,639) (13,318) (9,790) (3,753)
Remaining Reserves

(undiscounted) 2,553 2,985 3,482 5,883 7,712 10,012 14,269 18,446 25,447 36,330
Remaining Discount 252 299 358 459 568 690 846 999 1,212 1,568
Remaining Reserves 2,301 2,686 3,124 5,424 7,144 9,322 13,423 17,447 24,235 34,762

The table below shows the gross liability (before discount), reinsurance recoverable and net liability recorded at each year-end
and the reestimation of these amounts as of December 31, 2005.

(in millions) 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Gross Liability, End of Year $30,356 $30,302 $29,740 $34,474 $34,666 $36,777 $40,400 $46,036 $51,363 $59,897 $73,912
Reinsurance Recoverable,

End of Year 10,892 10,156 9,008 9,023 8,846 10,661 13,691 15,887 14,288 12,602 16,576
Net Liability, End of Year 19,464 20,146 20,732 25,451 25,820 26,116 26,709 30,149 37,075 47,295 57,336

Reestimated Gross Liability 30,452 31,660 34,226 43,461 48,886 54,534 58,776 59,813 60,788 63,544
Reestimated Reinsurance

Recoverable 10,073 9,802 10,785 12,825 13,908 15,879 16,428 16,346 13,923 12,496
Reestimated Net Liability 20,379 21,858 23,441 30,636 34,978 38,655 42,348 43,467 46,865 51,048

Cumulative Gross
Redundancy/(Deficiency) (96) (1,358) (4,486) (8,987) (14,220) (17,757) (18,376) (13,777) (9,425) (3,647)
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Reconciliation of Net Reserves for Losses and Loss Expenses

(in millions) 2005 2004 2003

Net reserve for losses and loss
expenses at beginning of year $47,254 $36,228 $29,347

Foreign exchange effect (628) 524 580
Acquisition – – 391(a)

Losses and loss expenses incurred:
Current year 28,426 26,793 20,509
Prior years(b) 4,665 3,564 2,363

33,091 30,357 22,872

Losses and loss expenses paid:
Current year 7,331 7,692 6,187
Prior years 14,910 12,163 10,775

22,241 19,855 16,962

Net reserve for losses and loss
expenses at end of year(c) $57,476 $47,254 $36,228

(a) Reflects the opening balances with respect to the GE U.S.-based auto and home insurance business acquired in 2003.
(b) Includes accretion of discount of $(15) million in 2005, including an increase of $375 million in the discount recorded in 2005; $377 million in 2004

and $296 million in 2003. Additionally, includes $269 million in 2005, $317 million in 2004 and $323 million in 2003 for the general reinsurance
operations of Transatlantic, and $197 million of additional losses incurred in 2005 resulting from increased labor and material costs related to the 2004
Florida hurricanes.

(c) See also Note 6(a) of Notes to Consolidated Financial Statements.

The reserve for losses and loss expenses as reported in outside of the United States. ALICO has operations either
AIG’s Consolidated Balance Sheet at December 31, 2005 directly or through subsidiaries in Europe, Latin America, the
differs from the total reserve reported in the Annual State- Caribbean, the Middle East, South Asia and the Far East, with
ments filed with state insurance departments and, where Japan being the largest territory. AIG added significantly to its
appropriate, with foreign regulatory authorities. The differences presence in Japan with the acquisition of GE Edison Life
at December 31, 2005 relate primarily to reserves for certain Insurance Company (now AIG Edison Life), which was
foreign operations not required to be reported in the United consolidated beginning with the fourth quarter of 2003. AIA
States for statutory reporting purposes. operates primarily in China (including Hong Kong), Singapore,

The reserve for gross losses and loss expenses is prior to Malaysia, Thailand, Korea, Australia, New Zealand, Vietnam,
reinsurance and represents the accumulation for reported losses and India. The operations in India are conducted through a
and IBNR. Management reviews the adequacy of established joint venture, Tata AIG Life Insurance Company Limited. Nan
gross loss reserves in the manner previously described for net Shan operates in Taiwan. Philamlife is the largest life insurer
loss reserves. in the Philippines. AIG Star Life operates in Japan. See also

For further discussion regarding net reserves for losses and Note 2 of Notes to Consolidated Financial Statements.
loss expenses, see Management’s Discussion and Analysis of AIRCO acts primarily as an internal reinsurance company
Financial Condition and Results of Operations. for AIG’s foreign life operations. This facilitates insurance risk

management (retention, volatility, concentrations) and capital
planning locally (branch and subsidiary). It also allows AIG toLife Insurance & Retirement Services Operations
pool its insurance risks and purchase reinsurance more effi-

AIG’s Life Insurance & Retirement Services subsidiaries offer a ciently at a consolidated level, manage global counterparty risk
wide range of insurance and retirement savings products both and relationships and manage global life catastrophe risks.
domestically and abroad. Insurance-oriented products consist of AIG’s principal domestic Life Insurance & Retirement
individual and group life, payout annuities, endowment and Services operations include AGLA, AIG American General,
accident and health policies. Retirement savings products AIG Annuity, USLIFE, VALIC and SunAmerica Life. These
consist generally of fixed and variable annuities. See also companies utilize multiple distribution channels including
Management’s Discussion and Analysis of Financial Condition independent producers, brokerage, career agents and banks to
and Results of Operations. offer life insurance, annuity and accident and health products

Life Insurance & Retirement Services operations in foreign and services, as well as financial and other investment
countries comprised 78 percent of Life Insurance & Retirement products. The domestic Life Insurance & Retirement Services
Services GAAP premiums and 59 percent of Life Insurance & operations comprised 22 percent of total Life Insurance &
Retirement Services operating income in 2005. AIG operates Retirement Services GAAP premiums and 41 percent of Life
overseas principally through ALICO, AIA, Nan Shan, Philam- Insurance & Retirement Services operating income in 2005.
life, AIG Star Life, and AIG Edison Life. ALICO is There was no significant adverse effect on AIG’s Life
incorporated in Delaware and all of its business is written Insurance & Retirement Services results of operations from
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economic conditions in any one state, country or geographic independent producers, and sell their products largely to
region for the year ended December 31, 2005. See also indigenous persons in local and foreign currencies. In addition
Management’s Discussion and Analysis of Financial Condition to the agency outlets, these companies also distribute their
and Results of Operations. products through direct marketing channels, such as mass

Life insurance products such as whole life and endowment marketing, and through brokers and other distribution outlets,
continue to be significant in the overseas companies, especially such as financial institutions.
in Southeast Asia, while a mixture of life insurance, accident
and health and retirement services products are sold in Japan. Insurance Investment Operations

In addition to the above, AIG also has subsidiary operations
A significant portion of AIG’s General Insurance and Lifein Canada, Egypt, Mexico, Poland, Switzerland and Puerto
Insurance & Retirement Services operating revenues areRico, and conducts life insurance business through a joint
derived from AIG’s insurance investment operations. See alsoventure in Brazil and through an AIUO subsidiary company in
Management’s Discussion and Analysis of Financial ConditionRussia, and in certain countries in Central and South America.
and Results of Operations and Notes 1, 2 and 8 of Notes toThe Foreign Life Insurance & Retirement Services compa-
Consolidated Financial Statements.nies have over 270,000 full and part-time agents, as well as

The following table summarizes the investment results of the General Insurance operations. See also Management’s Discussion
and Analysis of Financial Condition and Results of Operations and Note 8 of Notes to Consolidated Financial Statements.

Annual Average Cash and Invested Assets

Cash
(including Return on Return on

Years Ended December 31, short-term Invested Average Cash Average
(in millions) investments) Assets(a) Total and Assets(b) Assets(c)

2005 $ 2,450 $ 86,211 $ 88,661 4.5% 4.7%
2004 2,012 73,338 75,350 4.2 4.4
2003 1,818 59,855 61,673 4.2 4.3
2002 1,537 47,477 49,014 4.8 5.0
2001 1,338 41,481 42,819 6.0 6.2
(a) Including investment income due and accrued, and real estate.
(b) Net investment income divided by the annual average sum of cash and invested assets.
(c) Net investment income divided by the annual average invested assets.

The following table summarizes the investment results of the Life Insurance & Retirement Services operations. See also
Management’s Discussion and Analysis of Financial Condition and Results of Operations and Note 8 of Notes to Consolidated
Financial Statements.

Annual Average Cash and Invested Assets

Cash
(including Return on Return on

Years Ended December 31, short-term Invested Average Cash Average
(in millions) investments) Assets(a) Total and Assets(b) Assets(c)

2005 $ 6,180 $ 352,250 $ 358,430 5.1% 5.1%
2004 5,089 307,659 312,748 4.9 5.0
2003 4,680 247,608 252,288 5.1 5.2
2002 3,919 199,750 203,669 5.5 5.6
2001 3,615 162,708 166,323 6.3 6.4
(a) Including investment income due and accrued, and real estate.
(b) Net investment income divided by the annual average sum of cash and invested assets.
(c) Net investment income divided by the annual average invested assets.

AIG’s worldwide insurance investment policy places primary imposed by the local regulatory authorities. See also Manage-
emphasis on investments in government and other high ment’s Discussion and Analysis of Financial Condition and
quality, fixed income securities in all of its portfolios and, to a Results of Operations.
lesser extent, investments in high yield bonds, common stocks,
real estate, hedge funds and partnerships, in order to enhance Financial Services Operations
returns on policyholders’ funds and generate net investment

AIG’s Financial Services subsidiaries engage in diversifiedincome. The ability to implement this policy is somewhat
activities including aircraft and equipment leasing, capitallimited in certain territories as there may be a lack of adequate
markets transactions, consumer finance and insurance premiumlong-term investments or investment restrictions may be
financing.

AIG m Form 10-K 11



AIG’s Aircraft Finance operations represent the operations equity investment funds. Each of these subsidiary operations
of ILFC, which generates its revenues primarily from leasing receives fees for investment products and services provided. See
new and used commercial jet aircraft to domestic and foreign also Management’s Discussion and Analysis of Financial
airlines. Revenues also result from the remarketing of commer- Condition and Results of Operations and Note 2 of Notes to
cial jets for its own account, for airlines and for financial Consolidated Financial Statements.
institutions. See also Note 2 of Notes to Consolidated
Financial Statements. Other Operations

The Capital Markets operations of AIG are conducted
Certain other AIG subsidiaries provide insurance-related ser-primarily through AIGFP, which engages as principal in
vices such as adjusting claims and marketing specializedstandard and customized interest rate, currency, equity, com-
products. Several wholly owned foreign subsidiaries of AIGmodity, energy and credit products with top-tier corporations,
operating in countries or jurisdictions such as Ireland, Ber-financial institutions, governments, agencies, institutional in-
muda, Barbados and Gibraltar provide insurance and relatedvestors, and high-net-worth individuals throughout the world.
administrative and back office services to a variety of insuranceAIGFP also raises funds through municipal reinvestment
and reinsurance companies. These companies include captivecontracts and other private and public security offerings,
insurance companies unaffiliated with AIG, subsidiaries of AIGinvesting the proceeds in a diversified portfolio of high grade
and the subsidiaries of holding companies in which AIG holdssecurities and derivative transactions. See also Note 2 of Notes
an interest, such as IPC Holdings, Ltd (IPC) and Allied Worldto Consolidated Financial Statements.
Assurance Holdings, Ltd. (AWAC). AIG also has several otherConsumer Finance operations include AGF as well as AIG
subsidiaries which engage in various businesses. Mt. MansfieldConsumer Finance Group, Inc. (AIGCFG). AGF provides a
Company, Inc. owns and operates the ski slopes, lifts, schoolwide variety of consumer finance products, including real estate
and an inn located at Stowe, Vermont. Also included in othermortgages, consumer loans, retail sales finance and credit-
operations are unallocated corporate expenses, including therelated insurance to customers in the United States. AIGCFG,
settlement costs more fully described in Item 3. Legalthrough its subsidiaries, is engaged in developing a multi-
Proceedings and Note 12(i) of Notes to Consolidated Financialproduct consumer finance business with an emphasis on
Statements.emerging markets. See also Note 2 of Notes to Consolidated

Financial Statements.
Additional InvestmentsTogether, the Aircraft Finance, Capital Markets and Con-

sumer Finance operations generate the vast majority of the AIG holds a 24.3 percent interest in IPC, a reinsurance
revenues produced by AIG’s consolidated Financial Services holding company, a 23.4 percent interest in AWAC, a
operations. property-casualty insurance holding company, and a 24.5 per-

Imperial A.I. Credit Companies also contribute to Financial cent interest in The Fuji Fire and Marine Insurance Co., Ltd.,
Services income. This operation engages principally in insur- a general insurance company. See also Note 1(s) of Notes to
ance premium financing for both AIG’s customers and those of Consolidated Financial Statements.
other insurers. See Note 1 of Notes to Consolidated Financial
Statements. Locations of Certain Assets

As of December 31, 2005, approximately 34 percent of theAsset Management Operations
consolidated assets of AIG were located in foreign countries

AIG’s Asset Management operations comprise a wide variety of (other than Canada), including $4.4 billion of cash and
investment-related services and investment products, including securities on deposit with foreign regulatory authorities. Foreign
institutional and retail asset management, broker dealer ser- operations and assets held abroad may be adversely affected by
vices and spread-based investment business from the sale of political developments in foreign countries, including such
guaranteed investment contracts, also known as funding possibilities as tax changes, nationalization, and changes in
agreements (GICs). Such products and services are offered to regulatory policy, as well as by consequence of hostilities and
individuals and institutions both domestically and overseas. unrest. The risks of such occurrences and their overall effect

AIG’s principal Asset Management operations are con- upon AIG vary from country to country and cannot easily be
ducted through certain subsidiaries of AIG Retirement Ser- predicted. If expropriation or nationalization does occur, AIG’s
vices, Inc. (AIG SunAmerica), including SAAMCo and the policy is to take all appropriate measures to seek recovery of
AIG Advisor Group broker dealers and AIG Global Invest- such assets. Certain of the countries in which AIG’s business is
ment Group. AIG SunAmerica sells and manages mutual funds conducted have currency restrictions which generally cause a
and provides financial advisory services through independent- delay in a company’s ability to repatriate assets and profits. See
contractor registered representatives. AIG Global Investment also Notes 1 and 2 of Notes to Consolidated Financial
Group manages invested assets on a global basis for third-party Statements and ‘‘Risk Factors — Foreign Operations’’ in
institutional, retail, private equity and real estate investment Item 1A. Risk Factors.
funds, provides securities lending and custodial services and
organizes and manages the invested assets of institutional private
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adjustments relating to years prior to 2004 were made to 2004Regulation
opening surplus, and 2004 statutory net income was restated

AIG’s operations around the world are subject to regulation by accordingly. Previously reported General Insurance statutory
many different types of regulatory authorities, including insur- surplus at December 31, 2004 was reduced by approximately
ance, securities, investment advisory, banking and thrift regula- $3.5 billion to approximately $20.6 billion.
tors in the United States and abroad. The regulatory AIG also recently completed its 2005 unaudited statutory
environment can have a significant effect on AIG and its financial statements for all of the Domestic General Insurance
business. AIG’s operations have become more diverse and companies, again after reviewing and agreeing with the
consumer-oriented, increasing the scope of regulatory supervi- relevant state insurance regulators the statutory accounting
sion and the possibility of intervention. In addition, the treatment of various items. The state regulators have permitted
investigations into financial accounting practices that led to the Domestic General Insurance companies to record a
the Restatements of AIG’s financial statements have height- $724 million reduction to opening statutory surplus as of
ened regulatory scrutiny of AIG worldwide. January 1, 2005, to reflect the effects of the Second Restate-

Certain states require registration and periodic reporting by ment. See also Management’s Discussion and Analysis of
insurance companies that are licensed in such states and are Financial Condition and Results of Operations — ‘‘Capital
controlled by other corporations. Applicable legislation typi- Resources — Regulation and Supervision’’ herein.
cally requires periodic disclosure concerning the corporation AIG has taken various steps to enhance the capital
that controls the registered insurer and the other companies in positions of the Domestic General Insurance companies. AIG
the holding company system and prior approval of intercorpo- entered into capital maintenance agreements with the Domes-
rate services and transfers of assets (including in some tic General Insurance companies that set forth procedures
instances payment of dividends by the insurance subsidiary) through which AIG will provide ongoing capital support.
within the holding company system. AIG’s subsidiaries are Dividends from the Domestic General Insurance companies
registered under such legislation in those states that have such were suspended in the fourth quarter of 2005. AIG contributed
requirements. See also Note 11 of Notes to Consolidated an additional $750 million of capital into American Home
Financial Statements. effective September 30, 2005, and contributed a further

AIG’s insurance subsidiaries, in common with other insur- $2.25 billion of capital in February 2006 for a total of
ers, are subject to regulation and supervision by the states and approximately $3 billion of capital into Domestic General
by other jurisdictions in which they do business. Within the Insurance subsidiaries effective December 31, 2005. Further-
United States, the method of such regulation varies but more, in order to allow the Domestic General Insurance
generally has its source in statutes that delegate regulatory and companies to record as an admitted asset at December 31,
supervisory powers to an insurance official. The regulation and 2005 certain reinsurance ceded to non-U.S. reinsurers (which
supervision relate primarily to approval of policy forms and has the effect of increasing the statutory surplus of such
rates, the standards of solvency that must be met and Domestic General Insurance companies), AIG has obtained,
maintained, including risk-based capital measurements, the and entered into reimbursement agreements for $1.5 billion of
licensing of insurers and their agents, the nature of and letters of credit issued by several commercial banks in favor of
limitations on investments, restrictions on the size of risks that certain Domestic General Insurance companies.
may be insured under a single policy, deposits of securities for AIG’s insurance operations are currently under review by
the benefit of policyholders, requirements for acceptability of various state regulatory agencies. See Item 3. Legal Proceedings
reinsurers, periodic examinations of the affairs of insurance for a further description of these investigations and see ‘‘Risk
companies, the form and content of reports of financial Factors – Regulatory Investigations’’ in Item 1A. Risk Factors
condition required to be filed, and reserves for unearned for more information on their application to AIG’s insurance
premiums, losses and other purposes. In general, such regula- businesses.
tion is for the protection of policyholders rather than the Risk-Based Capital (RBC) is designed to measure the
equity owners of these companies. See also Management’s adequacy of an insurer’s statutory surplus in relation to the
Discussion and Analysis of Financial Condition and Results of risks inherent in its business. Thus, inadequately capitalized
Operations. general and life insurance companies may be identified.

In connection with the Restatements, AIG undertook to The RBC formula develops a risk adjusted target level of
examine and evaluate each of the items that have been statutory surplus by applying certain factors to various asset,
restated or adjusted in its consolidated GAAP financial premium and reserve items. Higher factors are applied to more
statements to determine whether restatement of the previously risky items and lower factors are applied to less risky items.
filed statutory financial statements of its insurance company Thus, the target level of statutory surplus varies not only as a
subsidiaries would be required. AIG completed its 2004 audited result of the insurer’s size, but also on the risk profile of the
statutory financial statements for all of the Domestic General insurer’s operations.
Insurance companies in late 2005. The statutory accounting The RBC Model Law provides for four incremental levels of
treatment of the various items requiring adjustment or restate- regulatory attention for insurers whose surplus is below the
ment were reviewed and agreed to with the relevant state calculated RBC target. These levels of attention range in
insurance regulators in advance of the filings. Adjustments severity from requiring the insurer to submit a plan for
necessary to reflect the cumulative effect on statutory surplus of
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corrective action to placing the insurer under regulatory and local companies in particular areas in which they are
control. active.

The statutory surplus of each of AIG’s domestic general and AIG’s strong ratings have historically provided a competi-
life insurance subsidiaries exceeded their RBC standards as of tive advantage. The effect on the business of AIG of recent
December 31, 2005. regulatory investigations, the Restatements, and subsequent

To the extent that any of AIG’s insurance entities would ratings actions is currently unknown, but these developments
fall below prescribed levels of surplus, it would be AIG’s may adversely affect the competitive position of AIG and its
intention to infuse necessary capital to support that entity. subsidiaries. See ‘‘Risk Factors — AIG Credit Ratings’’ in

A substantial portion of AIG’s General Insurance business Item 1A. Risk Factors.
and a majority of its Life Insurance business is carried on in
foreign countries. The degree of regulation and supervision in ITEM 1A.
foreign jurisdictions varies. Generally, AIG, as well as the Risk Factors
underwriting companies operating in such jurisdictions, must

AIG’s Credit Ratingssatisfy local regulatory requirements. Licenses issued by foreign
authorities to AIG subsidiaries are subject to modification or The downgrades in AIG’s credit ratings will increase AIG’s
revocation by such authorities, and AIU or other AIG borrowing costs, may lessen AIG’s ability to compete in
subsidiaries could be prevented from conducting business in certain businesses and will require AIG to post additional
certain of the jurisdictions where they currently operate. In the collateral.
past, AIU has been allowed to modify its operations to From March through June of 2005, the major rating agencies
conform with new licensing requirements in most jurisdictions. downgraded AIG’s ratings in a series of actions. Standard &

In addition to licensing requirements, AIG’s foreign opera- Poor’s, a division of The McGraw-Hill Companies, Inc. (S&P),
tions are also regulated in various jurisdictions with respect to lowered the long-term senior debt and counterparty ratings of
currency, policy language and terms, amount and type of AIG from ‘AAA’ to ‘AA’ and changed the rating outlook to
security deposits, amount and type of reserves, amount and negative. Moody’s Investors Service (Moody’s) lowered AIG’s
type of local investment and the share of profits to be returned long-term senior debt rating from ‘Aaa’ to ‘Aa2’ and changed
to policyholders on participating policies. Some foreign coun- the outlook to stable. Fitch Ratings (Fitch) downgraded the
tries regulate rates on various types of policies. Certain long-term senior debt ratings of AIG from ‘AAA’ to ‘AA’ and
countries have established reinsurance institutions, wholly or placed the ratings on Rating Watch Negative.
partially owned by the state, to which admitted insurers are The agencies also took rating actions on AIG’s insurance
obligated to cede a portion of their business on terms which subsidiaries. S&P and Fitch lowered to ‘AA+’ the insurance
may not always allow foreign insurers, including AIG, full financial strength ratings of most of AIG’s insurance compa-
compensation. In some countries, regulations governing consti- nies. Moody’s lowered the insurance financial strength ratings
tution of technical reserves and remittance balances may generally to either ‘Aa1’ or ‘Aa2’. A.M. Best downgraded the
hinder remittance of profits and repatriation of assets. financial strength ratings for most of AIG’s insurance subsidiar-

In 1999, AIG became a unitary thrift holding company ies from ‘A++’ to ‘A+’ and the issuer credit ratings from ‘aa+’
when the Office of Thrift Supervision (OTS) granted AIG to ‘aa–’. Many of these companies’ ratings remain on a
approval to organize AIG Federal Savings Bank. Annually, the negative watch.
OTS conducts an examination of AIG. The OTS examination In addition, S&P changed the outlook on ILFC’s ‘AA–’
involves assessing the organization’s overall risk profile. long-term senior debt rating to negative. Moody’s affirmed

ILFC’s long-term and short-term senior debt ratings
Competition (‘A1’/‘P-1’). Fitch downgraded ILFC’s long-term senior debt

rating from ‘AA–’ to ‘A+’ and placed the rating on RatingAIG’s Insurance, Financial Services and Asset Management
Watch Negative and downgraded ILFC’s short-term debt ratingbusinesses operate in a highly competitive environment, both
from ‘F1+’ to ‘F1’. Fitch also placed the ‘A+’ long-term seniordomestically and overseas. Principal sources of competition are
debt ratings of American General Finance Corporation andinsurance companies, banks, investment banks and other non-
American General Finance, Inc. on Rating Watch Negative.bank financial institutions.
S&P and Moody’s affirmed the long-term and short-term seniorThe insurance industry in particular is highly competitive.
debt ratings of American General Finance Corporation atWithin the United States, AIG’s General Insurance subsidiar-
‘A+’/‘A-1’ and ‘A1’/‘P-1’, respectively.ies compete with approximately 3,100 other stock companies,

These debt and financial strength ratings are currentspecialty insurance organizations, mutual companies and other
opinions of the rating agencies. As such, they may be changed,underwriting organizations. AIG’s subsidiaries offering Life
suspended or withdrawn at any time by the rating agencies as aInsurance and Retirement Services compete in the United
result of changes in, or unavailability of, information or basedStates with approximately 2,000 life insurance companies and
on other circumstances. Ratings may also be withdrawn at AIGother participants in related financial services fields. Overseas,
management’s request. This discussion of ratings is not aAIG subsidiaries compete for business with foreign insurance
complete list of ratings of AIG and its subsidiaries.operations of the larger U.S. insurers, global insurance groups,
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These ratings actions have affected and will continue to discussed below under Item 3. Legal Proceedings, AIG recorded
affect AIG’s business and results of operations in a number of an after-tax charge of approximately $1.15 billion in the fourth
ways. quarter of 2005. AIG is party to numerous other legal
m Downgrades in AIG’s debt ratings will adversely affect proceedings and regulatory investigations. It is possible that the

AIG’s results of operations. AIG relies on external sources effect of the unresolved matters could be material to AIG’s
of financing to fund several of its operations. The cost and consolidated results of operations for an individual reporting
availability of unsecured financing are generally dependent period. For a discussion of these unresolved matters, see
on the issuer’s long-term and short-term debt ratings. These Item 3. Legal Proceedings.
downgrades and any future downgrades in AIG’s debt

Significant investigations into AIG’s business are continuingratings may adversely affect AIG’s borrowing costs and
and the commencement of additional investigations is possi-therefore adversely affect AIG’s results of operations.
ble. Broad-ranging investigations into AIG’s business practices

m The downgrade in AIG’s long-term senior debt ratings will
continue. These investigations are being conducted by aadversely affect AIGFP’s ability to compete for certain
number of regulators, and related actions by regulators bothbusinesses. Credit ratings are very important to the ability
within and outside the United States may be undertaken inof financial institutions to compete in the derivative and
response. The review of large amounts of information bystructured transaction marketplaces. Historically, AIG’s
various regulatory authorities may result in the commencementtriple-A ratings provided AIGFP a competitive advantage.
of new areas of inquiry and, possibly, new significant legalThe downgrades have reduced this advantage and, for
proceedings. specialized financial transactions that generally are con-

ducted only by triple-A rated financial institutions, The Relationships Between AIG and Starr and SICO
counterparties may be unwilling to transact business with

The relationships between AIG and Starr and SICO mayAIGFP except on a secured basis. This could require AIGFP
take an extended period of time to unwind and/or resolve,to post more collateral to counterparties in the future. See
and the consequences of such resolution are uncertain.below for a further discussion of the effect that posting
Although AIG is currently working on unwinding andcollateral may have on AIG’s liquidity.
resolving its relationships with C.V. Starr & Co, Inc. (Starr)m Although the financial strength ratings of AIG’s insurance
and Starr International Company, Inc. (SICO), AIG cannotcompany subsidiaries remain high compared to many of
predict what its future relationship with Starr and SICO willtheir competitors, the downgrades have reduced the previ-
be. AIG subsidiaries are in the process of terminating theirous ratings differential. The competitive advantage of the
agency relationships with the Starr agencies and are beginningratings to AIG’s insurance company subsidiaries may be
to write the business previously produced by those agencies onlessened accordingly.
a direct basis. AIG also continues to address the issues posedm As a result of the downgrades of AIG’s long-term senior
by compensation plans and programs previously provided todebt ratings, AIG was required to post approximately
AIG executives by Starr and SICO, as AIG is providing$1.16 billion of collateral with counterparties to municipal
compensation programs that recognize those plans and pro-guaranteed investment contracts and financial derivatives
grams. In January 2006, Starr announced that it had completedtransactions. In the event of a further downgrade, AIG will
its tender offers to purchase interests in Starr and that allbe required to post additional collateral. It is estimated that,
eligible shareholders had tendered their shares. As a result ofas of the close of business on February 28, 2006 based on
completion of the tender offers, no AIG executive currentlyAIG’s outstanding municipal guaranteed investment agree-
holds any Starr interest. AIG has entered into agreementsments and financial derivatives transactions as of such date,
pursuant to which AIG agrees, subject to certain conditions, toa further downgrade of AIG’s long-term senior debt ratings
assure AIG’s current employees that all payments are madeto ‘Aa3’ by Moody’s or ‘AA–’ by S&P would permit
under a series of two-year Deferred Compensation Profitcounterparties to call for approximately $962 million of
Participation Plans provided by SICO (SICO Plans). Seeadditional collateral. Further, additional downgrades could
Note 12(f) and Note 16 of Notes to Consolidated Financialresult in requirements for substantial additional collateral,
Statements. Nevertheless, there can be no assurance that AIGwhich could have a material effect on how AIG manages its
will be able to effectively address the consequences for itsliquidity. The actual amount of additional collateral that
executives of the unwinding of their participation in the StarrAIG would be required to post to counterparties in the
and SICO plans and programs. Nor can there be any assuranceevent of such downgrades depends on market conditions,
that AIG will compete successfully for the business previouslythe market value of the outstanding affected transactions
produced by the Starr agencies.and other factors prevailing at the time of the downgrade.

Finally, litigation between AIG and Starr and SICO remainsAny additional obligations to post collateral will increase
pending, and the timing and terms of any resolution cannotthe demand on AIG’s liquidity.
currently be predicted. As a result of the foregoing, there can be
no assurance that the ultimate resolution of AIG’s relationshipsRegulatory Investigations
with Starr and SICO will not be adverse to AIG. For further

Significant legal proceedings have adversely affected AIG’s information about litigation between AIG and Starr and SICO,
results of operations for 2005. As a result of the settlements see Item 3. Legal Proceedings.
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conducting future business in certain of the jurisdictions whereCertain Material Weaknesses
they currently operate. AIG’s international operations include

Management identified three remaining material weaknesses operations in various developing nations. Both current and
in AIG’s internal control over financial reporting. Remedia- future foreign operations could be adversely affected by
tion of these material weaknesses is ongoing. Until these unfavorable political developments including tax changes,
weaknesses are remediated, the weaknesses could affect the regulatory restrictions and nationalization of AIG’s operations
accuracy or timing of future filings with the SEC and other without compensation. Adverse affects resulting from any one
regulatory authorities. A discussion of these material weak- country may affect AIG’s results of operations, liquidity and
nesses and AIG’s remediation efforts can be found in Item 9A financial condition depending on the magnitude of the event
of Part II of this Annual Report on Form 10-K. and AIG’s net financial exposure at that time in that country.

Access to Capital Markets Liquidity
AIG’s access to the U.S. public capital markets may be Payments from subsidiaries may be limited by regulators.
delayed by the SEC registration process. Although AIG is AIG depends on dividends, distributions and other payments
able to access the Rule 144A and Euro markets, AIG will be from AIG’s subsidiaries to fund dividend payments and to fund
unable to access the U.S. public securities markets until it has payments on AIG’s obligations, including debt obligations.
filed and the SEC has declared effective a new registration Regulatory and other legal restrictions may limit AIG’s ability
statement under the Securities Act of 1933. Depending upon to transfer funds freely, either to or from AIG’s subsidiaries. In
the SEC’s review of these filings, this process may take several particular, many of AIG’s subsidiaries, including AIG’s insur-
months or more. ance subsidiaries, are subject to laws and regulations that

authorize regulatory bodies to block or reduce the flow of fundsUnless relief is granted by the SEC, AIG will not be able to
to the parent holding company, or that prohibit such transferavail itself of certain favorable provisions of the Securities
altogether in certain circumstances. These laws and regulationsAct. AIG will not, for a period of three years, be a ‘‘well-
may hinder AIG’s ability to access funds that AIG may needknown seasoned issuer’’. During this period, AIG’s ability to
to make payments on AIG’s obligations.communicate with respect to new product offerings and to

structure client products will be more limited than they
Regulationotherwise would. In addition, during this period, AIG will not

be able to avail itself of provisions that allow for an AIG is subject to extensive regulation in the jurisdictions in
automatically effective shelf registration statement or rely on which it conducts its businesses. AIG’s operations around
the ‘‘forward-looking statements’’ safe harbor under the securi- the world are subject to regulation by different types of
ties laws in providing forward-looking information to investors. regulatory authorities, including insurance, securities, invest-

ment advisory, banking and thrift regulators in the United
Foreign Operations States and abroad. AIG’s operations have become more diverse

and consumer-oriented, increasing the scope of regulatoryForeign operations expose AIG to risks that may affect its
supervision and the possibility of intervention. In particular,operations, liquidity and financial conditions. AIG provides
AIG’s consumer lending business is subject to a broad array ofinsurance and investment products and services to both
laws and regulations governing lending practices and permissi-businesses and individuals in more than 130 countries and
ble loan terms, and AIG would expect increased regulatoryjurisdictions. A substantial portion of AIG’s General Insurance
oversight relating to this business.business and a majority of its Life Insurance & Retirement

The regulatory environment could have a significant effectServices businesses are conducted outside the United States.
on AIG and its businesses. Among other things, AIG could beOperations outside of the United States may be affected by
fined, prohibited from engaging in some of its businessregional economic downturns, political upheaval, nationaliza-
activities or subject to limitations or conditions on its businesstion and other restrictive government actions, which could also
activities. Significant regulatory action against AIG could haveaffect other AIG operations.
material adverse financial effects, cause significant reputationalThe degree of regulation and supervision in foreign jurisdic-
harm, or harm business prospects. New laws or regulations ortions varies. Generally, AIG, as well as the underwriting
changes in the enforcement of existing laws or regulationscompanies operating in such jurisdictions, must satisfy local
applicable to clients may also adversely affect AIG and itsregulatory requirements. Licenses issued by foreign authorities
businesses. See Item 1. Business — ‘‘Regulation.’’to AIG subsidiaries are subject to modification and revocation.

Thus, AIG’s insurance subsidiaries could be prevented from
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Casualty Insurance Underwriting and Reserves ITEM 1B.
Unresolved Staff CommentsCasualty insurance liabilities are difficult to predict and may

exceed the related reserves for losses and loss expenses. There are no material unresolved written comments that were
Although AIG annually reviews the adequacy of the estab- received from the SEC staff 180 days or more before the end of
lished reserve for losses and loss expenses, there can be no AIG’s fiscal year relating to AIG’s periodic or current reports
assurance that AIG’s ultimate loss reserves will not develop under the Securities Exchange Act of 1934 (Exchange Act).
adversely and materially exceed AIG’s current loss reserves.
Estimation of ultimate net losses, loss expenses and loss ITEM 2.
reserves is a complex process for long-tail casualty lines of Properties
business, which include excess and umbrella liability, D&O,

AIG and its subsidiaries operate from approximately 2,200professional liability, medical malpractice, workers compensa-
offices in the United States, 8 offices in Canada and numeroustion, general liability, products liability and related classes, as
offices in approximately 100 foreign countries. The offices inwell as for asbestos and environmental exposures. Generally,
Montgomery, Alabama; Greensboro, North Carolina; Spring-actual historical loss development factors are used to project
field, Illinois; Amarillo, Ft. Worth and Houston, Texas;future loss development. However, there can be no assurance
Wilmington, Delaware; San Juan, Puerto Rico; Tampa, Florida;that future loss development patterns will be the same as in
Livingston, New Jersey; Evansville, Indiana; Nashville, Tennes-the past. Moreover, any deviation in loss cost trends or in loss
see; 70 Pine Street, 72 Wall Street and 175 Water Street indevelopment factors might not be discernible for an extended
New York City; and offices in more than 30 foreign countriesperiod of time subsequent to the recording of the initial loss
and jurisdictions including Bermuda, Chile, Hong Kong, thereserve estimates for any accident year. Thus, there is the
Philippines, Japan, United Kingdom, Singapore, Switzerland,potential for reserves with respect to a number of years to be
Taiwan and Thailand are located in buildings owned by AIGsignificantly affected by changes in loss cost trends or loss
and its subsidiaries. The remainder of the office space utilizeddevelopment factors that were relied upon in setting the
by AIG subsidiaries is leased.reserves. These changes in loss trends or loss development

factors could be attributable to changes in inflation in labor
ITEM 3.and material costs or in the judicial environment, or in other
Legal Proceedingssocial or economic phenomena affecting claims. See ‘‘Manage-

ment’s Discussion and Analysis of Financial Condition and General
Results of Operations — Operating Review — Reserve for

AIG and its subsidiaries, in common with the insuranceLosses and Loss Expenses.’’
industry in general, are subject to litigation, including claims

Natural Disasters and Pandemic Diseases for punitive damages, in the normal course of their business.
See Notes 12(d), 12(g), 12(h) and 12(i) of Notes toNatural disasters and pandemic disease could adversely affect
Consolidated Financial Statements, as well as the DiscussionAIG’s operating results. Natural disasters such as hurricanes,
and Analysis of Consolidated Net Losses and Loss Expenseearthquakes and other catastrophes have the potential to
Reserve Development and Management’s Discussion and Anal-adversely affect AIG’s operating results. Other risks, such as an
ysis of Financial Condition and Results of Operations.outbreak of a pandemic disease, such as the Avian Influenza A

Virus (H5N1), could adversely affect AIG’s business and
2006 Regulatory Settlementsoperating results to an extent that may be only minimally

offset by reinsurance programs. In February 2006, AIG reached a final settlement with the
While to date outbreaks of the Avian Flu continue to occur SEC, the United States Department of Justice (DOJ), the

among poultry or wild birds in a number of countries in Asia, Office of the New York Attorney General (NYAG) and the
parts of Europe, and recently in Africa, transmission to humans New York State Department of Insurance (DOI). The settle-
has been rare. If the virus mutates to a form that can be ments resolved outstanding litigation filed by the SEC, NYAG
transmitted from human to human, it has the potential to and DOI against AIG and concluded negotiations with these
spread rapidly worldwide. If such an outbreak were to take authorities and the DOJ in connection with the accounting,
place, early quarantine and vaccination could be critical to financial reporting and insurance brokerage practices of AIG
containment. and its subsidiaries, as well as claims relating to the underpay-

Both the contagion and mortality rate of any mutated ment of certain workers compensation premium taxes and
H5N1 virus that can be transmitted from human to human are other assessments. The 2005 financial statements included in
highly speculative. AIG continues to monitor the developing this Annual Report on Form 10-K include a fourth quarter
facts. A significant global outbreak could have a material after-tax charge of $1.15 billion recording the settlements.
adverse effect on AIG’s life insurance business operating results As part of the settlement with the SEC, the SEC filed a
and liquidity from increased mortality and morbidity rates. civil complaint, alleging that from 2000 until 2005, AIG

materially falsified its financial statements through a variety of
transactions and entities in order to strengthen the appearance
of its financial results to analysts and investors.
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AIG, without admitting or denying the allegations in the laws. AIG, without admitting or denying the allegations in the
SEC complaint, consented to the issuance of a final judgment SEC complaint, consented to the issuance of a final judgment
on February 9, 2006: (a) permanently restraining and enjoining permanently enjoining it and its employees and related persons
AIG from violating Section 17(a) of the Securities Act of from violating certain provisions of the Exchange Act,
1933 (Securities Act) and Sections 10(b), 13(a), 13(b)(2) and Exchange Act Rules and the Securities Act, ordering disgorge-
13(b)(5) and Rules 10b-5, 12b-20, 13a-1, 13a-13 and 13b2-1 of ment of fees it received in the PNC transactions and providing
the Exchange Act; (b) ordering AIG to pay disgorgement in for AIG to establish a transaction review committee to review
the amount of $700 million; and (c) ordering AIG to pay a the appropriateness of certain future transactions and to retain
civil penalty in the amount of $100 million. These amounts an independent consultant to examine certain transactions
have been paid into a fund under the supervision of the SEC entered into between 2000 and 2004 and review the policies
to be available to resolve claims asserted in various civil and procedures of the transaction review committee. The
proceedings, including shareholder lawsuits. independent consultant has a broad mandate to review

In February 2006, AIG and the DOJ entered into a letter transactions entered into by AIG during this period. The
agreement. In the letter agreement, the DOJ notified AIG that review of the independent consultant is now ongoing and AIG
in its view, AIG, acting through some of its employees, cannot at this time predict the outcome of this review.
violated federal criminal law in connection with misstatements The DOJ filed against AIGFP PAGIC Equity Holding Corp.
in periodic financial reports that AIG filed with the SEC (AIGFP PAGIC), a wholly-owned subsidiary of AIGFP, a
between 2000 and 2004 relating to certain transactions. The criminal complaint alleging that AIGFP PAGIC violated
settlement with the DOJ consists of, among other things, federal securities laws by aiding and abetting securities law
AIG’s cooperating with the DOJ in the DOJ’s ongoing violations by PNC, in connection with a transaction entered
criminal investigation, accepting responsibility for certain of its into in 2001 with PNC that was intended to enable PNC to
actions and those of its employees relating to these transac- remove certain assets from its balance sheet.
tions and paying $25 million. The settlement with the DOJ consists of separate agree-

Effective February 9, 2006, AIG entered into agreements ments with AIG and AIGFP and a complaint filed against, and
with the NYAG and the DOI, settling claims under New deferred prosecution agreement with, AIGFP PAGIC. Under
York’s Martin Act and insurance laws, among other provisions, the terms of the settlement, AIGFP paid a monetary penalty of
which were originally brought by the NYAG and the DOI in a $80 million. On January 17, 2006, the court approved an order
civil complaint filed on May 26, 2005. Under the agreements, dismissing the complaint with prejudice. The obligations of
$375 million was paid into a fund under the supervision of the AIG, AIGFP and AIGFP PAGIC under the DOJ agreements
NYAG and the DOI to be available principally to pay certain relate principally to cooperating with the DOJ and other
AIG insureds who purchased excess casualty policies through federal agencies in connection with their related investigations.
Marsh & McLennan Companies, Inc. or Marsh Inc. In
addition, approximately $343 million will be used to compen- Investigations of Insurance Practices
sate participating state funds in connection with the underpay-

Regulators from several states have commenced investigationsment of certain workers compensation premium taxes and
into insurance brokerage practices related to contingent com-other assessments. In addition, AIG paid $100 million as a fine
missions and other broker-related conduct, such as alleged bidto the State of New York.
rigging. Various parties, including insureds and shareholders,As part of these settlements, AIG has agreed to retain for a
have also asserted putative class action and other claimsperiod of three years an independent consultant who will
against AIG or its subsidiaries alleging, among other things,conduct a review that will include the adequacy of AIG’s
violations of the antitrust and federal securities laws, and AIGinternal controls over financial reporting and the remediation
expects that additional claims may be made. Pursuant to theplan that AIG has implemented as a result of its own internal
settlements with the NYAG and the DOI, $375 million wasreview.
paid into a fund under the supervision of the NYAG and the
DOI to be available principally to pay certain AIG insuredsPNC Settlement
who purchased excess casualty policies through Marsh Inc. In

In November 2004, AIG and AIGFP reached a final settlement addition, approximately $343 million will be used to compen-
with the SEC, the Fraud Section of the DOJ and the United sate participating states in connection with the underpayment
States Attorney for the Southern District of Indiana with of certain workers compensation premium taxes and other
respect to issues arising from certain structured transactions assessments. It is likely that many of the claims arising from
entered into with Brightpoint, Inc. and The PNC Financial state investigations, as well as claims made by insureds, will be
Services Group, Inc. (PNC), the marketing of transactions settled using these funds.
similar to the PNC transactions and related matters. Various federal and state regulatory agencies are reviewing

As part of the settlement, the SEC filed against AIG a civil certain other transactions and practices of AIG and its
complaint, based on the conduct of AIG primarily through subsidiaries in connection with industry-wide and other inquir-
AIGFP, alleging violations of certain antifraud provisions of ies. AIG has cooperated, and will continue to cooperate, with
the federal securities laws and for aiding and abetting all these investigations, including by producing documents and
violations of reporting and record keeping provisions of those other information in response to the subpoenas.
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In April and May 2005, amended complaints were filed inPending Litigation
the consolidated derivative and securities cases, as well as in

A number of lawsuits have been filed regarding the subject one of the ERISA lawsuits, pending in the Southern District of
matter of the investigations of insurance brokerage practices, New York adding allegations concerning AIG’s accounting
including derivative actions, individual actions and class treatment for non-traditional insurance products. In September
actions under the federal securities laws, Racketeering Influ- 2005, a second amended complaint was filed in the consoli-
enced and Corrupt Organizations Act (RICO), Employee dated securities cases adding allegations concerning AIG’s First
Retirement Income Security Act (ERISA) and state common Restatement. Also in September 2005, a new securities action
and corporate laws in both federal and state courts, including complaint was filed in the Southern District of New York,
the federal district court in the United States District Court asserting claims premised on the same allegations made in the
for the Southern District of New York (Southern District of consolidated cases. Motions to dismiss have been filed in the
New York), in the Commonwealth of Massachusetts Superior securities actions. In September 2005, a consolidated complaint
Court and in the Delaware Chancery Court. All of these was filed in the ERISA case pending in the Southern District
actions generally allege that AIG and its subsidiaries violated of New York. Motions to dismiss have been filed in that
the law by allegedly concealing a scheme to ‘‘rig bids’’ and ERISA case. Also in April 2005, new derivative actions were
‘‘steer’’ business between insurance companies and insurance filed in the Delaware Chancery Court, and in July and August
brokers. 2005, two new derivative actions were filed in the Southern

Since October 19, 2004, AIG or its subsidiaries have been District of New York asserting claims duplicative of the claims
named as a defendant in fifteen complaints that were filed in made in the consolidated derivative action.
federal court and two that were originally filed in state court In July 2005, a second amended complaint was filed in the
(Massachusetts and Florida) and removed to federal court. consolidated derivative case in the Southern District of New
These cases generally allege that AIG and its subsidiaries York, expanding upon accounting-related allegations based
violated federal and various state antitrust laws, as well as upon AIG’s First Restatement and, in August 2005, an
federal RICO laws, various state deceptive and unfair practice amended consolidated complaint was filed. In June 2005, the
laws and certain state laws governing fiduciary duties. The derivative cases in Delaware were consolidated. AIG’s Board of
alleged basis of these claims is that there was a conspiracy Directors has appointed a special committee of independent
between insurance companies and insurance brokers with directors to review the matters asserted in the derivative
regard to the use of contingent commission agreements, complaints. The courts have approved agreements staying the
bidding practices, and other broker-related conduct concerning derivative cases pending in the Southern District of New York
coverage in certain sectors of the insurance industry. The and in the Delaware Chancery Court while the special
Judicial Panel on Multidistrict Litigation entered an order on committee of independent directors performs its work. In
February 17, 2005, consolidating most of these cases and September 2005, a shareholder filed suit in Delaware Chancery
transferring them to the United States District Court for the Court seeking documents relating to some of the allegations
District of New Jersey (District of New Jersey). The remainder made in the derivative suits. AIG filed a motion to dismiss in
of these cases have been transferred to the District of New October 2005.
Jersey. On August 15, 2005, the plaintiffs in the multidistrict In late 2002, a derivative action was filed in the Delaware
litigation filed a Corrected First Consolidated Amended Com- Chancery Court in connection with AIG’s transactions with
mercial Class Action Complaint, which, in addition to the certain entities affiliated with Starr and SICO. In May 2005,
previously named AIG defendants, names new AIG subsidiaries the plaintiff filed an amended complaint which adds additional
as defendants. Also on August 15, 2005, AIG and two claims premised on allegations relating to insurance brokerage
subsidiaries were named as defendants in a Corrected First practices and AIG’s non-traditional insurance products. Plain-
Consolidated Amended Employee Benefits Class Action Com- tiffs in that case have agreed to dismiss newly added allegations
plaint filed in the District Court of New Jersey, which asserts unrelated to transactions with entities affiliated with Starr and
similar claims with respect to employee benefits insurance and SICO without prejudice to pursuit of these claims in the
a claim under ERISA on behalf of putative classes of employers separate derivative actions described above. On February 16,
and employees. On November 29, 2005, the AIG defendants, 2006, the Delaware Chancery Court entered an order dis-
along with other insurer defendants and the broker defendants missing the litigation with prejudice with respect to AIG’s
filed motions to dismiss both the Commercial and Employee outside directors and dismissing the claims against the remain-
Benefits Complaints. Plaintiffs have filed a motion for class ing AIG defendants without prejudice.
certification in the consolidated action. In addition, complaints On July 8, 2005, SICO filed a complaint against AIG in
were filed against AIG and several of its subsidiaries in the Southern District of New York. The complaint alleges that
Massachusetts and Florida state courts, which have both been AIG is in the possession of items, including artwork, which
stayed. In the Florida action, the plaintiff has filed a petition SICO claims it owns, and seeks an order causing AIG to
for a writ of certiorari with the District Court of Appeals of release those items as well as actual, consequential, punitive
the State of Florida, Fourth District with respect to the stay and exemplary damages. On September 27, 2005, AIG filed its
order. On February 9, 2006, a complaint against AIG and answer to SICO’s complaint denying SICO’s allegations and
several of its subsidiaries was filed in Texas state court, making asserting counter-claims for breach of contract, unjust enrich-
claims similar to those in the federal cases above. ment, conversion and breach of fiduciary duty relating to
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SICO’s breach of its commitment to use its AIG shares for the Effect on AIG
benefit of AIG and its employees. On October 17, 2005, SICO

In the opinion of AIG management, AIG’s ultimate liabilityreplied to AIG’s counter-claims and additionally sought a
for the unresolved matters referred to above is not likely tojudgment declaring that SICO is neither a control person nor
have a material adverse effect on AIG’s consolidated financialan affiliate of AIG for the purposes of Schedule 13D under the
condition, although it is possible that the effect would beExchange Act, and Rule 144 under the Securities Act,
material to AIG’s consolidated results of operations for anrespectively. AIG responded to the SICO claims on Novem-
individual reporting period.ber 7, 2005.
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2004, Mr. Frenkel served as Chairman of Merrill LynchITEM 4.
International, Inc. Between 1991 and 2001, Mr. Frenkel servedSubmission of Matters to a Vote of Security Holders
for two consecutive terms as the Governor of the Bank of

There were no matters submitted to a vote of security holders Israel. Prior to joining AIG in September 2002, Mr. Bensinger
during the fourth quarter of 2005. was Executive Vice President and Chief Financial Officer of

Combined Specialty Group, Inc. (a division of Aon Corpora-
Directors and Executive Officers of the Registrant tion) commencing in March 2002, and served as Executive

Vice President of Trenwick Group, Ltd. from October 1999Set forth below is information concerning the directors and
through December 2001. Prior to joining AIG in Februaryexecutive officers of AIG. All directors are elected for one-year
2005, Mr. Winans was a Vice President at Lehman Brothersterms at the annual meeting of shareholders. All officers serve
Equity Research covering property-casualty insurers. Prior toat the pleasure of the Board of Directors, but subject to the
joining Lehman Brothers in June 2003, he held a similarforegoing, are elected to one-year terms.
position at Williams Capital, following three years as an equityExcept as hereinafter noted, each of the executive officers
analyst covering the property-casualty sector at Morgan Stanleyhas, for more than five years, occupied an executive position
and previously at Paine Webber, which he joined in late 1999.with AIG or companies that are now its subsidiaries. There are
From May 1985 until joining AIG, Mr. Roemer was employedno other arrangements or understandings between any officer
by JPMorgan Chase, most recently as Senior Vice President –and any other person pursuant to which the officer was elected
Internal Audit.to such position. From January 2000 until joining AIG in May

Served as
Director or

Name Title Age Officer Since

M. Bernard Aidinoff Director 77 1984
Pei-yuan Chia Director 67 1996
Marshall A. Cohen Director 70 1992
William S. Cohen Director 65 2004
Martin S. Feldstein Director 66 1987
Ellen V. Futter Director 56 1999
Stephen L. Hammerman Director 67 2005
Carla A. Hills Director 72 1993
Richard C. Holbrooke Director 64 2001
Fred H. Langhammer Director 62 2006
George L. Miles, Jr. Director 64 2005
Morris W. Offit Director 69 2005
Martin J. Sullivan Director, President and Chief Executive Officer 51 2002
Michael H. Sutton Director 65 2005
Edmund S. W. Tse Director, Senior Vice Chairman – Life Insurance 68 1996
Robert B. Willumstad Director 60 2006
Frank G. Zarb Director and Chairman 71 2001
Thomas R. Tizzio Senior Vice Chairman – General Insurance 68 1982
Jacob A. Frenkel Vice Chairman – Global Economic Strategies 62 2004
Frank G. Wisner Vice Chairman – External Affairs 67 1997
Steven J. Bensinger Executive Vice President and Chief Financial Officer 51 2002
Rodney O. Martin, Jr. Executive Vice President – Life Insurance 53 2002
Kristian P. Moor Executive Vice President – Domestic General Insurance 46 1998
Win J. Neuger Executive Vice President and Chief Investment Officer 56 1995
R. Kendall Nottingham Executive Vice President – Life Insurance 67 1998
Robert M. Sandler Executive Vice President – Domestic Personal Lines 63 1980
Nicholas C. Walsh Executive Vice President – Foreign General Insurance 55 2005
Jay S. Wintrob Executive Vice President – Retirement Services 48 1999
William N. Dooley Senior Vice President – Financial Services 53 1992
Axel I. Freudmann Senior Vice President – Human Resources 59 1986
David L. Herzog Senior Vice President and Comptroller 46 2005
Robert E. Lewis Senior Vice President and Chief Risk Officer 54 1993
Ernest T. Patrikis Senior Vice President and General Counsel 61 1998
Michael E. Roemer Senior Vice President and Director of Internal Audit 43 2005
Brian T. Schreiber Senior Vice President – Strategic Planning 40 2002
Richard W. Scott Senior Vice President – Investments 52 2002
Kathleen E. Shannon Senior Vice President and Secretary 56 1986
Keith L. Duckett Vice President – Administration 45 2001
Robert A. Gender Vice President and Treasurer 48 2005
Charlene M. Hamrah Vice President and Director of Investor Relations 58 2004
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Served as
Director or

Name Title Age Officer Since

Peter K. Lathrop Vice President and Director of Taxes 63 2001
Eric N. Litzky Vice President – Corporate Governance 44 2005
Christopher D. Winans Vice President – Media Relations 55 2005
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Part  II

See Note 11(a) of Notes to Financial Consolidated StatementsITEM  5.
for a discussion of certain restrictions on the payment ofMarket for the Registrant’s Common Equity, Related
dividends to AIG by some of its insurance subsidiaries.Stockholder Matters and Issuer Purchases of Equity

Securities (c) The approximate number of holders of common stock as of
January 31, 2006, based upon the number of record(a) AIG’s common stock is listed in the U.S. on the
holders, was 56,000.New York Stock Exchange, as well as the stock exchanges

in London, Paris, Switzerland and Tokyo. (d) The following table summarizes AIG’s stock repurchases
for the three month period ended December 31, 2005:The table below shows the high and low closing sales prices

per share of AIG’s common stock on the New York Stock Maximum
Exchange Composite Tape, for each quarter of 2005 and Number of

Total Shares2004.
Number of that May

Shares Yet Be2005 2004
Purchased Purchased

High Low High Low Average as Part of Under the
Price Publicly Plans orFirst quarter $73.46 $54.18 $75.12 $66.79

Total Number Paid Announced ProgramsSecond quarter 58.94 49.91 76.77 69.39
of Shares per Plans or at End of

Third quarter 63.73 56.00 72.66 66.48 Period Purchased(a)(b) Share Programs Month(b)
Fourth quarter 64.40 60.43 68.72 54.70

October 1 - 31, 2005 – $ – – 36,542,700
November 1 - 30, 2005 – – – 36,542,700(b) In 2005, AIG paid a quarterly dividend of 12.5 cents in
December 1 - 31, 2005 – – – 36,542,700

March and June and 15.0 cents in September and
Total – $ – –December for a total cash payment of 55.0 cents per share
(a) Does not include 76,829 shares delivered or attested to in satisfaction ofof common stock. In 2004, AIG paid a quarterly dividend

the exercise price by holders of AIG employee stock options exercisedof 6.5 cents in March and June and 7.5 cents in
during the three months ended December 31, 2005.

September and December for a total cash payment of
(b) On July 19, 2002, AIG announced that its Board of Directors had

28.0 cents per share of common stock. Subject to the authorized the open market purchase of up to 10 million shares of
dividend preference of any of AIG’s serial preferred stock common stock. On February 13, 2003, AIG announced that the Board

had expanded the existing program through the authorization of anwhich may be outstanding, the holders of shares of
additional 50 million shares. The purchase program has no set expirationcommon stock are entitled to receive such dividends as or termination date.

may be declared by the Board of Directors from funds
legally available therefor.
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ITEM  6.
Selected Financial Data

AMERICAN INTERNATIONAL GROUP, INC. AND SUBSIDIARIES
SELECTED CONSOLIDATED FINANCIAL DATA

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

Years Ended December 31,
(in millions, except per share data) 2005 2004 2003 2002 2001

Revenues(a):
Premiums and other considerations $ 70,209 $ 66,625 $ 54,802 $ 44,289 $ 38,261
Net investment income 22,165 18,465 15,508 13,593 13,002
Realized capital gains (losses) 341 44 (442) (1,653) (910)
Other revenues(b) 16,190 12,532 9,553 9,942 9,605

Total revenues 108,905 97,666 79,421 66,171 59,958
Benefits and expenses:

Incurred policy losses and benefits 63,711 58,360 46,034 40,005 33,984
Insurance acquisition and other operating expenses 29,981 24,461 21,480 18,358 18,040
Acquisition, restructuring and related charges – – – – 2,017

Total benefits and expenses 93,692 82,821 67,514 58,363 54,041
Income before income taxes, minority interest and cumulative

effect of accounting changes(c) 15,213 14,845 11,907 7,808 5,917
Income taxes 4,258 4,407 3,556 1,919 1,594
Income before minority interest and cumulative effect of

accounting changes 10,955 10,438 8,351 5,889 4,323
Minority interest (478) (455) (252) (160) (101)
Income before cumulative effect of accounting changes 10,477 9,983 8,099 5,729 4,222
Cumulative effect of accounting changes, net of tax – (144) 9 – (136)
Net income 10,477 9,839 8,108 5,729 4,086
Earnings per common share:

Basic
Income before cumulative effect of accounting changes 4.03 3.83 3.10 2.20 1.61
Cumulative effect of accounting changes, net of tax – (0.06) – – (0.05)
Net income 4.03 3.77 3.10 2.20 1.56

Diluted(d)

Income before cumulative effect of accounting changes 3.99 3.79 3.07 2.17 1.59
Cumulative effect of accounting changes, net of tax – (0.06) – – (0.05)
Net income 3.99 3.73 3.07 2.17 1.54

Dividends per common share(e) 0.63 0.29 0.24 0.18 0.16
Total assets 853,370 801,145 675,602 561,598 490,614
Long-term debt and commercial paper(f)

Guaranteed by AIG 10,425 8,498 7,469 7,144 8,141
Liabilities connected to trust preferred stock 1,391 1,489 1,682 – –
Matched/not guaranteed by AIG 98,033 86,912 71,198 63,866 56,073

Total Liabilities(g) 766,867 721,273 606,180 501,163 438,551
Shareholders’ equity $ 86,317 $ 79,673 $ 69,230 $ 58,303 $ 49,881
(a) Represents the sum of General Insurance net premiums earned, Life Insurance & Retirement Services GAAP premiums, net investment income,

Financial Services interest, lease and finance charges, Asset Management advisory and management fees and net investment income from guaranteed
investment contracts, and realized capital gains (losses).

(b) Includes the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses.
For 2005, 2004, 2003, 2002 and 2001, respectively, the amounts included are $2.01 billion, $(122) million, $(1.01) billion, $220 million and $56 million.

(c) Includes catastrophe losses of $3.28 billion in 2005, $1.16 billion in 2004, $83 million in 2003, $61 million in 2002 and World Trade Center losses of
$900 million in 2001.

(d) Assumes conversion of contingently convertible bonds due to the adoption of EITF Issue No. 04-8 ‘‘Accounting Issues Related to Certain Features of
Contingently Convertible Debt and the Effect on Diluted Earnings per Share.’’

(e) Dividends have not been restated to reflect dividends paid by AGC which was acquired by AIG on August 29, 2001.
(f) Including that portion of long-term debt maturing in less than one year. See also Note 9 of Notes to Consolidated Financial Statements.
(g) Includes $2.1 billion and $2.2 billion for the years ended 2002 and 2001, respectively, of other liabilities connected to the consolidation of the Muni

Tender Option Bond Program trusts.
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Management’s  Discussion  and  Analysis  of
Financial  Condition  and  Results  of  Operations

presented in accordance with accounting principles prescribedITEM 7.
by insurance regulatory authorities because these are standardManagement’s Discussion and Analysis of Financial
measures of performance used in the insurance industry andCondition and Results of Operations
thus allow more meaningful comparisons with AIG’s insurance

Throughout this Management’s Discussion and Analysis of competitors. AIG has also incorporated into this discussion a
Financial Condition and Results of Operations, AIG presents number of cross-references to additional information included
its operations in the way it believes will be most meaningful. throughout this Annual Report on Form 10-K to assist readers
Statutory underwriting profit (loss) and combined ratios are seeking related information on a particular subject.

Management’s  Discussion and Analysis of Financial  Condition and
Results of  Operations
Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide the reader a
narrative with respect to AIG’s operations, financial condition and liquidity and certain other significant matters.

Index Page Index, continued Page

Asset Management Operations 56Cautionary Statement Regarding
Asset Management Results 57Projections and Other Information About Future

Other Operations 57Events 25
Capital Resources 58Overview of Operations and Business Results 26
Borrowings 58Consolidated Results 26
Contractual Obligations and Other Commercial

Critical Accounting Estimates 29 Commitments 61
Shareholders’ Equity 62Operating Review 30
Stock Purchase 62General Insurance Operations 30
Dividends from Insurance Subsidiaries 62General Insurance Results 31
Regulation and Supervision 62Reinsurance 33

Reserve for Losses and Loss Expenses 34 Liquidity 63
Asbestos and Environmental Reserves 40

Special Purpose Vehicles and Off Balance SheetLife Insurance & Retirement Services Operations 43
Arrangements 64Life Insurance & Retirement Services Results 44

Underwriting and Investment Risk 47 Derivatives 65
Insurance and Asset Management Invested Assets 48 Managing Market Risk 65

Credit Quality 49 Insurance 65
Valuation of Invested Assets 49 Financial Services 66

Financial Services Operations 51
Recent Accounting Standards 67Financial Services Results 54

Financial Services Invested Assets 55

Cautionary Statement Regarding Projections and Other Information About Future Events

This Annual Report on Form 10-K and other publicly available documents may include, and AIG’s officers and representatives
may from time to time make, projections concerning financial information and statements concerning future economic
performance and events, plans and objectives relating to management, operations, products and services, and assumptions
underlying these projections and statements. These projections and statements are not historical facts but instead represent only
AIG’s belief regarding future events, many of which, by their nature, are inherently uncertain and outside AIG’s control. These
projections and statements may address, among other things, the status and potential future outcome of the current regulatory and
civil proceedings against AIG and their potential effect on AIG’s businesses, financial position, results of operations, cash flows
and liquidity, the effect of the credit rating downgrades on AIG’s businesses and competitive position, the unwinding and
resolving of various relationships between AIG and Starr and SICO and AIG’s strategy for growth, product development, market
position, financial results and reserves. It is possible that AIG’s actual results and financial condition may differ, possibly
materially, from the anticipated results and financial condition indicated in these projections and statements. Factors that could
cause AIG’s actual results to differ, possibly materially, from those in the specific projections and statements are discussed
throughout this Management’s Discussion and Analysis of Financial Condition and Results of Operations and in ‘‘Risk Factors’’ in
Item 1A, Part I of this Annual Report on Form 10-K. AIG is not under any obligation (and expressly disclaims any such
obligations) to update or alter any projection or other statement, whether written or oral, that may be made from time to time,
whether as a result of new information, future events or otherwise.
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participates in the underwriting results through a reinsuranceOverview of Operations and Business Results
agreement and also holds a 9.9 percent ownership interest in

In 2003 and prior years, AIG’s operations were conducted by PICC. Other examples of new distribution channels used both
its subsidiaries principally through four operating segments: domestically and overseas include banks, affinity groups, direct
General Insurance, Life Insurance, Financial Services and response and e-commerce.
Retirement Services & Asset Management. Beginning with the AIG patiently builds relationships in markets around the
first quarter of 2004, AIG reports Retirement Services results world where it sees long-term growth opportunities. For
in the same segment as Life Insurance, reflecting the conver- example, the fact that AIG has the only wholly-owned foreign
gence of protective financial and retirement products and life insurance operations in eight cities in China is the result
AIG’s current management of these operations. All financial of relationships developed over nearly 30 years. AIG’s more
information herein gives effect to the Restatements described recent expansion of operations into India, Vietnam, Russia and
in ‘‘The Restatements’’ under Item 1. Business. Information for other emerging markets reflect the same growth strategy.
years prior to 2005 included herein has been reclassified to Moreover, AIG believes in investing in the economies and
show AIG’s results of operations and financial position on a infrastructures of these countries and growing with them.
comparable basis with the 2005 presentation. When AIG companies enter a new jurisdiction, they typically

Through these segments, AIG provides insurance and offer both basic protection and savings products. As the
investment products and services to both businesses and economies evolve, AIG’s products evolve with them, to more
individuals in more than 130 countries and jurisdictions. This complex and investment-oriented models.
geographic, product and service diversification is one of AIG’s Growth for AIG may be generated both internally and
major strengths and sets it apart from its competitors. The through acquisitions which both fulfill strategic goals and offer
importance of this diversification was especially evident in adequate return on investment. In recent years, the acquisi-
2005, when record catastrophe losses, settlements of legal tions of AIG Star Life and AIG Edison Life have broadened
proceedings and charges for increases in reserves for loss and AIG’s penetration of the Japanese market through new
loss expenses, were more than offset by profitability in other distribution channels and will result in operating efficiencies as
segments and product lines. Although regional economic they are integrated into AIG’s previously existing companies
downturns or political upheaval could negatively affect parts of operating in Japan.
AIG’s operations, AIG believes that its diversification makes it AIG provides leadership on issues of concern to the global
unlikely that regional difficulties would have a material effect and local economies as well as the insurance and financial
on its operating results, financial condition or liquidity. services industries. In recent years, efforts to reform the tort

AIG’s subsidiaries serve commercial, institutional and indi- system and class action litigation procedures, legislation to deal
vidual customers through an extensive property-casualty and with the asbestos problem and the renewal of the Terrorism
life insurance and retirement services network. In the United Risk Insurance Act have been key issues, while in prior years
States, AIG companies are the largest underwriters of commer- trade legislation and Superfund had been issues of concern.
cial and industrial insurance and one of the largest life

The following table summarizes AIG’s revenues, income beforeinsurance and retirement services operations as well. AIG’s
income taxes, minority interest and cumulative effect ofFinancial Services businesses include commercial aircraft and

equipment leasing, capital markets operations and consumer accounting changes and net income for the twelve months
finance, both in the United States and abroad. AIG also ended December 31, 2005, 2004 and 2003:
provides asset management services and offers guaranteed

Years Ended December 31,investment contracts (GICs) to institutions and individuals.
(in millions) 2005 2004 2003A primary goal of AIG in managing its General Insurance
Total revenues $108,905 $97,666 $79,421operations is to achieve an underwriting profit. To achieve this

goal, AIG must be disciplined in its risk selection and Income before income
premiums must be adequate and terms and conditions appropri- taxes, minority interest
ate to cover the risk accepted. AIG believes in strict control of and cumulative effect of
expenses. accounting changes 15,213 14,845 11,907

AIG’s 2005 operating performance reflects continuing im- Net income $ 10,477 $ 9,839 $ 8,108
plementation of various long-term strategies in its various
operating segments. Consolidated Results

A central focus of AIG operations in recent years is the
The 12 percent growth in revenues in 2005 and 23 percentdevelopment and expansion of new distribution channels. In
growth in revenues in 2004 were primarily attributable to the2005, AIG continued to expand its distribution channels in
growth in net premiums earned from global General Insurancemany Asian countries, which now include banks, credit card
operations as well as growth in both General Insurance andcompanies and television-media home shopping. In late 2003,
Life Insurance & Retirement Services net investment incomeAIG entered into an agreement with PICC Property and
and Life Insurance & Retirement Services GAAP premiums.Casualty Company, Limited (PICC), which will enable the
An additional factor was the capital gains realized in 2004marketing of accident and health products throughout China
rather than the capital losses realized in 2003.through PICC’s branch networks and agency system. AIG

26 AIG m Form 10-K



A M E R I C A N  I N T E R N A T I O N A L  G R O U P ,  I N C .  A N D  S U B S I D I A R I E S

AIG’s income before income taxes, minority interest and (e) Represents management and advisory fees, and net investment income
cumulative effect of accounting changes increased 2 percent in with respect to GICs.
2005 when compared to 2004 and 25 percent in 2004 when (f) Represents income before income taxes, minority interest, and cumula-

tive effect of accounting changes.compared to 2003. Life Insurance & Retirement Services,
(g) Catastrophe losses were $3.28 billion, $1.16 billion and $83 million inFinancial Services and Asset Management operating income

2005, 2004 and 2003, respectively.gains accounted for the increase over 2004 and 2003 in both
(h) Represents unallocated corporate expenses and other realized capitalpretax income and net income. Somewhat offsetting these

gains (losses) and includes the NYAG, DOI, SEC and DOJ settlement
gains in 2005 was the effect of the charges related to regulatory costs in 2005.
settlements, as described in Item 3. Legal Proceedings. (i) Includes $312 million and $96 million in catastrophe related losses from

partially owned companies in 2005 and 2004, respectively, andThe following table summarizes the net effect of catastrophe approximately $1.6 billion of regulatory settlement charges in 2005.
losses for December 31, 2005, 2004 and 2003.

General Insurance
(in millions) 2005 2004 2003

AIG’s General Insurance operations provide property andPretax(*) $ 3,280 $ 1,155 $ 83
casualty products and services throughout the world. The

Net of tax and minority
decrease in General Insurance operating income in 2005interest 2,109 729 53
compared to 2004 was primarily attributable to catastrophe

(*) Includes $312 million and $96 million in catastrophe losses from
related losses, increases in the reserve for losses and losspartially owned companies in 2005 and 2004, respectively.
expenses and changes in estimates related to the remediation

The following table summarizes the operations of each of AIG’s material weakness in control over certain balance
principal segment for the twelve months ended December 31, sheet reconciliations, partially offset by profitable growth in
2005, 2004 and 2003. See also Note 2 of Notes to Foreign General’s underwriting results and DBG’s and Foreign
Consolidated Financial Statements. General’s net investment income. In addition, realized capital

gains increased in 2005 compared to 2004. General Insurance
(in millions) 2005 2004 2003 operating income includes $2.89 billion, $1.05 billion and

$83 million in catastrophe related losses in 2005, 2004 andRevenues(a):
2003, respectively. DBG’s operating income included $197 mil-General Insurance(b) $ 45,174 $41,961 $33,833

Life Insurance & lion of additional losses in 2005 resulting from increased labor
Retirement and material costs related to the 2004 Florida hurricanes.
Services(c) 47,316 43,400 36,678

Financial Services(d) 10,525 7,495 6,242 Life Insurance & Retirement Services
Asset Management(e) 5,325 4,714 3,651

AIG’s Life Insurance & Retirement Services operations provideOther 565 96 (983)
insurance, financial and investment products throughout theTotal $108,905 $97,666 $79,421
world. Foreign operations provided approximately 59 percent

Operating Income(a)(f)(g): and 61 percent of AIG’s Life Insurance & Retirement Services
General Insurance $ 2,315 $ 3,177 $ 4,502 operating income in 2005 and 2004, respectively.
Life Insurance & Life Insurance & Retirement Services operating income

Retirement Services 8,844 7,923 6,807 increased 12 percent in 2005 and 16 percent in 2004 when
Financial Services 4,276 2,180 1,182

compared to 2003. Foreign Life Insurance & Retirement
Asset Management 2,253 2,125 1,316

Services operating income grew 8 percent in 2005. RealizedOther(h)(i) (2,475) (560) (1,900)
capital gains included in operating income was $84 million in

Total $ 15,213 $14,845 $11,907 2005 compared to $372 million in 2004 and $486 million in
(a) Includes the effect of hedging activities that do not qualify for hedge 2003. The decline in realized capital gains in 2005 includes the

accounting treatment under FAS 133, including the related foreign effect of hedging activities that do not qualify for hedgeexchange gains and losses. For 2005, 2004 and 2003, the effect was
accounting under FAS 133, including the related foreign$(34) million, $(27) million and $49 million, respectively, in operating

income for Aircraft Finance and $2.01 billion, $(122) million and exchange gains and losses under FAS 52. For 2005, the foreign
$(1.01) billion in revenues and operating income, respectively, for Life & Retirement Service segment also incurred higher policy
Capital Markets (AIGFP).

benefit costs for contributions to the participating policyholder
(b) Represents the sum of General Insurance net premiums earned, net

fund in Singapore, totaling $137 million related to theinvestment income and realized capital gains (losses).
settlement of a long disputed local tax issue. The domestic Life(c) Represents the sum of Life Insurance & Retirement Services GAAP
Insurance & Retirement Services segment operating incomepremiums, net investment income and realized capital gains (losses).

Included in realized capital gains (losses) is the effect of hedging activities grew by 17 percent in 2005. Realized capital losses included in
that do not qualify for hedge accounting treatment under FAS 133 and operating income was $(302) million in 2005 compared to
the application of FAS 52 of $(437) million, $(140) million and

$(329) million in 2004 and $(246) million in 2003. The 2004$78 million.
results include increased policy benefits of $178 million(d) Represents interest, lease and finance charges.
associated with the workers compensation arbitration with
Superior National. The domestic Life Insurance & Retirement
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Services segment also includes $12 million and $5 million in assets, cash provided by operations and access to short term
catastrophe related losses in 2005 and 2004, respectively. funding through commercial paper and bank credit facilities

will enable it to meet any anticipated cash requirements.
Financial Services Outlook
AIG’s Financial Services subsidiaries engage in diversified From March through June of 2005, the major rating agencies
activities including aircraft and equipment leasing, capital downgraded AIG’s ratings in a series of actions. S&P lowered
markets transactions, consumer finance and insurance premium the long-term senior debt and counterparty ratings of AIG
financing. from ‘AAA’ to ‘AA’ and changed the rating outlook to

Financial Services operating income increased significantly negative. Moody’s lowered AIG’s long-term senior debt rating
in 2005 compared to 2004 and in 2004 compared to 2003, from ‘Aaa’ to ‘Aa2’ and changed the outlook to stable. Fitch
primarily due to the fluctuation in earnings resulting from not downgraded the long-term senior debt ratings of AIG from
qualifying for hedge accounting treatment under FAS 133. ‘AAA’ to ‘AA’ and placed the ratings on Rating Watch
Offsetting this increase in 2004 when compared to 2003 is the Negative.
effect of ILFC’s disposition of approximately $2 billion in The agencies also took rating actions on AIG’s insurance
aircraft through securitizations in the third quarter of 2003 and subsidiaries. S&P and Fitch lowered to ‘AA+’ the insurance
the first quarter of 2004. Fluctuations in revenues and financial strength ratings of most of AIG’s insurance compa-
operating income from quarter to quarter are not unusual nies. Moody’s lowered the insurance financial strength ratings
because of the transaction-oriented nature of Capital Markets generally to either ‘Aa1’ or ‘Aa2’. A.M. Best downgraded the
operations and the effect of not qualifying for hedge account- financial strength ratings for most of AIG’s insurance subsidiar-
ing treatment under FAS 133 for hedges on securities available ies from ‘A++’ to ‘A+’ and the issuer credit ratings from ‘aa+’
for sale and borrowings. The increase in 2005 when compared to ‘aa–’. Many of these companies’ ratings remain on a
to 2004 was partially offset by $62 million in catastrophe negative watch.
related losses in the Consumer Finance operations in 2005. In addition, S&P changed the outlook on ILFC’s ‘AA–’
The charge relating to the PNC settlement, see Item 3. Legal long-term senior debt rating to negative. Moody’s affirmed
Proceedings, had a significant negative effect on results in ILFC’s long-term and short-term senior debt ratings
2004. Consumer Finance operations increased revenues and (‘A1’/‘P-1’). Fitch downgraded ILFC’s long-term senior debt
operating income, both domestically and internationally. rating from ‘AA–’ to ‘A+’ and placed the rating on Rating

Watch Negative and downgraded ILFC’s short-term debt rating
Asset Management from ‘F1+’ to ‘F1’. Fitch also placed the ‘A+’ long-term senior

debt ratings of American General Finance Corporation andAIG’s Asset Management operations include institutional and
American General Finance, Inc. on Rating Watch Negative.retail asset management and broker dealer services and spread-
S&P and Moody’s affirmed the long-term and short-term seniorbased investment business from the sale of GICs. These
debt ratings of American General Finance Corporation atproducts and services are offered to individuals and institutions,
‘A+’/‘A-1’ and ‘A1’/‘P-1’, respectively.both domestically and overseas.

These debt and financial strength ratings are currentAsset Management operating income increased 6 percent in
opinions of the rating agencies. As such, they may be changed,2005 when compared to 2004 as a result of the upturn in
suspended or withdrawn at any time by the rating agencies as aworldwide financial markets and a strong global product
result of changes in, or unavailability of, information or basedportfolio; operating income also increased 61 percent in 2004
on other circumstances. Ratings may also be withdrawn at AIGwhen compared to 2003 as a result of the same factors.
management’s request. This discussion of ratings is not a

Capital Resources complete list of ratings of AIG and its subsidiaries. For a
discussion of the effect of these ratings downgrades on AIG’sAt December 31, 2005, AIG had total consolidated sharehold-
businesses, see ‘‘Risk Factors — AIG’s Credit Ratings’’ iners’ equity of $86.32 billion and total consolidated borrowings
Item 1A. Risk Factors.of $109.85 billion. At that date, $99.42 billion of such

Despite industry price erosion in some classes of generalborrowings were either not guaranteed by AIG or were
insurance, AIG expects to continue to identify profitablematched borrowings under obligations of guaranteed invest-
opportunities and build attractive new General Insurancement agreements (GIAs), liabilities connected to trust pre-
businesses as a result of AIG’s broad product line and extensiveferred stock, or matched notes and bonds payable.
distribution networks. In December 2005, AIUO received aDuring 2005, AIG repurchased in the open market
license from the government of Vietnam to operate a wholly2,477,100 shares of its common stock.
owned general insurance company in Vietnam. This license,
the first general insurance license granted by Vietnam to aLiquidity
U.S.-based insurance organization, permits AIG to operate a

At December 31, 2005, AIG’s consolidated invested assets general insurance company throughout Vietnam. In early 2006,
included $17.24 billion in cash and short-term investments. AIG announced plans to acquire a leading general insurance
Consolidated net cash provided from operating activities in company in Taiwan.
2005 amounted to $25.14 billion. AIG believes that its liquid
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In China, AIG has wholly-owned life insurance operations the Euro program, will become AIG’s principal spread-based
in eight cities. These operations should benefit from China’s investment activity. However, the timing of the launch of the
rapid rate of economic growth and growing middle class, a domestic program is uncertain. Because AIG’s credit spreads in
segment that is a prime market for life insurance. AIG believes the capital markets have widened following the ratings
that it may also have opportunities in the future to grow by declines, there may be a reduction in the earnings on new
entering the group insurance business. However, in March business in AIG’s spread based funding businesses.
2005 it withdrew its application to serve the group insurance AIG has many promising growth initiatives underway
market until certain regulatory issues are resolved. Among the around the world. Cooperative agreements such as those with
regulatory issues to be addressed is the response to AIG’s PICC and various banks in the U.S., Japan and Korea are
acknowledgment that certain of its Hong Kong based agents expected to expand distribution networks for AIG’s products
sold life insurance to customers on the Chinese mainland in and provide models for future growth.
contravention of applicable regulations. For a description of the risk factors that may affect these

AIG Edison Life, acquired in August 2003, adds to the operations and initiatives, see Item 1A. Risk Factors.
current agency force in Japan, and provides alternative
distribution channels including banks, financial advisers, and Critical Accounting Estimates
corporate and government employee relationships. In January

AIG considers its most critical accounting estimates those with2005, AIG Star Life entered into an agreement with the Bank
respect to reserves for losses and loss expenses, future policyof Tokyo Mitsubishi, one of Japan’s largest banks, to market a
benefits for life and accident and health contracts, deferredmulti-currency fixed annuity. Through ALICO, AIG Star Life
policy acquisition costs, estimated gross profits for investment-and AIG Edison, AIG has developed a leadership position in
oriented products, fair value determinations for certain Capitalthe distribution of annuities through banks. AIG is also a
Markets assets and liabilities, other-than-temporary declines inleader in the direct marketing of insurance products through
the value of investments and flight equipment recoverability.sponsors and in the broad market. AIG also expects continued
These accounting estimates require the use of assumptionsgrowth in India, Korea and Vietnam.
about matters, some of which are highly uncertain at the timeDomestically, AIG anticipates continued operating growth
of estimation. To the extent actual experience differs from thein 2006 as distribution channels are expanded and new
assumptions used, AIG’s results of operations would be directlyproducts are introduced. The home service operation has not
affected.met business objectives, although its cash flow has been strong,

Throughout this Management’s Discussion and Analysis ofand domestic group life/health continues to be weak. The
Financial Condition and Results of Operations, AIG’s criticalhome service operation is expected to be a slow growth
accounting estimates are discussed in detail. The majorbusiness. AIG American General’s current ratings remain equal
categories for which assumptions are developed and used toto or higher than many of its principal competitors. AIG
establish each critical accounting estimate are highlightedAmerican General competes with a variety of companies based
below.on services and products, in addition to ratings. The recent

rating actions appear to be having no negative long term effect
R E S E RV E S F O R L O S S E S A N D L O S S E X P E N S E S

on independent producer relationships or customer surrender ( G E N E R A L I N S U R A N C E ) :
activity.

m Loss trend factors: used to establish expected loss ratios forIn the airline industry, changes in market conditions are not
subsequent accident years based on premium rate adequacyimmediately apparent in operating results. Lease rates have
and the projected loss ratio with respect to prior accidentfirmed considerably, as a result of strong demand spurred by the
years.recovering global commercial aviation market, especially in Asia.

m Expected loss ratios for the latest accident year: in this case,Sales have begun to increase, and AIG expects an increasing
accident year 2005 for the year end 2005 loss reservelevel of interest from a variety of purchasers. AIG also expects
analysis. For low-frequency, high-severity classes such asincreased contributions to Financial Services revenues and
excess casualty and D&O, expected loss ratios generally areincome from its consumer finance operations overseas. However,
utilized for at least the three most recent accident years.the downgrades of AIG’s credit ratings may adversely affect

m Loss development factors: used to project the reported lossesfunding costs for AIG and its subsidiaries and AIGFP’s ability to
for each accident year to an ultimate amount.engage in derivative transactions and certain structured products.

F U T U R E P O L I C Y B E N E F I T S F O R L I F E A N D A C C I D E N TSee ‘‘Risk Factors – AIG’s Credit Ratings’’ in Item 1A. Risk
A N D H E A LT H C O N T R A C T S  ( L I F E I N S U R A N C E  &Factors.
R E T I R E M E N T S E RV I C E S ) :GICs, which are sold domestically and abroad to both
m Interest rates: which vary by geographical region, year ofinstitutions and individuals, are written on an opportunistic

issuance and products.basis when market conditions are favorable. In September
m Mortality, morbidity and surrender rates: based upon actual2005, AIG launched a $10 billion matched investment

experience by geographical region modified to allow forprogram in the Euromarkets under which AIG debt securities
variation in policy form.will be issued. AIG also expects to launch a matched

investment program in the domestic market which, along with
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E S T I M AT E D G R O S S P R O F I T S  ( L I F E I N S U R A N C E  & Operating Review
R E T I R E M E N T S E RV I C E S ) :

General Insurance OperationsEstimated gross profits to be realized over the estimated
duration of the contracts (investment-oriented products) affect AIG’s General Insurance subsidiaries are multiple line compa-
the carrying value of deferred policy acquisition costs under nies writing substantially all lines of property and casualty
FAS 97. Estimated gross profits include investment income and insurance both domestically and abroad. See ‘‘General Insur-
gains and losses on investments less required interest, actual ance Operations’’ in Item 1. Business for more information
mortality and other expenses. relating to General Insurance subsidiaries.
D E F E R R E D P O L I C Y A C Q U I S I T I O N C O S T S  ( L I F E As previously noted, AIG believes it should present and
I N S U R A N C E  & R E T I R E M E N T S E RV I C E S ) : discuss its financial information in a manner most meaningful
m Recoverability based on current and future expected profit- to its investors. Accordingly, in its General Insurance business,

ability, which is affected by interest rates, foreign exchange AIG uses certain non-GAAP measures, where AIG has
rates, mortality experience, and policy persistency. determined these measurements to be useful and meaningful.

A critical discipline of a successful general insurance
D E F E R R E D P O L I C Y A C Q U I S I T I O N C O S T S  ( G E N E R A L business is the objective to produce operating income from
I N S U R A N C E ) : underwriting exclusive of investment-related income. When
m Recoverability and eligibility based upon the current terms underwriting is not profitable, premiums are inadequate to pay

and profitability of the underlying insurance contracts. for insured losses and underwriting related expenses. In these
situations, the addition of general insurance related investment

F A I R VA L U E D E T E R M I N AT I O N S O F C E RTA I N A S S E T S income and realized capital gains may, however, enable a
A N D L I A B I L I T I E S  ( F I N A N C I A L S E RV I C E S ) : general insurance business to produce operating income. For
m Valuation models: utilizing factors, such as market liquidity these reasons, AIG views underwriting profit to be critical in

and current interest, foreign exchange and volatility rates. the overall evaluation of performance. Although in and of
m Pricing data: AIG attempts to secure reliable and indepen- itself not a GAAP measurement, AIG believes that underwrit-

dent current market price data, such as published exchange ing profit is a useful and meaningful disclosure. See also the
rates from external subscription services such as Bloomberg discussion under ‘‘Liquidity’’ herein.
or Reuters or third-party broker quotes for use in its models. Underwriting profit is measured in two ways: statutory
When such prices are not available, AIG uses an internal underwriting profit and GAAP underwriting profit.
methodology, which includes interpolation and extrapola- Statutory underwriting profit is derived by reducing net
tion from verifiable prices from trades occurring on dates premiums earned by net losses and loss expenses incurred and
nearest to the dates of the transactions. net expenses incurred. Statutory accounting generally requires

immediate expense recognition and ignores the matching of
O T H E R - T H A N - T E M P O R A RY D E C L I N E S I N T H E VA L U E revenues and expenses as required by GAAP. That is, for
O F I N V E S T M E N T S : statutory purposes, expenses are recognized immediately, not

over the same period that the revenues are earned.Securities are considered a candidate for other-than-temporary
GAAP accounting requires the recognition of expenses atimpairment based upon the following criteria:

the same time revenues are earned, the accounting principle ofm Trading at a significant (25 percent or more) discount to par
matching. Therefore, to convert underwriting results to aor amortized cost (if lower) for an extended period of time
GAAP basis, acquisition expenses are deferred (deferred policy(nine months or longer).
acquisition costs (DAC)) and amortized over the period them The occurrence of a discrete credit event resulting in the
related net premiums written are earned. Accordingly, thedebtor defaulting or seeking bankruptcy or insolvency
statutory underwriting profit has been adjusted as a result ofprotection or voluntary reorganization.
acquisition expenses being deferred as required by GAAP.m The probability of non-realization of a full recovery on its
DAC is reviewed for recoverability, and such review requiresinvestment, irrespective of the occurrence of one of the
management judgment. See also ‘‘Critical Accounting Esti-foregoing events.
mates’’ herein and Notes 1 and 4 of Notes to Consolidated

F L I G H T  E Q U I P M E N T — R E C O V E R A B I L I T Y  ( F I N A N C I A L Financial Statements.
S E RV I C E S ) AIG, along with most General Insurance companies, uses

the loss ratio, the expense ratio and the combined ratio as
m Expected undiscounted future net cash flows: based upon

measures of underwriting performance. The loss ratio is thecurrent lease rates, projected future lease rates and estimated
sum of losses and loss expenses incurred divided by netterminal values of each aircraft based on third party
premiums earned. The expense ratio is statutory underwritinginformation.
expenses divided by net premiums written. The combined ratio
is the sum of the loss ratio and the expense ratio. These ratios
are relative measurements that describe, for every $100 of net
premiums earned or written, the cost of losses and statutory
expenses, respectively. The combined ratio presents the total
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cost per $100 of premium production. A combined ratio below
(in millions, except ratios) 2005 2004 2003

100 demonstrates underwriting profit; a combined ratio above
Domestic General:100 demonstrates underwriting loss. Loss ratio 89.59 83.88 78.35

Net premiums written are initially deferred and earned Expense ratio 21.00 19.21 17.25
based upon the terms of the underlying policies. The net Combined ratio 110.59 103.09 95.60
unearned premium reserve constitutes deferred revenues which

Foreign General:
are generally earned ratably over the policy period. Thus, the Loss ratio 53.66 61.61 55.52
net unearned premium reserve is not fully recognized in Expense ratio(e) 31.90 29.20 27.82
income as net premiums earned until the end of the policy Combined ratio(f) 85.56 90.81 83.34
period. Consolidated:

The underwriting environment varies from country to Loss ratio 81.09 78.78 73.06
country, as does the degree of litigation activity. Regulation, Expense ratio 23.60 21.52 19.62
product type and competition have a direct effect on pricing Combined ratio(a) 104.69 100.30 92.68
and consequently on profitability as reflected in underwriting (a) The effect of catastrophe related losses on the consolidated General
profit and statutory general insurance ratios. Insurance combined ratio for 2005, 2004 and 2003 was 7.06, 2.74

and 0.27, respectively. Catastrophe related losses for 2005, 2004 and
General Insurance operating income is comprised of under- 2003 by reporting unit were as follows:
writing profit (loss), net investment income and realized

(in millions) 2005 2004 2003
capital gains and losses. These components, as well as net

Insurance Net Insurance Insurance
premiums written, net  premiums earned and statutory ratios Related Reinstatement Related Related

Reporting Unit Losses Premium Cost Losses Lossesfor 2005, 2004 and 2003 were as follows:
DBG $ 1,747 $ 122 $ 582 $48

(in millions, except ratios) 2005 2004 2003 Transatlantic 463 45 215 4
Net premiums written: Personal Lines 112 2 25 5

Domestic General Mortgage Guaranty 10 – – –
DBG $23,128 $22,506 $19,563 Foreign General 293 94 232 26
Transatlantic 3,466 3,749 3,341

Total $ 2,625 $ 263 $1,054 $83Personal Lines 4,653 4,354 3,732
(b) Includes $197 million of additional losses incurred resulting fromMortgage Guaranty 628 607 531

increased labor and material costs related to the 2004 FloridaForeign General 9,997 9,407 7,864
hurricanes.

Total $41,872 $40,623 $35,031
(c) The 2005 operating loss for DBG includes $291 million of expenses related

Net premiums earned: to changes in estimates for uncollectible reinsurance and other premium
Domestic General balances and $100 million of accrued expenses in connection with certain

DBG $22,602 $21,215 $16,704 workers compensation insurance policies written between 1985 and 1996.
Transatlantic 3,385 3,661 3,171 See Note 12(i) of Notes to Consolidated Financial Statements.
Personal Lines 4,634 4,291 3,678 (d) Includes the fourth quarter 2005 increase in net reserves of approxi-
Mortgage Guaranty 533 539 496 mately $1.8 billion.

Foreign General(f) 9,655 8,831 7,257
(e) Includes the results of wholly owned AIU agencies.

Total $40,809 $38,537 $31,306 (f) Income statement accounts expressed in non-functional currencies are
Underwriting profit translated into U.S. dollars using average exchange rates.

(loss)(a):
Domestic General General Insurance ResultsDBG $ (3,250)(b)(c) $ (1,340) $ 387

Transatlantic (420) (47) 109 General Insurance operating income in 2005 decreased after
Personal Lines (19) 160 183

accounting for catastrophe related losses, the fourth quarterMortgage Guaranty 241 278 264
increase in reserves and changes in estimates related toForeign General(e)(f) 1,398 702 1,032
remediation of the material weakness in reconciliation ofTotal $ (2,050)(d) $ (247) $ 1,975
balance sheet accounts. This decrease was partially offset byNet investment income:
strong profitable growth in Foreign General’s underwritingDomestic General
results and DBG’s and Foreign General’s net investmentDBG $ 2,403 $ 1,965 $ 1,433

Transatlantic 343 307 271 income. DBG’s underwriting results also included additional
Personal Lines 217 186 152 losses incurred resulting from increased labor and material costs
Mortgage Guaranty 123 120 142

related to the 2004 Florida hurricanes. General InsuranceIntercompany
operating income in 2004 showed positive results, even afteradjustments and

eliminations – net 1 – 7 accounting for catastrophe losses, the charge for asbestos and
Foreign General 944 618 561 environmental exposures and the $232 million charge reflect-

Total $ 4,031 $ 3,196 $ 2,566 ing a change in estimate for salvage and subrogation recoveries.
Net investment income and the capital gains realized in 2004Realized capital gains

(losses) 334 228 (39) rather than the capital losses realized in 2003 also benefited
General Insurance results.Operating income(a) $ 2,315(b)(c)(d) $ 3,177 $ 4,502
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DBG’s net premiums written increased modestly in 2005 Foreign General Insurance had strong results in 2005.
when compared to 2004, reflecting generally improving renewal Growth in net premiums written for 2005 was achieved from
retention rates and a modest change in the mix of business new business as well as new distribution channels. In Japan,
towards smaller accounts for which DBG purchases less the purchase in February 2005 of the insurance portfolio of the
reinsurance. DBG also continued to expand its relationships Royal & SunAlliance branch operations opened new distribu-
with a larger number and broader range of brokers. Recently, tion channels. In the Far East, personal accident business
DBG has seen improvement in domestic property rates as well exhibited strong growth and had excellent results for 2005.
as increases in submission activity in the aftermath of the 2005 Commercial lines in Europe exhibited healthy growth and had
hurricanes. DBG attributes the increase in submissions to its positive results for 2005, partially offset by rate decreases in
overall financial strength in comparison to many insurers that Australia and the United Kingdom. Personal lines operations
experienced significant losses and reductions of surplus as a in Brazil and Latin America continue to exhibit strong growth,
result of the hurricanes. which translated into improved underwriting results for 2005.

The DBG loss ratio increased in 2005 from 2004 principally The Lloyd’s Ascot syndicate continues to grow; however,
as a result of adverse loss development, the third and fourth insurance losses and reinstatement premium costs relating to
quarter 2005 catastrophe related losses and the $197 million of the hurricanes caused a significant reduction in 2005 under-
additional losses resulting from increased labor and material writing results. Foreign General Insurance also benefited from a
costs related to the 2004 hurricanes. decrease in the fourth quarter of 2005 in net reserves for loss

The DBG expense ratio increased in 2005 from 2004 and loss expense for non-asbestos and environmental reserves.
principally due to an increase in net commissions resulting Approximately half of the Foreign General Insurance net
from the replacement of certain ceded quota share reinsurance, premiums written is derived from commercial insurance and
for which DBG earns a ceding commission, with excess-of-loss the remainder from consumer lines.
reinsurance, which generally does not include a ceding

AIG transacts business in most major foreign currencies. Thecommission. Increases in other underwriting expenses at DBG
following table summarizes the effect of changes in foreignrelate to the changes in estimates noted above, as well as
currency exchange rates on the growth of General Insuranceunusually high expenses for Personal Lines. The Foreign
net premiums written.General expense ratio increased in 2005 from 2004 principally

because consumer lines of business, which have higher 2005
acquisition costs, have become more significant.

Growth in original currency 2.6%
Transatlantic’s net premiums written and net premiums Foreign exchange effect 0.5

earned for 2005 decreased compared to 2004, principally due to Growth as reported in U.S. dollars 3.1%
competitive market conditions and increased ceding company
retentions in certain classes of business. The great majority of AIG’s General Insurance results reflect the effects of
the premium decrease relates to Transatlantic’s domestic catastrophe related losses of $2.89 billion, $1.05 billion and
operations. Operating income decreased principally as a result $83 million in 2005, 2004 and 2003, respectively. Losses
of the increased level of catastrophe losses. caused by catastrophes can fluctuate widely from year to year,

Personal Lines net premiums written and net premiums making comparisons of recurring type business more difficult.
earned for 2005 increased when compared to 2004 as a result With respect to catastrophe losses, AIG believes that it has
of strong growth in the Private Client Group and Agency taken appropriate steps, such as careful exposure selection and
Auto divisions due to increased agent/broker appointments, obtaining reinsurance coverage, to reduce the effect of the
greater penetration and enhanced product offerings. AIG direct magnitude of possible future losses. The occurrence of one or
premiums are down slightly from 2004 due to aggressive re- more catastrophic events of unanticipated frequency or sever-
underwriting of the previously acquired GE business and the ity, such as a terrorist attack, earthquake or hurricane, that
discontinuation of underwriting homeowners business. Involun- causes insured losses, however, could have a material adverse
tary auto premiums were down in 2005 due to the decline in effect on AIG’s results of operations, liquidity or financial
the assigned risk marketplace. Underwriting profit declined in condition.
2005 as a result of hurricane losses and related expenses, General Insurance net investment income grew in 2005
reserve strengthening, an increase in Agency Auto’s current when compared to 2004. AIG is benefiting from strong cash
accident year physical damage loss ratio, and expenses incurred flow, higher interest rates and increased partnership income.
related to terminating AIG’s relationship with The Robert Cash flow for Foreign General was lower in 2005 when
Plan effective December 31, 2005. compared to 2004 due to payments for catastrophe related

Mortgage Guaranty net premiums written were up slightly losses incurred in 2005 and 2004 and for the purchase of the
for 2005 when compared to 2004, reflecting growth in the Royal & SunAlliance branch operations. Partnership income
second liens and international businesses offset by higher ceded was particularly strong for Foreign General due to increases in
premiums. Higher acquisition costs and lower earned premiums market valuations of infrastructure fund investments in Africa,
from certain single premium product lines resulted in lower Asia, China, Eastern Europe and India. Additionally, net
underwriting profit in 2005 compared to 2004. UGC continued investment income was positively affected by the compounding
to achieve expansion of its international business in 2005. of previously earned and reinvested net investment income. In
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2004, net investment income increased when compared to tion. Additionally, with the approval of its domiciliary insurance
2003. See also the discussion under ‘‘Liquidity’’ herein and regulators, AIG posted approximately $1.5 billion of letters of
Note 8 of Notes to Consolidated Financial Statements. credit issued by several commercial banks in favor of certain

Realized capital gains and losses resulted from the ongoing Domestic General Insurance companies to permit statutory
investment management of the General Insurance portfolios recognition of balances otherwise uncollateralized at Decem-
within the overall objectives of the General Insurance operations. ber 31, 2005. The remaining 52 percent of the general
See the discussion on ‘‘Valuation of Invested Assets’’ herein. reinsurance assets were from authorized reinsurers. The terms

The contribution of General Insurance operating income to authorized and unauthorized pertain to regulatory categories, not
AIG’s consolidated income before income taxes, minority creditworthiness. At December 31, 2005, approximately 88 per-
interest and cumulative effect of accounting changes was cent of the balances with respect to authorized reinsurers are
15 percent in 2005, compared to 21 percent in 2004 and from reinsurers rated A (excellent) or better, as rated by A.M.
38 percent in 2003. The decrease in contribution percentages Best, or A (strong) or better, as rated by S&P. These ratings are
in both 2005 and 2004 was largely the result of reserve measures of financial strength.
increases and the effects of catastrophe losses. AIG maintains a reserve for estimated unrecoverable

reinsurance. While AIG has been largely successful in its
previous recovery efforts, at December 31, 2005, AIG had aReinsurance
reserve for unrecoverable reinsurance approximating

AIG is a major purchaser of reinsurance for its General $992 million. At that date, AIG had no significant reinsurance
Insurance operations. AIG insures risks globally, and its recoverables due from any individual reinsurer that was
reinsurance programs must be coordinated in order to provide financially troubled (e.g., liquidated, insolvent, in receivership
AIG the level of reinsurance protection that AIG desires. or otherwise subject to formal or informal regulatory
Reinsurance is an important risk management tool to manage restriction).
transaction and insurance line risk retention at prudent levels AIG’s Reinsurance Security Department conducts ongoing
set by management. AIG also purchases reinsurance to mitigate detailed assessments of the reinsurance markets and current
its catastrophic exposure. AIG is cognizant of the need to and potential reinsurers, both foreign and domestic. Such
exercise good judgment in the selection and approval of both assessments include, but are not limited to, identifying if a
domestic and foreign companies participating in its reinsurance reinsurer is appropriately licensed and has sufficient financial
programs because one or more catastrophe losses could capacity, and evaluating the local economic environment in
negatively affect AIG’s reinsurers and result in an inability of which a foreign reinsurer operates. This department also
AIG to collect reinsurance recoverables. AIG’s reinsurance reviews the nature of the risks ceded and the requirements for
department evaluates catastrophic events and assesses the credit risk mitigants. For example, in AIG’s treaty reinsurance
probability of occurrence and magnitude of catastrophic events contracts, AIG includes provisions that frequently require a
through the use of state-of-the-art industry recognized program reinsurer to post collateral when a referenced event occurs.
models among other techniques. AIG supplements these Furthermore, AIG limits its unsecured exposure to reinsurers
models through continually monitoring the risk exposure of through the use of credit triggers, which include, but are not
AIG’s worldwide General Insurance operations and adjusting limited to, insurer financial strength rating downgrades, policy-
such models accordingly. Although reinsurance arrangements do holder surplus declines at or below a certain predetermined
not relieve AIG from its direct obligations to its insureds, an level or a certain predetermined level of a reinsurance
efficient and effective reinsurance program substantially limits recoverable being reached. In addition, AIG’s Credit Risk
AIG’s exposure to potentially significant losses. With respect to Committee reviews the credit limits for and concentrations
its property business, AIG has either renewed existing coverage with any one reinsurer.
or purchased new coverage that, in the opinion of management, AIG enters into intercompany reinsurance transactions,
is adequate to limit AIG’s exposures. primarily through AIRCO, for its General Insurance and Life

AIG’s consolidated general reinsurance assets amounted to Insurance operations. AIG enters into these transactions as a
$23.59 billion at December 31, 2005 and resulted from AIG’s sound and prudent business practice in order to maintain
reinsurance arrangements. Thus, a credit exposure existed at underwriting control and spread insurance risk among AIG’s
December 31, 2005 with respect to reinsurance recoverable to various legal entities. These reinsurance agreements have been
the extent that any reinsurer may not be able to reimburse AIG approved by the appropriate regulatory authorities. All material
under the terms of these reinsurance arrangements. AIG intercompany transactions have been eliminated in consolida-
manages its credit risk in its reinsurance relationships by tion. AIG generally obtains letters of credit in order to obtain
transacting with reinsurers that it considers financially sound, statutory recognition of these intercompany reinsurance trans-
and when necessary AIG holds substantial collateral in the form actions. At December 31, 2005, approximately $3.6 billion of
of funds, securities and/or irrevocable letters of credit. This letters of credit were outstanding to cover intercompany
collateral can be drawn on for amounts that remain unpaid reinsurance transactions with AIRCO or other General Insur-
beyond specified time periods on an individual reinsurer basis. ance subsidiaries.
At December 31, 2005, approximately 48 percent of the general At December 31, 2005, the consolidated general reinsurance
reinsurance assets were from unauthorized reinsurers. Many of assets of $23.59 billion include reinsurance recoverables for
these balances were collateralized, permitting statutory recogni- paid losses and loss expenses of $829 million and $19.69 bil-
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lion with respect to the ceded reserve for losses and loss quarter 2005 increase in net reserves of approximately $1.8 bil-
expenses, including ceded losses incurred but not reported lion, comprised of $960 million for non-asbestos and environ-
(IBNR) (ceded reserves) and $3.07 billion of ceded reserve for mental exposures, and $873 million for asbestos and
unearned premiums. The ceded reserve for losses and loss environmental exposures. The increase in non-asbestos and
expenses represent the accumulation of estimates of ultimate environmental reserves includes an increase of $1.44 billion for
ceded losses including provisions for ceded IBNR and loss DBG and decreases of $455 million for Foreign General
expenses. The methods used to determine such estimates and Insurance and $29 million for Mortgage Guaranty. The DBG
to establish the resulting ceded reserves are continually increase of $1.44 billion is $140 million greater than the
reviewed and updated by management. Any adjustments amount previously announced in AIG’s press release of
thereto are reflected in income currently. It is AIG’s belief that February 9, 2006 as a result of an additional change in
the ceded reserve for losses and loss expenses at December 31, estimate related to a commuted reinsurance agreement. The
2005 were representative of the ultimate losses recoverable. In aggregate increase in asbestos and environmental reserves
the future, as the ceded reserves continue to develop to includes increases of $706 million and $167 million, respec-
ultimate amounts, the ultimate loss recoverable may be greater tively, for DBG and Foreign General Insurance.
or less than the reserves currently ceded. As discussed in more detail below, the fourth quarter 2005

reserve increase was attributable to adverse development
primarily related to 2002 and prior accident years, partiallyReserve for Losses and Loss Expenses
offset by favorable development for accident years 2003

The table below classifies as of December 31, 2005 the through 2005. This reserve action reflects the completion of
components of the General Insurance gross reserve for losses both the Milliman, Inc. (Milliman) review and AIG’s own
and loss expenses (loss reserves) by major lines of business actuarial studies in the fourth quarter of 2005.
on a statutory Annual Statement basis*: The net loss reserves represent loss reserves reduced by

reinsurance recoverables, net of an allowance for unrecoverable
(in millions) reinsurance and applicable discount for future investment
Other liability occurrence $18,116 income. The table below classifies the components of the
Other liability claims made 12,447 General Insurance net loss reserves by business unit as of
Workers compensation 11,630 December 31, 2005.
Auto liability 6,569
Property 7,217 (in millions)
International 4,939

DBG(a) $ 40,782
Reinsurance 2,886

Personal Lines(b) 2,578
Medical malpractice 2,363

Transatlantic 5,690
Aircraft 1,844

Mortgage Guaranty 340
Products liability 1,937

Foreign General(c) 8,086
Commercial multiple peril 1,359

Total Net Loss Reserve $ 57,476Accident and health 1,678
(a) DBG loss reserves include approximately $3.77 billion ($4.26 billionFidelity/surety 1,072

before discount) related to business written by DBG but ceded toOther 3,112
AIRCO and reported in AIRCO’s statutory filings. DBG loss reserves

Total $77,169 also include approximately $407 million related to business included in
AIUO’s statutory filings.* Presented by lines of business pursuant to statutory reporting requirements

as prescribed by the National Association of Insurance Commissioners. (b) Personal Lines loss reserves include $878 million related to business
ceded to DBG and reported in DBG’s statutory filings.

AIG’s reserve for losses and loss expenses represents the (c) Foreign General loss reserves include approximately $2.15 billion
accumulation of estimates of ultimate losses, including IBNR related to business reported in DBG’s statutory filings.
and loss expenses. The methods used to determine loss reserve

The DBG net loss reserve of $40.78 billion is comprisedestimates and to establish the resulting reserves are continually
principally of the business of AIG subsidiaries participating inreviewed and updated by management. Any adjustments
the American Home/National Union pool (11 companies) andresulting therefrom are reflected in operating income currently.
the surplus lines pool (Lexington, Starr Excess LiabilityBecause loss reserve estimates are subject to the outcome of
Insurance Company and Landmark Insurance Company).future events, changes in estimates are unavoidable given that

Beginning in 1998, DBG ceded a quota share percentage ofloss trends vary and time is often required for changes in
its other liability occurrence and products liability occurrencetrends to be recognized and confirmed. Reserve changes that
business to AIRCO. The quota share percentage ceded wasincrease previous estimates of ultimate cost are referred to as
40 percent in 1998, 65 percent in 1999, 75 percent in 2000unfavorable or adverse development or reserve strengthening.
and 2001, 50 percent in 2002 and 2003, 40 percent in 2004Reserve changes that decrease previous estimates of ultimate
and 35 percent in 2005 and covered all business written incost are referred to as favorable development.
these years for these lines by participants in the AmericanAt December 31, 2005, General Insurance net loss reserves
Home/National Union pool. In 1998 the cession reflected onlywere $57.5 billion, an increase of $10.22 billion from the prior
the other liability occurrence business, but in 1999 andyear-end. The net loss reserve increase includes the fourth
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subsequent years included products liability occurrence. six percent interest rate and an industry payout pattern. For
AIRCO’s loss reserves relating to these quota share cessions accident years 2002 and subsequent, the discount is based on
from DBG are recorded on a discounted basis. As of year-end the yield of U.S. Treasury securities ranging from one to
2005, AIRCO carried a discount of approximately $490 million twenty years and the company’s own payout pattern, with the
applicable to the $4.26 billion in undiscounted reserves it future expected payment for each year using the interest rate
assumed from the American Home/National Union pool via associated with the corresponding Treasury security yield for
this quota share cession. AIRCO also carries approximately that time period. The discount is comprised of the following:
$440 million in net loss reserves relating to Foreign General $512 million — tabular discount for workers compensation in
insurance business. These reserves are carried on an undis- DBG; $1.11 billion — non-tabular discount for workers com-
counted basis. pensation in DBG; and, $490 million — non-tabular discount

Beginning in 1997, the Personal Lines division ceded a for other liability occurrence and products liability occurrence
percentage of all business written by the companies participat- in AIRCO. The total undiscounted workers compensation loss
ing in the personal lines pool to the American Home/National reserve carried by DBG is approximately $9.5 billion as of year-
Union pool. As noted above, the total reserves carried by end 2005. The other liability occurrence and products liability
participants in the American Home/National Union pool occurrence business in AIRCO that is assumed from DBG is
relating to this cession amounted to $878 million as of year- discounted based on the yield of U.S. Treasury securities
end 2005. ranging from one to twenty years and the DBG payout pattern

The companies participating in the American Home/ for this business. The undiscounted reserves assumed by
National Union pool have maintained a participation in the AIRCO from DBG totaled approximately $4.26 billion at
business written by AIU for decades. As of year-end 2005, December 31, 2005.
these AIU reserves carried by participants in the American
Home/National Union pool amounted to approximately Results of 2005 Reserving Process
$2.15 billion. The remaining Foreign General reserves are

It is management’s belief that the General Insurance net losscarried by AIUO, AIRCO, and other smaller AIG subsidiaries
reserves are adequate to cover General Insurance net losses anddomiciled outside the United States. Statutory filings in the
loss expenses as of December 31, 2005. While AIG annuallyU.S. by AIG companies reflect all the business written by U.S.
reviews the adequacy of established loss reserves, there can bedomiciled entities only, and therefore exclude business written
no assurance that AIG’s ultimate loss reserves will not developby AIUO, AIRCO, and all other internationally domiciled
adversely and materially exceed AIG’s loss reserves as ofsubsidiaries. The total reserves carried at year-end 2005 by
December 31, 2005. In the opinion of management, suchAIUO and AIRCO were approximately $3.72 billion and
adverse development and resulting increase in reserves is not$4.21 billion, respectively. AIRCO’s $4.21 billion in total
likely to have a material adverse effect on AIG’s consolidatedgeneral insurance reserves consist of approximately $3.77 bil-
financial position, although it could have a material adverselion from business assumed from the American Home/National
effect on AIG’s consolidated results of operations for anUnion pool and an additional $440 million relating to Foreign
individual reporting period. See ‘‘Risk Factors — CasualtyGeneral Insurance business.
Insurance and Underwriting Reserves’’ in Item 1A. Risk
Factors.Discounting of Reserves

As part of the 2005 year-end actuarial loss reserve analysis,
At December 31, 2005, AIG’s overall General Insurance net AIG expanded its review processes and conducted additional
loss reserves reflects a loss reserve discount of $2.11 billion, studies. In addition, in August 2005, AIG commissioned
including tabular and non-tabular calculations. The tabular Milliman to provide an independent, comprehensive review of
workers compensation discount is calculated using a 3.5 per- the loss reserves of AIG’s principal property-casualty insurance
cent interest rate and the 1979-81 Decennial Mortality Table. operations, including an independent ground up study of AIG’s
The non-tabular workers compensation discount is calculated asbestos and environmental exposures. The Milliman review
separately for companies domiciled in New York and Penn- encompassed nearly all of AIG’s carried loss reserves, other
sylvania, and follows the statutory regulations for each state. than those pertaining to the operations of Transatlantic and
For New York companies, the discount is based on a five 21st Century. AIG’s management carefully considered the
percent interest rate and the companies’ own payout patterns. analyses provided by its actuarial staff and by Milliman for
For Pennsylvania companies, the statute has specified discount each class of business in determining AIG’s best estimate of its
factors for accident years 2001 and prior, which are based on a loss reserves.
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The table below presents the reconciliation of net loss accident years. This adverse development resulted from significant
reserves for 2005, 2004 and 2003 as follows: loss cost escalation due to a variety of factors, including the

following: the increase in frequency and severity of corporate
(in millions) 2005 2004 2003 bankruptcies; the increase in frequency of financial statement
Net reserve for losses restatements; the sharp rise in market capitalization of publicly

and loss expenses at traded companies and the increase in the number of initial public
beginning of year $47,254 $36,228 $29,347 offerings, which led to an unprecedented number of IPO

Foreign exchange effect (628) 524 580 allocation/laddering suits in 2001. In addition, the extensive
Acquisition – – 391(a)

utilization of multi-year policies during this period limited AIG’s
ability to respond to emerging trends as rapidly as would otherwiseLosses and loss
be the case.expenses incurred:

AIG has experienced significant adverse loss developmentCurrent year 28,426 26,793 20,509
since 2002 as a result of these issues. AIG has taken numerousPrior years(b) 4,665(c) 3,564(d) 2,363
actions in response to this development, including rate increases

Losses and loss
and policy form and coverage changes to better contain future loss

expenses incurred 33,091 30,357 22,872
costs in this class of business. AIG’s 2005 year-end actuarial

Losses and loss reserve analyses for DBG exposures reflected several other note-
expenses paid: worthy additional considerations and studies. AIG’s claims staff

Current year 7,331 7,692 6,187 conducted a series of ground-up claim projections covering all
Prior years 14,910 12,163 10,775 open claims for this class of business through accident year 2004.

Given the adverse development observed for this class of businessLosses and loss
in recent years, for year-end 2005 AIG believed its reserves forexpenses paid 22,241 19,855 16,962
this class were better estimated by benchmarking the actuarialNet reserve for losses
indications to these claim projections.and loss expenses at
Excess Casualty: The adverse development for prior years wasend of year $57,476 $47,254 $36,228
approximately $1.3 billion related to 2001 and prior accident(a) Reflects the opening balances with respect to the GE U.S.-based auto and
years. This adverse development resulted from significant loss costhome insurance business acquired in 2003.
increases due to both frequency and severity of claims. The

(b) Includes accretion of discount of $(15) million in 2005, including an
primary drivers of the increasing loss costs were medical inflation,increase of $375 million in the discount recorded in 2005; $377 million in
which increased the economic loss component of tort claims;2004 and $296 million in 2003. Additionally, includes $269 million in
advances in medical care, which extended the life span of severely2005, $317 million in 2004 and $323 million in 2003 for the general
injured workers; and larger jury verdicts, which increased the valuereinsurance operations of Transatlantic, and $197 million of additional
of severe tort claims. An additional factor affecting AIG’s excesslosses incurred in 2005 resulting from increased labor and material costs

related to the 2004 Florida hurricanes. casualty experience in recent years has been the accelerated
exhaustion of underlying primary policies for homebuilders. This(c) Includes fourth quarter charge of $1.8 billion.
has led to increasing construction defect related claim activity on(d) Includes fourth quarter charge of $850 million attributable to the change in
AIG’s excess policies. As noted above for D&O, many excessestimate for asbestos and environmental exposures.
casualty policies were written on a multi-year basis in the late

For 2005, AIG’s overall net loss reserve development from 1990s, which limited AIG’s ability to respond to emerging trends
prior accident years was an increase of approximately $4.67 billion, as rapidly as would otherwise be the case. AIG responded to these
including approximately $269 million from the general reinsurance emerging trends by increasing rates and effecting numerous policy
operations of Transatlantic. This $4.67 billion adverse develop- form and coverage changes. This led to a significant improvement
ment in 2005 was comprised of approximately $8.60 billion for in experience beginning with accident year 2001. In response to
2002 and prior accident years, partially offset by favorable the continuing loss development, AIG increased further the loss
development for accident years 2003 and 2004 for most lines of development factors for this class of business in its 2005 year-end
business, with the notable exception being D&O. The adverse loss actuarial reserve analysis. In addition, to more accurately estimate
development for 2002 and prior accident years is attributable to losses for construction defects, a separate review was performed by
approximately $4.0 billion of development from D&O and related AIG claims staff for accounts with significant exposure to these
management liability classes of business, excess casualty, and claims.
excess workers compensation, and to approximately $873 million

Excess Workers Compensation: The adverse development for priorof development from asbestos and environmental claims. The
years was approximately $1 billion related to 2002 and priorremaining portion of the adverse development for 2002 and prior
accident years. This adverse development resulted from significantaccident years includes approximately $520 million related to
loss cost increases, primarily attributable to rapidly increasingTransatlantic with the balance spread across many other lines of
medical inflation and advances in medical care, which increasedbusiness.
the cost of covered medical care and extended the life span ofThe largest contributors to the $4.67 billion net adverse loss
severely injured workers. The effect of these factors on excessdevelopment were:
workers compensation claims experience is leveraged, as frequency

D&O and related management liability classes of business: The is increased by the rising number of claims that reach the excess
adverse development for 2002 and prior accident years totalled layers.
approximately $1.7 billion, principally related to 2002 and prior
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unreported losses, or other factors affecting the particular classIn response to the continuing loss development, an additional
of business.study was conducted for the 2005 year-end actuarial reserve

analysis for DBG pertaining to the selection of loss development
Long-Tail Reservesfactors for this class of business. Claims for excess workers

Estimation of ultimate net losses and loss expenses (netcompensation exhibit an exceptionally long tail of loss develop-
losses) for long-tail casualty lines of business is a complexment, running for decades from the date the loss is incurred. Thus,
process and depends on a number of factors, including the linethe adequacy of loss reserves for this class is sensitive to the
and volume of the business involved. Experience in the moreestimated loss development factors, as such factors may be applied

to many years of loss experience. In order to better estimate the recent accident years of long-tail casualty lines shows limited
tail development for this class, AIG claims staff conducted a claim statistical credibility in reported net losses because a relatively
by claim projection of the expected ultimate paid loss for each low proportion of net losses would be reported claims and
open claim for 1998 and prior accident years as these are the expenses and an even smaller proportion would be net losses
primary years that drive the tail factors. The objective of the study paid. Therefore, IBNR would constitute a relatively high propor-
was to provide a benchmark against which loss development tion of net losses.
factors in the tail could be evaluated. AIG’s carried net long-tail loss reserves are tested using loss

For a discussion of the adverse development in asbestos and trend factors that AIG considers most appropriate for each
environmental exposures, see ‘‘Asbestos and Environmental class of business. A variety of actuarial methods and assump-
Reserves’’ below. tions is normally employed to estimate net losses for long-tail

The favorable development in 2005 referred to above was casualty lines. These methods ordinarily involve the use of loss
principally the result of the following: Most classes of business,

trend factors intended to reflect the estimated annual growthwith the notable exception of D&O, experienced favorable loss
in loss costs from one accident year to the next. For thedevelopment for accident year 2003, and nearly all classes
majority of long-tail casualty lines, net loss trend factorsexperienced favorable development for accident year 2004. These
approximated five percent. Loss trend factors reflect manyaccident years are benefiting from the actions AIG has taken in
items including changes in claims handling, exposure andresponse to the significant improvement in market conditions that
policy forms; current and future estimates of monetary inflationoccurred beginning in 2001 and that accelerated thereafter. Rates
and social inflation and increases in litigation and awards.increased sharply for most classes of business, and policy terms and
These factors are periodically reviewed and subsequentlyconditions were also improved significantly. In connection with
adjusted, as appropriate, to reflect emerging trends which areAIG’s 2005 year-end actuarial reserve analysis and after consider-
based upon past loss experience. Thus, many factors areing the results of the Milliman review, AIG has recognized the
implicitly considered in estimating the year to year growth inimproving results to the extent they are credible, evidenced by up

to five years of favorable loss experience across many lines of loss costs recognized.
business since the market conditions improved. In addition, AIG A number of actuarial assumptions are made in the review
has taken this information into consideration in determining the of reserves for each line of business. For longer tail lines of
expected loss ratios for the 2005 accident year. business, actuarial assumptions generally are made with respect

to the following:
Overview of Loss Reserving Process m Loss trend factors which are used to establish expected loss

The General Insurance loss reserves can generally be ratios for subsequent accident years based on the projected
categorized into two distinct groups. One group is long-tail loss ratio for prior accident years.
casualty lines of business which include excess and umbrella m Expected loss ratios for the latest accident year (i.e.,
liability, D&O, professional liability, medical malpractice, accident year 2005 for the year end 2005 loss reserve
workers compensation, general liability, products liability, and analysis) and, in some cases, for accident years prior to the
related classes. The other group is short-tail lines of business latest accident year. The expected loss ratio generally
consisting principally of property lines, personal lines and reflects the projected loss ratio from prior accident years,
certain classes of casualty lines. adjusted for the loss trend (see above) and the effect of rate

changes and other quantifiable factors. For low-frequency,
high-severity classes such as excess casualty and D&O,Short-Tail Reserves
expected loss ratios generally are utilized for at least theFor operations writing short-tail coverages, such as property
three most recent accident years.coverages, the process of recording quarterly loss reserve

m Loss development factors which are used to project thechanges is geared toward maintaining an appropriate reserve
reported losses for each accident year to an ultimate basis.level for the outstanding exposure, rather than determining an
AIG records quarterly changes in loss reserves for each ofexpected loss ratio for current business. For example, the IBNR

its many General Insurance profit centers. The overall changereserve required for a class of property business might be
in AIG’s loss reserves is based on the sum of these profit centerexpected to approximate 20 percent of the latest year’s earned
level changes. For most profit centers which write longer tailpremiums, and this level of reserve would generally be
classes of casualty coverage, the process of recording quarterlymaintained regardless of the loss ratio emerging in the current
loss reserve changes involves determining the estimated currentquarter. The 20 percent factor is adjusted to reflect changes in
loss ratio for each class of coverage. This loss ratio israte levels, loss reporting patterns, known exposures to large
multiplied by the current quarter’s net earned premium for that
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class of coverage to determine the quarter’s total estimated net claims handling. Loss reserve development can also be affected
incurred loss and loss expense. The change in loss reserves for by commutations of assumed and ceded reinsurance
the quarter for each class is thus the difference between the agreements.
net incurred loss and loss expense, estimated as described AIG’s annual loss reserve review does not calculate a range
above, and the net paid losses and loss expenses in the quarter. of loss reserve estimates. Because a large portion of the loss

reserves from AIG’s General Insurance business relates to long-
tail casualty lines driven by severity rather than frequency ofDetails of the Loss Reserving Process
claims, such as excess casualty and D&O, developing a rangeThe process of determining the current loss ratio for each
around loss reserve estimates would not be meaningful. Anclass or business segment is based on a variety of factors. These
estimate is calculated which AIG’s actuaries believe provides ainclude, but are not limited to, the following considerations:
reasonable estimate of the required reserve. This amount isprior accident year and policy year loss ratios; actual and
then evaluated against actual carried reserves.anticipated rate changes; actual and anticipated changes in

coverage, reinsurance, or mix of business; actual and antici-
pated changes in external factors affecting results, such as Volatility of Reserve Estimates and Sensitivity
trends in loss costs or in the legal and claims environment. Analyses
Each profit center’s current loss ratio reflects input from There is potential for significant variation in the develop-
actuarial, profit center and claims staff and is intended to ment of loss reserves, particularly for long-tail casualty classes
represent management’s best estimate of the current loss ratio of business such as excess casualty, when actual costs differ
after reflecting all of the factors described above. At the close from the assumptions used to test the reserves. Such assump-
of each quarter, the assumptions underlying the loss ratios are tions include those made for loss trend factors and loss
reviewed to determine if the loss ratios based thereon remain development factors, as described earlier. Set forth below is a
appropriate. This process includes a review of the actual claims sensitivity analysis demonstrating the estimated effect on the
experience in the quarter, actual rate changes achieved, actual loss reserve position of alternative loss trend or loss develop-
changes in coverage, reinsurance or mix of business, and ment factor assumptions as compared to those actually used to
changes in certain other factors that may affect the loss ratio. test the carried reserves.
When this review suggests that the initially determined loss For the excess casualty class of business the assumed loss
ratio is no longer appropriate, the loss ratio for current business cost trend was approximately six percent. A five percent
would be changed to reflect the revised assumptions. change in the assumed loss cost trend from each accident year

A comprehensive annual loss reserve review is conducted in to the next would cause approximately a $600 million change
the fourth quarter of each year for each AIG General Insurance (either positively or negatively) to the net loss and loss
subsidiary. These reviews are conducted in full detail for each expense reserve for this business. For the D&O and related
class or line of business for each subsidiary, and thus consist of management liability classes of business the assumed loss cost
literally hundreds of individual analyses. The purpose of these trend was four percent. A five percent change in this assumed
reviews is to confirm the appropriateness of the reserves carried loss cost trend would cause approximately a $300 million
by each of the individual subsidiaries, and thereby of AIG’s change (either positively or negatively) to the net loss and loss
overall carried reserves. The reserve analysis for each business expense reserve for such business. The effect of the loss trend
class is performed by the actuarial personnel who are most assumption for the D&O class decreased in 2005 as a result of
familiar with that class of business. In completing these AIG’s change in methodology, as described above, whereby
detailed actuarial reserve analyses, the actuaries are required to claim projections through accident year 2004 are utilized as a
make numerous assumptions, including for example the selec- benchmark for the actuarial indications. For the excess workers
tion of loss development factors and loss cost trend factors. compensation class of business, loss costs were trended at six
They are also required to determine and select the most percent per annum. A five percent change in the assumed loss
appropriate actuarial method(s) to employ for each business cost trend would cause approximately a $250 million change
class. Additionally, they must determine the appropriate (either positively or negatively) to the loss and loss expense
segmentation of data or segments from which the adequacy of reserve for this class. Actual loss cost trends in the early 1990’s
the reserves can be most accurately tested. In the course of were negative for these classes, whereas in the late 1990’s loss
these detailed reserve reviews for each business segment, a costs trends ran well into the double digits for each of these
point estimate of the loss reserve is generally determined. The three classes. The sharp increase in loss costs in the late 1990’s
sum of these point estimates for each of the individual business was thus much greater than the five percent changes cited
classes for each subsidiary provides an overall actuarial point above, and caused significant increases in the overall loss
estimate of the loss reserve for that subsidiary. The ultimate reserve needs for these classes. While changes in the loss cost
process by which the actual carried reserves are determined trend assumptions can have a significant effect on the reserve
considers not only the actuarial point estimate but a myriad of needs for other smaller classes of liability business, the
other factors. Other crucial internal and external factors potential effect of these changes on AIG’s overall carried
considered include a qualitative assessment of inflation and reserves would be much less than for the classes noted above.
other economic conditions in the United States and abroad, For the excess casualty class, if future loss development
changes in the legal, regulatory, judicial and social environ- factors differed by five percent from those utilized in the year-
ments, underlying policy pricing, terms and conditions, and end 2005 loss reserve review, there would be approximately a
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$400 million change (either positively or negatively) to the sensitivity analysis for this business, there is the potential for
overall AIG loss reserve position. The comparable effect on variations far greater than this amount (either positively or
the D&O and related management liability classes would be negatively). Likewise, in the judgment of AIG’s actuaries,
approximately $200 million (either positively or negatively) if five percent is considered an appropriate benchmark for
future loss development factors differed by five percent from sensitivity analysis with respect to the loss development factor
those utilized in the year-end 2005 loss reserve review. For the assumptions used to test the reserves.
excess workers compensation class, the effect would be For D&O and related management liability classes of
approximately $150 million (either positively or negatively). business, the loss cost trend assumption has been critical in
For workers compensation reserves, other than excess workers past analyses, however, because of the utilization of claim
compensation reserves, the effect of a five percent deviation projections for all claims through accident year 2004, as
from the loss development factors utilized in the year-end 2005 described above, the sensitivity of the reserves to this
reserve reviews would be approximately $1.0 billion (either assumption has been reduced in 2005. The loss development
positively or negatively). Because loss development factors for factor assumption is important but less critical than for excess
this class have shown less volatility than higher severity classes casualty. As this coverage is written on a claims-made basis,
such as excess casualty, however, actual changes in loss claims for a given accident year are all reported within that
development factors are expected to be less than five percent. year. Actual changes in loss costs from one accident year to
There is some degree of volatility in loss development patterns the next in the 1990s ranged from double digit negative values
for other longer tail liability classes as well. However, the for several accident years in the early 1990s to nearly
potential effect on AIG’s reserves would be much less than for 50 percent per year for the period from accident year 1996 to
the classes cited above. accident year 1999. Thus, there is the potential for extreme

The calculations of the effect of the five percent change in volatility in loss costs for this business and, although five per-
loss development factors are made by selecting the stage of cent is considered a reasonable benchmark for sensitivity
accident year development where it is believed reasonable for analysis, there is the potential for variations far greater than
such a deviation to occur. For example, for workers compensa- this amount (either positively or negatively). Five percent is
tion, the $1.0 billion amount is calculated by assuming that also considered an appropriate benchmark for sensitivity
each of the most recent eight accident years develop five per- analysis with respect to the loss development factor assump-
cent higher than estimated by the current loss development tions used to test the reserves for these classes. However, as
factors utilized in the reserve study, i.e. the factor 1.05 is noted above, the effect of such a deviation is less than that of
multiplied by the incurred losses (including IBNR and loss a similar deviation in loss cost trends. For the excess workers
expenses) for these accident years. compensation class, the loss development factor assumptions

AIG management believes that using a five percent change are critical and the loss trend assumption is important but not
in the assumptions for loss cost trends and loss development as critical. Excess workers compensation is an extremely long
factors provides a reasonable benchmark for a sensitivity tail class of business, hence there is a much greater than
analysis of the reserves of AIG’s most significant lines of normal uncertainty as to the appropriate loss development
general insurance business. For excess casualty business, both factors for the tail of the loss development. As noted above,
the loss cost trend and the loss development factor assumptions the effect of a five percent change in the loss development
are critical. Generally, actual historical loss development factor is approximately $150 million. It would not be
factors are used to project future loss development. However, uncommon for the loss development factors to deviate by
there can be no assurance that future loss development greater than five percent for this class of business.
patterns will be the same as in the past. Moreover, as excess For workers compensation, the loss development factor
casualty is a long-tail class of business, any deviation in loss assumptions are important. Generally, AIG’s actual historical
cost trends or in loss development factors might not be workers compensation loss development would be expected to
discernible for an extended period of time subsequent to the provide a reasonably accurate predictor of future loss develop-
recording of the initial loss reserve estimates for any accident ment. A five percent sensitivity indicator for workers compen-
year. Thus, there is the potential for the reserves with respect sation would thus be considered to be toward the high end of
to a number of accident years to be significantly affected by potential deviations for this class of business. The loss cost
changes in the loss cost trends or loss development factors that trend assumption for workers compensation is not believed to
were initially relied upon in setting the reserves. These changes be material with respect to AIG’s loss reserves. This is
in loss trends or loss development factors could be attributable primarily because AIG’s actuaries are generally able to use loss
to changes in inflation or in the judicial environment, or in development projections for all but the most recent accident
other social or economic phenomena affecting claims. For year’s reserves, so there is limited need to rely on loss cost
example, during the lengthy periods during which losses trend assumptions for workers compensation business.
develop for excess casualty, actual changes in loss costs from For casualty business other than the classes noted above,
one accident year to the next have ranged from negative there is generally some potential for deviation in both the loss
values to double-digit amounts. Thus, there is the potential for cost trend and loss development factor selections. However,
significant volatility in loss costs for excess casualty and, the effect of such deviations would not be material when
although five percent is considered a reasonable benchmark for compared to the effect on the classes cited above.
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develop deficiently, such deficiency would have an adverseAsbestos and Environmental Reserves
effect on AIG’s future results of operations. AIG does not

The estimation of loss reserves relating to asbestos and discount asbestos and environmental reserves.
environmental claims on insurance policies written many years With respect to known asbestos and environmental claims,
ago is subject to greater uncertainty than other types of claims AIG established over a decade ago specialized toxic tort and
due to inconsistent court decisions as well as judicial interpre- environmental claims units, which investigate and adjust all
tations and legislative actions that in some cases have tended such asbestos and environmental claims. These units evaluate
to broaden coverage beyond the original intent of such policies these asbestos and environmental claims utilizing a claim-by-
and in others have expanded theories of liability. The claim approach that involves a detailed review of individual
insurance industry as a whole is engaged in extensive litigation policy terms and exposures. Because each policyholder presents
over these coverage and liability issues and is thus confronted different liability and coverage issues, AIG generally evaluates
with a continuing uncertainty in its efforts to quantify these exposure on a policy-by-policy basis, considering a variety of
exposures. factors such as known facts, current law, jurisdiction, policy

AIG continues to receive claims asserting injuries and language and other factors that are unique to each policy.
damages from toxic waste, hazardous substances, and other Quantitative techniques have to be supplemented by subjective
environmental pollutants and alleged claims to cover the considerations including management judgment. Each claim is
cleanup costs of hazardous waste dump sites, referred to reviewed at least semi-annually utilizing the aforementioned
collectively as environmental claims, and indemnity claims approach and adjusted as necessary to reflect the current
asserting injuries from asbestos. information.

The vast majority of these asbestos and environmental In both the specialized and dedicated asbestos and environ-
claims emanate from policies written in 1984 and prior years. mental claims units, AIG actively manages and pursues early
Commencing in 1985, standard policies contained an absolute resolution with respect to these claims in an attempt to
exclusion for pollution related damage and an absolute asbestos mitigate its exposure to the unpredictable development of these
exclusion was also implemented. However, AIG currently claims. AIG attempts to mitigate its known long-tail environ-
underwrites environmental impairment liability insurance on a mental exposures by utilizing a combination of proactive claim-
claims-made basis and has excluded such claims from the resolution techniques including policy buybacks, complete
analysis herein. environmental releases, compromise settlements, and, where

The majority of AIG’s exposures for asbestos and environ- indicated, litigation.
mental claims are excess casualty coverages, not primary With respect to asbestos claims handling, AIG’s specialized
coverages. Thus, the litigation costs are treated in the same claims staff operates to mitigate losses through proactive
manner as indemnity amounts. That is, litigation expenses are handling, supervision and resolution of asbestos cases. Thus,
included within the limits of the liability AIG incurs. while AIG has resolved all claims with respect to miners and
Individual significant claim liabilities, where future litigation major manufacturers (Tier One), its claims staff continues to
costs are reasonably determinable, are established on a case operate under the same proactive philosophy to resolve claims
basis. involving accounts with products containing asbestos

Estimation of asbestos and environmental claims loss (Tier Two), products containing small amounts of asbestos,
reserves is a subjective process and reserves for asbestos and companies in the distribution process, and parties with remote,
environmental claims cannot be estimated using conventional ill defined involvement in asbestos (Tiers Three and Four).
reserving techniques such as those that rely on historical Through its commitment to appropriate staffing, training, and
accident year loss development factors. management oversight of asbestos cases, AIG mitigates to the

Significant factors which affect the trends that influence the extent possible its exposure to these claims.
asbestos and environmental claims estimation process are the To determine the appropriate loss reserve as of Decem-
inconsistent court resolutions and judicial interpretations ber 31, 2005 for its asbestos and environmental exposures, AIG
which broaden the intent of the policies and scope of performed a series of top-down and ground-up reserve analyses.
coverage. The current case law can be characterized as still In order to ensure it had the most comprehensive analysis
evolving, and there is little likelihood that any firm direction possible, AIG engaged Milliman to provide an analysis of these
will develop in the near future. Additionally, the exposures for exposures including ground-up estimates for both asbestos
cleanup costs of hazardous waste dump sites involve issues such reserves and environmental reserves. Prior to 2005, AIG’s
as allocation of responsibility among potentially responsible reserve analyses for asbestos and environmental exposures was
parties and the government’s refusal to release parties. focused around a report year projection of aggregate losses for

Due to this uncertainty, it is not possible to determine the both asbestos and environmental reserves. Additional tests such
future development of asbestos and environmental claims with as market share analyses were also performed. Ground-up
the same degree of reliability as with other types of claims. analyses such as those provided by Milliman take into account
Such future development will be affected by the extent to policyholder-specific and claim-specific information that has
which courts continue to expand the intent of the policies and been gathered over many years from a variety of sources.
the scope of the coverage, as they have in the past, as well as Ground-up studies can thus more accurately assess the exposure
by the changes in Superfund and waste dump site coverage and to AIG’s layers of coverage for each policyholder, and hence
liability issues. If the asbestos and environmental reserves
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for all policyholders in the aggregate provided a sufficient projects forward to the year 2025 the expected future report
sample of the policyholders can be modeled in this manner. year losses, based on AIG’s estimate of reasonable loss trend

In order to ensure its ground-up analysis was as comprehen- assumptions. These calculations are performed on losses gross
sive as possible, AIG staff produced the information required at of reinsurance. The IBNR (including a provision for develop-
policy and claim level detail for nearly 1,000 asbestos ment of reported claims) on a net basis is based on applying a
defendants and over 1,100 environmental defendants. This factor reflecting the expected ratio of net losses to gross losses
represented nearly 90 percent of all accounts for which AIG for future loss emergence.
had received any claim notice of any amount pertaining to For environmental claims, an analogous series of frequency/
asbestos or environmental exposure. AIG did not set any severity tests are produced. Environmental claims from future
minimum thresholds such as amount of case reserve outstand- report years, (i.e., IBNR) are projected out ten years, i.e.,
ing, or paid losses to date, that would have served to reduce through the year 2015.
the sample size and hence the comprehensiveness of the At year-end 2005, AIG considered a number of factors and
ground-up analysis. The results of the ground-up analysis for recent experience, in addition to the results of the respective
each significant account were examined by AIG’s claims staff top-down and ground-up analyses performed for asbestos and
for reasonableness, for consistency with policy coverage terms, environmental reserves. Among the factors considered by AIG
and any claim settlement terms applicable. Adjustments were was the continued deterioration in its asbestos report year
incorporated accordingly. The results from the universe of experience. The indication from the third scenario as described
modeled accounts, which as noted above reflects the vast above for asbestos was approximately $265 million greater than
majority of AIG’s known exposures, were then utilized to AIG’s carried net asbestos reserve, prior to its increase in the
estimate the ultimate losses from accounts that could not be fourth quarter of 2005. This marks a continuation of the trend
modeled and to determine the appropriate provision for all of adverse report year development for asbestos that has been
unreported claims. observed for the past several years. AIG also noted its asbestos

AIG conducted a comprehensive analysis of reinsurance paid losses in 2005 increased from 2004’s levels. AIG
recoverability to establish the appropriate asbestos and environ- considered the significant uncertainty that remains as to AIG’s
mental reserve net of reinsurance. AIG determined the amount ultimate liability relating to asbestos and environmental claims.
of reinsurance that would be ceded to insolvent reinsurers or to This uncertainty is due to several factors including:
commuted reinsurance contracts for both reported claims and m The long latency period between asbestos exposure and
for IBNR. These amounts were then deducted from the disease manifestation and the resulting potential for involve-
indicated amount of reinsurance recoverable. ment of multiple policy periods for individual claims;

AIG also completed a top-down report year projection of its m The increase in the volume of claims by currently
indicated asbestos and environmental loss reserves. These unimpaired plaintiffs;
projections consist of a series of tests performed separately for m Claims filed under the non-aggregate premises or operations
asbestos and for environmental exposures. section of general liability policies;

For asbestos, these tests project the expected losses to be m The number of insureds seeking bankruptcy protection and
reported over the next twenty years, i.e., from 2006 through the effect of prepackaged bankruptcies;
2025, based on the actual losses reported through 2005 and the m Diverging legal interpretations; and
expected future loss emergence for these claims. Three m With respect to environmental claims, the difficulty in
scenarios were tested, with a series of assumptions ranging from estimating the allocation of remediation cost among various
more optimistic to more conservative. In the first scenario, all parties.
carried asbestos case reserves are assumed to be within ten After carefully considering the results of the ground-up
percent of their ultimate settlement value. The second scenario analysis, which AIG now plans to update on an annual basis,
relies on an actuarial projection of report year development for as well as all of the above factors including the recent report
asbestos claims reported from 1993 to the present to estimate year experience, AIG determined its best estimate was to
case reserve adequacy as of year-end 2005. The third scenario recognize an increase of $843 million in its carried net asbestos
relies on an actuarial projection of report year claims for reserves, and an increase of $30 million in its carried net
asbestos but reflects claims reported from 1989 to the present environmental reserves at December 31, 2005. The correspond-
to estimate case reserve adequacy as of year-end 2005. Based ing increases in gross reserves were approximately $1.97 billion
on the results of the prior report years for each of the three for asbestos and $56 million for environmental.
scenarios described above, the report year approach then
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A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims separately
and combined at December 31, 2005, 2004 and 2003 follows:

2005 2004 2003
(in millions) Gross Net Gross Net Gross Net

Asbestos:
Reserve for losses and loss expenses at beginning of year $2,559 $1,060 $1,235 $ 386 $1,304 $ 400
Losses and loss expenses incurred* 2,207(a) 903(a) 1,595(a) 772(a) 175 43
Losses and loss expenses paid* (325) (123) (271) (98) (244) (57)

Reserve for losses and loss expenses at end of year $4,441 $1,840 $2,559 $1,060 $1,235 $ 386

Environmental:
Reserve for losses and loss expenses at beginning of year $ 974 $ 451 $ 789 $ 283 $ 832 $ 296
Losses and loss expenses incurred* 47(b) 27(b) 314(b) 234(b) 133 52
Losses and loss expenses paid* (95) (68) (129) (66) (176) (65)

Reserve for losses and loss expenses at end of year $ 926 $ 410 $ 974 $ 451 $ 789 $ 283

Combined:
Reserve for losses and loss expenses at beginning of year $3,533 $1,511 $2,024 $ 669 $2,136 $ 696
Losses and loss expenses incurred* 2,254(c) 930(c) 1,909(c) 1,006(c) 308 95
Losses and loss expenses paid* (420) (191) (400) (164) (420) (122)

Reserve for losses and loss expenses at end of year $5,367 $2,250 $3,533 $1,511 $2,024 $ 669
* All amounts pertain to policies underwritten in prior years.
(a) Includes increases to gross losses and loss expense reserves of $2.0 billion and $1.2 billion in the fourth quarter of 2005 and 2004, respectively, and

increases to net losses and loss expense reserves of $843 million and $650 million for the fourth quarter of 2005 and 2004, respectively.
(b) Includes increases to gross losses and loss expense reserves of $56 million and $250 million in the fourth quarter of 2005 and 2004, respectively, and

increases to net losses and loss expense reserves of $30 million and $200 million for the fourth quarter of 2005 and 2004, respectively.
(c) Includes increases to gross losses and loss expense reserves of $2.0 billion and $1.5 billion in the fourth quarter of 2005 and 2004, respectively, and

increases to net losses and loss expense reserves of $873 million and $850 million for the fourth quarter of 2005 and 2004, respectively.

The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental claims
separately and combined, at December 31, 2005, 2004 and 2003 were estimated as follows:

2005 2004 2003
(in millions) Gross Net Gross Net Gross Net

Asbestos $3,401 $1,465 $2,033 $ 876 $ 695 $200
Environmental 586 266 606 284 347 80

Combined $3,987 $1,731 $2,639 $1,160 $1,042 $280

A summary of asbestos and environmental claims count activity for the years ended December 31, 2005, 2004 and 2003 was as
follows:

2005 2004 2003
Asbestos Environmental Combined Asbestos Environmental Combined Asbestos Environmental Combined

Claims at beginning of year 7,575 8,216 15,791 7,474 8,852 16,326 7,085 8,995 16,080
Claims during year:

Opened 854 5,253* 6,107 909 2,592 3,501 669 2,106 2,775
Settled (67) (219) (286) (100) (279) (379) (86) (244) (330)
Dismissed or otherwise

resolved (1,069) (3,377) (4,446) (708) (2,949) (3,657) (194) (2,005) (2,199)

Claims at end of year 7,293 9,873 17,166 7,575 8,216 15,791 7,474 8,852 16,326
* The opened claims count increased substantially during 2005 because a court ruling led AIG to report separate opened claims for previously pending

cases relating to alleged MTBE exposures that AIG previously had counted in the aggregate as only a single claim on the assumption that the cases would
be consolidated into a single federal court proceeding.
The table below presents AIG’s survival ratios for asbestos before the current ending loss reserves for these claims would

and environmental claims for year end 2005, 2004 and 2003. be paid off using recent year average payments. Many factors,
The survival ratio is derived by dividing the year end carried such as aggressive settlement procedures, mix of business and
loss reserve by the average payments for the three most recent level of coverage provided, have a significant effect on the
calendar years for these claims. Therefore the survival ratio is a amount of asbestos and environmental reserves and payments
simplistic measure estimating the number of years it would be and the resultant survival ratio. Thus, caution should be
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exercised in attempting to determine reserve adequacy for these Life Insurance & Retirement Services operations presented on
claims based simply on this survival ratio. a major product basis for 2005, 2004 and 2003 were as

follows:AIG’s survival ratios for asbestos and environmental claims,
separately and combined were based upon a three-year (in millions) 2005 2004(a) 2003(a)

average payment. These ratios for the years ended Decem- GAAP Premiums:
ber 31, 2005, 2004 and 2003 were as follows: Domestic Life:

Life insurance $ 2,108 $ 1,888 $ 1,751
Gross Net Home service 801 812 834

Group life/health 1,012 1,128 1,0462005
Payout annuities(b) 1,473 1,484 1,272Survival ratios:
Total 5,394 5,312 4,903Asbestos 15.9 19.8

Domestic Retirement Services:Environmental 6.9 6.2
Group retirementCombined 13.0 14.2

products 351 313 250
2004 Individual fixed
Survival ratios: annuities 100 59 53

Asbestos 10.7 13.5 Individual variable
Environmental 6.5 6.8 annuities 467 407 331

Individual fixedCombined 9.1 10.5
annuities —

2003 runoff(c) 72 80 86
Survival ratios:

Total 990 859 720Asbestos 4.7 4.5
Total Domestic 6,384 6,171 5,623Environmental 4.7 4.1

Combined 4.7 4.3 Foreign Life:
Life insurance 15,631 14,938 13,204
Personal accident &

Life Insurance & Retirement Services Operations health 5,002 4,301 3,126
Group products(d) 1,925 2,215 1,267

AIG’s Life Insurance & Retirement Services subsidiaries offer a
Total 22,558 21,454 17,597wide range of insurance and retirement savings products both

Foreign Retirementdomestically and abroad. Insurance-oriented products consist of
Services:individual and group life, payout annuities, endowment and

Individual fixedaccident and health policies. Retirement savings products annuities 361 395 255
consist generally of fixed and variable annuities. See also Individual variable
Note 2 of Notes to Consolidated Financial Statements. annuities 97 68 21

Domestically, AIG’s Life Insurance & Retirement Services Total 458 463 276
operations offer a broad range of protection products, including Total Foreign 23,016 21,917 17,873
life insurance, group life and health products, including

Total GAAP Premiums $ 29,400 $ 28,088 $ 23,496disability income products and payout annuities, which include
Net investment income:single premium immediate annuities, structured settlements and
Domestic Life:terminal funding annuities. Home service operations include an Life insurance $ 1,411 $ 1,287 $ 1,179

array of life insurance, accident and health and annuity Home service 605 608 616
products sold through career agents. In addition, home service Group life/health 142 123 121

Payout annuities 912 801 699includes a small block of run-off property and casualty
coverage. Retirement services include group retirement prod- Total 3,070 2,819 2,615
ucts, individual fixed and variable annuities sold through Domestic Retirement Services:
banks, broker dealers and exclusive sales representatives, and Group retirement

products 2,233 2,201 2,055annuity runoff operations which include previously-acquired
Individual fixed‘‘closed blocks’’ and other fixed and variable annuities largely

annuities 3,393 3,100 2,567sold through distribution relationships that have been
Individual variablediscontinued. annuities 217 239 239

Overseas, AIG’s Life Insurance & Retirement Services Individual fixed
operations include insurance and investment-oriented products annuities —

runoff(c) 1,046 1,076 1,266such as whole and term life, investment linked, universal life
and endowments, personal accident and health products, group Total 6,889 6,616 6,127
products including pension, life and health, and fixed and Total Domestic 9,959 9,435 8,742
variable annuities. (continued)
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(h) Operating income includes the effect on deferred policy acquisition cost(in millions) 2005 2004(a) 2003(a)

amortization for FAS 97 products related to realized capital gains
Foreign Life: (losses) and has reduced amortization costs totaling $59 million,

Life insurance 4,844 4,065 3,356 $44 million and $54 million for 2005, 2004 and 2003, respectively.
Personal accident & (i) Domestic in-force for 2005 includes the effect of the non-renewal of a

health 255 179 161 single large group life case of $36 billion.
Group products 613 431 326
Intercompany AIG’s Life Insurance & Retirement Services subsidiaries

adjustments (36) (18) (15) report their operations through the following operating units:
Total 5,676 4,657 3,828 Domestic Life — AIG American General, including American

General Life Insurance Company (AG Life), USLIFE andForeign Retirement
Services: AGLA; Domestic Retirement Services — VALIC, AIG Annu-
Individual fixed ity and AIG SunAmerica; Foreign Life — ALICO, AIRCO,

annuities 1,728 1,034 368 AIG Edison Life, AIG Star Life, AIA, Nan Shan and
Individual variable Philamlife.annuities 771 143 4

Total 2,499 1,177 372 Life Insurance & Retirement Services Results
Total Foreign 8,175 5,834 4,200

The increase in operating income in 2005 compared to 2004
Total net investment

was caused by growth in both domestic and overseas opera-income $ 18,134 $ 15,269 $ 12,942
tions. Similarly, the increase in operating income in 2004

Realized capital gains
compared to 2003 was due to strong growth, particularly(losses):
overseas.Domestic realized

Life Insurance & Retirement Services GAAP premiumscapital gains
(losses)(e) $ (302) $ (329) $ (246) grew in 2005 when compared with 2004 as well as 2004 when

compared with 2003. AIG’s Domestic Life operations hadForeign realized
capital gains continued growth in term and universal life sales with good
(losses)(f) (260) 147 330 performance from the independent distribution channels.

Pricing net investment GAAP premiums for life insurance grew 12 percent in 2005
gains(g) 344 225 156

reflecting consistently strong sales from the independent
Total Foreign 84 372 486 distribution channels. Retail periodic life sales increased
Total realized capital 18 percent in 2005, representing a compound rate of growth of

gains (losses) $ (218) $ 43 $ 240 16 percent since 2001, compared to modest growth in the
Operating Income: industry. Profit margins have been maintained through strict

Domestic(h) 3,599 3,075 2,765 underwriting discipline and low cost. In addition, increases in
Foreign 5,245 4,848 4,042

product prices and retention have offset price increases by
Total operating income $ 8,844 $ 7,923 $ 6,807 reinsurers. Payout annuities declined slightly due to the low
Life insurance in–force: interest rate environment and the competitive market condi-

Domestic $ 825,151(i) $ 772,251 $ 645,606 tions for structured settlement and single premium individual
Foreign 1,027,682 1,085,843 937,425 annuity business. The domestic group business is below AIG’s

Total $1,852,833 $1,858,094 $1,583,031 growth standards, largely because several accounts where
(a) Adjusted to conform to 2005 presentation. pricing was unacceptable were not renewed and loss experience
(b) Includes structured settlements, single premium immediate annuities and was higher than anticipated. Restructuring efforts in this

terminal funding annuities. business are focused on new product introductions, cross selling
(c) Primarily represents runoff annuity business sold through discontinued and other growth strategies. AGLA, the home service business,distribution relationships.

is diversifying product offerings, enhancing the capabilities and
(d) Revenues in 2004 includes approximately $640 million of single

quality of the sales force, and broadening the markets servedpremium from a reinsurance transaction involving terminal funding
beyond those historically serviced in an effort to acceleratebusiness, which is offset by a similar increase of benefit reserves.
growth, although it is expected to remain a slow growth(e) Includes the effect of hedging activities that do not qualify for hedge

accounting treatment under FAS 133 and the application of FAS 52. business.
For 2005, 2004, and 2003, respectively, the amounts included are Domestic Retirement Services businesses faced a challenging$63 million, $(6) million, and $19 million.

environment in 2005 and 2004, as deposits declined approxi-
(f) Includes the effect of hedging activities that do not qualify for hedge

mately 17 percent for 2005 compared to 2004 and 1 percentaccounting treatment under FAS 133 and the application of FAS 52.
for 2004 compared to 2003. The decrease in AIG’s individualFor 2005, 2004, and 2003, respectively, the amounts included are

$(500) million, $(134) million, and $59 million. variable annuity product sales in 2005 was largely attributable
(g) For purposes of this presentation, pricing net investment gains are to significant variable annuity sales declines at several of AIG’s

segregated as a component of total realized gains (losses). They largest distribution firms due to lackluster equity markets, morerepresent certain amounts of realized capital gains where gains are an
inherent element in pricing certain life products in some foreign
countries.
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intense industry competition with regard to living benefit resulted in significantly lower net flows for total domestic
product features and heightened compliance procedures over Retirement Services than in the prior year. AIG expects that
selling practices. AIG’s introduction of more competitive net flows will remain lower than in prior years as long as an
guaranteed minimum withdrawal features was delayed until late environment of lackluster equity market performance persists
in the fourth quarter due to filing delays associated with the and the yield curve remains flat. The following table reflects
Restatements. During 2005, the interest yield curve flattened the net flows for Domestic Retirement Services:
and, as a result, competing bank products such as certificates of Domestic Retirement Services — Net Flows(a)

deposit and other money market instruments with shorter December 31,
durations than AIG’s individual fixed annuity products became (in millions) 2005 2004 2003

more attractive. The following table reflects deposit amounts Group retirement products(b) $ 628 $ 1,706 $ 2,756
Individual fixed annuities 1,759 6,169 8,679for Domestic Retirement Services:
Individual variable annuities (336) 1,145 927

Domestic Retirement Services — Deposits Individual fixed annuities - runoff (2,508) (2,084) (1,967)
December 31, Total $ (457) $ 6,936 $10,395
(in millions) 2005 2004 2003

(a) Net flows are defined as deposits received, less benefits, surrenders,
Group retirement products* $ 6,436 $ 6,502 $ 5,918 withdrawals and death benefits.
Individual fixed annuities 7,337 9,947 11,384 (b) Includes mutual funds.
Individual variable annuities 3,319 4,126 3,412
Individual fixed annuities - runoff 200 253 350 The majority of the growth in Life Insurance & Retirement

Services GAAP premiums in Foreign Life operations wasTotal $ 17,292 $ 20,828 $21,064
attributable to the life insurance and personal accident &* Includes mutual funds.
health lines of business. Globally, AIG’s deep and diverseIn 2005, AIG experienced a significant increase in surrender
distribution, which includes bancassurance, worksite marketing,rates in all product lines. Group retirement products exper-
direct marketing, and strong agency organizations, provides aienced higher surrenders as the average participant age
powerful platform for growth. This growth was most significantincreased and a greater percentage of these participants are
in Japan, where AIG has benefited from a flight to quality andnear retirement age and/or termination of service from their
development of multiple distribution channels. In Southeastemployers. Individual fixed annuities surrender rates are higher
Asia, AIG maintains significant market share by offering anin 2005 primarily due to the shape of the interest yield curve
attractive and diverse product line, distributed by its strongand the general aging of the in-force reserves. However, less
agency force. There has been a continuing trend in Southeastthan 20 percent of the individual fixed annuity reserves are
Asia, as the insurance market continues to develop, for clientsavailable to surrender without charge. The increase in individ-
to purchase investment-oriented products at the expense ofual variable annuity surrender rates primarily reflects the higher
traditional term or whole life products. For GAAP reportingshock-lapse that occurred following expiration of the surrender
purposes, only revenues from policy charges for insurance,charge period on certain 3-year and 7-year contracts (including
administration, and surrender charges are reported as GAAPa large closed block of acquired business). Reflecting a
premiums. This product mix shift contributed to the singlewidespread industry phenomenon, this lapse rate, much of
digit growth rate in Foreign Life Insurance & Retirementwhich was anticipated when the products were issued, has
Services GAAP premiums.recently been affected by investor demand to exchange existing

Also in Japan, AIG Edison Life has improved the qualitypolicies for new-generation contracts with living benefits or
and productivity of its sales force resulting in higher sales andlower fees. In addition, partial withdrawals on certain variable
improved new business persistency. AIG Star Life is growingannuity products have increased as AIG has introduced
first year premiums as a result of new product introductionsfeatures designed to generate a stream of income to the
and an expanded agency force, and is benefiting from growthparticipants. The following chart shows the amount of reserves
in the bank annuity market.by surrender charge category as of December 31, 2005.

However, in March of 2006, Japanese tax authorities are
Domestic Retirement Services expected to announce a reduction in the amount of premiumReserves Subject to Surrender Charges

policyholders may deduct from their Japanese tax returns for
Group Individual Individual

certain accident and health products. These products areRetirement Fixed Variable
(in millions) Products* Annuities Annuities generally sold by independent agents to corporate clients and
Zero or no surrender charge $39,831 $ 9,324 $ 9,765 thus represent a specific niche market segment and not the
Greater than 0% - 4% 11,248 10,815 8,386 mainstream accident and health products sold by AIG inGreater than 4% 2,648 31,183 10,035

Japan. A reduction in the amount of tax deduction related toNon-Surrenderable 892 3,148 81
these products will make them less attractive to the marketTotal $54,619 $54,470 $28,267
and will reduce the level of future sales. In addition, a portion* Excludes mutual funds.
of existing policies may be canceled, and depending on the

A continued increase in the level of surrenders in any of duration of those policies and other factors, could result in a
these businesses could increase the amortization of deferred write-off of deferred acquisition costs. At the current time,
acquisition costs in future years and will negatively affect fee management does not believe that such losses, should they
income earned on assets under management. The combination
of reduced sales and increased surrenders and withdrawals
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occur, would be material to AIG’s consolidated financial Life Insurance & Retirement Services operating income
condition, results of operations or liquidity. grew by 12 percent in 2005. Operating income for the AIG

The Foreign Retirement Services business continues its Domestic Life insurance line of business was up 8 percent and
strong growth based upon its success in Japan and Korea by in line with the growth in GAAP premiums for the current
expanding its extensive distribution network and leveraging year, due in part to growth in the business base and improved
AIG’s product expertise. Somewhat offsetting this growth were mortality results, offset by higher losses recorded in 2005 from
the negative effects on customer demand for certain multi- limited partnership investments in synthetic fuel production
currency fixed annuity products in Japan stemming from facilities. Operating income for the home service line of
currency exchange rate fluctuations. AIG is introducing annu- business declined as a result of the continued decline in
ity products in new markets. In January 2005, AIG Star Life premiums in force and higher insurance and acquisition
entered into an agreement with the Bank of Tokyo Mitsubishi, expenses, combined with an increase in property casualty losses
one of Japan’s largest banks, to market a multi-currency fixed related to hurricanes. The group life/health business and
annuity. operating income were affected by non-renewal of cases where

Foreign Life Insurance & Retirement Services operations acceptable margins could not be achieved. In addition, 2005
produced 78 percent, 78 percent and 76 percent of Life results were affected by reserve strengthening related to
Insurance & Retirement Services GAAP premiums in 2005, disability income products totaling $12 million compared to
2004 and 2003, respectively. reserve strengthening of $178 million for Superior National

and $68 million for all other items in 2004. Operating income
AIG transacts business in most major foreign currencies. The for the payout annuities line of business increased 22 percent
following table summarizes the effect of changes in foreign in line with the growth in policy benefit reserves. The group
currency exchange rates on the growth of Life Insurance & retirement products business recorded a modest increase in
Retirement Services GAAP premiums. operating income due primarily to higher variable annuity fee

income and growth in average reserves. Individual fixed
2005

annuity results are higher than last year due primarily to
Growth in original currency 2.7% 13 percent growth in average reserves, higher surrender charges
Foreign exchange effect 2.0 and reductions in acquisition cost amortization expense result-
Growth as reported in U.S. dollars 4.7% ing from increased capital losses realized on bonds. Individual

variable annuity earnings are lower in 2005 when compared toThe growth in net investment income in 2005 and 2004
2004 principally due to favorable deferred acquisition costparallels the growth in general account reserves and surplus for
amortization variances attributable to changes in assumptionsboth Foreign and Domestic Life Insurance & Retirement
and realized capital loss activity in 2004.Services companies. Also, net investment income was posi-

Foreign Life Insurance & Retirement Services operatingtively affected by the compounding of previously earned and
income of $5.25 billion for 2005 included $84 million ofreinvested net investment income along with the addition of
realized capital gains, and for 2004, operating income ofnew cash flow from operations available for investment. The
$4.85 billion included $372 million of realized capital gains.global flattening of the yield curve put additional pressure on
Underwriting and investment results before the effects ofyields and spreads, which was partially offset with income
realized capital gains (losses) increased for all lines of business.generated from other investment sources, including income
On this basis, the life insurance line of business benefited infrom partnerships. Partnership income was $273 million and
part from lower amortization of acquisition costs for FAS 97$192 million for 2005 and 2004, respectively. As of first
products, reflective of the increasing investment yields forquarter 2004, foreign separate accounts were transferred to the
those portfolios, particularly in Japan. In Southeast Asia,general account per Statement of Position 03-1, resulting in
operating income growth attributable to life insurance andincreased net investment income volatility. The positive effect
deposit-based businesses was partially offset by higher incurredof Statement of Position 03-1 on Foreign Life Insurance &
policy benefit costs for contributions to the participatingRetirement Services net investment income was $1.34 billion
policyholder fund in Singapore, totaling $137 million, relatedand $271 million for 2005 and 2004, respectively. These
to the settlement of a long disputed local tax issue. Growth inamounts do not affect operating income as they are offset in
the personal accident & health line of business is generally inincurred policy benefits.
line with the growth in premiums and reflects stable profitAIG’s domestic subsidiaries invest in certain limited liability
margins. The group products business grew across all segmentscompanies that invest in synthetic fuel production facilities as a
and maintained profit margins. The largest contributor to themeans of generating income tax credits. Net investment income
growth in group products is the pension profit center whichincludes operating losses of approximately $143 million,
enjoyed higher fee income emanating from higher assets under$121 million and $108 million, respectively, for 2005, 2004 and
management in Brazil and Southeast Asia. Growth in individ-2003 and income taxes includes tax credits and benefits of
ual fixed annuities, emanating primarily from Japan, is gener-approximately $203 million, $160 million and $155 million,
ally in line with the growth in reserves and net spread ratesrespectively, for 2005, 2004 and 2003 from these investments.
were maintained. The individual variable annuity line ofSee also Note 12(k) of Notes to Consolidated Financial
business also grew in line with the growth in reserves.Statements ‘‘Commitments and Contingent Liabilities.’’
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The contribution of Life Insurance & Retirement Services AIG’s domestic Life Insurance & Retirement Services
operating income to AIG’s consolidated income before income operations utilize internal and third-party reinsurance relation-
taxes, minority interest and cumulative effect of accounting ships to manage insurance risks and to facilitate capital
changes amounted to 58 percent in 2005, compared to management strategies. Pools of highly-rated third-party rein-
53 percent in 2004 and 57 percent in 2003. surers are utilized to manage net amounts at risk in excess of

retention limits. AIG’s domestic life insurance companies also
cede excess, non-economic reserves carried on a statutory-basisUnderwriting and Investment Risk
only on certain term and universal life insurance policies and

The risks associated with the life and accident & health certain fixed annuities to AIG Life of Bermuda Ltd., a wholly
products are underwriting risk and investment risk. The risk owned Bermuda reinsurer.
associated with the financial and investment contract products AIG generally obtains letters of credit in order to obtain
is primarily investment risk. statutory recognition of these intercompany reinsurance trans-

Underwriting risk represents the exposure to loss resulting actions. For this purpose, AIG entered into a $2.5 billion
from the actual policy experience adversely emerging in syndicated letter of credit facility in December 2004. Letters of
comparison to the assumptions made in the product pricing credit totaling $2.17 billion were outstanding as of Decem-
associated with mortality, morbidity, termination and expenses. ber 31, 2004, and letters of credit for all $2.5 billion were
The emergence of significant adverse experience would require outstanding as of December 31, 2005, all of which relate to life
an adjustment to DAC and benefit reserves that could have a intercompany reinsurance transactions. The letter of credit
substantial effect on AIG’s results of operations. facility has a ten-year term, but the facility can be reduced or

Natural disasters such as hurricanes, earthquakes and other terminated by the lenders beginning after seven years.
catastrophes have the potential to adversely affect AIG’s In November 2005, AIG entered into a revolving credit
operating results. Other risks, such as an outbreak of a facility for an aggregate amount of $3 billion. The facility can
pandemic disease, such as the Avian Influenza A Virus be drawn in the form of letters of credit with terms of up to
(H5N1), could adversely affect AIG’s business and operating ten years. As of December 31, 2005 and as of the date hereof,
results to an extent that may be only minimally offset by $1.86 billion principal amount of letters of credit are outstand-
reinsurance programs. ing under this facility, of which approximately $494 million

While to date, outbreaks of the Avian Flu continue to relates to life intercompany reinsurance transactions. AIG also
occur among poultry or wild birds in a number of countries in obtained approximately $212 million letters of credit on a
Asia, parts of Europe, and recently in Africa, transmission to bilateral basis.
humans has been rare. If the virus mutates to a form that can The investment risk represents the exposure to loss resulting
be transmitted from human to human, it has the potential to from the cash flows from the invested assets, primarily long-
spread rapidly worldwide. If such an outbreak were to take term fixed rate investments, being less than the cash flows
place, early quarantine and vaccination could be critical to required to meet the obligations of the expected policy and
containment. contract liabilities and the necessary return on investments.

Both the contagion and mortality rate of any mutated See also the discussion under ‘‘Liquidity’’ herein.
H5N1 virus that can be transmitted from human to human are To minimize its exposure to investment risk, AIG tests the
highly speculative. AIG continues to monitor the developing cash flows from invested assets and policy and contract
facts. A significant global outbreak could have a material liabilities using various interest rate scenarios to evaluate
adverse effect on Life Insurance & Retirement Services investment risk and to confirm that assets are sufficient to pay
operating results and liquidity from increased mortality and these liabilities.
morbidity rates. AIG actively manages the asset-liability relationship in its

AIG’s Foreign Life Insurance & Retirement Services compa- foreign operations, as it has been doing throughout AIG’s
nies generally limit their maximum underwriting exposure on history, even though certain territories lack qualified long-term
life insurance of a single life to approximately $1.7 million of investments or certain local regulatory authorities may impose
coverage. AIG’s Domestic Life Insurance & Retirement Ser- investment restrictions. For example, in several Asian coun-
vices companies limit their maximum underwriting exposure on tries, the duration of the investments is shorter than the
life insurance of a single life to $10 million of coverage in effective maturity of the related policy liabilities. Therefore,
certain circumstances by using yearly renewable term reinsur- there is a risk that the reinvestment of the proceeds at the
ance. See the discussion under ‘‘Liquidity’’ herein and Note 6 maturity of the initial investments may be at a yield below
of Notes to Consolidated Financial Statements. that of the interest required for the accretion of the policy

AIRCO acts primarily as an internal reinsurance company liabilities. Additionally, there exists a future investment risk
for AIG’s foreign life operations. This facilitates insurance risk associated with certain policies currently in force which will
management (retention, volatility, concentrations) and capital have premium receipts in the future. That is, the investment of
planning locally (branch and subsidiary). It also allows AIG to these future premium receipts may be at a yield below that
pool its insurance risks and purchase reinsurance more effi- required to meet future policy liabilities.
ciently at a consolidated level, manage global counterparty risk In 2005, new money investment yields increased in some
and relationships and manage global life catastrophe risks. markets and continued to decrease in others, leading to more

frequent adjustments in new business premium rates, credited
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rates, and discontinuance of some products. In regard to the (investment-oriented products) are deferred and amortized, with
inforce business, to maintain an adequate yield to match the interest, as appropriate, in relation to the historical and future
interest necessary to support future policy liabilities, manage- incidence of estimated gross profits to be realized over the
ment focus is required in both the investment and product estimated lives of the contracts. Amortization expense includes
management process. Business strategies continue to evolve to the effects of current period realized capital gains and losses.
maintain profitability of the overall business. As such, in some With respect to universal life and investment-oriented products,
countries, sales growth may slow for some product lines and AIG’s policy, as appropriate, has been to adjust amortization
accelerate for others. assumptions for DAC when estimates of current or future gross

The investment of insurance cash flows and reinvestment of profits to be realized from these contracts are revised. With
the proceeds of matured securities and coupons requires active respect to variable annuities sold domestically (representing the
management of investment yields while maintaining satisfac- vast majority of AIG’s variable annuity business), the assump-
tory investment quality and liquidity. tion for the long-term annual net growth rate of the equity

AIG may use alternative investments in certain foreign markets used in the determination of DAC amortization is
jurisdictions where interest rates remain low and there are approximately ten percent. A methodology referred to as
limited long-dated bond markets, including equities, real estate ‘‘reversion to the mean’’ is used to maintain this long-term net
and foreign currency denominated fixed income instruments to growth rate assumption, while giving consideration to short-term
extend the duration or increase the yield of the investment variations in equity markets. Estimated gross profits include
portfolio to more closely match the requirements of the investment income and gains and losses on investments less
policyholder liabilities and DAC recoverability. This strategy interest required as well as other charges in the contract less
has been effectively used in Japan and more recently by Nan actual mortality and expenses. Current experience and changes
Shan in Taiwan. Foreign assets comprised approximately in the expected future gross profits are analyzed to determine the
33 percent of Nan Shan’s invested assets at December 31, effect on the amortization of DAC. The estimation of projected
2005, slightly below the maximum allowable percentage under gross profits requires significant management judgment. The
current regulation. In response to continued declining interest elements with respect to the current and projected gross profits
rates and the volatile exchange rate of the NT dollar, Nan are reviewed and analyzed quarterly and are adjusted
Shan is emphasizing new products with lower implied guaran- accordingly.
tees, including participating endowments and variable universal AIG’s variable annuity earnings will be affected by changes
life. Although the risks of a continued low interest rate in market returns because separate account revenues, primarily
environment coupled with a volatile NT dollar could increase composed of mortality and expense charges and asset manage-
net liabilities and require additional capital to maintain ment fees, are a function of asset values.
adequate local solvency margins, Nan Shan currently believes DAC for both insurance-oriented and investment-oriented
it has adequate resources to meet all future policy obligations. products as well as retirement services products are reviewed

AIG actively manages the asset-liability relationship in its for recoverability, which involve estimating the future profit-
domestic operations. This relationship is more easily managed ability of current business. This review also involves significant
through the ample supply of appropriate long-term investments. management judgment. If the actual emergence of future

AIG uses asset-liability matching as a management tool profitability were to be substantially different than that
worldwide to determine the composition of the invested assets estimated, AIG’s results of operations could be significantly
and appropriate marketing strategies. As a part of these affected in future periods. See also Note 4 of Notes to
strategies, AIG may determine that it is economically advanta- Consolidated Financial Statements.
geous to be temporarily in an unmatched position due to
anticipated interest rate or other economic changes. In Insurance and Asset Management Invested Assets
addition, the absence of long-dated fixed income instruments

AIG’s investment strategy is to invest primarily in high qualityin certain markets may preclude a matched asset-liability
securities while maintaining diversification to avoid significantposition in those markets.
exposure to issuer, industry and/or country concentrations.A number of guaranteed benefits, such as living benefits or
With respect to Domestic General Insurance, AIG’s strategy isguaranteed minimum death benefits, are offered on certain
to invest in longer duration fixed maturity investments tovariable life and variable annuity products. AIG manages its
maximize the yields at the date of purchase. With respect toexposure resulting from these long-term guarantees through
Life Insurance & Retirement Services, AIG’s strategy is toreinsurance or capital market hedging instruments. See
produce cash flows required to meet maturing insuranceNote 21 of Notes to Consolidated Financial Statements for a
liabilities. See also the discussion under ‘‘Operating Review:discussion of new accounting guidance for these benefits.
Life Insurance & Retirement Services Operations’’ herein. AIGDAC for Life Insurance & Retirement Services products
invests in equities for various reasons, including diversifying itsarises from the deferral of those costs that vary with, and are
overall exposure to interest rate risk. Available for sale bondsdirectly related to, the acquisition of new or renewal business.
and equity securities are subject to declines in fair value. SuchPolicy acquisition costs for life insurance products are generally
changes in fair value are presented in unrealized appreciationdeferred and amortized over the premium paying period of the
or depreciation of investments, net of taxes, as a component ofpolicy. Policy acquisition costs which relate to universal life and
accumulated other comprehensive income. Generally, insuranceinvestment-type products, including variable and fixed annuities
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regulations restrict the types of assets in which an insurance transactions as end users. See also the discussion under
company may invest. When permitted by regulatory authorities ‘‘Derivatives’’ herein.
and when deemed necessary to protect insurance assets, In certain jurisdictions, significant regulatory and/or foreign
including invested assets, from adverse movements in foreign governmental barriers exist which may not permit the immedi-
currency exchange rates, interest rates and equity prices, AIG ate free flow of funds between insurance subsidiaries or from
and its insurance subsidiaries may enter into derivative the insurance subsidiaries to AIG parent.

The following tables summarize the composition of AIG’s insurance and asset management invested assets by segment, at
December 31, 2005 and 2004:

Life PercentInsurance & DistributionGeneral Retirement Asset Percent
(dollars in millions) Insurance Services Management Total of Total Domestic Foreign

2005
Fixed maturities:

Available for sale, at market value $ 50,870 $ 273,165 $ 34,174 $ 358,209 66.2% 59.2% 40.8%
Held to maturity, at amortized cost 21,528 — — 21,528 4.0 100.0 —
Trading securities, at market value — 1,073 3,563 4,636 0.9 3.3 96.7

Equity securities:
Common stocks, at market value 4,930 15,558 639 21,127 3.9 18.6 81.4
Preferred stocks, at market value 1,632 760 — 2,392 0.4 88.8 11.2

Mortgage loans on real estate, policy and collateral loans 19 18,406 4,594 23,019 4.3 65.5 34.5
Short-term investments, including time deposits, and cash 2,787 6,844 5,815 15,446 2.8 26.1 73.9
Real estate 603 2,729 1,710 5,042 0.9 45.2 54.8
Investment income due and accrued 1,232 4,073 402 5,707 1.1 56.9 43.1
Securities lending collateral 4,931 42,991 11,549 59,471 11.0 87.3 12.7
Other invested assets 6,272 7,805 10,459 24,536 4.5 85.7 14.3

Total $ 94,804 $ 373,404 $ 72,905 $ 541,113 100.0% 62.3% 37.7%

2004
Fixed maturities:

Available for sale, at market value $44,376 $259,602 $39,077 $343,055 68.5% 61.2% 38.8%
Held to maturity, at amortized cost 18,294 – – 18,294 3.7 100.0 –
Trading securities, at market value – 600 2,384 2,984 0.6 1.2 98.8

Equity securities:
Common stocks, at market value 4,165 11,280 177 15,622 3.1 21.9 78.1
Preferred stocks, at market value 1,466 565 – 2,031 0.4 91.9 8.1

Mortgage loans on real estate, policy and collateral loans 22 16,858 5,093 21,973 4.4 65.6 34.4
Short-term investments, including time deposits, and cash 2,113 5,515 9,679 17,307 3.4 37.1 62.9
Real estate 592 3,007 326 3,925 0.8 22.8 77.2
Investment income due and accrued 997 4,035 461 5,493 1.1 57.3 42.7
Securities lending collateral 4,889 34,923 9,357 49,169 9.8 86.7 13.3
Other invested assets 5,604 7,072 8,316 20,992 4.2 86.7 13.3

Total $82,518 $343,457 $74,870 $500,845 100.0% 63.8% 36.2%

on the basis of AIG’s internal analysis, were equivalent from aCredit Quality
credit standpoint to securities so rated. Approximately five per-

At December 31, 2005, approximately 61 percent of the fixed cent were below investment grade or not rated at that date. A
maturities investments were domestic securities. Approximately large portion of the foreign fixed income portfolio are
35 percent of such domestic securities were rated AAA by one sovereign fixed maturity securities supporting the policy liabili-
or more of the principal rating agencies. Approximately ties in the country of issuance.
six percent were below investment grade or not rated. Any fixed income security may be subject to downgrade for

A significant portion of the foreign fixed income portfolio is a variety of reasons subsequent to any balance sheet date.
rated by Moody’s, S&P or similar foreign services. Similar
credit quality rating services are not available in all overseas Valuation of Invested Assets
locations. AIG reviews the credit quality of the foreign

AIG has the ability to hold any fixed maturity security to itsportfolio nonrated fixed income investments, including mort-
stated maturity, including those fixed maturity securitiesgages. At December 31, 2005, approximately 19 percent of the
classified as available for sale. Therefore, the decision to sellforeign fixed income investments were either rated AAA or,
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any such fixed maturity security classified as available for sale No impairment charge with respect to any one single credit
reflects the judgment of AIG’s management that the security was significant to AIG’s consolidated financial condition or
sold is unlikely to provide, on a relative value basis, as results of operations, and no individual impairment loss
attractive a return in the future as alternative securities exceeded 1.0 percent of consolidated net income for 2005.
entailing comparable risks. With respect to distressed securities, Excluding the other-than-temporary impairments noted
the sale decision reflects management’s judgment that the risk- above, the changes in market value for AIG’s available for sale
discounted anticipated ultimate recovery is less than the value portfolio, which constitutes the vast majority of AIG’s invest-
achievable on sale. ments, were recorded in accumulated other comprehensive

The valuation of invested assets involves obtaining a market income as unrealized gains or losses, net of tax.
value for each security. The source for the market value is At December 31, 2005, the fair value of AIG’s fixed
generally from market exchanges or dealer quotations, with the maturities and equity securities aggregated to $409.8 billion. At
exception of nontraded securities. December 31, 2005, aggregate unrealized gains after taxes for

If AIG chooses to hold a security, it evaluates the security fixed maturity and equity securities were $10.5 billion. At
for an other-than-temporary impairment in valuation. As a December 31, 2005, the aggregate unrealized losses after taxes
matter of policy, the determination that a security has incurred of fixed maturity and equity securities were approximately
an other-than-temporary decline in value and the amount of $2.6 billion.
any loss recognition requires the judgment of AIG’s manage- The effect on net income of unrealized losses after taxes
ment and a continual review of its investments. will be further mitigated upon realization, because certain

In general, a security is considered a candidate for other- realized losses will be charged to participating policyholder
than-temporary impairment if it meets any of the following accounts, or realization will result in current decreases in the
criteria: amortization of certain deferred policy acquisition costs.
m Trading at a significant (25 percent or more) discount to par At December 31, 2005, unrealized losses for fixed maturity

or amortized cost (if lower) for an extended period of time securities and equity securities did not reflect any significant
(nine months or longer); industry concentrations.

m The occurrence of a discrete credit event resulting in (i) the
The amortized cost of fixed maturities available for sale in anissuer defaulting on a material outstanding obligation; or
unrealized loss position at December 31, 2005, by contractual(ii) the issuer seeking protection from creditors under the
maturity, is shown below:bankruptcy laws or any similar laws intended for the court

supervised reorganization of insolvent enterprises; or (iii) the
(in millions) Amortized Cost

issuer proposing a voluntary reorganization pursuant to
Due in one year or less $ 3,882which creditors are asked to exchange their claims for cash
Due after one year through five years 25,919or securities having a fair value substantially lower than par
Due after five years through ten years 56,204value of their claims; or
Due after ten years 56,786

m In the opinion of AIG’s management, it is probable that
Total $142,791AIG may not realize a full recovery on its investment,

irrespective of the occurrence of one of the foregoing
In the twelve months ended December 31, 2005, the pretaxevents.

realized losses incurred with respect to the sale of fixedOnce a security has been identified as other-than-tempora-
maturities and equity securities were $1.6 billion. The aggre-rily impaired, the amount of such impairment is determined by
gate fair value of securities sold was $51.7 billion, which wasreference to that security’s contemporaneous market price and
approximately 97 percent of amortized cost. The average periodrecorded as a charge to earnings.
of time that securities sold at a loss during the twelve monthsAs a result of these policies, AIG recorded other-than-
ended December 31, 2005 were trading continuously at a pricetemporary impairment losses net of taxes of approximately
below book value was approximately three months.$389 million, $369 million and $1.0 billion in 2005, 2004 and

2003, respectively.
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At December 31, 2005, aggregate pretax unrealized gains were $16.1 billion, while the pretax unrealized losses with respect to
investment grade bonds, below investment grade bonds and equity securities were $3.3 billion, $404 million and $257 million,
respectively. Aging of the pretax unrealized losses with respect to these securities, distributed as a percentage of cost relative
to unrealized loss (the extent by which the market value is less than amortized cost or cost), including the number of respective
items, was as follows:

Less than or equal to Greater than 20% to Greater than 50%
20% of Cost(a) 50% of Cost(a) of Cost(a) Total

Aging Unrealized Unrealized Unrealized Unrealized
(dollars in millions) Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss(b) Items

Investment grade bonds
0-6 months $101,885 $1,984 12,264 $ 36 $ 9 11 $ — $— — $101,921 $1,993 12,275
7-12 months 14,271 426 1,749 1 — 1 — — — 14,272 426 1,750
H12 months 19,502 791 2,722 450 107 17 5 3 8 19,957 901 2,747

Total $135,658 $3,201 16,735 $487 $116 29 $ 5 $ 3 8 $136,150 $3,320 16,772

Below investment grade
bonds
0-6 months $ 3,651 $ 129 852 $111 $ 29 24 $11 $ 6 14 $ 3,773 $ 164 890
7-12 months 1,524 93 338 139 38 34 2 1 15 1,665 132 387
H12 months 1,113 84 225 90 24 23 — — 11 1,203 108 259

Total $ 6,288 $ 306 1,415 $340 $ 91 81 $13 $ 7 40 $ 6,641 $ 404 1,536
Total bonds

0-6 months $105,536 $2,113 13,116 $147 $ 38 35 $11 $ 6 14 $105,694 $2,157 13,165
7-12 months 15,795 519 2,087 140 38 35 2 1 15 15,937 558 2,137
H12 months 20,615 875 2,947 540 131 40 5 3 19 21,160 1,009 3,006

Total $141,946 $3,507 18,150 $827 $207 110 $18 $10 48 $142,791 $3,724 18,308
Equity securities

0-6 months $ 3,041 $ 113 1,109 $ 75 $ 23 71 $30 $20 42 $ 3,146 $ 156 1,222
7-12 months 573 41 122 169 45 68 6 4 23 748 90 213
H12 months 66 4 26 30 6 13 1 1 29 97 11 68

Total $ 3,680 $ 158 1,257 $274 $ 74 152 $37 $25 94 $ 3,991 $ 257 1,503
(a) For bonds, represents amortized cost.
(b) As more fully described above, upon realization, certain realized losses will be charged to participating policyholder accounts, or realization will result in a

current decrease in the amortization of certain deferred policy acquisition costs.

As stated previously, the valuation for AIG’s investment Hedge funds and limited partnerships in which AIG holds in
portfolio comes from market exchanges or dealer quotations, the aggregate less than a five percent interest are carried at fair
with the exception of nontraded securities. AIG considers value. The change in fair value is recognized as a component of
nontraded securities to mean certain fixed income investments, accumulated other comprehensive income, net of tax.
certain structured securities, direct private equities, limited With respect to hedge funds and limited partnerships in which
partnerships, and hedge funds. The aggregate carrying value of AIG holds in the aggregate a five percent or greater interest, AIG
these securities at December 31, 2005 was approximately uses the equity method to record these investments. The changes
$62 billion. in such net asset values are recorded in income.

The methodology used to estimate fair value of nontraded AIG obtains the fair value of its investments in limited
fixed income investments is by reference to traded securities partnerships and hedge funds from information provided by the
with similar attributes and using a matrix pricing methodology. general partner or manager of each of these investments, the
This technique takes into account such factors as the industry, accounts of which are generally audited on an annual basis.
the security’s rating and tenor, its coupon rate, its position in Each of these investment categories is tested to determine if
the capital structure of the issuer, and other relevant factors. impairment in value exists. Various valuation techniques are
The change in fair value is recognized as a component of used with respect to each category in this determination.
accumulated other comprehensive income, net of tax.

For certain structured securities, the carrying value is based Financial Services Operations
on an estimate of the security’s future cash flows pursuant to

AIG’s Financial Services subsidiaries engage in diversifiedthe requirements of Emerging Issues Task Force Issue
activities including aircraft and equipment leasing, capitalNo. 99-20, ‘‘Recognition of Interest Income and Impairment
markets transactions, consumer finance and insurance premiumon Purchased and Retained Beneficial Interests in Securitized
financing. See also Note 2 of Notes to Consolidated FinancialFinancial Assets.’’ The change in carrying value is recognized
Statements.in income.
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Retirement Services businesses purchased a large share of theAircraft Finance
securities issued in connection with these securitizations, which

AIG’s Aircraft Finance operations represent the operations of included both debt and equity securities.
ILFC, which generates its revenues primarily from leasing new Management formally reviews regularly, and no less fre-
and used commercial jet aircraft to domestic and foreign quently than quarterly, issues affecting ILFC’s fleet, including
airlines. Revenues also result from the remarketing of commer- events and circumstances that may cause impairment of aircraft
cial jets for its own account, for airlines and for financial values. Management evaluates aircraft in the fleet as necessary,
institutions. based on these events and circumstances in accordance with

ILFC finances its purchases of aircraft primarily through the Statement of Financial Accounting Standards No. 144 —
issuance of a variety of debt instruments. The composite ‘‘Accounting for the Impairment or Disposal of Long-Lived
borrowing rates at December 31, 2005, 2004 and 2003 were Assets’’ (FAS 144). ILFC has not recognized any impairment
5.00 percent, 4.34 percent and 4.53 percent, respectively. See related to its fleet, as the existing service potential of the
also the discussions under ‘‘Capital Resources’’ and ‘‘Liquidity’’ aircraft in ILFC’s portfolio has not been diminished. Further,
herein and Notes 2 and 9 of Notes to Consolidated Financial ILFC has been able to re-lease the aircraft without diminution
Statements. in lease rates to an extent that would require an impairment

ILFC’s sources of revenue are principally from scheduled write-down. See also the discussions under ‘‘Liquidity’’ herein.
and charter airlines and companies associated with the airline
industry. The airline industry is sensitive to changes in Capital Markets
economic conditions, cyclical and highly competitive. Airlines

Capital Markets represents the operations of AIGFP, whichand related companies may be affected by political or
engages in a wide variety of financial transactions, includingeconomic instability, terrorist activities, changes in national
standard and customized interest rate, currency, equity, com-policy, competitive pressures on certain air carriers, fuel prices
modity and credit products and structured borrowings throughand shortages, labor stoppages, insurance costs, recessions, and
notes, bonds and guaranteed investment agreements. AIGFPother political or economic events adversely affecting world or
also engages in various commodity and foreign exchangeregional trading markets. ILFC’s revenues and income will be
trading, and market-making activities.affected by its customers’ ability to react and cope with the

As Capital Markets is a transaction-oriented operation,volatile competitive environment in which they operate, as
current and past revenues and operating results may notwell as ILFC’s own competitive environment.
provide a basis for predicting future performance. Also, AIG’sILFC is exposed to operating loss and liquidity strain
Capital Markets operations may be adversely affected by thethrough nonperformance of aircraft lessees, through owning
downgrades in AIG’s credit ratings. See ‘‘Risk Factors — AIG’saircraft which it would be unable to sell or re-lease at
Credit Ratings,’’ in Item 1A. Risk Factors for a furtheracceptable rates at lease expiration and, in part, through
discussion of the potential effect of the rating downgrades oncommitting to purchase aircraft which it would be unable to
AIG’s Capital Markets businesses.lease.

AIG’s Capital Markets operations derive substantially allILFC manages the risk of nonperformance by its lessees with
their revenues from hedged financial positions entered insecurity deposit requirements, through repossession rights,
connection with counterparty transactions rather than fromoverhaul requirements, and closely monitoring industry condi-
speculative transactions. AIGFP participates in the derivativestions through its marketing force. However, there can be no
and financial transactions dealer markets conducting, primarilyassurance that ILFC  would be able to successfully manage the
as principal, an interest rate, currency, equity, commodity,risks relating to the effect of possible future deterioration in
energy and credit products business.the airline industry. Approximately 90 percent of ILFC’s fleet

As a dealer in financial derivatives, AIGFP marks allis leased to non-U.S. carriers, and this fleet, comprised of the
derivative and trading transactions to fair value daily. Thus, amost efficient aircraft in the airline industry, continues to be in
gain or loss on each transaction is recognized daily. Underhigh demand from such carriers.
GAAP, in certain instances, gains and losses are required to beILFC typically contracts to re-lease aircraft before the end
recorded in earnings immediately, whereas in other instances,of the existing lease term. For aircraft returned before the end
they are required to be recognized over the life of theof the lease term, ILFC has generally been able to re-lease such
underlying instruments. AIGFP economically hedges the mar-aircraft within two to six months of its return. As a lessor,
ket risks arising from its transactions, although hedge account-ILFC considers an aircraft ‘‘idle’’ or ‘‘off lease’’ when the
ing is not currently being applied to any of the derivatives andaircraft is not subject to a signed lease agreement or signed
related assets and liabilities. Accordingly, revenues and operat-letter of intent. ILFC had no aircraft off lease at December 31,
ing income are exposed to volatility resulting from differences2005. As of March 10, 2006, all new aircraft deliveries in 2006
in the timing of revenue recognition between the derivativeshave been leased, and 76 percent of 2007 new aircraft
and the hedged assets and liabilities. Revenues and operatingdeliveries have been leased. See also the discussions under
income of the Capital Markets operations and the percentage‘‘Capital Resources’’ and ‘‘Liquidity’’ herein.
change in these amounts for any given period are alsoILFC sold two portfolios consisting of 34 and 37 aircraft in
significantly affected by the number, size and profitability of2004 and 2003, respectively, to two trusts connected to
transactions entered into by these subsidiaries during thatsecuritization transactions. Certain of AIG’s Life Insurance &
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period relative to those entered into during the prior period. borrowings through its derivatives portfolio. The requirements
Generally, the realization of trading revenues as measured by under FAS 133 hedge accounting were not met for these hedge
the receipt of funds is not a significant reporting event as the transactions for the years ending December 31, 2005, 2004 and
gain or loss on AIGFP’s trading transactions is currently 2003. Thus, these hedges are marked to fair value with the
reflected in operating income as the fair values change from unrealized gains or losses reported in income.
period to period.

Derivative transactions are entered into in the ordinary Consumer Finance
course of Capital Markets operations. Therefore, income on

Domestically, AIG’s Consumer Finance operations are princi-interest rate, currency, equity, commodity, energy and credit
pally conducted through AGF. AGF derives a substantialderivatives is recorded at fair value, determined by reference to
portion of its revenues from finance charges assessed onthe mark to market value of the derivative or their estimated
outstanding mortgages, home equity loans, secured and un-fair value where market prices are not readily available. The
secured consumer loans and retail merchant financing. The realresulting aggregate unrealized gains or losses from the deriva-
estate loans include first or second mortgages on residentialtive are reflected in the income statement in the current year.
real estate generally having a maximum term of 360 months,Where Capital Markets cannot verify significant model inputs
and are considered non-conforming. These loans may beto observable market data and verify the model value to
closed-end accounts or open-end home equity lines of creditmarket transactions, Capital Markets values the contract at the
and may be fixed-rate or adjustable rate products. The securedtransaction price at inception and, consequently, records no
consumer loans are secured by consumer goods, automobiles, orinitial gain or loss in accordance with Emerging Issues Task
other personal property. Both secured and unsecured consumerForce Issue No. 02-03, ‘‘Issues Involved in Accounting for
loans generally have a maximum term of 60 months. The coreDerivative Contracts Held for Trading Purposes and Contracts
of AGF’s originations are sourced through its branches.Involved in Energy Trading and Risk Management Activities’’
However, a significant volume of real estate loans are also(EITF 02-03). Such initial gain or loss is recognized over the
originated through broker relationships, and to lesser extents,life of the transaction. Capital Markets periodically reevaluates
through correspondent relationships and direct mailits revenue recognition under EITF 02-03 based on the
solicitations.observability of market parameters. The mark to fair value of

Many of AGF’s borrowers are non-conforming, non-primederivative transactions is reflected in the balance sheet in the
or sub-prime. Current economic conditions, such as interestcaptions ‘‘Unrealized gain on swaps, options and forward
rate and employment, have a direct effect on the borrowers’transactions,’’ ‘‘Unrealized loss on swaps, options and forward
ability to repay these loans. AGF manages the credit risktransactions,’’ ‘‘Trading assets’’ and ‘‘Trading liabilities.’’ Un-
inherent in its portfolio by using credit scoring models at therealized gains represent the present value of the aggregate of
time of credit applications, established underwriting criteria,each net receivable by counterparty, and the unrealized losses
and in certain cases, individual loan reviews. AGF’s Creditrepresent the present value of the aggregate of each net
Strategy and Policy Committee monitors the quality of thepayable by counterparty as of December 31, 2005. These
finance receivables portfolio on a monthly basis when deter-amounts will change from one period to the next due to
mining the appropriate level of the allowance for financechanges in interest rates, currency rates, equity and commodity
receivable losses. The Credit Strategy and Policy Committeeprices and other market variables, as well as cash movements,
bases its conclusions on quantitative analyses, qualitativeexecution of new transactions and the maturing of existing
factors, current economic conditions and trends, and eachtransactions. See also the discussion under ‘‘Derivatives’’ herein
committee member’s experience in the consumer financeand Note 20 of Notes to Consolidated Financial Statements.
industry. Through 2005, the credit quality of AGF’s financeSpread income on investments and borrowings is recorded
receivables continues to be strong.on an accrual basis over the life of the transaction. Invest-

Overseas operations, particularly those in emerging markets,ments are classified as securities available for sale and are
provide credit cards, personal and auto loans, term deposits,marked to market with the resulting unrealized gains or losses
savings accounts, sales finance and mortgages.reflected in accumulated other comprehensive income.

Consumer Finance operations are exposed to loss whenU.S. dollar denominated borrowings are carried at cost, while
contractual payments are not received. Credit loss exposure isborrowings in any currency other than the U.S. dollar result in
managed through tight underwriting controls, mix of loans,unrealized foreign exchange gains or losses reported in income.
collateral, and collection efficiency.AIGFP hedges the economic exposure on its investments and
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Financial Services operations for 2005, 2004 and 2003 were AIGFP’s 2005 results were adversely affected by customer
uncertainty surrounding the negative actions of the ratingas follows:
agencies and the ongoing investigations, as well as the negative

(in millions) 2005 2004 2003 effect on its structured notes business of AIG being unable to
fully access the capital markets during 2005.Revenues(a):

Financial market conditions in 2004 compared with 2003Aircraft Finance(b) $ 3,578 $ 3,136 $ 2,897
Capital Markets(c)(d) 3,260 1,278 595 were characterized by interest rates which were broadly
Consumer Finance(e) 3,613 2,978 2,642 unchanged across fixed income markets globally, a tightening
Other 74 103 108 of credit spreads and higher equity valuations. Capital Markets

results in 2004 compared with 2003 reflected a shift in productTotal $10,525 $ 7,495 $ 6,242
activity to respond to these conditions.Operating income

The most significant component of Capital Markets operat-(loss)(a):
ing expenses is compensation, which was approximatelyAircraft Finance $ 679 $ 642 $ 672
$481 million, $497 million and $616 million in 2005, 2004Capital Markets(d) 2,661 662 (188)
and 2003, respectively. The amount of compensation was notConsumer Finance(f) 901 808 623
affected by gains and losses not qualifying for hedge accountingOther, including
treatment under FAS 133.intercompany

ILFC continued to see net improvements in lease rates, anadjustments 35 68 75
increase in demand for the newer, modern, fuel efficientTotal $ 4,276 $ 2,180 $ 1,182
aircraft comprising the bulk of ILFC’s fleet, and an increasing

(a) Includes the effect of hedging activities that do not qualify for hedge
level of interest from traditional buyers, third-party investorsaccounting treatment under FAS 133, including the related foreign
and debt providers for the purchase of aircraft from ILFC’sexchange gains and losses. For 2005, 2004 and 2003, the effect was

$(34) million, $(27) million and $49 million, respectively, in operating extensive lease portfolio. During 2005, ILFC’s revenues and
income for Aircraft Finance and $2.01 billion, $(122) million and operating income also increased as a result of adding more$(1.01) billion in both revenues and operating income for Capital

aircraft to its fleet and earning higher revenues on existingMarkets.
aircraft. However, these increases were offset by increasing(b) Revenues are primarily from ILFC aircraft lease rentals.
interest rates, fewer aircraft sales, and leasing related and other(c) Revenues, shown net of interest expense, are primarily from hedged
reserves.financial positions entered into in connection with counterparty transac-

tions and the effect of hedging activities that do not qualify for hedge During the fourth quarter of 2004, ATA Airlines and
accounting treatment under FAS 133 described in (a) above. related entities (ATA) filed for protection under Chapter 11 of

(d) Certain transactions entered into by AIGFP generate tax credits and the U.S. Bankruptcy Code. On the basis of estimates of the
benefits which are included in income taxes in the consolidated statement

probable outcome of the ATA bankruptcy, ILFC recorded pre-of income. The amount of such tax credits and benefits for the years
ended December 31, 2005, 2004 and 2003 are $67 million, tax charges aggregating $54 million in the fourth quarter of
$107 million and $123 million, respectively. 2004 to write down the value of the ATA securities and

(e) Revenues are primarily finance charges. guarantees.
(f) Includes $62 million of catastrophe related losses for 2005. Consumer Finance operations, both domestically and inter-

nationally, did very well with increased revenues and operating
Financial Services Results income. Domestically, the Consumer Finance operations had a

record year in 2005. The relatively low interest rate environ-Financial Services operating income increased in 2005 com-
ment contributed to a high level of mortgage refinancingpared to 2004 as well as 2004 compared to 2003. Fluctuations
activity. Real estate finance receivables increased 21 percentin revenues and operating income from quarter to quarter are
during 2005. Despite high energy costs, the U.S. economynot unusual because of the transaction-oriented nature of
continued to expand during the year improving consumerCapital Markets operations and the effect of hedging activities
credit quality. Both AGF’s charge-off ratio and delinquencythat do not qualify for hedge accounting under FAS 133.
ratio improved over prior years. However, AGF incurredCapital Markets operating income was also negatively affected
charges of approximately $62 million for the estimated effect ofin 2004 by the costs of the PNC settlement. See Item 3. Legal
Hurricane Katrina on customers in the Gulf Coast areasProceedings.
affected by the storm. A new bankruptcy law went into effectTo the extent the Financial Services subsidiaries, other than
in October 2005. Consumers, including some of AGF’sAIGFP, use derivatives to economically hedge their assets or
customers, filed for personal bankruptcy protection under theliabilities with respect to their future cash flows, and such
old law in record numbers in third quarter 2005 ahead of thehedges do not qualify for hedge accounting treatment under
new law’s effective date. AGF does not anticipate a significantFAS 133, the changes in fair value of such derivatives are
effect on its earnings from this new law because 80 percent ofrecorded in realized capital gains (losses) or other revenues.
its finance receivables are real estate loans with adequateFinancial market conditions in 2005 compared with 2004
collateral and conservative loan-to-value ratios.were characterized by a general flattening of interest rate yield

Foreign Consumer Finance operations performed well, as thecurves across fixed income markets globally, some tightening of
operations in Poland, Argentina and AIG Federal Savingscredit spreads and equity valuations that were slightly higher.
Bank recorded strong earnings growth. The Hong Kong
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businesses experienced solid loan and earnings growth in a respectively. The increase in contribution percentage in 2005
strengthening economy. compared to 2004 and 2003 was primarily due to the

Financial Services operating income represented 28 percent fluctuation in earnings resulting from derivatives that did not
of AIG’s consolidated income before income taxes, minority qualify for hedge accounting under FAS 133 and the reduction
interest and cumulative effect of accounting changes in 2005. in General Insurance operating income in 2005.
This compares to 15 percent and 10 percent in 2004 and 2003,

Financial Services Invested Assets

The following table is a summary of the composition of AIG’s Financial Services invested assets at December 31, 2005 and
2004. See also the discussions under ‘‘Operating Review — Financial Services Operations’’, ‘‘Capital Resources’’ and
‘‘Derivatives’’ herein.

20042005

Invested Percent of Invested Percent of
(dollars in millions) Assets Total Assets Total

Flight equipment primarily under operating leases, net of accumulated depreciation $ 36,245 24.1% $ 32,130 21.6%
Finance receivables, net of allowance 27,995 18.6 23,574 15.9
Unrealized gain on swaps, options and forward transactions 18,695 12.4 22,670 15.3
Securities available for sale, at market value 37,511 24.9 31,225 21.0
Trading securities, at market value 6,499 4.3 2,746 1.8
Securities purchased under agreements to resell, at contract value 14,519 9.7 26,272 17.7
Trading assets 1,204 0.8 3,433 2.3
Spot commodities 92 0.1 534 0.4
Other, including short-term investments 7,615 5.1 5,982 4.0

Total $150,375 100.0% $148,566 100.0%

As previously discussed, the cash used for the purchase of risk of loss resulting from adverse fluctuations in interest rates.
flight equipment is derived primarily from the proceeds of Over half of the loan balance is related to real estate loans
ILFC’s debt financings. The primary sources for the repayment which are substantially collateralized by the related properties.
of this debt and the interest expense thereon are the cash flow With respect to credit losses, the allowance for finance
from operations, proceeds from the sale of flight equipment and receivable losses is maintained at a level considered adequate
the rollover and refinancing of the prior debt. During 2005, to absorb anticipated credit losses existing in that portfolio.
ILFC acquired flight equipment costing $6.19 billion. See also Capital Markets derivative transactions are carried at
the discussion under ‘‘Operating Review — Financial Services market value or at estimated fair value when market prices are
Operations’’ and ‘‘Capital Resources’’ herein. not readily available. AIGFP reduces its economic risk

At December 31, 2005, ILFC had committed to purchase exposure through similarly valued offsetting transactions in-
338 new and used aircraft deliverable from 2006 through 2015 cluding swaps, trading securities, options, forwards and futures.
at an estimated aggregate purchase price of $23.3 billion and The estimated fair values of these transactions represent
had options to purchase 16 new aircraft at an estimated assessments of the present value of expected future cash flows.
aggregate purchase price of $1.5 billion. As of March 10, 2006, These transactions are exposed to liquidity risk if AIGFP were
ILFC has entered into leases for all of the new aircraft to be required to sell or close out the transactions prior to maturity.
delivered in 2006, 65 of 85 of the new aircraft to be delivered AIG believes that the effect of any such event would not be
in 2007 and 11 of 155 of the new aircraft to be delivered significant to AIG’s financial condition or its overall liquidity.
subsequent to 2007. ILFC will be required to find customers for See also the discussion under ‘‘Operating Review — Financial
any aircraft currently on order and any aircraft to be ordered, Services Operations’’ and ‘‘Derivatives’’ herein.
and it must arrange financing for portions of the purchase price AIGFP uses the proceeds from the issuance of notes, bonds
of such equipment. ILFC has been successful to date both in and GIA borrowings to invest in a diversified portfolio of
placing its new aircraft on lease or under sales contract and securities, including securities available for sale, at market, and
obtaining adequate financing, but there can be no assurance derivative transactions. The funds may also be temporarily
that such success will continue in future environments. invested in securities purchased under agreements to resell.

AIG’s Consumer Finance operations provide a wide variety The proceeds from the disposal of the aforementioned securi-
of consumer finance products, including real estate mortgages, ties available for sale and securities purchased under agree-
credit cards, consumer loans, retail sales finance and credit- ments to resell have been used to fund the maturing GIAs or
related insurance to customers both domestically and overseas, other AIGFP financings, or invest in new assets. See also the
particularly in emerging markets. These products are funded discussion under ‘‘Capital Resources’’ herein.
through a combination of deposits and various borrowings Securities available for sale is predominately a portfolio of
including commercial paper and medium term notes. AIG’s fixed income securities, where the individual securities have
Consumer Finance operations are exposed to credit risk and

AIG m Form 10-K 55



Management’s  Discussion  and  Analysis  of
Financial  Condition  and  Results  of  Operations Continued

varying degrees of credit risk. At December 31, 2005, the discussions under ‘‘Capital Resources’’ herein and Note 20 of
average credit rating of this portfolio was AA+ or the Notes to Consolidated Financial Statements.
equivalent thereto as determined through rating agencies or Trading securities, at market value, and securities and spot
internal review. AIGFP has also entered into credit derivative commodities sold but not yet purchased, at market value, are
transactions to economically hedge its credit risk associated marked to market daily with the unrealized gain or loss being
with $125 million of these securities. Securities deemed below recognized in income at that time. These trading securities are
investment grade at December 31, 2005 amounted to approxi- held to meet the short-term risk management objectives of
mately $166 million in fair value representing 0.4 percent of Capital Markets operations.
the total AIGFP securities available for sale. There have been

The gross unrealized gains and gross unrealized losses ofno significant downgrades through March 1, 2006. If its
Capital Markets operations included in the financial servicessecurities available for sale portfolio were to suffer significant
assets and liabilities at December 31, 2005 were as follows:default and the collateral held declined significantly in value

with no replacement or the credit default swap counterparty
Gross Gross

failed to perform, AIGFP could have a liquidity strain. AIG Unrealized Unrealized
(in millions) Gains Lossesguarantees AIGFP’s payment obligations, including its debt

obligations. Securities available for sale, at market
value(a) $ 802 $ 863AIGFP’s risk management objective is to minimize interest

Unrealized gain/loss on swaps, optionsrate, currency, commodity and equity risks associated with its
and forward transactions(b) 18,695 12,740securities available for sale. That is, when AIGFP purchases a

(a) See also Note 8(h) of Notes to Consolidated Financial Statements.security for its securities available for sale investment portfolio,
(b) These amounts are also presented as the respective balance sheetit simultaneously enters into an offsetting internal hedge such

amounts.that the payment terms of the hedging transaction offset the
payment terms of the investment security, which achieves the The senior management of AIG defines the policies and
economic result of converting the return on the underlying establishes general operating parameters for Capital Markets
security to U.S. dollar LIBOR plus or minus a spread based on operations. AIG’s senior management has established various
the underlying profit on each security on the initial trade date. oversight committees to review the various financial market,
The market risk associated with such internal hedges is operational and credit issues of the Capital Markets operations.
managed on a portfolio basis, with third-party hedging transac- The senior management of AIGFP reports the results of its
tions executed as necessary. As hedge accounting treatment is operations to and reviews future strategies with AIG’s senior
not achieved in accordance with FAS 133, the unrealized gains management.
and losses on the securities related economic hedges are AIGFP actively manages the exposures to limit potential
reflected in operating income, whereas the unrealized gains and losses, while maximizing the rewards afforded by these business
losses on the underlying securities resulting from changes in opportunities. In doing so, AIGFP must continually manage a
interest rates, currency rates, commodity and equity prices, are variety of exposures including credit, market, liquidity, opera-
recorded in accumulated other comprehensive income. When a tional and legal risks.
security is sold, the related hedging transaction is terminated, AIGFP held a large portfolio of privately negotiated
and the realized gain or loss with respect to this security is financing transactions with institutional counterparties in the
then recorded in operating income. United Kingdom. Certain provisions in the UK Finance Bill

Securities purchased under agreements to resell are treated that was published by the House of Commons on March 22,
as collateralized financing transactions. AIGFP takes possession 2005 caused AIGFP’s counterparties to exercise early unwind
of or obtains a security interest in securities purchased under rights and terminate these transactions during the first and
agreements to resell. AIGFP further minimizes its credit risk by second quarters of 2005. Although the unwinding of these
monitoring counterparty credit exposure and, when it deems transactions did not cause AIGFP to suffer any losses, the
necessary, it requires additional collateral to be deposited. unwinds did result in AIGFP not realizing spread income that

AIGFP also conducts, as principal, trading activities in AIGFP expected it would have realized had the transactions
foreign exchange, and commodities, primarily precious metals. remained outstanding. The aggregate reduction in 2005 operat-
AIGFP owns inventories in the commodities, which it records ing income attributable to such foregone accrual earnings was
at the lower of cost or market, in which it trades and may approximately $75 million.
reduce the exposure to market risk through the use of swaps,

Asset Management Operationsforwards, futures, and option contracts. AIGFP uses derivatives
to manage the economic exposure of its various trading AIG’s Asset Management operations comprise a wide variety of
positions and transactions from adverse movements of interest investment-related services and investment products including
rates, foreign currency exchange rates and commodity prices. institutional and retail asset management, broker dealer ser-
AIGFP supports its trading activities largely through trading vices and spread-based investment business from the sale of
liabilities, unrealized losses on swaps, short-term borrowings, GICs. Such services and products are offered to individuals and
securities sold under agreements to repurchase and securities institutions both domestically and overseas.
and commodities sold but not yet purchased. See also the
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As discussed above, AIG Retirement Services operations are into hedges to manage against increases in short-term interest
reported with Life Insurance operations. Therefore, Asset rates. AIG continues to believe these hedges are economically
Management operations represent the results of AIG’s asset effective but do not qualify for hedge accounting under
management and brokerage services operations, mutual fund FAS 133. As a result, continued increases in short-term
operations and the foreign and domestic GIC operations. interest rates will negatively affect operating income in this

segment. A positive benefit to realized capital gains (losses)
Asset Management revenues and operating income for 2005, will offset any negative trend in operating income. GIC
2004 and 2003 were as follows: revenues include income from SunAmerica partnerships sup-

porting the GIC line of business and are significantly affected(in millions) 2005 2004 2003
by performance in the equity markets. Thus, revenues, operat-Revenues:
ing income and cash flow attributable to GICs will vary fromGuaranteed Investment
one reporting period to the next. The decline in GICContracts $3,547 $3,192 $2,619
operating income compared to 2004 reflects tighter spreads inInstitutional Asset
the GIC portfolio, partially offset by improved partnershipManagement 1,195 1,049 671
returns. Spread compression has occurred as the base portfolioBrokerage Services and
yield declined due to an increase in the cost of funds in theMutual Funds 257 249 206
short-term floating rate portion of the GIC portfolio, onlyOther 326 224 155
partially offset by increased investment income from theTotal $5,325 $4,714 $3,651
floating rate assets backing the portfolio.

Operating income: In September 2005, AIG launched a $10 billion matched
Guaranteed Investment investment program in the Euromarkets under which AIG debt

Contracts(a) $1,185 $1,328 $ 885 securities will be issued. AIG also expects to launch a matched
Institutional Asset

investment program in the domestic market which, along withManagement(b) 686 515 227
the Euro program, will become AIG’s principal spread-basedBrokerage Services and
investment activity. However, in light of recent developments,Mutual Funds 66 70 60
the timing of the launch of the domestic program is uncertain.Other 316 212 144
Because AIG’s credit spreads in the capital markets have

Total $2,253 $2,125 $1,316 widened following the ratings declines, there may be a
(a) The effect of hedging activities that do not qualify for hedge accounting reduction in the earnings on new business in AIG’s institu-

treatment under FAS 133 was $149 million, $313 million and
tional spread based funding business.$230 million for 2005, 2004 and 2003, respectively.

Asset Management operating income represented 15 percent(b) Includes the results of certain AIG managed private equity and real
of AIG’s consolidated income before income taxes, minorityestate funds that are consolidated effective December 31, 2003

pursuant to FIN46R, ‘‘Consolidation of Variable Interest Entities’’. interest and cumulative effect of accounting changes in 2005.
For 2005 and 2004, operating income includes $261 million and This compares to 14 percent and 11 percent in 2004 and 2003,$195 million of third-party limited partner earnings offset in Minority

respectively.interest expense.
At December 31, 2005, AIG’s third-party assets under

Asset Management Results management, including both retail mutual funds and institu-
tional accounts, was approximately $62 billion compared to

Asset Management operating income increased in 2005 as a $51 billion at year end 2004. The aggregate GIC reserve was
result of a diversified global product portfolio. The operating $48.8 billion at December 31, 2005 compared to $53.8 billion
income growth was driven by growth in institutional assets at year end 2004.
under management and the associated fee revenue along with
strong realized gains on sales of real estate investments and

Other Operationsperformance fees earned on various private equity investments.
The level of gains and performance based fees are contingent Other operations include AIG’s equity in certain partially
upon various fund closings, maturity levels and market owned companies, the distributions on the liabilities connected
conditions, and by their nature, are not predictable. Therefore, to trust preferred stock, as well as the unallocated corporate
the effect on the segment’s future earnings may vary from expenses of the parent holding company and other miscellane-
period to period. The revenues and operating income with ous income and expenses. Other income (loss) amounted to
respect to the segment are largely affected by the general $(2.48) billion, $(560) million and $(1.90) billion in 2005,
conditions in the equity and credit markets. The increases in 2004 and 2003, respectively. AIG’s equity in certain partially
full year segment results were achieved despite the run-off of owned subsidiaries includes $312 million and $96 million in
the existing GIC portfolio and the delay in launching AIG’s catastrophe losses in 2005 and 2004, respectively. Included in
domestic matched investment program. GICs are sold domesti- the 2005 amount is approximately $1.6 billion for the
cally and abroad to both institutions and individuals. These settlements described under Item 3. Legal Proceedings. See also
products are written on an opportunistic basis when market Notes 12(i) and 24 of Notes to Consolidated Financial
conditions are favorable. A significant portion of the GIC Statements.
portfolio consists of floating rate obligations. AIG has entered
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Other realized capital gains (losses) amounted to $225 mil-
December 31,

lion, $(227) million and $(643) million for 2005, 2004 and (in millions) 2005 2004
2003, respectively. Borrowings not guaranteed by AIG:

ILFC
Capital Resources Commercial paper 2,615 2,670

Medium term notes 4,689 5,972At December 31, 2005, AIG had total consolidated sharehold-
Notes and bonds payable(a) 19,026 15,734ers’ equity of $86.32 billion and total consolidated borrowings
Loans and mortgages payable – 40(b)

of $109.85 billion. At that date, $99.42 billion of such
Total 26,330 24,416borrowings were either not guaranteed by AIG or were

matched borrowings under obligations of guaranteed invest- AGF
ment agreements (GIAs), liabilities connected to trust pre- Commercial paper 3,423 3,686
ferred stock, or matched notes and bonds payable. Medium term notes 17,736 13,709

Notes and bonds payable 983 1,585

Borrowings Total 22,142 18,980

Commercial paper:At December 31, 2005, AIG’s net borrowings were $10.43 bil-
AIG Credit Card Company (Taiwan) 476 359lion after reflecting amounts that were matched borrowings
AIG Finance (Taiwan) Limited – 9under AIGFP’s obligations of GIAs, matched notes and bonds
Total 476 368payable, amounts not guaranteed by AIG and liabilities

connected to trust preferred stock. The following table Loans and mortgages payable:
summarizes borrowings outstanding at December 31, 2005 AIGCFG 864 792

AIG Finance (Hong Kong) Limited 183 49and 2004:
Total 1,047 841

December 31,
Other Subsidiaries 927 832(in millions) 2005 2004

Variable Interest Entity debt:AIG’s net borrowings $ 10,425 $ 8,498
AIG Global Investment Group 140 165Liabilities connected to trust preferred
AIG Global Real Estate Investment 977 8stock 1,391 1,489
AIG SunAmerica 233 126AIGFP

GIAs 20,811 18,919 Total 1,350 299
Matched notes and bonds payable 24,950 22,257

Total borrowings not guaranteed by AIG 52,272 45,736Borrowings not guaranteed by AIG 52,272 45,736
Total debt $109,849 $96,899Total debt $109,849 $96,899
(a) Includes borrowings under Export Credit Facility of $2.6 billion.
(b) Represents capital lease obligations.Borrowings issued or guaranteed by AIG and those borrowings

not guaranteed by AIG at December 31, 2005 and 2004 were For a description of the effects on AIG’s capital resources,
as follows: including the cost of borrowing, of recent downgrades and

rating actions by the major rating agencies, see the discussion
December 31,

under ‘‘Outlook’’ herein and ‘‘Risk Factors — AIG’s Credit(in millions) 2005 2004
Ratings,’’ in Item 1A. Risk Factors as well as Note 9 of NotesAIG borrowings:
to Consolidated Financial Statements.Medium term notes $ 112 $ 667

During 2005, AIG did not issue any medium term notes,Notes and bonds payable 4,495 2,980
and $555 million of previously issued notes matured.Loans and mortgages payable 814 349

On September 30, 2005, AIG sold $1.5 billion principal
Total 5,421 3,996 amount of notes in a Rule 144A/Regulation S offering,

Borrowings guaranteed by AIG: $500 million of which bear interest at a rate of 4.700 percent
AIGFP per annum and mature in 2010 and $1.0 billion of which bear

GIAs 20,811 18,919 interest at a rate of 5.05 percent per annum and mature in
Notes and bonds payable 26,463 22,695 2015. The notes are senior unsecured obligations of AIG and
Total 47,274 41,614 rank equally with all of AIG’s other senior debit outstanding.

AIG has agreed to use commercially reasonable efforts toAIG Funding, Inc. commercial paper 2,694 2,969
consummate an exchange offer for the notes pursuant to an

AGC Notes and bonds payable 797 1,095
effective registration statement within 360 days of the date on

Liabilities connected to trust preferred which the notes were issued.
stock 1,391 1,489 AIG intends to continue its customary practice of issuing

Total borrowings issued or debt securities from time to time to meet its financing needs
guaranteed by AIG 57,577 51,163
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and those of certain of its subsidiaries for general corporate tions. There are currently no loans outstanding under the
purposes, as well as for a matched investment program. facility, nor were any loans outstanding as of December 31,

In September 2005, AIG entered into loan agreements with 2005. As of such dates, $1.14 billion was available to be drawn
third-party banks and borrowed a total of $600 million under under the facility, with the remainder having been drawn in
the loan agreements on an unsecured basis, $500 million of the form of letters of credit.
which matures in August 2006 but can be extended by AIG AIG is also a party to an unsecured 364-day inter-company
for an additional seven-month period and $100 million of revolving credit facility provided by certain of its subsidiaries
which matures in September 2006. aggregating $2 billion that expires in October of 2006. The

AIGFP uses the proceeds from the issuance of notes and facility allows for the conversion of any outstanding loans at
bonds and GIA borrowings to invest in a diversified portfolio expiration into one-year term loans. The facility can be used
of securities and derivative transactions. The borrowings may for general corporate purposes and also to provide backup for
also be temporarily invested in securities purchased under AIG’s commercial paper programs. AIG expects to replace or
agreements to resell. AIG guarantees the obligations of AIGFP extend this credit facility on or prior to its expiration. There
under AIGFP’s notes and bonds and GIA borrowings. See also are currently no borrowings outstanding under the inter-
the discussions under ‘‘Operating Review,’’ ‘‘Liquidity’’ and company facility, nor were any borrowings outstanding as of
‘‘Derivatives’’ herein and Notes 1, 8, 9 and 20 of Notes to December 31, 2005.
Consolidated Financial Statements. As of November 2001, AIG guaranteed the notes and

AIGFP has a Euro Medium Term Note Program under bonds of AGC. During 2005, $300 million of previously issued
which an aggregate nominal amount of up to $10.0 billion of notes matured.
notes may be outstanding at any one time. The program ILFC fulfills its short term cash requirements through the
provides that additional notes may be issued to replace issuance of commercial paper. The issuance of commercial
matured or redeemed notes. As of December 31, 2005, paper is subject to the approval of ILFC’s Board of Directors.
$3.48 billion of notes were outstanding under the program, The commercial paper issued by ILFC is not guaranteed by
including $221 million resulting from foreign exchange transla- AIG. ILFC is a party to unsecured syndicated revolving credit
tion into U.S. dollars. Notes issued under this program are facilities aggregating $6.0 billion at December 31, 2005. The
included in Notes and Bonds Payable in the preceding table of facilities can be used for general corporate purposes and also to
borrowings. provide backup for ILFC’s commercial paper program. They

AIG Funding, Inc. (AIG Funding), through the issuance of consist of $2.0 billion in a 364-day revolving credit facility
commercial paper, helps fulfill the short-term cash requirements that expires in October 2006, with a one-year term out option,
of AIG and its subsidiaries. AIG Funding intends to continue $2.0 billion in a five-year revolving credit facility that expires
to meet AIG’s funding requirements through the issuance of in October 2009 and $2.0 billion in a five-year revolving credit
commercial paper guaranteed by AIG. The issuance of AIG facility that expires in October 2010. ILFC expects to replace
Funding’s commercial paper is subject to the approval of AIG’s or extend these credit facilities on or prior to their expiration.
Board of Directors. There are currently no borrowings outstanding under these

AIG and AIG Funding are parties to unsecured syndicated facilities, nor were any borrowings outstanding as of Decem-
revolving credit facilities aggregating $2.75 billion, consisting ber 31, 2005.
of $1.375 billion in a 364-day revolving credit facility that ILFC was a party to two 180-day revolving credit facilities
expires in July of 2006 and $1.375 billion in a five-year aggregating to $1.0 billion, each of which expired in 2005.
revolving credit facility that expires in July of 2010. The At December 31 2005, ILFC had increased the aggregate
364-day facility allows for the conversion by AIG of any principal amount outstanding of its medium term and long-
outstanding loans at expiration into one-year term loans. The term notes. The foreign exchange adjustment for the foreign
facilities can be used for general corporate purposes and also to currency denominated debt was $197 million at December 31,
provide backup for AIG’s commercial paper programs adminis- 2005 and $1.2 billion at December 31, 2004. ILFC had
tered by AIG Funding. AIG expects to replace or extend these $13.13 billion of debt securities registered for public sale at
credit facilities on or prior to their expiration. There are December 31, 2005. As of December 31, 2005, $8.66 billion of
currently no borrowings outstanding under these facilities, nor debt securities were issued. In addition, ILFC has a Euro
were any borrowings outstanding as of December 31, 2005. Medium Term Note Program for $7.0 billion, under which

In November 2005, AIG and AIG Funding entered into a $4.98 billion in notes were sold through December 31, 2005.
364-day revolving credit facility for an aggregate amount of ILFC has substantially eliminated the currency exposure arising
$3 billion, which can be drawn in the form of loans or letters from foreign-currency denominated notes by economically
of credit. The credit facility expires in November 2006 but hedging that portion of the note exposure not already offset by
allows for the issuance of letters of credit with terms of up to Euro denominated operating lease payments, although such
ten years and provides for the conversion by AIG of any hedges do not qualify for hedge accounting treatment under
outstanding loans at expiration into one-year term loans. The FAS 133. Notes issued under this program are included in
facility can be used for general corporate purposes, including Notes and Bonds Payable in the preceding table of borrowings.
providing backup for AIG’s commercial paper programs admin- ILFC had a $4.3 billion Export Credit Facility (ECA) for
istered by AIG Funding and obtaining letters of credit to use in connection with the purchase of approximately 75
secure obligations under insurance and reinsurance transac- aircraft delivered through 2001. This facility was guaranteed by
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various European Export Credit Agencies. The interest rate of this debt and the interest expense thereon are the cash flow
varies from 5.75 percent to 5.90 percent on these amortizing from operations, proceeds from the sale of flight equipment and
ten-year borrowings depending on the delivery date of the the rollover and refinancing of the prior debt. AIG does not
aircraft. At December 31, 2005, ILFC had $1.2 billion guarantee the debt obligations of ILFC. See also the discussions
outstanding under this facility. The debt is collateralized by a under ‘‘Operating Review’’ and ‘‘Liquidity’’ herein.
pledge of the shares of a subsidiary of ILFC, which holds title AGF fulfills its short term cash requirements through the
to the aircraft financed under the facility. issuance of commercial paper. The issuance of commercial

In May 2004, ILFC entered into a similarly structured ECA paper is subject to the approval of AGF’s Board of Directors.
for up to a maximum of $2.64 billion for Airbus aircraft to be The commercial paper issued by AGF is not guaranteed by
delivered through May 31, 2005. The facility has since been AIG. AGF is a party to unsecured syndicated revolving credit
extended to include aircraft to be delivered through May 31, facilities which, as of December 31, 2005 aggregated to
2006. The facility becomes available as the various European $4.25 billion, consisting of $2.125 billion in a 364-day
Export Credit Agencies provide their guarantees for aircraft revolving credit facility that expires in July 2006 and
based on a six-month forward-looking calendar, and the $2.125 billion in a five-year revolving credit facility that
interest rate is determined through a bid process. At Decem- expires in July 2010. The 364-day facility allows for the
ber 31, 2005, ILFC had $1.4 billion outstanding under this conversion by AGF of any outstanding loan at expiration into
facility. Borrowings with respect to these facilities are included a one-year term loan. The facilities can be used for general
in Notes and Bonds Payable in the preceding table of corporate purposes and also to provide backup for AGF’s
borrowings. commercial paper programs. AGF expects to replace or extend

In August 2004, ILFC received a commitment for an Ex-Im these credit facilities on or prior to their expiration. There are
Bank comprehensive guarantee in the amount of $1.68 billion currently no borrowings under these AGF facilities, nor were
to support the financing of up to 30 new Boeing aircraft. The any borrowings outstanding as of December 31, 2005.
initial delivery period from September 1, 2004 through During 2005, AGF issued $5.44 billion of fixed rate and
August 31, 2005 has been extended by ILFC to August 31, variable rate medium term notes ranging in maturities from
2006. ILFC did not have any borrowings outstanding under two to ten years. As of December 31, 2005, notes aggregating
this facility at December 31, 2005. From time to time, ILFC $17.74 billion were outstanding with maturity dates ranging
enters into various bank financings. As of December 31, 2005 from 2006 to 2015 at interest rates ranging from 1.65 percent
the total funded amount was $1.4 billion. The financings to 7.50 percent. To the extent deemed appropriate, AGF may
mature through 2010. One tranche of one of the loans totaling enter into swap transactions to manage its effective borrowing
$410 million was funded in Japanese yen and swapped to with respect to these notes.
U.S. dollars. AGF’s other funding sources include private placement

In December of 2005, ILFC entered into two tranches of debt, retail note issuances and bank financings. In addition,
junior subordinated debt totaling $1.0 billion. Both mature on AGF has become an established issuer of long-term debt in the
December 21, 2065, but each tranche has a different call international capital markets.
option. The $600 million tranche has a call date of Decem- In addition to debt refinancing activities, proceeds from the
ber 21, 2010 and the $400 million tranche has a call date of collection of finance receivables will be used to pay the
December 21, 2015. The note with the 2010 call date has a principal and interest with respect to AGF’s debt. AIG does
fixed interest rate of 5.90 percent for the first five years. The not guarantee any of the debt obligations of AGF. See also the
note with the 2015 call date has a fixed interest rate of discussion under ‘‘Operating Review — Financial Services Op-
6.25 percent for the first ten years. Both tranches have interest erations’’ and ‘‘Liquidity’’ herein.
rate adjustments if the call option is not exercised. The new AIG Credit Card Company (Taiwan) and AIG Finance
interest rate is a floating quarterly reset rate based on the (Taiwan) Limited, both consumer finance subsidiaries in
initial credit spread plus the highest of (i) 3 month LIBOR, Taiwan, have issued commercial paper for the funding of their
(ii) 10-year constant maturity treasury and (iii) 30-year own operations. AIG does not guarantee the commercial paper
constant maturity treasury. issued by these subsidiaries. See also the discussion under

The proceeds of ILFC’s debt financing are primarily used to ‘‘Derivatives’’ herein and Note 9 of Notes to Consolidated
purchase flight equipment, including progress payments during Financial Statements.
the construction phase. The primary sources for the repayment
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Contractual Obligations and Other Commercial Commitments

The maturity schedule of AIG’s contractual obligations at December 31, 2005 was as follows:

Payments due by Period

Less One Four
Than Through Through After

Total One Three Five Five
(in millions) Payments Year Years Years Years

Borrowings(a) $ 99,291 $31,504 $20,717 $16,886 $30,184
Loss reserves(b) 77,169 21,221 23,537 11,191 21,220
Insurance and investment contract liabilities(c) 47,956 8,639 16,019 9,855 13,443
Operating leases 2,734 573 761 468 932
Aircraft purchase commitments 23,320 6,037 10,524 3,775 2,984

Total $250,470 $67,974 $71,558 $42,175 $68,763
(a) Excludes commercial paper and obligations included as debt pursuant to FIN46R. See also Note 9 of Notes to Consolidated Financial Statements.
(b) Represents future loss and loss adjustment expense payments estimated based on historical loss development payment patterns.
(c) Insurance and investment contract liabilities include various investment-type products with contractually scheduled maturities including periodic payments

of a term certain nature and guaranteed maturities under guaranteed investment contracts. Items excluded from the table include (i) liabilities for future
policy benefits of approximately $109 billion, and (ii) policyholder contract deposits of approximately $182 billion. Amounts excluded from the table are
generally comprised of policies or contracts where (i) AIG is currently not making payments until the occurrence of an insurable event, such as death or
disability, (ii) payments are conditional on survivorship, or (iii) the occurrence of a payment due to a surrender or other non-scheduled event out of
AIG’s control. The determination of these liability amounts and timing of payment are not reasonably fixed and determinable. Significant uncertainties
relating to these liabilities include mortality, morbidity, expenses, persistency, investment returns, inflation, and future policyholder elections as to benefits.

The maturity schedule of AIG’s other commercial commitments by segment at December 31, 2005 was as follows:

Amount of Commitment Expiration

Less One Four
Total Than Through Through After

Amounts One Three Five Five
(in millions) Committed Year Years Years Years

Letters of credit:
Life Insurance & Retirement Services $ 185 $ 53 $ 9 $ 22 $ 101
DBG 188 188 — — —

Standby letters of credit:
Capital Markets 1,758 8 52 70 1,628

Guarantees:
Life Insurance & Retirement Services(a) 3,456 109 400 — 2,947
Aircraft Finance 147 51 14 — 82
Asset Management 82 27 9 46 —
Parent Company(b) 393 392 1 — —

Other commercial commitments(c):
Capital Markets(d) 10,932 2,241 1,734 789 6,168
Aircraft Finance(e) 1,883 — 131 868 884
Life Insurance & Retirement Services(f) 3,505 626 1,286 748 845
Asset Management 607 437 155 15 —
DBG(g) 1,334 — — — 1,334

Total $ 24,470 $4,132 $3,791 $2,558 $13,989
(a) Primarily AIG SunAmerica construction guarantees connected to affordable housing investments.
(b) Represents reimbursement obligations under letters of credit issued by commercial banks.
(c) Excludes commitments with respect to pension plans. The annual pension contribution for 2006 is expected to be approximately $70 million for U.S. and

non-U.S. plans.  See also Note 15 of Notes to Consolidated Financial Statements.
(d) Primarily liquidity facilities provided in connection with certain municipal swap transactions and collateralized bond obligations.
(e) Primarily in connection with options to acquire aircraft.
(f) Primarily AIG SunAmerica commitments to invest in partnerships.
(g) Primarily commitments to invest in limited partnerships.

‘‘Rating triggers’’ have been defined by one independent which (i) could result in the termination or limitation of credit
rating agency to include clauses or agreements the outcome of availability, or require accelerated repayment, (ii) could result
which depends upon the level of ratings maintained by one or in the termination of business contracts or (iii) could require a
more rating agencies. Rating triggers generally relate to events company to post collateral for the benefit of counterparties.
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AIG believes that any of its or its subsidiaries’ contractual Dividends from Insurance Subsidiaries
obligations that are subject to ‘‘ratings triggers’’ or financial

Payments of dividends to AIG by its insurance subsidiaries arecovenants relating to ‘‘ratings triggers’’ would not have a
subject to certain restrictions imposed by regulatory authorities.material adverse effect on its financial condition or liquidity.
With respect to AIG’s domestic insurance subsidiaries, theAs a result of the downgrades of AIG’s long-term senior
payment of any dividend requires formal notice to thedebt ratings, AIG was required to post approximately $1.16 bil-
insurance department in which the particular insurance subsidi-lion of collateral with counterparties to municipal guaranteed
ary is domiciled. Under the laws of many states, an insurer mayinvestment contracts and financial derivatives transactions. In
pay a dividend without prior approval of the insurancethe event of a further downgrade, AIG will be required to post
regulator when the amount of the dividend is below certainadditional collateral. It is estimated that, as of the close of
regulatory thresholds. Largely as a result of the restrictions,business on February 28, 2006, based on AIG’s outstanding
approximately 89 percent of consolidated shareholders’ equitymunicipal guaranteed investment agreements and financial
was restricted from immediate transfer to AIG parent atderivatives transactions as of such date, a further downgrade of
December 31, 2005. To enhance their current capital positions,AIG’s long-term senior debt ratings to ‘Aa3’ by Moody’s or
dividends from the DBG companies were suspended in the‘AA–’ by S&P would permit counterparties to call for
fourth quarter of 2005, and AIG has taken various otherapproximately $962 million of additional collateral. Further,
actions. See ‘‘Regulation and Supervision’’ below. Furthermore,additional downgrades could result in requirements for substan-
AIG cannot predict how recent regulatory investigations maytial additional collateral, which could have a material effect on
affect the ability of its regulated subsidiaries to pay dividends.how AIG manages its liquidity. The actual amount of
See ‘‘Risk Factors — Regulatory Investigations’’ in Item 1A.additional collateral that AIG would be required to post to
Risk Factors.counterparties in the event of such downgrades depends on

With respect to AIG’s foreign insurance subsidiaries, themarket conditions, the market value of the outstanding
most significant insurance regulatory jurisdictions include Ber-affected transactions and other factors prevailing at the time of
muda, Japan, Hong Kong, Taiwan, the United Kingdom,the downgrade. Additional obligations to post collateral will
Thailand and Singapore.increase the demand on AIG’s liquidity.

AIG cannot predict whether the regulatory investigations
currently underway or future regulatory issues will impair AIG’sShareholders’ Equity
financial condition, results of operations or liquidity. To AIG’s

AIG’s consolidated shareholders’ equity increased $6.64 billion knowledge, no AIG company is currently on any regulatory or
during 2005. During 2005, retained earnings increased similar ‘‘watch list’’ with regard to solvency. See also the
$8.86 billion, resulting from net income less dividends. discussion under ‘‘Liquidity’’ herein and Note 11 of Notes to
Unrealized appreciation of investments, net of taxes, decreased Consolidated Financial Statements, as well as ‘‘Risk Factors’’ in
$1.98 billion and the cumulative translation adjustment loss, Item 1A. Risk Factors.
net of taxes, increased $540 million. During 2005, there was a
gain of $28 million, net of taxes, relating to derivative Regulation and Supervision
contracts designated as cash flow hedging instruments. See also

AIG’s insurance subsidiaries, in common with other insurers,the discussion under ‘‘Operating Review’’ and ‘‘Liquidity’’
are subject to regulation and supervision by the states andherein, Notes 1(ee), 8(d) and 20 of Notes to Consolidated
jurisdictions in which they do business. In the U.S. theFinancial Statements and the Consolidated Statement of
National Association of Insurance Commissioners (NAIC) hasComprehensive Income.
developed Risk-Based Capital (RBC) requirements. RBC re-AIG has in the past reinvested most of its unrestricted
lates an individual insurance company’s statutory surplus to theearnings in its operations and believes such continued reinvest-
risk inherent in its overall operations.ment in the future will be adequate to meet any foreseeable

In connection with its Restatements, AIG examined andcapital needs. However, AIG may choose from time to time to
evaluated each of the items that have been restated or adjustedraise additional funds through the issuance of additional
in its consolidated GAAP financial statements to determinesecurities.
whether restatement of the previously filed statutory financial
statements of its insurance company subsidiaries would beStock Purchase
required. In October and early November 2005, AIG com-

During 2005, AIG purchased in the open market 2,477,100 pleted its audited statutory financial statements for 2004 for all
shares of its common stock. AIG from time to time may buy of the Domestic General Insurance companies. The statutory
shares of its common stock in the open market for general accounting treatment of the various items requiring adjustment
corporate purposes, including to satisfy its obligations under or restatement was reviewed and agreed to with the relevant
various employee benefit plans. At December 31, 2005, an state insurance regulators in advance of the filings. Adjust-
additional 36,542,700 shares could be purchased under the ments necessary to reflect the cumulative effect on statutory
then current authorization by AIG’s Board of Directors. surplus of adjustments relating to years prior to 2004 were

made to 2004 opening surplus, and 2004 statutory net income
was restated accordingly. Previously reported General Insurance
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statutory surplus at December 31, 2004 was reduced by recorded upon notification, as these amounts cannot reasonably
approximately $3.5 billion to approximately $20.6 billion. be estimated.

AIG also recently completed its 2005 unaudited statutory A substantial portion of AIG’s General Insurance business
financial statements for all of its Domestic General Insurance and a majority of its Life Insurance & Retirement Services
subsidiaries, again after reviewing and agreeing with the business are conducted in foreign countries. The degree of
relevant state insurance regulators the statutory accounting regulation and supervision in foreign jurisdictions varies.
treatment of various items. The state regulators have permitted Generally, AIG, as well as the underwriting companies
the Domestic General Insurance companies to record a operating in such jurisdictions, must satisfy local regulatory
$724 million reduction to opening statutory surplus as of requirements. Licenses issued by foreign authorities to AIG
January 1, 2005 to reflect the effects of the Second subsidiaries are subject to modification and revocation. Thus,
Restatement. AIG’s insurance subsidiaries could be prevented from con-

Statutory capital of each company continued to exceed ducting future business in certain of the jurisdictions where
minimum company action level requirements following the they currently operate. AIG’s international operations include
adjustments, but AIG nonetheless contributed an additional operations in various developing nations. Both current and
$750 million of capital into American Home effective Septem- future foreign operations could be adversely affected by
ber 30, 2005 and contributed a further $2.25 billion of capital unfavorable political developments up to and including nation-
in February 2006 for a total of approximately $3 billion of alization of AIG’s operations without compensation. Adverse
capital into Domestic General Insurance subsidiaries effective effects resulting from any one country may affect AIG’s results
December 31, 2005. To enhance their current capital positions, of operations, liquidity and financial condition depending on
dividends from the DBG companies were suspended in the the magnitude of the event and AIG’s net financial exposure
fourth quarter of 2005. AIG believes it has the capital at that time in that country.
resources and liquidity to fund any necessary statutory capital Foreign insurance operations are individually subject to
contributions. AIG will review the capital position of its local solvency margin requirements that require maintenance
insurance company subsidiaries with various rating agencies of adequate capitalization, which AIG complies with by
and regulators to determine if additional capital contributions country. In addition, certain foreign locations, notably Japan,
or other actions are warranted. have established regulations that can result in guarantee fund

As discussed above, various regulators have commenced assessments. These have not had a material effect on AIG’s
investigations into certain insurance business practices. In results of operations.
addition, the OTS and other regulators routinely conduct
examinations of AIG and its subsidiaries, including AIG’s Liquidity
consumer finance operations. AIG cannot predict the ultimate

AIG’s liquidity is primarily derived from the operating casheffect that these investigations and examinations, or any
flows of its General and Life Insurance & Retirement Servicesadditional regulation arising therefrom, might have on its
operations. Management believes that AIG’s liquid assets, itsbusiness. Federal, state or local legislation may affect AIG’s
net cash provided by operations, and access to short termability to operate and expand its various financial services
funding through commercial paper and bank credit facilitiesbusinesses, and changes in the current laws, regulations or
will enable it to meet any anticipated cash requirements. Seeinterpretations thereof may have a material adverse effect on
‘‘Risk Factors — Access to Capital Markets’’ in Item 1A. Riskthese businesses. See ‘‘Risk Factors — Regulatory Investiga-
Factors.tions’’ in Item 1A. Risk Factors for a further discussion of the

At December 31, 2005, AIG’s consolidated invested assetseffect these investigations may have on AIG’s businesses.
included $17.24 billion of cash and short-term investments.AIG’s U.S. operations are negatively affected under guaran-
Consolidated net cash provided from operating activities intee fund assessment laws which exist in most states. As a result
2005 amounted to $25.14 billion.of operating in a state which has guarantee fund assessment

The liquidity of the combined insurance operations islaws, a solvent insurance company may be assessed for certain
derived both domestically and abroad. The combined insuranceobligations arising from the insolvencies of other insurance
operating cash flow is derived from two sources, underwritingcompanies which operated in that state. AIG generally records
operations and investment operations. Cash flow includesthese assessments upon notice. Additionally, certain states
periodic premium collections, including policyholders’ contractpermit at least a portion of the assessed amount to be used as a
deposits, cash flows from investment operations and paid losscredit against a company’s future premium tax liabilities.
recoveries less reinsurance premiums, losses, benefits, andTherefore, the ultimate net assessment cannot reasonably be
acquisition and operating expenses. Generally, there is a timeestimated. The guarantee fund assessments net of credits for
lag from when premiums are collected and, when as a result of2005, 2004, and 2003 were $124 million, $118 million and
the occurrence of events specified in the policy, the losses and$77 million, respectively.
benefits are paid. Investment income cash flow is primarilyAIG is also required to participate in various involuntary
derived from interest and dividends received and includespools (principally workers compensation business) which pro-
realized capital gains net of realized capital losses. See also thevide insurance coverage for those not able to obtain such
discussions under ‘‘Operating Review — General Insurancecoverage in the voluntary markets. This participation is also
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Operations’’ and ‘‘Life Insurance & Retirement Services repurchase agreements, and securities and spot commodities
Operations’’ herein. sold but not yet purchased. ILFC, AGF and AIGCFG all

With respect to General Insurance operations, if paid losses utilize the commercial paper markets, retail and wholesale
accelerated beyond AIG’s ability to fund such paid losses from deposits, bank loans and bank credit facilities as sources of
current operating cash flows, AIG might need to liquidate a liquidity. ILFC and AGF also fund in the domestic and
portion of its General Insurance investment portfolio and/or international capital markets without reliance on any guarantee
arrange for financing. Potential events causing such a liquidity from AIG. An additional source of liquidity for ILFC is the use
strain could be the result of several significant catastrophic of export credit facilities. AIGCFG also uses wholesale and
events occurring in a relatively short period of time. Addi- retail bank deposits as sources of funds. On occasion, AIG has
tional strain on liquidity could occur if the investments sold to provided equity capital to ILFC, AGF and AIGCFG and
fund such paid losses were sold into a depressed market place provides intercompany loans to AIGCFG. An AIG subsidiary
and/or reinsurance recoverable on such paid losses became purchased additional shares of ILFC in the amount of
uncollectible or collateral supporting such reinsurance recover- $400 million during the third quarter of 2005. Cash flow
able significantly decreased in value. See also the discussions provided from operations is a major source of liquidity for
under ‘‘Operating Review — General Insurance Operations’’ AIG’s primary Financial Services operating subsidiaries.
herein. AIG, the parent company, funds its short-term working

With respect to Life Insurance & Retirement Services capital needs through commercial paper issued by AIG
operations, if a substantial portion of the Life Insurance & Funding. As of December 31, 2005, AIG Funding had
Retirement Services operations bond portfolio diminished $2.69 billion of commercial paper outstanding with an average
significantly in value and/or defaulted, AIG might need to maturity of 32 days. At February 28, 2006, AIG Funding had
liquidate other portions of its Life Insurance & Retirement $5.3 billion of commercial paper outstanding with an average
Services investment portfolio and/or arrange financing. Poten- maturity of 24 days. As additional liquidity, AIG parent has a
tial events causing such a liquidity strain could be the result of $2 billion inter-company revolving credit facility provided by
economic collapse of a nation or region in which AIG Life certain of its subsidiaries, a $1.375 billion 364-day revolving
Insurance & Retirement Services operations exist, nationaliza- bank credit facility that expires in July 2006, a $1.375 billion
tion, terrorist acts, or other such economic or political five year revolving bank credit facility that expires in July 2010
upheaval. In addition, a significant rise in interest rates leading and a $3 billion 364-day revolving credit facility that expires
to a significant increase in policyholder surrenders could also in November 2006, of which $1.14 billion is currently
create a liquidity strain. See also the discussions under available as back-up liquidity. AIG parent’s primary sources of
‘‘Operating Review — Life Insurance & Retirement Services cash flow are dividends and loans from its subsidiaries. Largely
Operations’’ herein. as a result of regulatory restrictions, approximately 89 percent

In addition to the combined insurance pretax operating of consolidated shareholders’ equity was restricted from imme-
cash flow, AIG’s insurance operations held $9.63 billion in diate transfer to AIG parent at December 31, 2005. AIG
cash and short-term investments at December 31, 2005. cannot predict how recent regulatory investigations may affect
Operating cash flow and the cash and short-term balances held the ability of its regulated subsidiaries to pay dividends. See
provided AIG’s insurance operations with a significant amount ‘‘Risk Factors — Regulatory Investigations’’ in Item 1A. Risk
of liquidity. AIG subsidiaries have also issued debt securities to Factors. AIG parent’s primary uses of cash flow are for debt
fund insurance needs. In December 2005, Transatlantic issued service, capital contributions to subsidiaries and the payment of
$750 million of debt securities in a public offering, of which dividends to shareholders. See also Note 9 of Notes to
$450 million were purchased by other AIG subsidiaries. Consolidated Financial Statements for additional information
Transatlantic contributed the proceeds of the offering to a on debt maturities for AIG and its subsidiaries.
reinsurance company subsidiary. The capital contributions referred to under Item 1. Busi-

This liquidity is available, among other things, to purchase ness — Regulation and the settlements described under Item 3.
predominately high quality and diversified fixed income securi- Legal Proceedings were funded using existing capacity from
ties and, to a lesser extent, marketable equity securities, and to internal and external sources, including the issuance of
provide mortgage loans on real estate, policy loans, and commercial paper.
collateral loans. This cash flow coupled with proceeds of
approximately $139 billion from the maturities, sales and Special Purpose Vehicles and Off Balance
redemptions of fixed income securities and from the sale of Sheet Arrangements
equity securities was used to purchase approximately $165 bil-

AIG uses special purpose vehicles (SPVs) and off balance sheetlion of fixed income securities and marketable equity securities
arrangements in the ordinary course of business. As a result ofduring 2005.
recent changes in accounting, a number of SPVs and offAIG’s major Financial Services operating subsidiaries consist
balance sheet arrangements have been reflected in AIG’sof AIGFP, ILFC, AGF and AIGCFG. Sources of funds
consolidated financial statements. In January 2003, FASBconsidered in meeting the liquidity needs of AIGFP’s opera-
issued Interpretation No. 46, ‘‘Consolidation of Variabletions include guaranteed investment agreements, issuance of
Interest Entities’’ (FIN 46). FIN 46 addressed the consolidationlong-term and short-term debt, proceeds from maturities and
and disclosure rules for nonoperating entities that are nowsales of securities available for sale, securities sold under
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defined as Variable Interest Entities (VIEs). In December 2003, fall outside these pre-established guidelines require the specific
FASB issued a revision to Interpretation No. 46 (FIN 46R). approval of the AIG Credit Risk Committee. It is also AIG’s

AIG has guidelines with respect to the formation of and policy to establish reserves for potential credit impairment
investment in SPVs and off balance sheet arrangements. In when necessary.
addition, AIG has expanded the responsibility of its Complex In addition, AIGFP utilizes various credit enhancements,
Structured Financial Transaction Committee (CSFT) to in- including letters of credit, guarantees, collateral, credit triggers,
clude the review of any transaction that could subject AIG to credit derivatives, and margin agreements to reduce the credit
heightened legal, reputational, regulatory, accounting or other risk relating to its outstanding financial derivative transactions.
risk. See ‘‘Management’s Report on Internal Control Over AIGFP requires credit enhancements in connection with
Financial Reporting’’ in Item 9A of Part II for a further specific transactions based on, among other things, the
discussion of the CSFT. creditworthiness of the counterparties, and the transaction’s

For additional information related to AIG’s activities with size and maturity.
respect to VIEs and certain guarantees see ‘‘Recent Accounting AIG’s Derivatives Review Committee provides an indepen-
Standards’’ herein and also Notes 1 and 19 of Notes to dent review of any proposed derivative transaction or program
Consolidated Financial Statements. Also, for additional disclo- except those derivative transactions entered into by AIGFP
sure regarding AIG’s commercial commitments (including with third parties. The committee examines, among other
guarantors), see ‘‘Contractual Obligations and Other Commer- things, the nature and purpose of the derivative transaction, its
cial Commitments’’ herein. potential credit exposure, if any, and the estimated benefits.

FAS 133 requires that third-party derivatives used for
hedging must be specifically matched with the underlyingDerivatives
exposures to an outside third party and documented contempo-

Derivatives are financial instruments among two or more raneously to qualify for hedge accounting treatment. In most
parties with returns linked to or ‘‘derived’’ from some cases, AIG did not meet these hedging requirements with
underlying equity, debt, commodity or other asset, liability, or respect to certain hedging transactions. Not meeting the
index. Derivatives payments may be based on interest rates and requirements of FAS 133 does not result in any changes in
exchange rates and/or prices of certain securities, commodities, AIG’s liquidity or its overall financial condition even though
financial or commodity indices, or other variables. The more inter-period volatility of earnings is increased.
significant types of derivative arrangements in which AIG See also Note 20 of Notes to Consolidated Financial
transacts are swaps, forwards, futures and options. In the Statements for detailed information relating to AIG’s deriva-
normal course of business, with the agreement of the original tive activities, and Note 1(ee) of Notes to Consolidated
counterparty, these contracts may be terminated early or Financial Statements for AIG’s derivative accounting policies.
assigned to another counterparty.

The overwhelming majority of AIG’s derivatives activities Managing Market Risk
are conducted by the Capital Markets operations, thus permit-
ting AIG to participate in the derivatives dealer market acting Market risk is the risk of loss of fair value resulting from
primarily as principal. In these derivative operations, AIG adverse fluctuations in interest rates, foreign currencies, equities
structures transactions that generally allow its counterparties to and commodity prices. AIG has exposures to these risks.
obtain, or hedge, exposure to changes in interest and foreign AIG analyzes market risk using various statistical techniques
currency exchange rates, credit events, securities’ prices and including Value at Risk (VaR). VaR is a summary statistical
certain commodities and financial or commodity indices. AIG’s measure that applies the estimated volatility and correlation of
customers — such as corporations, financial institutions, mul- market factors to AIG’s market positions. The output from the
tinational organizations, sovereign entities, government agen- VaR calculation is the maximum loss that could occur over a
cies and municipalities — use derivatives to hedge their own defined period of time given a certain probability. While VaR
market exposures. For example, a futures, forward or option models are relatively sophisticated, the quantitative market risk
contract can be used to protect the customers’ assets or information generated is limited by the assumptions and
liabilities against price fluctuations. parameters established in creating the related models. AIG

A counterparty may default on any obligation to AIG, believes that statistical models alone do not provide a reliable
including a derivative contract. Credit risk is a consequence of method of monitoring and controlling market risk. Therefore,
extending credit and/or carrying trading and investment such models are tools and do not substitute for the experience
positions. Credit risk exists for a derivative contract when that or judgment of senior management.
contract has a positive fair value to AIG. To help manage this
risk, AIGFP’s credit department operates within the guidelines Insurance
set by the AIG Credit Risk Committee. This committee

AIG has performed a separate VaR analysis for the Generalestablishes the credit policy, sets limits for counterparties and
Insurance and Life Insurance & Retirement Services segmentsprovides limits for derivative transactions with counterparties
and for each market risk within each segment. For purposes ofhaving different credit ratings. In addition to credit ratings,
the VaR calculation, the insurance assets and liabilities fromthis committee takes into account other factors, including the
GICs are included in the Life Insurance & Retirement Servicesindustry and country of the counterparty. Transactions which
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segment. For the calculations in the analyses the financial each transaction was repriced. Portfolio, business unit and
instrument assets included are the insurance segments’ invested finally AIG-wide scenario values are then calculated by netting
assets, excluding real estate and investment income due and the values of all the underlying assets and liabilities.
accrued, and the financial instrument liabilities included are

The following table presents the VaR on a combined basis andreserve for losses and loss expenses, reserve for unearned
of each component of market risk for each of AIG’s insurancepremiums, future policy benefits for life and accident and
segments as of December 31, 2005 and 2004. Due tohealth insurance contracts and other policyholders’ funds.
diversification effects, the combined VaR is always smallerAIG calculated the VaR with respect to the net fair value
than the sum of its components.of each of AIG’s insurance segments as of December 31, 2005

and December 31, 2004. The VaR number represents the
Life Insurance &maximum potential loss as of those dates that could be General Insurance Retirement Services

incurred with a 95 percent confidence (i.e., only five percent of (in millions) 2005 2004 2005 2004
historical scenarios show losses greater than the VaR figure)

Market risk:within a one-month holding period. AIG uses the historical
Combined $1,617 $1,396 $4,515 $5,024

simulation methodology that entails repricing all assets and Interest rate 1,717 1,563 4,382 4,750
liabilities under explicit changes in market rates within a Currency 130 139 541 478
specific historical time period. AIG uses the most recent three Equity 535 727 762 1,024
years of historical market information for interest rates, foreign
exchange rates, and equity index prices. For each scenario,

The following table presents the average, high and low VaRs on a combined basis and of each component of market risk for
each of AIG’s insurance segments for the years 2005 and 2004. Due to diversification effects, the combined VaR is always
smaller than the sum of its components.

2005 2004

(in millions) Average High Low Average High Low

General Insurance:
Market risk:

Combined $1,585 $1,672 $1,396 $1,299 $1,497 $1,100
Interest rate 1,746 1,931 1,563 1,407 1,591 1,173
Currency 125 139 111 111 139 88
Equity 651 727 535 744 797 688

Life Insurance & Retirement Services:
Market risk:

Combined $4,737 $5,024 $4,515 $4,021 $5,024 $3,075
Interest rate 4,488 4,750 4,382 3,831 4,750 2,967
Currency 511 560 442 326 478 257
Equity 953 1,024 762 884 1,024 758

The Combined VaR and Interest Rate VaR for Life positions. Credit exposure is managed separately. See the
Insurance & Retirement Services trended higher during 2004 discussion on the management of credit risk above.
because of growth in the Asian life businesses. The December AIG’s Market Risk Management Department provides
2004 VaR results are equal to the maximum values observed detailed independent review of AIG’s market exposures,
during the year. particularly those market exposures of the Capital Markets

During 2005, the Combined VaR and Interest Rate VaR for operations. This department determines whether AIG’s market
Life Insurance & Retirement Services remained in a narrower risks, as well as those market risks of individual subsidiaries, are
range. The December 2005 VaR results are somewhat lower within the parameters established by AIG’s senior manage-
than the December 2004 figures because long-term interest ment. Well established market risk management techniques
rates in Asia declined during the year. such as sensitivity analysis are used. Additionally, this depart-

In addition, the increase in Combined and Interest Rate ment verifies that specific market risks of each of certain
VaRs from 2004 to 2005 in the General Insurance division was subsidiaries are managed and hedged by that subsidiary.
caused by growth in this business. ILFC is exposed to market risk and the risk of loss of fair

value and possible liquidity strain resulting from adverse
fluctuations in interest rates. As of December 31, 2005 andFinancial Services
December 31, 2004, AIG statistically measured the loss of fair

AIG generally manages its market exposures within Financial value through the application of a VaR model. In this analysis,
Services by maintaining offsetting positions. Capital Markets the net fair value of Aircraft Finance operations was deter-
seeks to minimize or set limits for open or uncovered market mined using the financial instrument assets which included the
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tax adjusted future flight equipment lease revenue, and the the derivatives portfolio. The results from these analyses are
financial instrument liabilities which included the future regularly reviewed by AIG management.
servicing of the current debt. The estimated effect of the As described above, Capital Markets operations are exposed
current derivative positions was also taken into account. to the risk of loss of fair value from adverse fluctuations in

AIG calculated the VaR with respect to the net fair value interest rate and foreign currency exchange rates and equity
of Aircraft Finance operations using the historical simulation and commodity prices as well as implied volatilities thereon.
methodology, as previously described. For the years 2005 and AIG statistically measures the losses of fair value through the
2004, the average VaR with respect to the net fair value of application of a VaR model across Capital Markets.
Aircraft Finance operations was approximately $135 million Capital Markets asset and liability portfolios for which the
and $70 million, respectively. VaR analyses were performed included over the counter and

Capital Markets operations are exposed to market risk due exchange traded investments, derivative instruments and com-
to changes in the level and volatility of interest rates, foreign modities. Because the market risk with respect to securities
currency exchange rates, equity prices and commodity prices. available for sale, at market, is substantially hedged, segregation
AIGFP hedges its exposure to these risks primarily through of market sensitive instruments into trading and other than
swaps, options, forwards, and futures. To economically hedge trading was not deemed necessary. The VaR calculation is
interest rate risks, AIGFP may also purchase U.S. and foreign unaffected by the accounting treatment of hedged transactions
government obligations. under FAS 133.

AIGFP does not seek to manage the market risk of each In the calculation of VaR for Capital Markets operations,
transaction through an individual third-party offsetting transac- AIG uses the same historical simulation methodology, de-
tion. Rather, AIGFP takes a portfolio approach to the scribed under Insurance above, which entails repricing all
management of its market risk exposures. AIGFP values the assets and liabilities under explicit changes in market rates
predominant portion of its market-sensitive transactions by within a specific historical time period. In 2004, AIGFP
marking them to market currently through income. A smaller enhanced its library of factors by including implied option
portion is priced by estimated fair value based upon an volatilities to construct the historical scenarios for simulation.
extrapolation of market factors. There is another limited

The following table presents the VaR on a combined basis andportion of transactions where the initial fair value is not
of each component of market risk for Capital Marketsrecorded through income currently and gains or losses are
operations as of December 31, 2005 and 2004. Due torecognized over the life of the transactions. These valuations
diversification effects, the combined VaR is always smallerrepresent an assessment of the present values of expected
than the sum of its components.future cash flows and may include reserves for such risks as are

deemed appropriate by AIGFP and AIG management.
(in millions) 2005 2004The recorded values of these transactions may be different
Combined $ 22 $17from the values that might be realized if AIGFP were required
Interest rate 9 11to sell or close out the transactions prior to maturity. AIG Currency 3 4

believes that such differences are not significant to financial Equity 14 16
condition or liquidity. Such differences would be immediately Commodity 9 7
recognized when the transactions are sold or closed out prior to
maturity. The following table presents the average, high, and low VaRs

AIGFP attempts to secure reliable and independent current on a combined basis and of each component of market risk
market prices, such as published exchange prices, external for Capital Markets operations for the years 2005 and 2004.
subscription services such as from Bloomberg or Reuters or Due to diversification effects, the combined VaR is always
third-party broker quotes for use in this model. When such smaller than the sum of its components.
prices are not available, AIGFP uses an internal methodology
which includes extrapolation from observable and verifiable 2005 2004
prices nearest to the dates of the transactions. Historically, (in millions) Average High Low Average High Low
actual results have not materially deviated from these models

Combined $ 17 $22 $13 $19 $24 $13
in any material respect. Interest rate 9 11 6 9 12 5

Systems used by Capital Markets operations can monitor Currency 4 6 3 4 4 3
each unit’s respective market positions on an intraday basis. Equity 9 16 5 13 16 5

Commodity 8 10 7 6 7 4AIGFP operates in major business centers overseas and
therefore is open for business essentially 24 hours a day. Thus,
the market exposure and offset strategies are monitored, Recent Accounting Standards
reviewed and coordinated around the clock.

In December 2003, FASB issued a revision to InterpretationAIGFP applies various testing techniques which reflect
No. 46 (FIN46R). In March 2005, FASB issuedsignificant potential market movements in interest rates,
FSP FIN46R-5, ‘‘Implicit Variable Interests under FASBforeign exchange rates, commodity and equity prices, volatility
Interpretation No. 46 (revised December 2003), Consolidationlevels, and the effect of time. These techniques vary by

currency and are regularly changed to reflect factors affecting
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of Variable Interest Entities.’’ See also Note 19 of Notes to ment of APB Opinion No. 29’’ (FAS 153). FAS 153 amends
Consolidated Financial Statements. APB Opinion No. 29, ‘‘Accounting for Nonmonetary

In July 2003, the American Institute of Certified Public Transactions.’’
Accountants issued SOP 03-1. See also Note 21 of Notes to On June 1, 2005, the FASB issued Statement No. 154,
Consolidated Financial Statements. ‘‘Accounting Changes and Error Corrections’’ (FAS 154).

In December 2003, FASB issued Statement of Financial FAS 154 replaces APB Opinion No. 20, ‘‘Accounting
Accounting Standards No. 132 (Revised), ‘‘Employers’ Disclo- Changes’’ and FASB Statement No. 3, ‘‘Reporting Accounting
sures About Pensions and Other Post Retirement Benefits,’’ Changes in Interim Financial Statements.’’
which revised disclosure requirements with respect to defined At the June 2005 meeting, the EITF reached a consensus
benefit plans. See also Note 15 herein. with respect to Issue No. 04-5, ‘‘Determining Whether a

At the March 2004 meeting, the Emerging Issue Task Force General Partner, or the General Partners as a Group, Controls
(EITF) reached a consensus with respect to Issue No. 03-1, a Limited Partnership or Similar Entity When the Limited
‘‘The Meaning of Other-Than-Temporary Impairment and Its Partners Have Certain Rights’’.
Application to Certain Investments.’’ On September 30, 2004, On June 29, 2005, FASB issued Statement 133 Implementa-
the FASB issued FASB Staff Position (FSP) EITF Issue 03-1-1, tion Issue No. B38, ‘‘Embedded Derivatives: Evaluation of Net
Effective Date of Paragraphs 10-20 of EITF Issue No. 03-1, Settlement with Respect to the Settlement of a Debt
‘‘The Meaning of Other-Than-Temporary Impairment and Its Instrument through Exercise of an Embedded Put Option or
Application to Certain Investments.’’ In November 2005, Call Option.’’
FASB issued FSP FAS 115-1, ‘‘The Meaning of Other-Than- On June 29, 2005, FASB issued Statement 133 Implementa-
Temporary Impairment and Its Application to Certain Invest- tion Issue No. B39, ‘‘Application of Paragraph 13(b) to Call
ments,’’ which replaces the measurement and recognition Options That Are Exercisable Only by the Debtor.’’
guidance set forth in Issue No. 03-1 and codifies certain On September 19, 2005, FASB issued Statement of Posi-
existing guidance on impairment. tion 05-1, ‘‘Accounting by Insurance Enterprises for Deferred

At the September 2004 meeting, the EITF reached a Acquisition Costs in Connection with Modifications or Ex-
consensus with respect to Issue No. 04-8, ‘‘Accounting Issues changes of Insurance Contracts.’’
Related to Certain Features of Contingently Convertible Debt On February 16, 2006, FASB issued Statement No. 155,
and the Effect on Diluted Earnings per Share.’’ ‘‘Accounting for Certain Hybrid Financial Instruments.’’

In December 2004, the FASB issued Statement No. 123 For further discussion of these recent accounting standards
(revised 2004) (FAS 123R), ‘‘Share Based Payment.’’ In April and their application to AIG, see Note 1(gg) of Notes to
2005, the SEC delayed the effective date for the revised FAS Consolidated Financial Statements.
No. 123.

On December 16, 2004, the FASB issued Statement
No. 153, ‘‘Exchanges of Nonmonetary Assets — An Amend-
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ITEM 7A.
Quantitative and Qualitative Disclosures About Market Risk

Included in Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

ITEM 8.
Financial Statements and Supplementary Data
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Report  of  Independent  Registered  Public  Accounting  Firm

To the Board of Directors and Shareholders of Organizations of the Treadway Commission (COSO). AIG’s
American International Group, Inc.: management is responsible for maintaining effective internal

control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting. OurWe have completed integrated audits of American Interna-
responsibility is to express opinions on management’s assess-tional Group, Inc.’s 2005 and 2004 consolidated financial
ment and on the effectiveness of AIG’s internal control overstatements and of its internal control over financial reporting
financial reporting based on our audit.as of December 31, 2005, and an audit of its 2003 consolidated

We conducted our audit of internal control over financialfinancial statements in accordance with the standards of the
reporting in accordance with the standards of the PublicPublic Company Accounting Oversight Board (United States).
Company Accounting Oversight Board (United States). ThoseOur opinions, based on our audits, are presented below.
standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal controlConsolidated financial statements and
over financial reporting was maintained in all material respects.financial statement schedules
An audit of internal control over financial reporting includes

In our opinion, the consolidated financial statements listed in obtaining an understanding of internal control over financial
the accompanying index present fairly, in all material respects, reporting, evaluating management’s assessment, testing and
the financial position of American International Group, Inc. evaluating the design and operating effectiveness of internal
and its subsidiaries (AIG) at December 31, 2005 and 2004, control, and performing such other procedures as we consider
and the results of their operations and their cash flows for each necessary in the circumstances. We believe that our audit
of the three years in the period ended December 31, 2005 in provides a reasonable basis for our opinions.
conformity with accounting principles generally accepted in A company’s internal control over financial reporting is a
the United States of America. In addition, in our opinion, the process designed to provide reasonable assurance regarding the
financial statement schedules listed in the accompanying index reliability of financial reporting and the preparation of financial
present fairly, in all material respects, the information set forth statements for external purposes in accordance with generally
therein when read in conjunction with the related consolidated accepted accounting principles. A company’s internal control
financial statements. These financial statements and financial over financial reporting includes those policies and procedures
statement schedules are the responsibility of AIG’s manage- that (i) pertain to the maintenance of records that, in
ment. Our responsibility is to express an opinion on these reasonable detail, accurately and fairly reflect the transactions
financial statements and financial statement schedules based on and dispositions of the assets of the company; (ii) provide
our audits. We conducted our audits of these statements in reasonable assurance that transactions are recorded as necessary
accordance with the standards of the Public Company Ac- to permit preparation of financial statements in accordance
counting Oversight Board (United States). Those standards with generally accepted accounting principles, and that receipts
require that we plan and perform the audit to obtain and expenditures of the company are being made only in
reasonable assurance about whether the financial statements accordance with authorizations of management and directors of
are free of material misstatement. An audit of financial the company; and (iii) provide reasonable assurance regarding
statements includes examining, on a test basis, evidence prevention or timely detection of unauthorized acquisition, use,
supporting the amounts and disclosures in the financial or disposition of the company’s assets that could have a
statements, assessing the accounting principles used and signifi- material effect on the financial statements.
cant estimates made by management, and evaluating the Because of its inherent limitations, internal control over
overall financial statement presentation. We believe that our financial reporting may not prevent or detect misstatements.
audits provide a reasonable basis for our opinion. Also, projections of any evaluation of effectiveness to future

As described in Note 21 to the consolidated financial periods are subject to the risk that controls may become
statements, AIG changed its accounting for certain non- inadequate because of changes in conditions, or that the degree
traditional long duration contracts and for separate accounts as of compliance with the policies or procedures may deteriorate.
of January 1, 2004. A material weakness is a control deficiency, or a combina-

tion of control deficiencies, that results in more than a remote
Internal control over financial reporting likelihood that a material misstatement of the annual or

interim financial statements will not be prevented or detected.Also, we have audited management’s assessment, included in
As of December 31, 2005, the following material weaknessesManagement’s Report on Internal Control Over Financial
have been identified and included in management’s assessment.Reporting appearing under Item 9A, that AIG did not

Controls over certain balance sheet reconciliations: AIG did notmaintain effective internal control over financial reporting as
maintain effective controls to ensure the accuracy of certainof December 31, 2005 because of the effect of the material
balance sheet accounts in certain key segments of AIG’sweaknesses relating to (1) controls over certain balance sheet
operations, principally in the Domestic Brokerage Group.reconciliations, (2) controls over the accounting for certain
Specifically, accounting personnel did not perform timelyderivative transactions and (3) controls over income tax
reconciliations and did not properly resolve reconciling itemsaccounting, based on criteria established in Internal Control —
for premium receivables, reinsurance recoverables and in-Integrated Framework issued by the Committee of Sponsoring

70 AIG m Form 10-K



A M E R I C A N  I N T E R N A T I O N A L  G R O U P ,  I N C .  A N D  S U B S I D I A R I E S

tercompany accounts. As a result, premiums and other consid- quarters in 2005. In addition, these control deficiencies could
erations, incurred policy losses and benefits, insurance result in other misstatements to the aforementioned financial
acquisition and other operating expenses, premiums and statement accounts and disclosures that would result in a
insurance balances receivable, reinsurance assets, reserve for material misstatement to the annual or interim AIG consoli-
losses and loss expenses, reserve for unearned premiums, other dated financial statements that would not be prevented or
assets and retained earnings were misstated under GAAP. detected. Accordingly, AIG management has concluded that

Controls over the accounting for certain derivative transac- these control deficiencies constitute material weaknesses. These
tions: AIG did not maintain effective controls over the material weaknesses were considered in determining the nature,
evaluation and documentation of whether certain derivative timing, and extent of audit tests applied in our audit of the
transactions qualified under GAAP for hedge accounting. As a 2005 consolidated financial statements, and our opinion
result, net investment income, realized capital gains (losses), regarding the effectiveness of AIG’s internal control over
other revenues, accumulated other comprehensive income financial reporting does not affect our opinion on those
(loss) and related balance sheet accounts were misstated under consolidated financial statements.
GAAP. In our opinion, management’s assessment that AIG did not

Controls over income tax accounting: AIG did not maintain maintain effective internal control over financial reporting as
effective controls over the determination and reporting of of December 31, 2005, is fairly stated, in all material respects,
certain components of the provision for income taxes and based on criteria established in Internal Control — Integrated
related deferred income tax balances. Specifically, AIG did not Framework issued by the COSO. Also, in our opinion, because
maintain effective controls to review and monitor the accuracy of the effects of the material weaknesses described above on
of the components of the income tax provision calculations the achievement of the objectives of the control criteria, AIG
and related income tax balances and to monitor the differences has not maintained effective internal control over financial
between the income tax basis and the financial reporting basis reporting as of December 31, 2005, based on criteria estab-
of assets and liabilities to effectively reconcile the differences lished in Internal Control — Integrated Framework issued by the
to the deferred income tax balances. As a result, income tax COSO.
expense, income taxes payable, deferred income tax assets and
liabilities, retained earnings and accumulated other comprehen-
sive income were misstated under GAAP.

The control deficiencies described above resulted in the
PricewaterhouseCoopers LLPrestatement in 2005 of AIG’s 2004, 2003 and 2002 annual
New York, New Yorkconsolidated financial statements and financial statement
March 16, 2006schedules and the interim consolidated financial statements for

each quarter in 2004 and 2003 and for each of the first three
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Consolidated  Balance  Sheet

December 31,
(in millions) 2005 2004

Assets:
Investments and financial services assets:

Fixed maturities:
Bonds available for sale, at market value (amortized cost: 2005 – $349,612; 2004 – $329,838) $359,516 $344,399
Bonds held to maturity, at amortized cost (market value: 2005 – $22,047; 2004 – $18,791) 21,528 18,294
Bond trading securities, at market value (cost: 2005 – $4,623; 2004 – $2,973) 4,636 2,984

Equity securities:
Common stocks available for sale, at market value (cost: 2005 – $10,125; 2004 – $8,424) 12,227 9,772
Common stocks trading, at market value (cost: 2005 – $7,746; 2004 – $5,651) 8,959 5,894
Preferred stocks available for sale, at market value (cost: 2005 – $2,282; 2004 – $2,017) 2,402 2,040

Mortgage loans on real estate, net of allowance (2005 – $54; 2004 – $65) 14,300 13,146
Policy loans 7,039 7,035
Collateral and guaranteed loans, net of allowance (2005 – $10; 2004 – $18) 3,570 3,303

Financial services assets:
Flight equipment primarily under operating leases, net of accumulated depreciation

(2005 – $7,419; 2004 – $6,390) 36,245 32,130
Securities available for sale, at market value (cost: 2005 – $37,572; 2004 – $29,171) 37,511 31,225
Trading securities, at market value 6,499 2,746
Spot commodities 92 534
Unrealized gain on swaps, options and forward transactions 18,695 22,670
Trading assets 1,204 3,433
Securities purchased under agreements to resell, at contract value 14,547 26,272
Finance receivables, net of allowance (2005 – $670; 2004 – $571) 27,995 23,574

Securities lending collateral, at market value (which approximates cost) 59,471 49,169
Other invested assets 27,267 23,559
Short-term investments, at cost (approximates market value) 15,342 16,102

Total investments and financial services assets 679,045 638,281
Cash 1,897 2,009

Investment income due and accrued 5,727 5,556
Premiums and insurance balances receivable, net of allowance (2005 – $1,011; 2004 – $690) 15,333 15,622
Reinsurance assets, net of allowance (2005 – $992; 2004 – $832) 24,978 19,613
Deferred policy acquisition costs 33,248 29,817
Investments in partially owned companies 1,158 1,495
Real estate and other fixed assets, net of accumulated depreciation (2005 – $4,990; 2004 – $4,650) 7,446 6,192
Separate and variable accounts 63,797 57,741
Goodwill 8,093 8,556
Income taxes receivable – current 319 138
Other assets 12,329 16,125

Total assets $853,370 $801,145

See Accompanying Notes to Consolidated Financial Statements.
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Consolidated  Balance  Sheet Continued

December 31,
(in millions, except share data) 2005 2004

Liabilities:
Reserve for losses and loss expenses $ 77,169 $ 61,878
Reserve for unearned premiums 24,243 23,400
Future policy benefits for life and accident and health insurance contracts 108,807 104,740
Policyholders’ contract deposits 227,027 216,474
Other policyholders’ funds 10,870 10,280
Reserve for commissions, expenses and taxes 4,769 4,629
Insurance balances payable 3,564 3,661
Funds held by companies under reinsurance treaties 4,174 3,404
Income taxes payable – deferred 6,607 6,588
Financial services liabilities:

Borrowings under obligations of guaranteed investment agreements 20,811 18,919
Securities sold under agreements to repurchase, at contract value 11,047 23,581
Trading liabilities 2,546 2,503
Securities and spot commodities sold but not yet purchased, at market value 5,975 5,404
Unrealized loss on swaps, options and forward transactions 12,740 15,985
Trust deposits and deposits due to banks and other depositors 4,877 4,248
Commercial paper 6,514 6,724
Notes, bonds, loans and mortgages payable 71,313 61,296

Commercial paper 2,694 2,969
Notes, bonds, loans and mortgages payable 7,126 5,502
Liabilities connected to trust preferred stock 1,391 1,489
Separate and variable accounts 63,797 57,741
Minority interest 5,124 4,831
Securities lending payable 60,409 49,972
Other liabilities 23,273 25,055

Total liabilities 766,867 721,273

Preferred shareholders’ equity in subsidiary companies 186 199

Commitments and Contingent Liabilities (See Note 12)

Shareholders’ equity:
Common stock, $2.50 par value; 5,000,000,000 shares authorized; shares issued 2005 and 2004 –

2,751,327,476 6,878 6,878
Additional paid-in capital 2,339 2,094
Retained earnings 72,330 63,468
Accumulated other comprehensive income 6,967 9,444
Treasury stock, at cost; 2005 – 154,680,704; 2004 – 154,904,286 shares of common stock (including

119,271,176 and 119,263,196 shares, respectively, held by subsidiaries) (2,197) (2,211)

Total shareholders’ equity 86,317 79,673

Total liabilities, preferred shareholders’ equity in subsidiary companies and shareholders’ equity $853,370 $801,145

See Accompanying Notes to Consolidated Financial Statements.
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Consolidated Statement of Income

Years Ended December 31,
(in millions, except per share data) 2005 2004 2003

Revenues:
Premiums and other considerations $70,209 $66,625 $54,802
Net investment income 22,165 18,465 15,508
Realized capital gains (losses) 341 44 (442)
Other revenues 16,190 12,532 9,553

Total revenues 108,905 97,666 79,421

Benefits and expenses:
Incurred policy losses and benefits 63,711 58,360 46,034
Insurance acquisition and other operating expenses 29,981 24,461 21,480

Total benefits and expenses 93,692 82,821 67,514

Income before income taxes, minority interest and cumulative effect of accounting changes 15,213 14,845 11,907

Income taxes:
Current 2,569 2,593 2,741
Deferred 1,689 1,814 815

4,258 4,407 3,556

Income before minority interest and cumulative effect of accounting changes 10,955 10,438 8,351

Minority interest (478) (455) (252)

Income before cumulative effect of accounting changes 10,477 9,983 8,099

Cumulative effect of accounting changes, net of tax – (144) 9

Net income $10,477 $ 9,839 $ 8,108

Earnings per common share:
Basic

Income before cumulative effect of accounting changes $ 4.03 $ 3.83 $ 3.10
Cumulative effect of accounting changes, net of tax – (0.06) –
Net income 4.03 3.77 3.10

Diluted
Income before cumulative effect of accounting changes $ 3.99 $ 3.79 $ 3.07
Cumulative effect of accounting changes, net of tax – (0.06) –
Net income 3.99 3.73 3.07

Average shares outstanding:
Basic 2,597 2,606 2,610
Diluted 2,627 2,637 2,637

See Accompanying Notes to Consolidated Financial Statements.
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Consolidated Statement of Shareholders’ Equity

Years Ended December 31,
(in millions, except per share data) 2005 2004 2003

Common stock:
Balance at beginning of year $ 6,878 $ 6,878 $ 6,878

Issued under stock plans – – –

Balance at end of year 6,878 6,878 6,878

Additional paid-in capital:
Balance at beginning of year 2,094 2,028 1,783

Excess of cost over proceeds of common stock issued under stock plans (91) (105) (76)
Other 336 171 321

Balance at end of year 2,339 2,094 2,028

Retained earnings:
Balance at beginning of year 63,468 54,384 46,908

Net income 10,477 9,839 8,108
Dividends to common shareholders ($0.63, $0.29 and $0.24 per share, respectively) (1,615) (755) (632)

Balance at end of year 72,330 63,468 54,384

Accumulated other comprehensive income (loss):
Balance at beginning of year 9,444 7,337 4,077

Unrealized (depreciation) appreciation of investments – net of reclassification adjustments (3,577) 1,868 4,159
Deferred income tax benefit (expense) on changes 1,599 (612) (1,237)

Foreign currency translation adjustments (926) 993 347
Applicable income tax benefit (expense) on above changes 386 (170) 4

Net derivative gains arising from cash flow hedging activities 35 83 75
Deferred income tax expense on above changes (7) (33) (22)

Retirement plan liabilities adjustment, net of tax 13 (22) (66)

Other comprehensive income (2,477) 2,107 3,260

Balance at end of year 6,967 9,444 7,337

Treasury stock, at cost:
Balance at beginning of year (2,211) (1,397) (1,343)

Cost of shares acquired during year (176) (1,083) (207)
Issued under stock plans 173 263 151
Other 17 6 2

Balance at end of year (2,197) (2,211) (1,397)

Total shareholders’ equity at end of year $86,317 $79,673 $69,230

See Accompanying Notes to Consolidated Financial Statements.
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Consolidated Statement of Cash Flows

Years Ended December 31,
(in millions) 2005 2004 2003

Summary:
Net cash provided by operating activities $ 25,138 $ 30,716 $ 33,241
Net cash used in investing activities (57,321) (97,115) (66,904)
Net cash provided by financing activities 32,999 66,494 33,070
Effect of exchange rate changes on cash (928) 992 350

Change in cash (112) 1,087 (243)
Cash at beginning of year 2,009 922 1,165

Cash at end of year $ 1,897 $ 2,009 $ 922

Cash flows from operating activities:
Net income $ 10,477 $ 9,839 $ 8,108

Adjustments to reconcile net income to net cash provided by operating activities:
Noncash revenues, expenses, gains and losses included in income:

Change in:
General and life insurance reserves 20,912 26,937 22,456
Premiums and insurance balances receivable and payable – net 192 (1,020) (2,236)
Reinsurance assets (5,365) 1,032 2,137
Deferred policy acquisition costs (2,263) (4,042) (3,778)
Investment income due and accrued (171) (916) (388)
Funds held under reinsurance treaties 770 361 832
Other policyholders’ funds 590 1,156 687
Current and deferred income taxes – net 1,507 1,396 2,179
Reserve for commissions, expenses and taxes 140 (16) 1,005
Other assets and liabilities – net 2,535 1,113 579
Bonds and common stocks trading, at market value (4,717) (3,582) 544
Trading assets and liabilities – net 2,272 (4,783) 4,592
Trading securities, at market value (3,753) 792 764
Spot commodities 442 (289) 240
Net unrealized (gain) loss on swaps, options and forward transactions 728 1,534 (4,500)
Securities purchased under agreements to resell 11,725 (5,427) (3,010)
Securities sold under agreements to repurchase (12,534) 5,688 7,542
Securities and spot commodities sold but not yet purchased, at market value 571 (269) (6,306)

Realized capital (gains) losses (341) (44) 442
Equity in income of partially owned companies and other invested assets (1,421) (1,279) (707)
Amortization of premium and discount on securities 292  324 60
Depreciation expenses, principally flight equipment 2,200 2,035 1,861
Provision for finance receivable losses 435 389 429
Other – net (85) (213) (291)

Total adjustments 14,661 20,877 25,133

Net cash provided by operating activities $ 25,138 $ 30,716 $ 33,241

See Accompanying Notes to Consolidated Financial Statements.
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Consolidated  Statement  of  Cash  Flows Continued

Years Ended December 31,
(in millions) 2005 2004 2003

Cash flows from investing activities:
Cost of bonds, at market sold $ 111,866 $ 91,714 $ 90,430
Cost of bonds, at market matured or redeemed 16,017 13,958 15,966
Cost of equity securities sold 11,072 11,711 10,012
Realized capital gains (losses) 341 44 (442)
Purchases of fixed maturities (152,045) (158,023) (153,742)
Purchases of equity securities (12,972) (13,674) (10,473)
Acquisitions, net of cash acquired – – (2,091)
Mortgage, policy and collateral loans granted (5,306) (2,128) (3,016)
Repayments of mortgage, policy and collateral loans 3,973 1,731 2,043
Sales of securities available for sale 9,324 4,291 8,376
Maturities of securities available for sale 3,023 5,802 4,690
Purchases of securities available for sale (20,642) (16,133) (12,010)
Sales of flight equipment 695 1,329 1,212
Purchases of flight equipment (6,193) (4,860) (5,460)
Change in securities lending collateral (10,302) (19,777) (6,048)
Net additions to real estate and other fixed assets (2,018) (950) (1,131)
Sales or distributions of other invested assets 14,379 8,453 8,730
Investments in other invested assets (14,387) (11,599) (10,483)
Change in short-term investments 760 (2,542) (1,563)
Investments in partially owned companies (50) 1 255
Finance receivable originations and purchases (52,281) (21,636) (14,690)
Finance receivable principal payments received 47,425 15,173 12,531

Net cash used in investing activities $ (57,321) $ (97,115) $ (66,904)

Cash flows from financing activities:
Receipts from policyholders’ contract deposits $ 46,298 $ 55,919 $ 38,867
Withdrawals from policyholders’ contract deposits (35,797) (24,497) (18,422)
Change in trust deposits and deposits due to banks and other depositors 629 648 641
Change in commercial paper (485) 3,755 (3,174)
Proceeds from notes, bonds, loans and mortgages payable 53,875 31,918 23,665
Repayments on notes, bonds, loans and mortgages payable (42,248) (22,565) (14,408)
Liquidation of zero coupon notes payable – (189) –
Proceeds from guaranteed investment agreements 12,388 10,814 6,387
Maturities of guaranteed investment agreements (10,496) (7,232) (5,900)
Change in securities lending payable 10,437 19,777 6,501
Redemption of subsidiary company preferred stock (100) (200) (371)
Proceeds from common stock issued 82 158 74
Cash dividends to shareholders (1,421) (730) (584)
Acquisition of treasury stock (176) (1,083) (207)
Other – net 13 1 1

Net cash provided by financing activities $ 32,999 $ 66,494 $ 33,070

Supplementary information:
Taxes paid $ 2,593 $ 3,060 $ 2,454

Interest paid $ 4,958 $ 4,314 $ 4,128

See Accompanying Notes to Consolidated Financial Statements.
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Consolidated Statement of Comprehensive Income

Years Ended December 31,
(in millions) 2005 2004 2003

Comprehensive income (loss):
Net income $10,477 $ 9,839 $ 8,108

Other comprehensive income (loss):
Unrealized (depreciation) appreciation of investments – net of reclassification adjustments (3,577) 1,868 4,159

Deferred income tax benefit (expense) on above changes 1,599 (612) (1,237)
Foreign currency translation adjustments (926) 993 347

Applicable income tax benefit (expense) on above changes 386 (170) 4
Net derivative gains arising from cash flow hedging activities 35 83 75

Deferred income tax expense on above changes (7) (33) (22)
Retirement plan liabilities adjustment, net of tax 13 (22) (66)

Other comprehensive income (loss) (2,477) 2,107 3,260

Comprehensive income (loss) $ 8,000 $11,946 $11,368

See Accompanying Notes to Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

Life Insurance & Retirement Services Operations: AIG’s Life1. Summary of Significant Accounting Policies
Insurance & Retirement Services subsidiaries offer a wide range

(a) Principles of Consolidation: Certain of AIG’s foreign of insurance and retirement savings products both domestically
subsidiaries included in the consolidated financial statements and abroad. Insurance-oriented products consist of individual
report on a fiscal year ending November 30. The consolidated and group life, payout annuities, endowment, and accident and
financial statements include the accounts of AIG, its majority health policies. Retirement savings-oriented products consist
owned subsidiaries and those entities required to be consoli- generally of fixed and variable annuities.
dated under applicable accounting standards. See also Premiums for life insurance products and life contingent
Note 1(gg) herein. All material intercompany accounts and annuities are recognized as revenues when due. Estimates for
transactions have been eliminated. premiums due but not yet collected are accrued. Benefits and

expenses are provided against such revenues to recognize profits
(b) Basis of Presentation: The accompanying financial state-

over the estimated life of the policies. Revenues for universal
ments have been prepared on the basis of U.S. generally

life and investment-type products consist of policy charges for
accepted accounting principles (GAAP). The preparation of

the cost of insurance, administration, and surrenders during the
financial statements in conformity with GAAP requires man-

period. Policy charges collected with respect to future services
agement to make estimates and assumptions that affect the

are deferred and recognized in a manner similar to the deferred
reported amounts of assets and liabilities and disclosure of

policy acquisition costs related to such products. Expenses
contingent assets and liabilities at the date of the financial

include interest credited to policy account balances and benefit
statements and the reported amounts of revenues and expenses

payments made in excess of policy account balances. Personal
during the reporting periods. Actual results could differ from

accident products are accounted for in a manner similar to
those estimates.

general insurance products described above.
Policy acquisition costs for life insurance products areGeneral Insurance Operations: AIG’s General Insurance subsidi-

generally deferred and amortized over the premium payingaries are multiple line companies writing substantially all lines
period of the policy Statement of Financial Accountingof property and casualty insurance both domestically and
Standards No. 60, ‘‘Accounting and Reporting by Insuranceabroad. Premiums are earned primarily on a pro rata basis over
Enterprises’’ (FAS 60). Policy acquisition costs and policythe term of the related coverage. The reserve for unearned
issuance costs related to universal life and investment-typepremiums represents the portion of premiums written relating
products (investment-oriented products) are deferred and amor-to the unexpired terms of coverage.
tized, with interest, in relation to the incidence of estimatedAcquisition costs represent those costs, including commis-
gross profits to be realized over the estimated lives of thesions and premium taxes, that vary with and are primarily
contracts under Statement of Financial Accounting Standardsrelated to the acquisition of new business. These costs are
No. 97, ‘‘Accounting and Reporting by Insurance Enterprisesdeferred and amortized over the period in which the related
for Certain Long-Duration Contracts and for Realized Gainspremiums written are earned. The deferred policy acquisition
and Losses from the Sale of Investments’’ (FAS 97). Estimatedcost (DAC) asset is reviewed for recoverability based on the
gross profits are composed of net interest income, net realizedprofitability of the underlying insurance contracts. Investment
investment gains and losses, fees, surrender charges, expenses,income is not anticipated in the recoverability of deferred
and mortality and morbidity gains and losses.policy acquisition costs.

The resulting DAC asset is reviewed for recoverability basedLosses and loss expenses are charged to income as incurred.
on the profitability (both current and projected future) of theThe reserve for losses and loss expenses represents the
underlying insurance contracts.accumulation of estimates for reported losses and includes

The deferred policy acquisition costs for investment-orientedprovisions for losses incurred but not reported. The methods of
products are adjusted with respect to estimated gross profits asdetermining such estimates and establishing resulting reserves,
a result of changes in the net unrealized gains or losses on debtincluding amounts relating to reserves for estimated unrecover-
and equity securities available for sale. That is, as debt andable reinsurance, are reviewed and updated. Adjustments
equity securities available for sale are carried at aggregate fairresulting therefrom are reflected in income currently. AIG
value, an adjustment is made to deferred policy acquisitiondiscounts its loss reserves relating to workers compensation
costs equal to the change in amortization that would havebusiness written by its U.S. domiciled subsidiaries as permitted
been recorded if such securities had been sold at their statedby the domiciliary statutory regulatory authorities. As of year
aggregate fair value and the proceeds reinvested at currentend 2005, this discount is $512 million on a tabular basis and
yields. The change in this adjustment, net of tax, is included$1.11 billion on a non-tabular basis. Additionally, AIG
with the change in net unrealized gains/losses on debt anddiscounts liability business assumed by American International
equity securities available for sale that is credited or chargedReinsurance Company, Ltd. (AIRCO) from the Domestic
directly to comprehensive income. Deferred policy acquisitionBrokerage Group (DBG) as permitted by its domiciliary
costs have been decreased by $1.14 billion at December 31,regulatory authority. As of year end 2005, this discount is
2005 and decreased by $2.26 billion at December 31, 2004 for$490 million. The total amount of discount is $2.11 billion or
this adjustment. See also Note 4 herein.less than three percent of outstanding loss reserves as reflected

Value of Business Acquired (VOBA) is determined at timeon the accompanying consolidated balance sheet.
of acquisition. This value is based on present value of future
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States. AIGCFG, through its subsidiaries, is engaged in1. Summary of Significant Accounting Policies
developing a multi-product consumer finance business with anContinued
emphasis on emerging markets. See also Note 2 herein.pre-tax profits discounted at current yields applicable at time of

Finance charges are recognized as revenue using the interestpurchase. For products accounted under FAS 60, the VOBA is
method. Revenue ceases to be accrued when contractualamortized over the life of the business similar to that for
payments are not received for four consecutive months forDeferred Acquisition Costs based on the assumptions at
loans and retail sales contracts, and for six months forpurchase. For FAS 97 products, the VOBA is amortized in
revolving retail accounts and private label receivables. Exten-relation to the estimated gross profits to date for each period.
sion fees, late charges, and prepayment penalties are recognizedNo impairments have occurred for acquired business to date.
as revenue when received.The liabilities for future policy benefits and policyholders’

Direct costs of originating loans, net of nonrefundablecontract deposits are established using assumptions described in
points and fees, are deferred and included in the carryingNote 6.
amount of the related loans. The amount deferred is recognized
as an adjustment to finance charge revenues, using the interestFinancial Services: AIG’s Financial Services subsidiaries engage
method applied on a pool basis over a term that anticipatesin diversified activities including aircraft and equipment
prepayments. If loans are prepaid, any remaining deferral isleasing, capital markets transactions, consumer finance and
charged or credited to revenue.insurance premium financing.

The allowance for finance receivable losses is maintained atAIG’s Aircraft Finance operations represent the operations
a level considered adequate to absorb estimated credit losses inof International Lease Finance Corporation (ILFC), which
the existing portfolio. The portfolio is periodically evaluated ongenerates its revenues primarily from leasing new and used
a pooled basis and factors such as economic conditions,commercial jet aircraft to domestic and foreign airlines.
portfolio composition, and loss and delinquency experience areRevenues also result from the remarketing of commercial jets
considered in the evaluation of the allowance.for its own account, for airlines and for financial institutions.

Foreclosure proceedings are initiated on real estate loansILFC, as lessor, leases flight equipment principally under
when four monthly installments are past due, and these loansoperating leases. Accordingly, income is recognized over the
are charged off at foreclosure. All other finance receivables arelife of the lease as rentals become receivable under the
charged off when minimal or no collections have been madeprovisions of the lease or, in the case of leases with varying
for six months.payments, under the straight-line method over the noncancel-

Together, the Aircraft Finance, Capital Markets and Con-able term of the lease. In certain cases, leases provide for
sumer Finance operations generate the vast majority of theadditional payments contingent on usage. Rental income is
revenues produced by AIG’s consolidated Financial Servicesrecognized at the time such usage occurs less a provision for
operations.future contractual aircraft maintenance. ILFC is also a

Imperial A.I. Credit Companies also contribute to Financialremarketer of flight equipment for its own account and for
Services income. This operation engages principally in insur-airlines and financial institutions and provides, for a fee, fleet
ance premium financing for both AIG’s customers and those ofmanagement services to certain third-party operators. ILFC’s
other insurers.revenues from such operations consist of net gains on sales of

flight equipment, commissions and management service fees.
Asset Management Operations: AIG’s Asset Management opera-The Capital Markets operations of AIG are conducted
tions comprise a wide variety of investment-related servicesthrough AIG Financial Products Corp. and AIG Trading
and investment products including institutional and retail assetGroup, Inc. and their respective subsidiaries (collectively
management, broker dealer services and spread-based invest-referred to as AIGFP), which engages as principal in standard
ment business from the sale of guaranteed investment con-and customized interest rate, currency, equity, commodity,
tracts, also known as funding agreements (GICs). Suchenergy and credit products with top-tier corporations, financial
products and services are offered to individuals and institutionsinstitutions, governments, agencies, institutional investors, and
both domestically and overseas. The fees generated withhigh-net-worth individuals throughout the world. AIGFP also
respect to Asset Management operations are recognized asraises funds through municipal reinvestment contracts and
revenues when earned. Certain costs incurred in the sale ofother private and public securities offerings, investing the
mutual funds are deferred and subsequently amortized.proceeds in a diversified portfolio of high grade securities and

derivative transactions. AIGFP owns inventories in the com- (c) Investments in Fixed Maturities and Equity Securities:
modities in which it trades and may reduce the exposure to Bonds held to maturity are principally owned by the insurance
market risk through the use of swaps, forwards, futures, and subsidiaries and are carried at amortized cost where AIG has
option contracts. See also Note 2 herein. the ability and positive intent to hold these securities until

Consumer Finance operations include American General maturity.
Finance, Inc. and its subsidiaries (AGF) as well as AIG Where AIG may not have the positive intent to hold bonds
Consumer Finance Group, Inc. (AIGCFG). AGF provides a and preferred stocks until maturity and not classified as trading,
wide variety of consumer finance products, including non- these securities are considered to be available for sale and
conforming real estate mortgages, consumer loans, retail sales carried at current market values. Interest income with respect
finance and credit-related insurance to customers in the United to fixed maturity securities is accrued as earned.
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Impairment of mortgage loans on real estate and collateral1. Summary of Significant Accounting Policies
loans is based upon certain risk factors and when collection ofContinued
all amounts due under the contractual term is not probable.Premiums and discounts arising from the purchase of bonds
This impairment is generally measured based on the presentare treated as yield adjustments over their estimated lives or
value of expected future cash flows discounted at the loan’scall date, if applicable.
effective interest rate subject to the fair value of underlyingBond trading securities are carried at current market values,
collateral. Interest income on such loans is recognized as cashand changes in fair value are recorded in income currently.
is received.Common and preferred stocks are carried at current market

There is no allowance for policy loans, as these loans servevalues. Dividend income is generally recognized when
to reduce the death benefit paid when the death claim is madereceivable.
and the balances are effectively collateralized by the cashUnrealized gains and losses from investments in equity
surrender value of the policy.securities and fixed maturities available for sale are reflected as

a separate component of comprehensive income, net of (e) Financial Services – Flight Equipment: Flight equipment is
deferred income taxes in consolidated shareholders’ equity stated at cost. Major additions, modifications and interest are
currently. Unrealized gains and losses from investments in capitalized. Normal maintenance and repairs, airframe and
trading securities are reflected in income currently. Investments engine overhauls and compliance with return conditions of
in fixed maturities and equity securities are recorded on a trade flight equipment on lease are provided by and paid for by the
date basis. lessee. Under the provisions of most leases for certain airframe

Realized capital gains and losses are determined principally and engine overhauls, the lessee is reimbursed for costs
by specific identification. AIG evaluates its investments for incurred up to but not exceeding contingent rentals paid to
impairment. As a matter of policy, the determination that a AIG by the lessee. AIG provides a charge to income for such
security has incurred an other-than-temporary decline in value reimbursements based upon the expected reimbursements dur-
and the amount of any loss recognition requires the judgment ing the life of the lease. Depreciation and amortization are
of AIG’s management and a continual review of its computed on the straight-line basis to a residual value of
investments. approximately 15 percent over the estimated useful lives of the

In general, a security is considered a candidate for other- related assets but not exceeding 25 years. ILFC’s management
than-temporary impairment if it meets any of the following is very active in the airline industry and remains current on
criteria: issues affecting its fleet, including events and circumstances
m Trading at a significant (25 percent or more) discount to par that may affect impairment of aircraft values (e.g. residual

or amortized cost (if lower) for an extended period of time values, useful life, current and future revenue generating
(nine months or longer); capacity). Aircraft in the fleet are evaluated, as necessary,

m The occurrence of a discrete credit event resulting in (i) the based on these events and circumstances in accordance with
issuer defaulting on a material outstanding obligation; or Statement of Financial Accounting Standards (FAS) No. 144
(ii) the issuer seeking protection from creditors under the ‘‘Accounting for the Impairment or Disposal of Long-Lived
bankruptcy laws or any similar laws intended for the court Assets’’ (FAS 144). FAS 144 requires that long-lived assets be
supervised reorganization of insolvent enterprises; or (iii) the reviewed for impairment whenever events or changes in
issuer proposing a voluntary reorganization pursuant to circumstances indicate that the carrying amount of an asset
which creditors are asked to exchange their claims for cash may not be recoverable. Recoverability of assets is measured by
or securities having a fair value substantially lower than par comparing the carrying amount of an asset to future undis-
value of their claims; or counted net cash flows expected to be generated by the asset.

m In the opinion of AIG’s management, it is probable that These evaluations for impairment are significantly affected by
AIG may not realize a full recovery on its investment, estimates of future revenues and other factors which involve
irrespective of the occurrence of one of the foregoing some amount of uncertainty.
events. This caption also includes deposits for aircraft to be
Once a security has been identified as other-than-tempora- purchased. At the time the assets are retired or disposed of, the

rily impaired, the amount of such impairment is determined by cost and associated accumulated depreciation and amortization
reference to that security’s contemporaneous market price and are removed from the related accounts and the difference, net
recorded as a charge to earnings. of proceeds, is recorded as a gain or loss.

AIG also enters into dollar roll agreements. These are
(f) Financial Services – Securities Available for Sale, at mar-agreements to sell mortgage-backed securities and to repurchase
ket value: These securities are held to meet long-termsubstantially similar securities at a specified price and date in
investment objectives and are accounted for as available forthe future. At December 31, 2005, 2004 and 2003, there were
sale, carried at current market values and recorded on a trade-no dollar roll agreements outstanding.
date basis. This portfolio is hedged using interest rate, foreign

(d) Mortgage Loans on Real Estate, Policy, and Collateral exchange, commodity and equity derivatives. The market risk
Loans – net: Mortgage loans on real estate, policy loans, and associated with such hedges is managed on a portfolio basis,
collateral loans are carried at unpaid principal balances. with third party hedging transactions executed as necessary. As
Interest income on such loans is accrued as earned. hedge accounting treatment is not achieved in accordance with
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the transactions prior to maturity. AIG believes that such1. Summary of Significant Accounting Policies
differences are not significant to the financial condition orContinued
liquidity. Such differences would be immediately recognized inFAS 133, the unrealized gains and losses on these securities
income when the transactions are sold or closed out prior toresulting from changes in interest rates, currency rates and
maturity.equity prices are recorded in consolidated shareholders’ equity

while the unrealized gains and losses on the related economic (j) Financial Services – Trading Assets and Trading Liabilities:
hedges are reflected in operating income. Trading assets and trading liabilities include option premiums

paid and received and receivables from and payables to(g) Financial Services – Trading Securities, at market value:
counterparties which relate to unrealized gains and losses onTrading securities are held to meet short term investment
futures, forwards, and options and balances due from and dueobjectives, including hedging securities. These securities are
to clearing brokers and exchanges.recorded on a trade-date basis and carried at current market

Futures, forwards, and options purchased and written arevalues. Unrealized gains and losses are reflected in income
accounted for as derivatives on a trade-date basis and arecurrently.
carried at fair values. Unrealized gains and losses are reflected
in income currently. The fair values of futures contracts are(h) Financial Services – Spot Commodities: Spot commodities
based on closing exchange quotations. Commodity forwardare carried at lower of cost or market value and are recorded
transactions are carried at fair values derived from dealeron a trade-date basis. The exposure to market risk may be
quotations and underlying commodity exchange quotations. Forreduced through the use of forwards, futures and option
long-dated forward transactions, where there are no dealer orcontracts. Lower of cost or market value reductions in
exchange quotations, fair values are derived using internallycommodity positions and unrealized gains and losses in related
developed valuation methodologies based on observable andderivatives are reflected in income currently.
available market information. Options are carried at fair values

(i) Financial Services – Unrealized Gain and Unrealized Loss based on the use of valuation models that utilize, among other
on Swaps, Options and Forward Transactions: Interest rate, things, current interest or commodity rates, and foreign
currency, equity and commodity swaps, swaptions, options and exchange and volatility rates, as applicable.
forward transactions are accounted for as derivatives recorded

(k) Financial Services – Securities Purchased (Sold) Underon a trade-date basis and are carried at current market values
Agreements to Resell (Repurchase), at contract value:or estimated fair values when market values are not available.
Purchases of securities under agreements to resell and sales ofUnrealized gains and losses are reflected in income currently,
securities under agreements to repurchase are accounted for aswhere appropriate. In certain instances, when income is not
collateralized borrowing or lending transactions and are re-recognized upfront under EITF 02-03, ‘‘Issues Involved in
corded at their contracted resale or repurchase amounts, plusAccounting for Derivative Contracts Held for Trading Purposes
accrued interest. AIG’s policy is to take possession of or obtainand Contracts Involved in Energy Trading and Risk Manage-
a security interest in securities purchased under agreements toment Activities’’, (EITF 02-03), income is recognized over the
resell.life of the contract. Estimated fair values are based on the use

AIG minimizes the credit risk that counterparties toof valuation models that utilize, among other things, current
transactions might be unable to fulfill their contractualinterest, foreign exchange, equity, commodity and volatility
obligations by monitoring customer credit exposure and collat-rates. AIG attempts to secure reliable and independent current
eral value and generally requiring additional collateral to bemarket prices, such as published exchange prices, external
deposited with AIG when deemed necessary.subscription services’ prices such as Bloomberg or Reuters or

third-party broker quotes for use in its models. When such
(l) Financial Services – Finance Receivables: Finance receiv-prices are not available, AIG uses an internal methodology
ables are carried at amortized cost which includes accruedwhich includes interpolation and extrapolation from observable
finance charges on interest bearing finance receivables, unam-and verifiable prices nearest to the dates of the transactions.
ortized deferred origination costs, and unamortized net premi-These valuations represent an assessment of the present values
ums and discounts on purchased finance receivables. They areof expected future cash flows of these transactions and reflect
net of unamortized finance charges and unamortized points andmarket and credit risk. The portfolio’s discounted cash flows
fees. The allowance for finance receivable losses is establishedare evaluated with reference to current market conditions,
through the provision for finance receivable losses charged tomaturities within the portfolio, and other relevant factors.
expense.Based upon this evaluation, it is determined what offsetting

transactions, if any, are necessary to reduce the market risk of (m) Securities Lending Collateral and Securities Lending
the portfolio. AIG manages its market risk with a variety of Payable: AIG’s insurance and asset management operations
transactions, including swaps, trading securities, futures and lend their securities and primarily take cash as collateral with
forward contracts and other transactions as appropriate. Be- respect to the securities lent. Invested collateral consists
cause of the limited liquidity of some of these instruments, the primarily of floating rate debt securities. Income earned on
recorded values of these transactions may be different from the invested collateral, net of interest payable to the collateral
values that might be realized if AIG were to sell or close out provider, is recorded in net investment income.
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lion, $244 million and $217 million, for 2005, 2004, and 2003,1. Summary of Significant Accounting Policies
respectively.Continued

The market value of securities pledged under securities (r) Deposit Liabilities: AIG has entered into certain insurance
lending arrangements were $59.0 billion and $48.8 billion as of and reinsurance contracts, primarily in its general insurance
December 31, 2005 and 2004, respectively. Of these amounts, segment, which do not contain sufficient amount and timing
$58.3 billion and $48.2 billion represent securities included in risk to be accounted for as insurance or reinsurance. Accord-
bonds available for sale in AIG’s consolidated balance sheet as ingly, these transactions are recorded based upon deposit
of December 31, 2005 and 2004, respectively. accounting, and the premiums received, after deduction for

certain related expenses, are recorded as deposits within Other(n) Other Invested Assets: Other invested assets consist prima-
liabilities on the consolidated balance sheet. Net proceeds ofrily of investments by AIG’s insurance operations in hedge
these deposits are invested and generate net investmentfunds and limited partnerships.
income. As amounts are paid, consistent with the underlyingHedge funds and limited partnerships in which AIG holds
contracts, the deposit liability is reduced. Periodically, AIGin the aggregate less than a five percent interest are reported at
evaluates the expected payments to be made under eachfair value. The change in fair value is recognized as a
contract and adjusts the deposit liability through earnings incomponent of other comprehensive income.
the current period.With respect to hedge funds and limited partnerships in

which AIG holds in the aggregate a five percent or greater (s) Investments in Partially Owned Companies: Generally, the
interest or less than five percent interest but AIG has more equity method of accounting is used for AIG’s investment in
than a minor influence over the operations of the investee, companies in which AIG’s ownership interest approximates
AIG’s carrying value is the net asset value. The changes in 20 percent but is not greater than 50 percent (minority owned
such net asset values accounted for under the equity method companies). At December 31, 2005, AIG’s significant invest-
are recorded in earnings through net investment income. ments in partially owned companies included its 24.3 percent

AIG obtains the fair value of its investments in limited interest in IPC Holdings, Ltd., its 23.4 percent interest in
partnerships and hedge funds from information provided by the Allied World Assurance Holdings, Ltd., its 26 percent interest
general partner or manager of each of these investments, the in Tata AIG Life Insurance Company, Ltd., its 26 percent
accounts of which are generally audited on an annual basis. interest in Tata AIG General Insurance Company, Ltd. and its

24.5 percent interest in The Fuji Fire and Marine Insurance(o) Short-term investments: Short-term investments consist of
Co., Ltd. This balance sheet caption also includes investmentsinterest bearing cash equivalents, time deposits, and invest-
in less significant partially owned companies. The amounts ofments maturing within one year, such as commercial paper.
dividends received from unconsolidated entities where AIG’s
ownership interest is less than 50 percent were $146 million,(p) Reinsurance Assets: Reinsurance assets include the bal-
$22 million and $13 million in 2005, 2004 and 2003,ances due from both reinsurance and insurance companies
respectively. The undistributed earnings of unconsolidatedunder the terms of AIG’s reinsurance agreements for paid and
entities where AIG’s ownership interest is less than 50 percentunpaid losses and loss expenses, ceded unearned premiums and
were $179 million, $445 million and $320 million as ofceded future policy benefits for life and accident and health
December 31, 2005, 2004 and 2003, respectively.insurance contracts and benefits paid and unpaid. Amounts

related to paid and unpaid losses and loss expenses with respect
(t) Real Estate and Other Fixed Assets: The costs of buildingsto these reinsurance agreements are substantially collateralized.
and furniture and equipment are depreciated principally on a
straight-line basis over their estimated useful lives (maximum(q) Other Assets: Other assets consist of prepaid expenses,
of 40 years for buildings and ten years for furniture andincluding deferred advertising costs, derivatives assets at market
equipment). Expenditures for maintenance and repairs arevalue, and other deferred charges. Generally, advertising costs
charged to income as incurred; expenditures for bettermentsare expensed as incurred except for certain direct response
are capitalized and depreciated.campaigns, which are deferred over the expected future benefit

AIG periodically assesses the carrying value of its real estateperiod in accordance with Statement of Position 93-7, ‘‘Re-
relative to the market values of real estate within the specificporting on Advertising Costs.’’ In instances where AIG can
local area, for the purpose of determining any assetdemonstrate that its direct-response advertising, whose primary
impairment.purpose is to elicit sales to customers, can be shown to have

responded specifically to the advertising and that results in
(u) Separate and Variable Accounts: Separate and variableprobable future economic benefits are capitalized. Deferred
accounts represent funds for which investment income andadvertising costs are included in other assets, are amortized on
investment gains and losses accrue directly to the policyholdersa campaign by campaign basis over the expected economic
who predominantly bear the investment risk. Each account hasfuture benefit period and reviewed regularly for recoverability.
specific investment objectives, and the assets are carried atThe amount reported in other assets was $915 million and
market value. The assets of each account are legally segregated$879 million at December 31, 2005 and 2004, respectively.
and are not subject to claims which arise out of any otherThe amount of expense amortized into earnings was $272 mil-
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in highly inflationary economies are recorded in income.1. Summary of Significant Accounting Policies
Exchange gains and losses resulting from foreign currencyContinued
transactions are recorded in income currently. The exchangebusiness of AIG. The liabilities for these accounts are generally
gain or loss with respect to utilization of qualifying foreignequal to the account assets.
exchange hedging activities is recorded as a component of
other comprehensive income. In the situation where the(v) Financial Services – Securities and Spot Commodities Sold
qualifying hedge is identified to an underlying foreign currencybut not yet Purchased, at market value: Securities and spot
transaction, the hedging activity exchange or loss is transferredcommodities sold but not yet purchased represent sales of
out of other comprehensive income and netted against thesecurities and spot commodities not owned at the time of sale.
exchange gain or loss of the underlying in income.The obligations arising from such transactions are recorded on

a trade-date basis and carried at market values. (cc) Income Taxes: Deferred tax assets and liabilities are
recorded for the effects of temporary differences between the(w) Liabilities Connected to Trust Preferred Stock: Liabilities
tax basis of an asset or liability and its reported amount in theconnected to trust preferred stock principally relates to
Consolidated Financial Statements. AIG assesses its ability tooutstanding securities issued by AGC, a wholly owned subsidi-
realize deferred tax assets primarily based on the earningsary of AIG. Cash distributions on such preferred stock are
history, the future earnings potential, the reversal of taxableaccounted for as interest expense.
temporary differences, and the tax planning strategies available

(x) Preferred Shareholders’ Equity in Subsidiary Companies: to the legal entities recognizing deferred tax assets, all through
Preferred shareholders’ equity in subsidiary companies relates which realization of deferred tax assets will be achieved, as
principally to outstanding preferred stock or interest of ILFC, a discussed in Statement of Financial Accounting Standards
wholly owned subsidiary of AIG. Cash distributions on such No. 109, ‘‘Accounting for Income Taxes.’’ See Note 3 herein
preferred stock or interest are accounted for as interest for further discussion of income taxes.
expense.

(dd) Earnings Per Share: Basic earnings per common share are
(y) Other Policyholders’ Funds: Other policyholders’ funds are based on the weighted average number of common shares
reported at cost and include any policyholders’ funds on outstanding, retroactively adjusted to reflect all stock dividends
deposit which encompasses premium deposits and similar items. and stock splits. Diluted earnings per share are based on those

shares used in basic earnings per share plus shares that would(z) Other Liabilities: Other liabilities consist of other funds on
have been outstanding assuming issuance of common shares fordeposits, derivatives liabilities at market value, and other
all dilutive potential common shares outstanding, retroactivelypayables.
adjusted to reflect all stock dividends and stock splits.

(aa) Short- and Long-Term Borrowings: AIG’s funding is prin-
The computation of earnings per share for December 31,cipally obtained from medium-term and long-term borrowings.
2005, 2004 and 2003 was as follows:Commercial paper, when issued at a discount, is recorded at

the proceeds received and accreted to its par value. Long-term
Years Ended December 31,borrowings are carried at the principal amount borrowed, net (in millions, except per share data) 2005 2004 2003

of unamortized discounts or premiums. See Note 9 herein for
Numerator for basic earnings peradditional information.

share:
Income before cumulative effect of(bb) Translation of Foreign Currencies: Financial statement

accounting changes $10,477 $9,983 $8,099accounts expressed in foreign currencies are translated into
Cumulative effect of accountingU.S. dollars in accordance with Statement of Financial

changes, net of tax – (144) 9Accounting Standards No. 52, ‘‘Foreign Currency Translation’’
Net income applicable to common(FAS 52). Under FAS 52, functional currency assets and

stock $10,477 $9,839 $8,108liabilities are translated into U.S. dollars generally using
current rates of exchange prevailing at the balance sheet date Denominator for basic earnings per

share:of each respective subsidiary and the related translation
Average shares outstanding used inadjustments are recorded as a separate component of compre-

the computation of per sharehensive income, net of any related taxes, in consolidated
earnings:shareholders’ equity. Functional currencies are generally the
Common stock issued 2,752 2,752 2,752currencies of the local operating environment. Income state-
Common stock in treasury (155) (146) (142)ment accounts expressed in functional currencies are translated

Average shares outstanding – basic 2,597 2,606 2,610using average exchange rates. The adjustments resulting from
(continued)translation of financial statements of foreign entities operating
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of AIG’s operating income. However, in certain instances,1. Summary of Significant Accounting Policies
when income is not recognized upfront under EITF 02-03,Continued
income is recognized over the life of the contract, where

Years Ended December 31, appropriate.
(in millions, except per share data) 2005 2004 2003 The discussion below relates to the derivative activities of
Numerator for diluted earnings per AIG (other than those of AIGFP) that qualify for hedge

share: accounting treatment under FAS 133.
Income before cumulative effect of For derivatives designated as hedges, on the date the

accounting changes $10,477 $9,983 $8,099 derivative contract is entered into, AIG designates the
Cumulative effect of accounting derivative as: (i) a hedge of the subsequent changes in the fair

changes, net of tax – (144) 9 value of a recognized asset or liability or of an unrecognized
Net income applicable to firm commitment (‘‘fair value’’ hedge); (ii) a hedge of a

common stock 10,477 9,839 8,108 forecasted transaction, or the variability of cash flows to be
received or paid related to a recognized asset or liability (‘‘cashInterest on contingently convertible
flow’’ hedge); or (iii) a hedge of a net investment in a foreignbonds, net of tax(a) 11 11 11
operation. Fair value and cash flow hedges may involve foreignAdjusted net income applicable to
currencies (‘‘foreign currency hedges’’). The gain or loss in thecommon stock(a) $10,488 $9,850 $8,119
fair value of a derivative that is appropriately and contempora-Denominator for diluted earnings per
neously documented, designated and is highly effective as a fairshare:
value hedge is recorded in current period earnings, along withAverage shares outstanding 2,597 2,606 2,610
the loss or gain on the hedged item attributable to the hedgedIncremental shares from potential
risk. The gain or loss in the fair value of a derivative that iscommon stock:
appropriately and contemporaneously documented, designatedAverage number of shares arising
and is highly effective as a cash flow hedge is recorded in otherfrom outstanding employee stock
comprehensive income, until earnings are affected by theplans (treasury stock method)(b) 21 22 18
variability of cash flows. Of the amount deferred in OtherContingently convertible bonds(a) 9 9 9
Comprehensive Income at December 31, 2005, AIG does notAdjusted average shares
expect a material amount to be reclassified into earnings overoutstanding – diluted(a) 2,627 2,637 2,637
the next twelve months. The portion of the gain or loss in the

Earnings per share:
fair value of a derivative in a cash flow hedge that represents

Basic:
hedge ineffectiveness is recognized immediately in currentIncome before cumulative effect of
period earnings. The amount of ineffectiveness was notaccounting changes $ 4.03 $ 3.83 $ 3.10
material for 2005, 2004 and 2003. The gain or loss in the fairCumulative effect of accounting
value of a derivative that is appropriately and contemporane-changes, net of tax – (0.06) –
ously documented, designated and is highly effective as a hedge

Net income $ 4.03 $ 3.77 $ 3.10 of a net investment in a foreign operation is recorded in the
Diluted: foreign currency translation adjustments account within other
Income before cumulative effect of comprehensive income. Changes in the fair value of derivatives

accounting changes $ 3.99 $ 3.79 $ 3.07 used for other than hedging activities are reported in current
Cumulative effect of accounting period earnings (principally in realized capital gains and losses

changes, net of tax – (0.06) – for AIG’s insurance operations). AIG had no hedges that were
Net income $ 3.99 $ 3.73 $ 3.07 considered fair value hedges at December 31, 2005. At

December 31, 2005, AIG’s hedge accounting was limited to(a) Assumes conversion of contingently convertible bonds due to the
cash flow hedge accounting primarily related to the hedge ofadoption of EITF Issue No. 04-8 ‘‘Accounting Issues Related to

Certain Features of Contingently Convertible Debt and the Effect on forecasted transactions.
Diluted Earnings per Share.’’ AIG assesses, both at the hedge’s inception and on an

(b) Certain shares arising from employee stock plans were not included in ongoing basis, whether the derivatives used in hedgingthe computation of diluted earnings per share where the exercise price of
transactions are highly effective in offsetting changes in fairthe options exceeded the average market price and would have been

antidilutive. The number of shares excluded were 19 million, 7 million values or cash flows of hedged items.
and 26 million for 2005, 2004 and 2003, respectively. As of January 1, 2005 and December 31, 2005, the related

balance of accumulated derivative net loss arising from cash(ee) Derivatives: AIG carries all derivatives in the consoli-
flow hedges, net of tax, was $53 million and $25 million,dated balance sheet at fair value. The financial statement
respectively. Of the change in accumulated derivative net gain,recognition of the change in the fair value of a derivative
$3 million represents current period changes in fair values ofdepends on a number of factors, including the intended use of
derivatives used in cash flow hedge transactions, and $25 mil-the derivative and the extent to which it is effective as part of
lion represents current period reclassifications to operatinga hedge transaction. The changes in fair value of the derivative
income.transactions of AIGFP are currently presented as a component
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involves the absorbing and/or receiving of variability indirectly1. Summary of Significant Accounting Policies
from the entity (rather than directly). The identification of anContinued
implicit variable interest is a matter of judgment that dependsIn addition to hedging activities, AIG also uses derivative
on the relevant facts and circumstances. The adoption ofinstruments with respect to investment operations, which
FSP FIN46R-5 did not have a material effect on AIG’sinclude, among other things, credit default swaps, and purchas-
financial condition or results of operations.ing investments with embedded derivatives, such as equity

In July 2003, the American Institute of Certified Publiclinked notes and convertible bonds. All changes in the market
Accountants issued Statement of Position 03-1, ‘‘Accountingvalue of these derivatives are recorded in earnings. AIG
and Reporting by Insurance Enterprises for Certain Nontradi-bifurcates an embedded derivative where: (i) the economic
tional Long-Duration Contracts and for Separate Accounts’’characteristics of the embedded instruments are not clearly and
(SOP 03-1). See also Note 21 herein.closely related to those of the remaining components of the

In December 2003, FASB issued Statement of Financialfinancial instrument; (ii) the contract that embodies both the
Accounting Standards No. 132 (Revised), ‘‘Employers’ Disclo-embedded derivative instrument and the host contract is not
sures About Pensions and Other Post Retirement Benefits,’’remeasured at fair value; and (iii) a separate instrument with
which revised disclosure requirements with respect to definedthe same terms as the embedded instrument meets the
benefit plans. See also Note 15 herein.definition of a derivative under Statement of Financial

At the March 2004 meeting, the Emerging Issue Task ForceAccounting Standards No. 133, ‘‘Accounting for Derivative
(EITF) reached a consensus with respect to Issue No. 03-1,Instruments and Hedging Activities.’’ See also Note 20 herein.
‘‘The Meaning of Other-Than-Temporary Impairment and Its
Application to Certain Investments.’’ On September 30, 2004,(ff) Goodwill and Intangible Assets: Goodwill is reviewed for
the FASB issued FASB Staff Position (FSP) EITF No. 03-1-1,impairment on an annual basis, or more frequently if circum-
Effective Date of Paragraphs 10-20 of EITF Issue No. 03-1,stances indicate that a possible impairment has occurred. The
‘‘The Meaning of Other-Than-Temporary Impairment and Itsassessment of impairment involves a two-step process whereby
Application to Certain Investments’’ delaying the effectivean initial assessment for potential impairment is performed,
date of this guidance until the FASB has resolved certainfollowed by a measurement of the amount of impairment, if
implementation issues with respect to this guidance, but theany. No impairment has been recorded by AIG in 2005, 2004
disclosures remain effective. This FSP, retitled FSP FAS 115-1,or 2003.
‘‘The Meaning of Other-Than-Temporary Impairment and ItsOn August 29, 2003, AIG acquired 100 percent of the
Application to Certain Investments,’’ replaces the measurementoutstanding common shares of GE Edison Life Insurance
and recognition guidance set forth in Issue No. 03-1 andCompany in Japan and the U.S.-based auto and home
codifies certain existing guidance on impairment. Adoption ofinsurance business of General Electric Company (GE) for
FSP FAS 115-1 is not expected to have a material effect on$2.1 billion. The acquisition expanded AIG’s life insurance
AIG’s financial condition or results of operations.presence in Japan and AIG’s auto and home insurance

At the September 2004 meeting, the EITF reached apresence in the U.S. At the date of acquisition, the fair values
consensus with respect to Issue No. 04-8, ‘‘Accounting Issuesof the assets acquired and liabilities assumed were $20 billion
Related to Certain Features of Contingently Convertible Debtand $19 billion, respectively. Goodwill associated with this
and the Effect on Diluted Earnings per Share.’’ This Issuetransaction as of December 31, 2003 amounted to $1.3 billion,
addresses when the dilutive effect of contingently convertibleprimarily related to the life business.
debt (Co-Cos) with a market price trigger should be includedOther changes in the carrying amount of goodwill are
in diluted earnings per share (EPS). The adoption of Issueprimarily caused as a result of foreign currency translation
No. 04-8 did not have a material effect on AIG’s diluted EPS.adjustments and other purchase price adjustments.

In December 2004, the FASB issued Statement No. 123
(gg) Recent Accounting Standards: In December 2003, FASB (revised 2004), ‘‘Share-Based Payment’’ (FAS 123R).
issued Interpretation No. 46R, ‘‘Consolidation of Variable FAS 123R and its related interpretive guidance replaces
Interest Entities Revised’’ (FIN46R). See also Note 19 herein. FAS No. 123, ‘‘Accounting for Stock-Based Compensation’’

In March 2005, FASB issued FSP FIN46R-5 ‘‘Implicit (FAS 123), and supersedes Accounting Principles Board
Variable Interests under FASB Interpretation No. 46 (revised Opinion No. 25, ‘‘Accounting for Stock Issued to Employees’’
December 2003), Consolidation of Variable Interest Entities’’ (APB 25). FAS 123, as originally issued in 1995, established as
(FSP FIN46R-5) to address whether a reporting enterprise has preferable a fair-value-based method of accounting for share-
an implicit variable interest in a variable interest entity (VIE) based payment transactions with employees. On January 1,
or potential VIE when specific conditions exist. Although 2003, AIG adopted the recognition provisions of FAS 123. See
implicit variable interests are mentioned in FIN46R, the term also Note 14 herein. In April 2005, the SEC delayed the
is not defined and only one example is provided. effective date for FAS 123R until the first fiscal year beginning
FSP FIN46R-5 offers additional guidance, stating that implicit after June 15, 2005. As a result, AIG expects to adopt the
variable interests are implied financial interests in an entity provisions of the revised FAS 123R and its related interpretive
that change with changes in the fair value of the entity’s net guidance in the first quarter of 2006. For its service-based
assets exclusive of variable interests. An implicit variable awards (1999 Stock Option Plan, 2002 Stock Incentive Plan,
interest acts the same as an explicit variable interest except it and 1999 Employee Stock Purchase Plan), AIG recognizes
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Partners Have Certain Rights’’. The Issue addresses what rights1. Summary of Significant Accounting Policies
held by the limited partner(s) preclude consolidation inContinued
circumstances in which the sole  general partner wouldcompensation on a straight-line basis over the scheduled
consolidate the limited partnership in accordance with gener-vesting period. Upon adoption of FAS 123R, AIG will
ally accepted accounting principles absent the existence of therecognize compensation expense to the scheduled retirement
rights held by the limited partner(s). Based on that consensus,date for employees near retirement. AIG does not expect the
the EITF also agreed to amend the consensus in Issueeffect of this change to be material to AIG’s results of
No. 96-16, ‘‘Investor’s Accounting for an Investee When theoperations. Consistent with the requirements of FAS 123R,
Investor Has a Majority of the Voting Interest but theAIG will recognize the unvested portion of its APB 25 awards
Minority Shareholders Have Certain Approval or Veto Rights.’’as compensation expense over the remaining vesting period.
The guidance in this Issue is effective after June 29, 2005 forIn December, 2005 and January, 2006, C.V. Starr & Co.,
general partners of all new limited partnerships formed and forInc. (Starr) made tender offers to AIG employees holding Starr
existing limited partnerships for which the partnership agree-common and preferred stock. In conjunction with AIG’s
ments are modified. For general partners in all other limitedadoption of FAS 123R, Starr is considered to be an ‘‘economic
partnerships, the guidance in this Issue is effective beginninginterest holder’’ in AIG. As a result, AIG expects to include
January 1, 2006. The effect of the adoption of this EITF Issuethe compensation expense related to the 2006 tender offer in
on existing partnerships that were modified and new partner-its consolidated financial statements for the first quarter of
ships entered into after June 29, 2005, was not material to2006.
AIG’s financial condition or results of operations. For all otherAIG is currently assessing the effect of FAS 123R and
partnerships, AIG is currently assessing the effect of adoptingbelieves the effect will not be material to AIG’s financial
this EITF Issue.condition or results of operations.

On June 29, 2005, FASB issued Statement 133 Implementa-On December 16, 2004, the FASB issued Statement
tion Issue No. B38, ‘‘Embedded Derivatives: Evaluation of NetNo. 153, ‘‘Exchanges of Nonmonetary Assets — An Amend-
Settlement with Respect to the Settlement of a Debtment of APB Opinion No. 29’’ (FAS 153). FAS 153 amends
Instrument through Exercise of an Embedded Put Option orAPB Opinion No. 29, ‘‘Accounting for Nonmonetary Transac-
Call Option.’’ This implementation guidance relates to thetions.’’ The amendments made by FAS 153 are based on the
potential settlement of the debtor’s obligation to the creditorprinciple that exchanges of nonmonetary assets should be
that would occur upon exercise of the put option or callmeasured based on the fair value of the assets exchanged.
option, which meets the net settlement criterion in FAS 133Further, the amendments eliminate the narrow exception for
paragraph 9(a). The effective date of the implementationnonmonetary exchanges of similar productive assets and replace
guidance is January 1, 2006. AIG is currently assessing theit with a broader exception for exchanges of nonmonetary
effect of implementing this guidance.assets that do not have ‘‘commercial substance.’’ Previously,

On June 29, 2005, FASB issued Statement 133 Implementa-APB Opinion No. 29 required that the accounting for an
tion Issue No. B39, ‘‘Application of Paragraph 13(b) to Callexchange of a productive asset for a similar productive asset or
Options That Are Exercisable Only by the Debtor.’’ Thean equivalent interest in the same or similar productive asset
conditions in FAS 133 paragraph 13(b) do not apply to anshould be based on the recorded amount of the asset
embedded call option in a hybrid instrument containing a debtrelinquished. The provisions in FAS 153 are effective for
host contract if the right to accelerate the settlement of thenonmonetary asset exchanges beginning July 1, 2005. The
debt can be exercised only by the debtor (issuer/borrower).adoption of FAS 153 did not have a material effect on AIG’s
This guidance does not apply to other embedded derivativefinancial condition or results of operations.
features that may be present in the same hybrid instrument.On June 1, 2005, the FASB issued Statement No. 154,
The effective date of the implementation guidance is Janu-‘‘Accounting Changes and Error Corrections’’ (FAS 154).
ary 1, 2006. AIG is currently assessing the effect of implement-FAS 154 replaces APB Opinion No. 20, ‘‘Accounting
ing this guidance.Changes’’ and FASB Statement No. 3, ‘‘Reporting Accounting

On September 19, 2005, FASB issued Statement of Posi-Changes in Interim Financial Statements.’’ FAS 154 requires
tion 05-1, ‘‘Accounting by Insurance Enterprises for Deferredthat a voluntary change in accounting principle be applied
Acquisition Costs in Connection with Modifications or Ex-retrospectively with all prior period financial statements
changes of Insurance Contracts.’’ SOP 05-1 provides guidancepresented on the new accounting principle, unless it is
on accounting for deferred acquisition costs on internalimpracticable to do so. FAS 154 also provides that a correction
replacements of insurance and investment contracts other thanof errors in previously issued financial statements should be
those specifically described in FASB Statement No. 97,termed a ‘‘restatement.’’ The new standard is effective for
‘‘Accounting and Reporting by Insurance Enterprises foraccounting changes and correction of errors beginning Janu-
Certain Long-Duration Contracts and for Realized Gains andary 1, 2006.
Losses from the Sale of Investments.’’ The SOP defines anAt the June 2005 meeting, the EITF reached a consensus
internal replacement as a modification in product benefits,with respect to Issue No. 04-5, ‘‘Determining Whether a
features, rights, or coverage that occurs by the exchange of aGeneral Partner, or the General Partners as a Group, Controls
contract for a new contract, or by amendment, endorsement,a Limited Partnership or Similar Entity When the Limited
or rider to a contract, or by the election of a feature or
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AIG’s current management of these operations. Information for1. Summary of Significant Accounting Policies
years prior to 2004 included herein has been reclassified toContinued
show AIG’s results of operations and financial position on acoverage within a contract. The effective date of the
comparable basis with the 2004 presentation. These segmentsimplementation guidance is January 1, 2007. AIG is currently
and their respective operations are as follows:assessing the effect of implementing this guidance.

On February 16, 2006, the FASB issued FAS No. 155, General Insurance: AIG’s General Insurance subsidiaries are
‘‘Accounting for Certain Hybrid Financial Instruments’’ multiple line companies writing substantially all lines of
(FAS 155), an amendment of FAS 140 and FAS 133. FAS 155 property and casualty insurance both domestically and abroad.
permits the Company to elect to measure any hybrid financial AIG’s principal General Insurance operations are as follows:
instrument at fair value (with changes in fair value recognized DBG writes substantially all classes of business insurance in
in earnings) if the hybrid instrument contains an embedded the U.S. and Canada, accepting such business mainly from
derivative that would otherwise be required to be bifurcated insurance brokers.
and accounted for separately under FAS 133. The election to Transatlantic Holdings, Inc. (Transatlantic) subsidiaries offer
measure the hybrid instrument at fair value is made on an reinsurance capacity on both a treaty and facultative basis both
instrument-by-instrument basis and is irrevocable. FAS 155 will in the U.S. and abroad. Transatlantic structures programs for a
be effective for all instruments acquired, issued, or subject to a full range of property and casualty products with an emphasis
remeasurement event occurring after the beginning of the on specialty risks.
AIG’s fiscal year that begins after September 15, 2006, with AIG’s Personal Lines operations provide automobile insur-
earlier adoption permitted as of the beginning of 2006, ance through AIG Direct, the mass marketing operation of
provided that financial statements for any interim period of AIG, Agency Auto Division and 21st Century Insurance
that fiscal year have not been issued. AIG has not yet decided Group (21st Century), as well as a broad range of coverages for
whether it will early adopt FAS 155 effective January 1, 2006, high net-worth individuals through the AIG Private Client
and is assessing the effect of this change in accounting. Group.

Mortgage Guaranty operations provide guaranty insurance
(hh) Restatements: AIG has completed two restatements of its primarily on conventional first mortgage loans on single family
financial statements (the Restatements). In connection with dwellings and condominiums.
the first restatement (the First Restatement) included in the AIG’s Foreign General Insurance group accepts risks prima-
Annual Report on Form 10-K for the year ended December 31, rily underwritten through American International Underwriters
2004 filed on May 31, 2005, AIG restated its consolidated (AIU), a marketing unit consisting of wholly owned agencies
financial statements and financial statement schedules for the and insurance companies. The Foreign General Insurance
years ended December 31, 2003, 2002, 2001 and 2000, the group also includes business written by AIG’s foreign-based
quarters ended March 31, June 30 and September 30, 2004 and insurance subsidiaries. The Foreign General Insurance group
2003 and the quarter ended December 31, 2003. In the second uses various marketing methods to write both business and
restatement (the Second Restatement) included in the Annual consumer lines insurance with certain refinements for local
Report on Form 10-K/A for the year ended December 31, 2004 laws, customs and needs. AIU operates in Asia, the Pacific
filed on March 16, 2006, AIG restated its consolidated Rim, the United Kingdom, Europe, Africa, the Middle East
financial statements and financial statement schedules for the and Latin America.
years ended December 31, 2004, 2003 and 2002, along with

Life Insurance & Retirement Services: AIG’s Life Insurance &2001 and 2000 for purposes of preparation of the Consolidated
Retirement Services subsidiaries offer a wide range of insuranceFinancial Data for 2001 and 2000, the quarterly financial
and retirement savings products both domestically and abroad.information for 2004 and 2003 and the first three quarters of
Insurance-oriented products consist of individual and group2005. See Note 22 herein. AIG, however, did not amend its
life, payout annuities, endowment and accident and healthquarterly report on Form 10-Q for the quarter ended
policies. Retirement savings products consist of fixed andSeptember 30, 2005 because the adjustments to the financial
variable annuities.statements included therein were not material to those

AIG’s principal overseas Life Insurance & Retirementfinancial statements. The consolidated financial statements
Services operations are American Life Insurance Companyincluded in this Annual Report on Form 10-K reflect the
(ALICO), American International Assurance Company, Lim-Restatements.
ited, together with American International Assurance Com-
pany (Bermuda) Limited (AIA), Nan Shan Life Insurance2. Segment Information
Company, Ltd. (Nan Shan), The Philippine American Life

In 2003 and prior years, AIG’s operations were conducted by and General Insurance Company (PhilamLife), AIG Edison
its subsidiaries principally through four operating segments: Life Insurance Company (AIG Edison Life) and AIG Star Life
General Insurance, Life Insurance, Financial Services and Insurance Co. Ltd. (AIG Star Life).
Retirement Services & Asset Management. Beginning with the AIG’s principal domestic Life Insurance & Retirement
first quarter of 2004, AIG reports Retirement Services results Services operations are American General Life Insurance
in the same segment as Life Insurance, reflecting the conver- Company (AG Life), The United States Life Insurance
gence of protective financial and retirement products and Company in the City of New York (USLIFE), American
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AIG’s Capital Markets operations derive substantially all2. Segment Information
their revenues from hedged financial positions entered inContinued
connection with counterparty transactions rather than fromGeneral Life and Accident Insurance Company (AGLA), AIG
speculative transactions. These subsidiaries participate in theAnnuity Insurance Company (AIG Annuity), The Variable
derivatives and financial transactions dealer markets con-Annuity Life Insurance Company (VALIC) and AIG Retire-
ducting, primarily as principal, an interest rate, currency,ment Services, Inc (AIG SunAmerica).
equity, commodity, energy and credit products business.AIRCO acts as an internal reinsurance company for AIG’s

Consumer Finance operations include AGF as well asforeign life operations.
AIGCFG. AGF and AIGCFG provide a wide variety of
consumer finance products, including non-conforming realFinancial Services: AIG’s Financial Services subsidiaries engage
estate mortgages, consumer loans, retail sales finance andin diversified financial products and services including aircraft
credit-related insurance to customers both domestically andand equipment leasing, capital markets transactions, consumer
overseas, particularly in emerging markets.finance and insurance premium financing.

AIG’s Aircraft Finance operations represent the operations
Asset Management: AIG’s Asset Management operations com-of ILFC, which generates its revenues primarily from leasing
prise a wide variety of investment-related services and invest-new and used commercial jet aircraft to domestic and foreign
ment products including institutional and retail assetairlines. Revenues also result from the remarketing of commer-
management, broker dealer services and spread-based invest-cial jets for its own account, for airlines and for financial
ment business from the sale of guaranteed investment con-institutions.
tracts, also known as funding agreements (GICs). SuchAIG’s Capital Markets operations are conducted through
products and services are offered to individuals and institutionsAIGFP. As Capital Markets is a transaction-oriented operation,
both domestically and overseas.current and past revenues and operating results may not

provide a basis for predicting future performance. Also, AIG’s
Capital Markets operations may be adversely affected by the
downgrades in AIG’s credit ratings.
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(a) The following table summarizes the operations by major operating segment for the years ended December 31, 2005, 2004
and 2003:

Operating Segments

Life
Insurance

General & Retirement Financial Asset Reclassifications
(in millions) Insurance Services Services Management Other(a) Total and Eliminations Consolidated

2005
Revenues(b) $ 45,174 $ 47,316 $ 10,525 $ 5,325 $ 565 $ 108,905 $ – $ 108,905
Interest expense 7 83 5,279 11 293 5,673 – 5,673
Operating income (loss) 

before minority interest 2,315 8,844 4,276 2,253 (2,475)(c) 15,213 – 15,213
Income taxes (benefits) 140 2,176 1,366 718 (142) 4,258 – 4,258
Depreciation expense 273 268 1,447 43 169 2,200 – 2,200
Capital expenditures 417 590 6,300 25 194 7,526 – 7,526
Identifiable assets 150,667 480,622 166,488 81,080 93,154 972,011 (118,641) 853,370

2004
Revenues(b) $ 41,961 $ 43,400 $ 7,495 $ 4,714 $ 96 $ 97,666 $ – $ 97,666
Interest expense 9 63 4,041 8 306 4,427 – 4,427
Operating income (loss)

before minority interest 3,177 7,923 2,180 2,125 (560) 14,845 – 14,845
Income taxes (benefits) 616 2,526 654 753 (142) 4,407 – 4,407
Depreciation expense 251 262 1,366 19 137 2,035 – 2,035
Capital expenditures 350 480 4,481 11 207 5,529 – 5,529
Identifiable assets 131,658 447,841 165,995 80,075 79,890 905,459 (104,314) 801,145

2003
Revenues(b) $ 33,833 $ 36,678 $ 6,242 $ 3,651 $ (983) $ 79,421 $ – $ 79,421
Interest expense 4 68 3,817 8 322 4,219 – 4,219
Operating income (loss) 

before minority interest 4,502 6,807 1,182 1,316 (1,900) 11,907 – 11,907
Income taxes (benefits) 1,146 2,229 287 465 (571) 3,556 – 3,556
Depreciation expense 204 244 1,261 15 137 1,861 – 1,861
Capital expenditures 284 483 5,461 19 239 6,486 – 6,486
Identifiable assets 117,511 372,126 141,667 64,047 69,988 765,339 (89,737) 675,602
(a) Includes AIG Parent and other operations which are not required to be reported separately.
(b) Represents the sum of General Insurance net premiums earned, Life Insurance & Retirement Services GAAP premiums, net investment income,

Financial Services interest, lease and finance charges, Asset Management advisory and management fees and net investment income from guaranteed
investment contracts, and realized capital gains (losses).

(c) Includes settlement costs of $1.64 billion as described in Note 12(i).
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2. Segment Information
Continued

(b) The following table summarizes AIG’s General Insurance operations by major internal reporting unit for the years ended
December 31, 2005, 2004 and 2003:

General Insurance
Domestic Total Reclassifications Total
Brokerage Personal Mortgage Foreign Reportable and General

(in millions) Group Transatlantic Lines Guaranty General Segment Eliminations Insurance

2005
Revenues(a) $ 25,206 $ 3,766 $ 4,848 $ 655 $ 10,684 $ 45,159 $ 15 $ 45,174
Losses & loss expenses incurred 21,328 2,877 3,566 139 5,181 33,091 – 33,091
Underwriting expenses 4,524 928 1,087 153 3,076 9,768 – 9,768
Underwriting profit (loss)(b)(c)(d)(e) (3,250)(f)(g) (420) (19) 241 1,398(h) (2,050) – (2,050)
Operating income (loss)(c) (646)(f)(g) (39) 195 363 2,427 2,300 15 2,315
Depreciation expense 114 2 48 4 105 273 – 273
Capital expenditures 119 2 94 6 196 417 – 417
Identifiable assets 95,829 12,365 5,245 3,165 39,044 155,648 (4,981) 150,667

2004
Revenues(a) $23,332 $ 3,990 $4,488 $ 660 $ 9,473 $ 41,943 $ 18 $ 41,961
Losses & loss expenses incurred 18,808 2,755 3,211 142 5,441 30,357 – 30,357
Underwriting expenses 3,747 953 920 119 2,688 8,427 – 8,427
Underwriting profit (loss)(b)(c)(d) (1,340) (47) 160 278 702(h) (247) – (247)
Operating income(c) 777 282 357 399 1,344 3,159 18 3,177
Depreciation expense 122 3 29 3 94 251 – 251
Capital expenditures 115 2 92 7 134 350 – 350
Identifiable assets 81,754 10,605 5,159 2,826 36,055 136,399 (4,741) 131,658

2003
Revenues(a) $18,091 $ 3,452 $3,850 $ 683 $ 7,787 $ 33,863 $ (30) $ 33,833
Losses & loss expenses incurred 13,711 2,233 2,789 110 4,029 22,872 – 22,872
Underwriting expenses 2,606 829 706 122 2,196 6,459 – 6,459
Underwriting profit(b)(c)(d) 387 109 183 264 1,032(h) 1,975 – 1,975
Operating income(c) 1,774 390 355 451 1,562 4,532 (30) 4,502
Depreciation expense 97 3 19 3 82 204 – 204
Capital expenditures 83 2 45 3 151 284 – 284
Identifiable assets 73,516 8,708 4,958 2,879 31,615 121,676 (4,165) 117,511
(a) Represents the sum of General Insurance net premiums earned, net investment income and realized capital gains (losses).
(b) Underwriting profit (loss) is a GAAP measure that represents statutory underwriting profit or loss adjusted primarily for changes in deferred policy

acquisition costs.
(c) Catastrophe related losses for 2005, 2004 and 2003 by reporting unit were:

(in millions) 2005 2004 2003

Net
Insurance Reinstatement Insurance Insurance

Related Premium Related Related
Reporting Unit Losses Cost Losses Losses

DBG $1,747 $122 $ 582 $48
Transatlantic 463 45 215 4
Personal Lines 112 2 25 5
Mortgage Guaranty 10 – – –
Foreign General 293 94 232 26

Total $2,625 $263 $1,054 $83
(d) For Foreign General, includes the results of wholly owned AIU agencies.
(e) Includes the fourth quarter 2005 increase in net reserves of approximately $1.8 billion.
(f) Includes $197 million of additional losses incurred resulting from increased labor and material costs related to the 2004 Florida hurricanes.
(g) Includes $291 million of expenses related to changes in estimates for uncollectible reinsurance and other premium balances, and $100 million of accrued

expenses in connection with certain workers compensation insurance policies written between 1985 and 1996.
(h) Income statement accounts expressed in non-functional currencies are translated into U.S. dollars using average exchange rates.
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2. Segment Information
Continued

(c) The following table summarizes AIG’s Life Insurance & Retirement Services operations by major internal reporting unit for the
years ended December 31, 2005, 2004 and 2003:

Life Insurance & Retirement Services

AIA, VALIC/ Total Life
ALICO/ AIRCO AGLA AIG Annuity/ Philamlife Total Reclassifications Insurance &

AIG Star Life/ and Nan and AIG and Reportable and Retirement
(in millions) AIG Edison Life(a) Shan(b) AG Life(c) SunAmerica(d) Other Segment Eliminations Services

2005
Revenues(e) $ 15,233 $ 15,499 $ 9,215 $ 6,826 $ 543 $ 47,316 $ – $ 47,316
Operating income 2,956 2,217 1,495 2,104 72 8,844 – 8,844
Depreciation expense 88 77 65 31 7 268 – 268
Capital expenditures 153 338 71 26 2 590 – 590
Identifiable assets 113,422 85,715 99,597 185,383 4,166 488,283 (7,661) 480,622

2004
Revenues(e) $ 12,177 $15,450 $ 8,715 $ 6,562 $ 496 $ 43,400 $ – $ 43,400
Operating income 2,393 2,371 1,023 2,052 84 7,923 – 7,923
Depreciation expense 101 55 62 37 7 262 – 262
Capital expenditures 308 93 47 29 3 480 – 480
Identifiable assets 102,808 74,647 91,538 183,092 2,630 454,715 (6,874) 447,841

2003
Revenues(e) $ 8,958 $13,151 $ 8,297 $ 5,822 $ 450 $ 36,678 $ – $ 36,678
Operating income 2,187 1,766 1,233 1,532 89 6,807 – 6,807
Depreciation expense 77 56 68 36 7 244 – 244
Capital expenditures 281 51 91 58 2 483 – 483
Identifiable assets 79,648 61,426 84,094 151,672 2,523 379,363 (7,237) 372,126
(a) Reflects acquisition of AIG Edison Life in August 2003. Revenues and operating income include realized capital gains (losses) of $(74) million,

$(152) million and $319 million for 2005, 2004 and 2003, respectively. The effect of FAS 133 and the application of FAS 52 included in realized
capital gains (losses) are $(339) million, $(300) million and $226 million for 2005, 2004 and 2003, respectively.

(b) Revenues in 2004 include approximately $640 million of single premium from a reinsurance transaction involving terminal funding pension business,
which is offset by a similar increase in benefit reserves. Revenues and operating income include realized capital gains (losses) of $144 million,
$519 million and $168 million for 2005, 2004 and 2003, respectively. The effect of FAS 133 and the application of FAS 52 included in realized capital
gains (losses) are $(162) million, $166 million and $(167) million for 2005, 2004 and 2003, respectively.

(c) Includes the life operations of AIG Life Insurance Company and American International Life Assurance Company of New York. 2004 includes a
$178 million charge related to a workers compensation quota share reinsurance agreement with Superior National Insurance Company. See Note 12(h)
herein for additional information. In addition, in 2004, as part of the business review of Group life/health, approximately $68 million was incurred for
reserve strengthening and allowances for receivables. Revenues and operating income include realized capital gains (losses) of $35 million, $(120) million
and $(37) million for 2005, 2004 and 2003, respectively. The effect of FAS 133 and the application of FAS 52 included in realized capital gains
(losses) are $73 million, $8 million and $24 million for 2005, 2004 and 2003, respectively.

(d) ‘‘AIG SunAmerica’’ represents the annuity operations of AIG SunAmerica Life Assurance Company, as well as those of First SunAmerica Life
Insurance Company and SunAmerica Life Insurance Company. Revenues and operating income include realized capital gains (losses) of $(337) million,
$(209) million and $(209) million for 2005, 2004 and 2003, respectively. The effect of FAS 133 and the application of FAS 52 included in realized
capital gains (losses) are $(10) million, $(14) million and $(5) million for 2005, 2004 and 2003, respectively.

(e) Represents the sum of Life Insurance & Retirement Services GAAP premiums, net investment income and realized capital gains (losses).
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2. Segment Information
Continued

(d) The following table summarizes AIG’s Financial Services operations by major internal reporting unit for the years ended
December 31, 2005, 2004 and 2003:

Financial Services

Total Reclassifications Total
Aircraft Capital Consumer Reportable and Financial

(in millions) Finance Markets(a) Finance Other Segment Eliminations Services

2005
Revenues(b)(c) $ 3,578 $ 3,260 $ 3,613 $ 387 $ 10,838 $ (313) $ 10,525
Interest expense(c) 1,125 3,033 1,005 316 5,479 (200) 5,279
Operating income(c) 679 2,661 901(d) 60 4,301 (25) 4,276
Depreciation expense 1,384 20 38 5 1,447 — 1,447
Capital expenditures 6,193 3 54 50 6,300 — 6,300
Identifiable assets 37,515 90,090 30,704 14,872 173,181 (6,693) 166,488

2004
Revenues(b)(c) $ 3,136 $ 1,278 $ 2,978 $ 835 $ 8,227 $ (732) $ 7,495
Interest expense(c) 993 2,300 705 144 4,142 (101) 4,041
Operating income(c) 642 662 808 90 2,202 (22) 2,180
Depreciation expense 1,273 42 33 18 1,366 – 1,366
Capital expenditures 4,400 29 35 17 4,481 – 4,481
Identifiable assets 33,997 98,303 26,560 13,985 172,845 (6,850) 165,995

2003
Revenues(b)(c) $ 2,897 $ 595 $ 2,642 $ 641 $ 6,775 $ (533) $ 6,242
Interest expense(c) 895 2,272 619 132 3,918 (101) 3,817
Operating income (loss)(c) 672 (188) 623 80 1,187 (5) 1,182
Depreciation expense 1,139 51 34 37 1,261 – 1,261
Capital expenditures 5,362 42 29 28 5,461 – 5,461
Identifiable assets 31,534 82,270 20,571 11,742 146,117 (4,450) 141,667
(a) Certain transactions entered into by AIGFP generate tax credits and benefits which are shown in the income tax line on the consolidated statement of

income. Thus, this source of income is not reflected in the Revenue and Operating Income categories in the above table. The amount of such tax credits
and benefits for the years ended December 31, 2005, 2004, and 2003 are $67 million, $107 million, and $123 million, respectively.

(b) Represents primarily the sum of ILFC aircraft lease rentals, AIGFP hedged financial positions entered into in connection with counterparty transactions
and finance charges from consumer finance operations.

(c) Includes the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains
and losses. For 2005, 2004 and 2003, the effect was $(34) million, $(27) million and $49 million, respectively, in operating income for Aircraft
Finance and $2.01 billion, $(122) million and $(1.01) billion in both revenues and operating income for Capital Markets.

(d) Includes $62 million of catastrophe related losses.
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2. Segment Information
Continued

(e) A substantial portion of AIG’s operations is conducted in countries other than the United States and Canada. The following
table summarizes AIG’s operations by major geographic segment. Allocations have been made on the basis of the location of
operations and assets.

Geographic Segments

Other
(in millions) Domestic(a) Far East Foreign Consolidated

2005
Revenues(b) $ 59,858 $ 32,036 $ 17,011 $ 108,905
Real estate and other fixed assets, net of accumulated depreciation 3,840 2,669 937 7,446
Flight equipment primarily under operating leases, net of accumulated depreciation(c) 36,245 – – 36,245

2004
Revenues(b) $53,827 $27,761 $16,078 $ 97,666
Real estate and other fixed assets, net of accumulated depreciation 2,341 2,834 1,017 6,192
Flight equipment primarily under operating leases, net of accumulated depreciation(c) 32,130 – – 32,130

2003
Revenues(b) $43,221 $22,787 $13,413 $ 79,421
Real estate and other fixed assets, net of accumulated depreciation 2,539 2,518 909 5,966
Flight equipment primarily under operating leases, net of accumulated depreciation(c) 29,870 – – 29,870

(a) Including revenues from General Insurance operations in Canada of $638 million, $549 million, and $433 million in 2005, 2004, and 2003,
respectively.

(b) Represents the sum of General Insurance net premiums earned, Life Insurance & Retirement Services GAAP premiums, net investment income,
Financial Services interest, lease and finance charges, Asset Management advisory and management fees and net investment income with respect to
guaranteed investment contracts, and realized capital gains (losses).

(c) Approximately 90 percent of ILFC’s fleet is operated by foreign airlines.

any provision in the accompanying financial statements for3. Federal Income Taxes
taxation of this amount as management has no intention of

(a) AIG and its eligible domestic subsidiaries file a consoli- making any taxable distributions from this surplus. During
dated U.S. Federal income tax return. The AGC group of life 2004, the American Jobs Creation Act amended federal
insurance companies also files a consolidated U.S. Federal income tax law to permit life insurance companies to distribute
income tax return and will not be included in AIG’s amounts from policyholders’ surplus accounts in 2005 and 2006
consolidated federal income tax return until 2007. Commenc- without incurring federal income tax on the distributions.
ing with taxable year 2004, the AIG SunAmerica group of life During 2005, AIG reduced its policyholders’ surplus accounts
insurance companies is included in AIG’s consolidated tax to $253 million and expects to eliminate its exposure to federal
return. Other U.S. entities included in the consolidated income taxation on the remaining balance in 2006.
financial statements also file separate U.S. Federal income tax Revenue Agent’s Reports proposing to assess additional
returns. Subsidiaries operating outside the U.S. are taxed, and taxes for the years 1991-1996 and 1997-1999 have been issued
income tax expense is recorded, based on applicable U.S. and to AIG. Apart from some relatively minor issues, years prior to
foreign statutes. 1991 are closed. Letters of Protest contesting the proposed

U.S. federal income taxes have not been provided on assessments for 1991-1996 and 1997-1999 have been filed with
$750 million of undistributed earnings of certain U.S. subsidiaries the Internal Revenue Service (IRS).
that are not included in the consolidated AIG U.S. Federal In addition, Revenue Agent’s Reports proposing to assess
income tax return because tax planning strategies are available, additional taxes for the years ended September 30, 1993-1994,
and would be utilized, to eliminate the tax liability related to 1995-1996, and September 30, 1997-December 31, 1998 have
these earnings. U.S. federal income taxes have not been provided been issued to AIG SunAmerica. Such proposed assessments
on the undistributed earnings of certain non-U.S. subsidiaries to relate to years prior to AIG’s acquisition of SunAmerica, Inc.
the extent that such earnings have been reinvested abroad for an Letters of Protest contesting the proposed assessments have
indefinite period of time. At December 31, 2005, the cumulative been filed with the IRS. SunAmerica Life Insurance Company
amount of undistributed earnings in these subsidiaries approxi- (SunAmerica Life) has also received a proposed assessment,
mated $13.8 billion. and has filed a protest, for the year ended December 31, 1999.

A component of life insurance surplus accumulated prior to It is management’s belief that there are substantial arguments
1984 is not taxable unless it exceeds certain statutory in support of the positions taken by AIG, SunAmerica and
limitations or is distributed to shareholders. This surplus, SunAmerica Life in their Letters of Protest. Although the final
accumulated in policyholder surplus accounts, totaled approxi- outcome of any issues raised in connection with these
mately $253 million at December 31, 2005. AIG has not made examinations is uncertain, AIG believes that any tax obliga-
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AIG’s financial condition, results of operations or liquidity.3. Federal Income Taxes
American General Corporation’s (AGC) tax years throughContinued
1999 have been audited and settled with the IRS.tion, including interest thereon, would not be significant to

(b) The pretax components of domestic and foreign income reflect the locations in which such pretax income was generated.
The pretax domestic and foreign income was as follows for the years ended December 31, 2005, 2004 and 2003:

(in millions) 2005 2004 2003

Domestic $ 6,103 $ 6,069 $ 4,177
Foreign 9,110 8,776 7,730

Total $ 15,213 $14,845 $11,907

(c) The U.S. Federal income tax rate is 35 percent for 2005, 2004 and 2003. Actual tax expense on income differs from the
‘‘expected’’ amount computed by applying the Federal income tax rate because of the following:

2005 2004 2003

Percent Percent Percent
Years Ended December 31, of Pretax of Pretax of Pretax
(dollars in millions) Amount Income Amount Income Amount Income

‘‘Expected’’ tax expense $5,325 35.0% $5,197 35.0% $4,167 35.0%
Adjustments:

Tax exempt interest (566) (3.7) (440) (2.9) (329) (2.8)
Dividends received deduction (117) (0.8) (83) (0.6) (83) (0.7)
State income taxes 86 0.6 23 0.2 12 0.1
Effect of foreign operations(a) (253) (1.7) (11) (0.1) (95) (0.8)
Synthetic fuel tax credits (274) (1.8) (264) (1.8) (278) (2.3)
Affordable housing tax credits (22) (0.1) (46) (0.3) (24) (0.2)
Nondeductible compensation 83 0.5 20 0.1 96 0.8
Penalties 76 0.5 28 0.2 – –
Other (80) (0.5) (17) (0.1) 90 0.8

Actual tax expense $4,258 28.0% $4,407 29.7% $3,556 29.9%
Foreign and domestic components of actual tax expense:
Foreign(b):

Current $ 974 $1,104 $ 882
Deferred 426 561 708

Domestic(b):
Current 1,595 1,489 1,859
Deferred 1,263 1,253 107

Total $4,258 $4,407 $3,556
(a) In 2005 and 2004, it was determined that the earnings of certain foreign subsidiaries are expected to be repatriated to the U.S., and, accordingly, the

undistributed earnings of these subsidiaries are no longer considered indefinitely reinvested abroad. As a consequence of this determination, U.S. deferred
taxes have been provided for the undistributed earnings of these foreign subsidiaries.

(b) Foreign tax expense reflects the expense resulting from local tax regulation. Domestic tax expense includes U.S. taxes incurred on foreign income.
(d) The components of the net deferred tax liability as of December 31, 2005 and 2004 were as follows:

(in millions) 2005 2004

Deferred tax assets*:
Loss reserve discount $ 3,061 $2,400
Unearned premium reserve reduction 1,042 1,074
Loan loss and other reserves 419 394
Investment in foreign subsidiaries and joint ventures 349 542
Adjustment to life policy reserves 2,351 3,458
Accruals not currently deductible, cumulative translation adjustment and other 1,189 1,031

Deferred tax liabilities:
Deferred policy acquisition costs 7,573 7,956
Depreciation of flight equipment 3,196 2,766
Unrealized appreciation of investments 4,025 4,668
Other 224 97

Net deferred tax liability $ 6,607 $6,588

* A valuation allowance in the amount of $280 million related to the Connecticut net deferred tax asset at December 31, 2005 (including net operating
losses that expire between 2020 through 2025) has been provided because it is remote that such amount will be realized. In addition, AIG has a
$192 million alternative minimum tax credit carryforward that does not expire.
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4. Deferred Policy Acquisition Costs 5. Reinsurance

In the ordinary course of business, AIG’s General and LifeThe following reflects the policy acquisition costs deferred for
Insurance companies place reinsurance with other insuranceamortization against future income and the related amortiza-
companies in order to provide greater diversification of AIG’stion charged to income for general and life insurance &
business and limit the potential for losses arising from largeretirement services operations:
risks.

Years Ended December 31,
General Reinsurance: General reinsurance is effected under(in millions) 2005 2004 2003
reinsurance treaties and by negotiation on individual risks.General Insurance
Certain of these reinsurance arrangements consist of excess ofoperations:
loss contracts which protect AIG against losses over stipulatedBalance at beginning of

year $ 3,998 $ 3,619 $ 3,072 amounts. Ceded premiums are considered prepaid reinsurance
premiums and are amortized into income over the contractAcquisition costs deferred 7,480 6,617 5,223
period in proportion to the protection received. AmountsAmortization charged to

Income (7,430) (6,238) (4,676) recoverable from general reinsurers are estimated in a manner
consistent with the claims liabilities associated with theBalance at end of year $ 4,048 $ 3,998 $ 3,619
reinsurance and presented as a component of reinsuranceLife Insurance & Retirement
assets.Services operations:

Balance at beginning of
General Insurance premiums written and earned were com-year $25,819 $22,375 $18,850
prised of the following:Value of business

acquired – – 1,538* Years Ended December 31,
Acquisition costs deferred 6,777 6,504 5,052 (in millions) Written Earned
Amortization charged to

2005Income (3,379) (3,551) (2,778)
Gross premiums $ 52,725 $ 51,715Change in net unrealized
Ceded premiums (10,853) (10,906)gains (losses) on

securities 1,127 (219) (813) Net premiums $ 41,872 $ 40,809
Increase (decrease) due

2004to foreign exchange (1,144) 710 526
Gross premiums $ 52,046 $ 50,203

Balance at end of year $29,200 $25,819 $22,375
Ceded premiums (11,423) (11,666)

Total deferred policy
Net premiums $ 40,623 $ 38,537acquisition costs $33,248 $29,817 $25,994
2003* Relates to the acquisition of AIG Edison Life in August 2003.
Gross premiums $ 46,938 $ 42,745

Included in the above table is the value of business acquired Ceded premiums (11,907) (11,439)
(VOBA), an intangible asset recorded during purchase ac- Net premiums $ 35,031 $ 31,306
counting, which is amortized in a manner similar to deferred

For the years ended December 31, 2005, 2004 and 2003,acquisition costs. Amortization of VOBA was $291 million,
reinsurance recoveries, which reduced loss and loss expenses$407 million and $326 million while the unamortized balance
incurred, amounted to $20.71 billion, $12.14 billion andwas $2.14 billion, $2.52 billion and $3.17 billion for 2005,
$10.09 billion, respectively.2004 and 2003, respectively. The percentage of the unamor-

tized balance of VOBA at 2005 expected to be amortized for
Life Insurance: AIG Life Insurance companies generally limit

2006 through 2011 by year is: 12.0 percent, 10.5 percent, exposure to loss on any single life. For ordinary insurance, AIG
9.2 percent, 8.0 percent, and 6.7 percent, respectively, with generally retains a maximum of approximately $1.7 million of
53.7 percent being amortized after five years. These projections coverage per individual life with respect to AIG’s overseas life
are based on current estimates for investment, persistency, operations and $10 million of coverage per individual life with
mortality, and morbidity assumptions. The DAC amortization respect to AIG’s domestic life operations. There are smaller
charged to income includes the increase or decrease of retentions for other lines of business. Life reinsurance is
amortization for FAS 97-related realized capital gains (losses), effected principally under yearly renewable term treaties. The
primarily in the domestic Retirement Services business. For premiums with respect to these treaties are considered prepaid
2005, 2004 and 2003, respectively, the rate of amortization reinsurance premiums and are amortized into income over the
expense has been decreased by $57 million, $44 million and
$54 million.
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AIRCO acts primarily as an internal reinsurance company5. Reinsurance
for AIG’s foreign life operations. This facilitates insurance riskContinued
management (retention, volatility, concentrations) and capitalcontract period in proportion to the protection provided.
planning locally (branch and subsidiary). It also allows AIG toAmounts recoverable from life reinsurers are estimated in a
pool its insurance risks and purchase reinsurance more effi-manner consistent with the assumptions used for the underly-
ciently at a consolidated level, manage global counterparty risking policy benefits and are presented as a component of
and relationships and manage global life catastrophe risks.reinsurance assets.

AIG’s domestic Life Insurance & Retirement Services
operations utilize internal and third-party reinsurance relation-Life Insurance & Retirement Services GAAP premiums were
ships to manage insurance risks and to facilitate capitalcomprised of the following:
management strategies. Pools of highly-rated third-party rein-

Years Ended December 31, surers are utilized to manage net amounts at risk in excess of
(in millions) 2005 2004 2003 retention limits. AIG’s domestic life insurance companies also
Gross GAAP premiums $ 30,717 $29,202 $24,448 cede excess, non-economic reserves carried on a statutory-basis
Ceded premiums (1,317) (1,114) (952) only on certain term and universal life insurance policies and

certain fixed annuities to an offshore affiliate.GAAP premiums $ 29,400 $28,088 $23,496
AIG generally obtains letters of credit in order to obtain

Life Insurance recoveries, which reduced death and other statutory recognition of these intercompany reinsurance trans-
benefits, approximated $770 million, $779 million and actions. For this purpose, AIG entered into a $2.5 billion
$651 million, respectively, for the years ended December 31, syndicated letter of credit facility in December 2004. Letters of
2005, 2004 and 2003. credit totaling $2.17 billion were outstanding as of Decem-

ber 31, 2004, and letters of credit for all $2.5 billion were
Life Insurance in force ceded to other insurance companies outstanding as of December 31, 2005, all of which relate to life
was as follows: intercompany reinsurance transactions. The letter of credit

facility has a ten-year term, but the facility can be reduced or
Years Ended December 31,

terminated by the lenders beginning after seven years.(in millions) 2005 2004 2003
In November 2005, AIG entered into a revolving creditLife Insurance in force $ 365,082 $344,036 $293,064

facility for an aggregate amount of $3 billion. The facility can
be drawn in the form of letters of credit with terms of up toLife Insurance assumed represented 0.8 percent, 0.7 percent
ten years. As of December 31, 2005 and as of the date hereof,and 0.1 percent of gross Life Insurance in force at Decem-
$1.86 billion principal amount of letters of credit are outstand-ber 31, 2005, 2004 and 2003, respectively, and Life Insur-
ing under this facility, of which approximately $494 millionance & Retirement Services GAAP premiums assumed
relates to life intercompany reinsurance transactions. AIG alsorepresented 0.3 percent, 2.5 percent and 0.1 percent of gross
obtained approximately $212 million letters of credit on aGAAP premiums for the periods ended December 31, 2005,
bilateral basis.2004 and 2003, respectively.

Reinsurance Security: AIG’s reinsurance arrangements do notSupplemental information for gross loss and benefit reserves
relieve AIG from its direct obligation to its insureds. Thus, anet of ceded reinsurance at December 31, 2005 and 2004
credit exposure exists with respect to both general and lifefollows:
reinsurance ceded to the extent that any reinsurer is unable to
meet the obligations assumed under the reinsurance agree-As Net of

(in millions) Reported Reinsurance ments. AIG holds substantial collateral as security under
related reinsurance agreements in the form of funds, securities,2005
and/or letters of credit. A provision has been recorded forReserve for losses and loss expenses $ (77,169) $ (57,476)
estimated unrecoverable reinsurance. AIG has been largelyFuture policy benefits for life and
successful in prior recovery efforts.accident and health insurance

AIG evaluates the financial condition of its reinsurers andcontracts (108,807) (107,420)
Reserve for unearned premiums (24,243) (21,174) establishes limits per reinsurer through AIG’s Credit Risk
Reinsurance assets 24,978 – Committee. AIG believes that no exposure to a single

reinsurer represents an inappropriate concentration of risk to2004
AIG, nor is AIG’s business substantially dependent upon anyReserve for losses and loss expenses $ (61,878) $ (47,254)
reinsurance contract.Future policy benefits for life and

accident and health insurance
contracts (104,740) (103,348)

Reserve for unearned premiums (23,400) (20,278)
Reinsurance assets 19,613 –
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(c) Long duration contract liabilities included in future policy6. Reserve for Losses and Loss Expenses and
benefits, as presented in the preceding table, result from lifeFuture Life Policy Benefits and Policyholders’
products. Short duration contract liabilities are primarilyContract Deposits
accident and health products. The liability for future life policy

(a) The following analysis provides a reconciliation of the benefits has been established based upon the following
activity in the reserve for losses and loss expenses: assumptions:

Years Ended December 31, (i) Interest rates (exclusive of immediate/terminal funding
(in millions) 2005 2004 2003 annuities), which vary by territory, year of issuance and
At beginning of year: products, range from 1.0 percent to 12.0 percent within the

Reserve for losses and first 20 years. Interest rates on immediate/terminal funding
loss expenses $ 61,878 $ 51,871 $ 46,674 annuities are at a maximum of 11.5 percent and grade to not

Reinsurance recoverable (14,624) (15,643) (17,327) greater than 6.0 percent.
47,254 36,228 29,347 (ii) Mortality and surrender rates are based upon actual

Foreign exchange effect (628) 524 580 experience by geographical area modified to allow for variations
Acquisitions – – 391(a)

in policy form. The weighted average lapse rate, including
surrenders, for individual and group life approximatedLosses and loss expenses

incurred: 7.9 percent.
Current year 28,426 26,793 20,509

(iii) The portions of current and prior net income and ofPrior years(b) 4,665(c) 3,564(d) 2,363
current unrealized appreciation of investments that can inure

Total 33,091 30,357 22,872 to the benefit of AIG are restricted in some cases by the
Losses and loss expenses paid: insurance contracts and by the local insurance regulations of

Current year 7,331 7,692 6,187 the countries in which the policies are in force.
Prior years 14,910 12,163 10,775

(iv) Participating life business represented approximately
Total 22,241 19,855 16,962

22 percent of the gross insurance in force at December 31,
At end of year: 2005 and 36 percent of gross GAAP premiums in 2005. The

Net reserve for losses and amount of annual dividends to be paid is determined locally by
loss expenses 57,476 47,254 36,228 the boards of directors. Provisions for future dividend payments

Reinsurance recoverable 19,693 14,624 15,643 are computed by jurisdiction, reflecting local regulations.
Total $ 77,169 $ 61,878 $ 51,871

(d) The liability for policyholders’ contract deposits has been(a) Reflects the opening balances with respect to the GE U.S.-based auto
established based on the following assumptions:and home insurance business acquired in 2003.

(b) Includes accretion of discount of $(15) million in 2005, including an
(i) Interest rates credited on deferred annuities, which vary byincrease of $375 million in the discount recorded in 2005; $377 million

in 2004 and $296 million in 2003. territory and year of issuance, range from 1.0 percent to,
(c) Includes fourth quarter charge of $1.8 billion. including bonuses, 13.4 percent. Less than 1.0 percent of the
(d) Includes fourth quarter charge of $850 million attributable to the change

liabilities are credited at a rate greater than 9.0 percent.in estimate for asbestos and environmental exposures.
Current declared interest rates are generally guaranteed to

(b) The analysis of the future policy benefits and policyhold- remain in effect for a period of one year though some are
ers’ contract deposits liabilities at December 31, 2005 and guaranteed for longer periods. Withdrawal charges generally
2004 follows: range from zero percent to 14.0 percent grading to zero over a

period of zero to 19 years.
(in millions) 2005 2004

(ii) Domestically, GICs have market value withdrawal provi-Future policy benefits:
sions for any funds withdrawn other than benefit responsiveLong duration contracts $105,490 $101,584
payments. Interest rates credited generally range from 1.4 per-Short duration contracts 3,317 3,156
cent to 9.0 percent. The vast majority of these GICs mature

Total $108,807 $104,740 within ten years. Overseas, interest rates credited on GICs
Policyholders’ contract deposits: generally range from 1.2 percent to 5.6 percent and maturities

Annuities $142,057 $130,524 range from one to five years.
Guaranteed investment contracts

(iii) Interest rates on corporate life insurance products are(GICs) 39,705 46,472
guaranteed at 4.0 percent and the weighted average rateCorporate life products 2,077 2,042
credited in 2005 was 5.4 percent.Universal life 18,682 16,771

Variable products 7,799 5,960
(iv) The universal life funds have credited interest rates ofVariable investment contracts 8,373 7,579
1.5 percent to 7.0 percent and guarantees ranging fromOther investment contracts 8,334 7,126
1.5 percent to 5.5 percent depending on the year of issue.

Total $227,027 $216,474 Additionally, universal life funds are subject to surrender
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scribed or permitted by domestic and foreign insurance6. Reserve for Losses and Loss Expenses and
regulatory authorities. The differences between statutory finan-Future Life Policy Benefits and Policyholders’
cial statements and financial statements prepared in accordanceContract Deposits
with U.S. GAAP vary between domestic and foreign byContinued
jurisdiction. The principal differences are that statutory finan-

charges that amount to 11.3 percent of the aggregate fund cial statements do not reflect deferred policy acquisition costs,
balance grading to zero over a period not longer than 20 years. some bond portfolios may be carried at amortized cost, assets

and liabilities are presented net of reinsurance, policyholder(v) For variable products and investment contracts, policy
liabilities are valued using more conservative assumptions andvalues are expressed in terms of investment units. Each unit is
certain assets are non-admitted.linked to an asset portfolio. The value of a unit increases or

AIG also recently completed its 2005 unaudited statutorydecreases based on the value of the linked asset portfolio. The
financial statements for all of its Domestic General Insurancecurrent liability at any time is the sum of the current unit
subsidiaries, after reviewing and agreeing with the relevantvalue of all investment units plus any liability for guaranteed
state insurance regulators the statutory accounting treatment ofminimum death or withdrawal benefits. A portion of these
various items. The state regulators have permitted the Domes-liabilities are classified in the GIC product line for segment
tic General Insurance companies to record a $724 millionreporting purposes.
reduction to opening statutory surplus as of January 1, 2005 to

(e) Certain products are subject to experience adjustments. reflect the effects of the Second Restatement.
These include group life and group medical products, credit life Statutory capital of each company continued to exceed
contracts, accident and health insurance contracts /riders at- minimum company action level requirements following the
tached to life policies and, to a limited extent, reinsurance adjustments, but AIG nonetheless contributed an additional
agreements with other direct insurers. Ultimate premiums from $750 million of capital into American Home Assurance
these contracts are estimated and recognized as revenue, and Company (American Home) effective September 30, 2005 and
the unearned portions of the premiums are held as reserves. contributed a further $2.25 billion of capital in February 2006
Experience adjustments vary according to the type of contract for a total of approximately $3 billion of capital into Domestic
and the territory in which the policy is in force and are subject General Insurance subsidiaries effective December 31, 2005.
to local regulatory guidance.

8. Investment Information
7. Statutory Financial Data

(a) Statutory Deposits: Cash and securities with carrying val-
Statutory surplus and net income for General Insurance and ues of $11.8 billion and $9.6 billion were deposited by AIG’s
Life Insurance & Retirement Services operations in accor- insurance subsidiaries under requirements of regulatory authori-
dance with regulatory accounting practices were as follows: ties as of December 31, 2005 and 2004, respectively.

Years Ended December 31, (b) Net Investment Income: An analysis of the net investment
(in millions) 2005 2004 2003 income from the General and Life Insurance & Retirement
Statutory surplus(a): Services operations follows:

General Insurance $24,508 $20,632 $20,462
Years Ended December 31,Life Insurance &
(in millions) 2005 2004 2003Retirement Services 30,739 28,609 25,501
Fixed maturities $17,685 $15,884 $13,710Statutory net income(a)(b):
Equity securities 1,730 621 484General Insurance 1,713 3,028(c) 2,911
Short-term investments 494 177 94Life Insurance &
Interest on mortgage, policyRetirement Services(a) 4,762 4,474 3,453

and collateral loans 1,177 1,096 1,047(a) Statutory surplus and net income with respect to foreign operations are
Other invested assets 1,905 1,444 898reported as of their respective fiscal year ends.
Total investment income 22,991 19,222 16,233(b) Includes realized capital gains and losses and taxes.
Investment expenses 826 757 725(c) Includes catastrophe losses, net of tax of $660 million.
Net investment income $22,165 $18,465 $15,508

AIG’s insurance subsidiaries file financial statements pre-
pared in accordance with statutory accounting practices pre-
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The amortized cost and estimated market value of investments8. Investment Information
in fixed maturities held to maturity and carried at amortizedContinued
cost at December 31, 2005 and December 31, 2004 follows:(c) Investment Gains and Losses: The realized capital gains

(losses) and increase (decrease) in unrealized appreciation of Gross Gross Estimated
investments were as follows: Amortized Unrealized Unrealized Market

(in millions) Cost Gains Losses Value
Years Ended December 31, 2005(in millions) 2005 2004 2003

Fixed maturities:
Realized capital gains (losses) Bonds – States* $ 21,528 $ 552 $ 33 $ 22,047

on investments:
Total $ 21,528 $ 552 $ 33 $ 22,047

Fixed maturities $ (108) $ 178 $ (222)
2004Equity securities 588 541 (495)
Fixed maturities:Other invested assets (139) (675) 275

Bonds – States* $18,294 $510 $13 $18,791
Realized capital gains (losses) $ 341 $ 44 $ (442)

Total $18,294 $510 $13 $18,791
Increase (decrease) in

* Including municipalities and political subdivisions.unrealized appreciation of
investments: The amortized cost and estimated market value of bonds
Fixed maturities $ (4,656) $1,436 $2,493 available for sale and carried at market value at Decem-
Equity securities 850 445 1,354

ber 31, 2005 and 2004 were as follows:
Other invested assets 229 (13) 312

Increase (decrease) in Gross Gross Estimated
Amortized Unrealized Unrealized Marketunrealized appreciation $ (3,577) $1,868 $4,159

(in millions) Cost Gains Losses Value

2005The gross gains and gross losses realized on available for
Bonds:sale securities were as follows:

U.S. government(a) $ 7,848 $ 124 $ 94 $ 7,878
States(b) 49,116 853 315 49,654Gross Gross

Realized Realized Foreign governments 57,509 4,881 665 61,725
(in millions) Gains Losses All other corporate 235,139 7,770 2,650 240,259

2005 Total bonds $ 349,612 $ 13,628 $ 3,724 $ 359,516
Bonds $ 1,586 $ 1,694

2004
Common stocks 930 409 Bonds:
Preferred stocks 101 34 U.S. government(a) $ 8,055 $ 156 $ 37 $ 8,174

States(b) 37,204 1,175 83 38,296Total $ 2,617 $ 2,137
Foreign2004

governments 64,374 3,715 446 67,643Bonds $1,560 $1,382
All other corporate 220,205 11,089 1,008 230,286

Common stocks 774 379
Total bonds $329,838 $16,135 $1,574 $344,399Preferred stocks 173 27

(a) Including U.S. government agencies and authorities.Total $2,507 $1,788
(b) Including municipalities and political subdivisions.2003

Bonds $2,470 $2,692 The amortized cost and estimated market values of fixed
Common stocks 465 827 maturities available for sale at December 31, 2005, by
Preferred stocks 139 272 contractual maturity, are shown below. Actual maturities may
Total $3,074 $3,791 differ from contractual maturities because certain borrowers

have the right to call or prepay certain obligations with or
(d) Market Value of Fixed Maturities and Unrealized Apprecia- without call or prepayment penalties.
tion of Investments: At December 31, 2005 and 2004, the
balance of the unrealized appreciation of investments in equity Estimated

Amortized Marketsecurities (before applicable taxes) included gross gains of
(in millions) Cost Valueapproximately $2.5 billion and $1.6 billion, and gross losses of
Fixed maturities available for sale:approximately $257 million and $256 million, respectively.
Due in one year or less $ 10,417 $ 10,991
Due after one year through five years 68,520 70,108
Due after five years through ten years 128,353 130,446
Due after ten years 142,322 147,971

Total available for sale $349,612 $359,516
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8. Investment Information
Continued

(e) Fixed Maturities Below Investment Grade: At Decem-
ber 31, 2005, fixed maturities held by AIG that were below
investment grade or not rated totaled $20.54 billion.

(f) Non-Income Producing Invested Assets: At December 31,
2005, non-income producing invested assets were insignificant.

(g) Gross Unrealized Losses and Estimated Fair Values on Investments:

The following table summarizes the gross unrealized losses and cost basis on insurance and asset management investment
securities, aggregated by major investment category and length of time that individual securities have been in a continuous
unrealized loss position, at December 31, 2005 and December 31, 2004.

Less than 12 Months 12 Months or More Total

Unrealized Unrealized Unrealized
(in millions) Cost(a) Losses Cost(a) Losses Cost(a) Losses

2005
Bonds(b) $121,631 $2,715 $21,160 $1,009 $142,791 $3,724
Equity securities 3,894 246 97 11 3,991 257

Total $125,525 $2,961 $21,257 $1,020 $146,782 $3,981

2004
Bonds(b) $51,901 $758 $14,204 $816 $66,105 $1,574
Equity securities 2,435 256 – – 2,435 256

Total $54,336 $1,014 $14,204 $816 $68,540 $1,830
(a) For bonds, represents amortized cost.
(b) Primarily relates to the ‘‘All other corporate’’ category.

As of December 31, 2005, AIG held 18,308 and 1,503 of 2005 was $440 million, the majority of which represents
individual bond and stock investments that were in an investments that have been in a continuous unrealized loss
unrealized loss position, of which 3,074 individual investments position for less than 12 months.
were in an unrealized loss position continuously for 12 months
or more. (h) Hedging of Securities Available for Sale: AIGFP follows a

AIG recorded impairment losses net of taxes of policy of minimizing interest rate, currency, commodity, and
approximately $389 million, $369 million and $1.0 billion in equity risks associated with securities available for sale by
2005, 2004 and 2003, respectively. See Note 1(c) herein for entering into internal offsetting positions, on a security by
AIG’s other-than-temporary impairment accounting policy. security basis within its derivatives portfolio, thereby offsetting

The carrying value, which approximates market value, of a significant portion of the unrealized appreciation and
other invested assets as of December 31, 2005 was depreciation. In addition, to reduce its credit risk, AIGFP has
$27.3 billion, consisting primarily of hedge funds and limited entered into credit derivative transactions with respect to
partnerships. Of the $27.3 billion, approximately $5.1 billion $125 million of securities available for sale to economically
relates to investments accounted for on an available for sale hedge its credit risk. As previously discussed these economic
basis, with almost all of the remaining investments being offsets do not meet the hedge accounting requirements of
accounted for on the equity method of accounting. All of the FAS 133 and, as such, are recorded in other revenue in the
investments are subject to impairment testing (refer to Consolidated Statement of Income.
Note 1(c) herein). Of the investments accounted for as
available for sale, the gross unrealized loss as of December 31,
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8. Investment Information
Continued

The amortized cost and estimated market value of securities available for sale at December 31, 2005 and 2004 were as
follows:

Gross Gross Estimated
Amortized Unrealized Unrealized Market

(in millions) Cost Gains Losses Value

2005
Securities available for sale:

Corporate and bank debt $ 24,496 $ 373 $ 780 $ 24,089
Foreign government obligations 825 5 31 799
Asset-backed and collateralized 3,522 202 42 3,682
Preferred stocks 6,194 13 3 6,204
U.S. government obligations 2,535 209 7 2,737

Total $ 37,572 $ 802 $ 863 $ 37,511

2004
Securities available for sale:

Corporate and bank debt $15,067 $1,492 $ 81 $16,478
Foreign government obligations 1,239 134 2 1,371
Asset-backed and collateralized 4,132 424 1 4,555
Preferred stocks 6,651 38 23 6,666
U.S. government obligations 2,082 78 5 2,155

Total $ 29,171 $ 2,166 $ 112 $ 31,225

The amortized cost and estimated market values of securities 9. Debt Outstanding
available for sale at December 31, 2005, by contractual

At December 31, 2005, AIG’s net borrowings were $10.43 bil-maturity, are shown below. Actual maturities may differ from
lion after reflecting amounts not guaranteed by AIG, amountscontractual maturities because certain borrowers have the
that were matched borrowings under AIGFP’s obligations ofright to call or prepay certain obligations with or without call
guaranteed investment agreements (GIAs), matched notes andor prepayment penalties.
bonds payable, and liabilities connected to trust preferred

Estimated stock. The following table summarizes borrowings outstanding
Amortized Market

at December 31, 2005:(in millions) Cost Value

Securities available for sale: (in millions)
Due in one year or less $ 5,156 $ 5,066 AIG’s net borrowings $ 10,425
Due after one year through five years 4,582 4,505 Liabilities connected to trust preferred stock 1,391
Due after five years through ten years 3,794 3,646 Borrowings not guaranteed by AIG(a) 52,272
Due after ten years 20,518 20,612 AIGFP:
Asset-backed and collateralized 3,522 3,682 GIAs 20,811
Total securities available for sale $37,572 $37,511 Matched notes and bonds payable 24,950

Total debt 109,849
An insignificant amount of securities available for sale were

Commercial paper (9,208)
below investment grade at December 31, 2005. Variable interest entity (VIE) debt(b) (1,350)

(i) Finance Receivables: Finance receivables, net of unearned Total debt, excluding commercial paper and VIE $ 99,291
finance charges, were as follows: (a) Includes commercial paper not guaranteed by AIG.

(b) Represents borrowings of VIEs required to be consolidated under theYears Ended December 31,
provisions of FIN 46R.(in millions) 2005 2004

Real estate loans $20,407 $17,069
Non-real estate loans 3,831 3,462
Credit card loans 1,498 1,226
Retail sales finance 2,522 2,254
Other loans 407 134

Total finance receivables 28,665 24,145
Allowance for losses (670) (571)

Finance receivables, net $27,995 $23,574
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9. Debt Outstanding
Continued

Total debt, excluding commercial paper of $9.2 billion and VIE debt of $1.35 billion, at December 31, 2005 is shown below
with year of payment due in each of the next five years and thereafter.

(in millions) Total 2006 2007 2008 2009 2010 Thereafter

Borrowings under obligations of GIAs $20,811 $ 7,577 $ 1,899 $1,208 $ 579 $ 562 $ 8,986

Medium term notes:
AGF(a) 17,736 2,992 3,944 2,346 1,866 2,425 4,163
ILFC(a) 4,689 1,134 1,088 1,306 700 447 14
AIG 112 23 65 – – – 24

Total 22,537 4,149 5,097 3,652 2,566 2,872 4,201

Notes and bonds payable:
AIGFP 26,463 14,841 1,009 1,064 1,498 1,802 6,249

ILFC(a):
Notes 15,011 1,727 2,204 2,548 2,282 2,482 3,768
Export credit facility(b) 2,616 432 432 432 381 267 672
Bank financings 1,399 725 75 25 471 103 –

Total ILFC 19,026 2,884 2,711 3,005 3,134 2,852 4,440

AGF(a) 983 387 75 – 399 122 –

AIG:
Term notes 3,000 – – 500 – 500 2,000
Zero coupon convertible debt 1,060 – – – – – 1,060
SAI 435 – 100 73 – – 262

Total AIG 4,495 – 100 573 – 500 3,322

AGC 797 – – – – – 797

Total 51,764 18,112 3,895 4,642 5,031 5,276 14,808

Loans and mortgages payable:
AIGCFG(a) 864 864 – – – – –
AIG 814 600 121 – – – 93
AIG Finance (Hong Kong) Limited(a) 183 37 7 139 – – –

Total 1,861 1,501 128 139 – – 93

Other subsidiaries(a) 927 165 5 52 – – 705

Liabilities connected to trust preferred stock 1,391 – – – – – 1,391

Total $99,291 $31,504 $11,024 $9,693 $8,176 $8,710 $30,184
(a) AIG does not guarantee these borrowings.
(b) Reflects future minimum payment for ILFC’s borrowing under the Export Credit Facility.
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transactions to manage its effective borrowing rates with9. Debt Outstanding
respect to these notes.Continued

(ii) Medium Term Notes Payable Issued by ILFC: ILFC’s
At December 31, 2005, long-term borrowings were $77.00 Medium Term Notes are unsecured obligations which generally

billion and short-term borrowings were $31.50 billion, may not be redeemed by ILFC prior to maturity and bear
excluding $1.35 billion with respect to debt of VIE’s required interest at either fixed rates set by ILFC at issuance or variable
to be consolidated under the provisions of FIN 46R. Long-term rates determined by an interest rate or other formula.
borrowings include commercial paper and exclude that portion As of December 31, 2005, notes aggregating $4.69 billion
of long-term debt maturing in less than one year. were outstanding with maturity dates from 2006 to 2013 at

interest rates ranging from 2.25 percent to 6.98 percent. To the(a) Commercial Paper:
extent deemed appropriate, ILFC may enter into swap
transactions to manage its effective borrowing rates withAt December 31, 2005, the commercial paper issued and
respect to these notes.outstanding was as follows:

(iii) Medium Term Notes Payable Issued by AIG: AIG’sUnamortized Weighted Weighted
Net Discount Average Average Medium Term Notes are unsecured obligations which generally

Book and Accrued Face Interest Maturity
(dollars in millions) Value Interest Amount Rate in Days may not be redeemed by AIG prior to maturity and bear

interest at either fixed rates set by AIG at issuance or variableILFC $2,615 $10 $2,625 4.17% 36
rates determined by reference to an interest rate or otherAGF 3,423 10 3,433 4.32 29
formula.AIG Funding 2,694 7 2,701 4.32 32

AIGCCC – An analysis of AIG’s Medium Term Notes for the year ended
Taiwan* 476 2 478 2.08 63

December 31, 2005 was as follows:
Total $9,208 $29 $9,237 — —
* Issued in Taiwan N.T. dollars at prevailing local interest rates. (in millions) AIG SAI Total

Balance December 31, 2004 $ 565 $102 $ 667At December 31, 2005, AIG did not guarantee the
Matured during year (500) (55) (555)commercial paper of any of its subsidiaries other than AIG

Funding. Balance December 31, 2005 $ 65 $ 47 $ 112

(b) Borrowings under Obligations of Guaranteed Investment The interest rate on AIG’s Medium Term Note is 0.5 percent.
Agreements: Borrowings under obligations of guaranteed To the extent deemed appropriate, AIG may enter into swap
investment agreements, which are guaranteed by AIG, are transactions to manage its effective borrowing rate with respect
recorded at the amount outstanding under each contract. to this note.
Obligations may be called at various times prior to maturity at At December 31, 2005, Medium Term Notes originally
the option of the counterparty. Interest rates on these issued by SunAmerica, Inc. (SAI), which was merged into
borrowings are primarily fixed, vary by maturity, and range up AIG on January 1, 1999, aggregating $47 million had maturity
to 9.8 percent. dates ranging from 2006 to 2026 at interest rates ranging from

Funds received from GIA borrowings are invested in a 6.43 percent to 7.05 percent.
diversified portfolio of securities and derivative transactions. At During 2000, AIG issued $210 million of equity-linked
December 31, 2005, the market value of securities pledged as Medium Term Notes due May 15, 2007. These notes accrue
collateral with respect to these obligations approximated interest at the rate of 0.50 percent and the total return on
$7.0 billion. these notes is linked to the appreciation in market value of

AIG’s common stock. The notes may be redeemed, at the(c) Medium Term Notes Payable:
option of AIG, as a whole but not in part, at any time on or

(i) Medium Term Notes Payable Issued by AGF: AGF’s after May 15, 2003. In conjunction with the issuance of these
Medium Term Notes are unsecured obligations which generally notes, AIG entered into a series of swap transactions which
may not be redeemed by AGF prior to maturity and bear effectively converted its interest expense to a fixed rate of
interest at either fixed rates set by AGF at issuance or variable 7.17 percent until May 15, 2003 and a floating rate of LIBOR
rates determined by reference to an interest rate or other minus 0.50 percent thereafter and transferred the equity
formula. appreciation exposure to a third party for the life of the notes.

As of December 31, 2005, notes aggregating $17.74 billion AIG is exposed to credit risk with respect to the counterparties
were outstanding with maturity dates ranging from 2006 to to these swap transactions. During 2003 and 2004, $45 million
2015 at interest rates ranging from 1.65 percent to 7.50 percent. and $100 million of these notes were redeemed, respectively.
To the extent deemed appropriate, AGF may enter into swap
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extended to include aircraft to be delivered through May 31,9. Debt Outstanding
2006. The facility becomes available as the various EuropeanContinued
Export Credit Agencies provide their guarantees for aircraft(d) Notes and Bonds Payable:
based on a six-month forward-looking calendar, and the
interest rate is determined through a bid process. At(i) Notes and Bonds Payable Issued by AIGFP:
December 31, 2005, ILFC had $1.4 billion outstanding under

At December 31, 2005, AIGFP’s notes and bonds outstanding, this facility. Borrowings with respect to these facilities are
the proceeds of which are invested in a diversified portfolio of included in Notes and Bonds Payable.
securities and derivative transactions, were as follows: In August 2004, ILFC received a commitment for an Ex-Im

Bank comprehensive guarantee in the amount of $1.68 billion
Range of U.S. Dollar

to support the financing of up to 30 new Boeing aircraft. TheMaturities Range of Carrying
(dollars in millions) Currency Interest Rates Value initial delivery period from September 1, 2004 through

August 31, 2005 has been extended by ILFC to August 31,2006-2039 U.S. dollar 0.09-8.60% $ 18,514
2006. ILFC did not have any borrowings outstanding under2006-2010 United Kingdom pound 4.59-4.68 2,370
this facility at December 31, 2005. From time to time, ILFC2006-2024 Euro 0.29-9.25 2,922

2005-2009 New Zealand dollar 4.17-8.35 1,185 enters into various bank financings. As of December 31, 2005
2006-2035 Japanese yen 0.01-4.00 1,050 the total funded amount was $1.4 billion. The financings
2006-2015 Australian dollar 1.14-4.89 104 mature through 2010. One tranche of one of the loans totaling
2007-2024 Swiss francs 0.25-1.38 247 $410 million was funded in Japanese yen and swapped to
2007-2015 Other 1.03-3.72 71 U.S. dollars.
Total $ 26,463 In December of 2005, ILFC entered into two tranches of

junior subordinated debt totaling $1.0 billion. Both mature on
AIGFP economically hedges its notes and bonds. AIG December 21, 2065, but each tranche has a different call

guarantees all of AIGFP’s debt. option. The $600 million tranche has a call date of
December 21, 2010 and the $400 million tranche has a call(ii) Notes and Bonds Payable Issued by ILFC: As of
date of December 21, 2015. The note with the 2010 call dateDecember 31, 2005, notes aggregating $15.01 billion were
has a fixed interest rate of 5.90 percent for the first five years.outstanding with maturity dates from 2006 to 2065 and
The note with the 2015 call date has a fixed interest rate ofinterest rates ranging from 2.95 percent to 6.63 percent. Notes
6.25 percent for the first ten years. Both tranches have interestaggregating $3.52 billion are at floating interest rates and the
rate adjustments if the call option is not exercised. The newremainder are at fixed rates.
interest rate is a floating quarterly reset rate based on theThe foreign exchange adjustment for the foreign currency
initial credit spread plus the highest of (i) 3 month LIBOR,denominated debt was $197 million at December 31, 2005 and
(ii) 10-year constant maturity treasury and (iii) 30-year$1.2 billion at December 31, 2004. ILFC had $13.13 billion of
constant maturity treasury.debt securities registered for public sale at December 31, 2005.

AIG does not guarantee any of the debt obligations ofAs of December 31, 2005, $8.66 billion of debt securities were
ILFC.issued. In addition, ILFC has a Euro Medium Term Note

Program for $7.0 billion, under which $4.98 billion in notes (iii) Notes and Bonds Payable Issued by AGF: As of
were sold through December 31, 2005. ILFC has substantially December 31, 2005, AGF notes aggregating $983 million were
eliminated the currency exposure arising from foreign currency outstanding with maturity dates ranging from 2006 to 2010 at
denominated notes by economically hedging that portion of interest rates ranging from 4.03 percent to 8.45 percent.
the note exposure not already offset by Euro denominated In 2005, AGF increased its shelf registration statement by
operating lease payments, although such hedges do not qualify $10.0 billion. AGF had $11.1 billion of debt securities
for hedge accounting treatment under FAS 133. Notes issued registered and available for issuance at December 31, 2005.
under this program are included in Notes and Bonds Payable. AGF uses the proceeds from the issuance of notes and bonds

ILFC had a $4.3 billion Export Credit Facility (ECA) for for the funding of its finance receivables.
use in connection with the purchase of approximately 75 AIG does not guarantee any of the debt obligations of
aircraft delivered through 2001. This facility was guaranteed by AGF.
various European Export Credit Agencies. The interest rate

(iv) Notes, Bonds and Debentures Issued by AIG:varies from 5.75 percent to 5.90 percent on these amortizing
ten-year borrowings depending on the delivery date of the (A) Zero Coupon Convertible Senior Debentures: On
aircraft. At December 31, 2005, ILFC had $1.2 billion November 9, 2001, AIG issued zero coupon convertible senior
outstanding under this facility. The debt is collateralized by a debentures in the aggregate principal amount at stated maturity
pledge of the shares of a subsidiary of ILFC, which holds title of $1.52 billion. The notes were offered at 65.8 percent of
to the aircraft financed under the facility. principal amount at stated maturity, bear no interest unless

In May 2004, ILFC entered into a similarly structured ECA contingent interest becomes payable under certain conditions
for up to a maximum of $2.64 billion for Airbus aircraft to be and are due November 9, 2031. The net proceeds to AIG were
delivered through May 31, 2005. The facility has since been $990 million. Commencing January 1, 2002, holders may
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(e) Loans and Mortgages Payable:9. Debt Outstanding
Continued Loans and mortgages payable at December 31, 2005,
convert the debentures into shares of AIG common stock at a consisted of the following:
conversion rate of 6.0627 shares per $1,000 principal amount

Uncollateralized Collateralizedof debentures on any day if AIG’s common stock price exceeds
Loans Loans and

120 percent of the conversion price on the last trading day of (in millions) Payable Mortgages Payable
the preceding fiscal quarter for a set period of time, and after

AIG Finance (Hong Kong)
September 30, 2031, on any day if AIG’s common stock price Limited $ 183 $ –
exceeds such amount for one day, subject to certain AIGCFG 864 –
restrictions. The debentures are redeemable by AIG on or after AIG 814 –
November 9, 2006 at specified redemption prices. Holders may Other subsidiaries 618 309
require AIG to repurchase the debentures at specified Total $2,479 $309
repurchase prices on November 9, 2006, 2011, 2016, 2021, and
2026. At December 31, 2005, the debentures outstanding had (f) Liabilities Connected to Trust Preferred Stock: AGC issued
a face value of $1.52 billion, unamortized discount of Junior Subordinated Debentures (liabilities) to four trusts
$460 million and a net book value of $1.06 billion. The established by AGC, which represent the sole assets of the
amortization of the original issue discount was recorded as a trusts. The trusts have no independent operations. The trusts
component of other operating expenses. issued mandatory redeemable preferred stock to investors. The

interest terms and payment dates of the liabilities correspond(B) Notes and Debentures Issued by SAI: As of
to those of the preferred stock. AGC’s obligations with respectDecember 31, 2005, notes and debentures originally issued by
to the liabilities and related agreements, when taken together,SAI aggregating $435 million (net of unamortized discount of
constitute a full and unconditional guarantee by AGC of$40 million) were outstanding with maturity dates from 2007
payments due on the preferred securities. The liabilities areto 2097 at interest rates ranging from 5.60 percent to
redeemable, under certain conditions, at the option of AGC9.95 percent.
on a proportionate basis.

(C) Term Notes: On September 30, 2005, AIG sold The preferred stock consists of $300 million liquidation
$1.5 billion principal amount of notes in a Rule 144A/ value of 8.5 percent preferred stock issued by American
Regulation S offering, $500 million of which bear interest at a General Capital II in June 2000, $500 million liquidation
rate of 4.700 percent per annum and mature in 2010 and value of 8.125 percent preferred stock issued by American
$1.0 billion of which bear interest at a rate of 5.050 percent General Institutional Capital B in March 1997, and $500 mil-
per annum and mature in 2015. The notes are senior lion liquidation value of 7.57 percent preferred stock issued by
unsecured obligations of AIG and rank equally with all of American General Institutional Capital A in December 1996.
AIG’s other senior debt outstanding. AIG has agreed to use In December 2005, $100 million liquidation value of 8.05
commercially reasonable efforts to consummate an exchange percent preferred stock were redeemed by American General
offer for the notes pursuant to an effective registration Capital III.
statement within 360 days of the date on which the notes were

(g) Revolving Credit Facilities: AIG and AIG Funding, Inc.issued.
(AIG Funding) are parties to unsecured syndicated revolvingOn May 15, 2003, AIG sold $1.5 billion principal amount
credit facilities aggregating $2.75 billion, consisting of $1.375 bil-of notes in a Rule 144A/Regulation S offering, $500 million of
lion in a 364-day revolving credit facility that expires in July ofwhich bear interest at a rate of 2.875 percent per annum and
2006 and $1.375 billion in a five-year revolving credit facilitymature in 2008 and $1.0 billion of which bear interest at a
that expires in July of 2010. The 364-day facility allows for therate of 4.250 percent per annum and mature in 2013. The
conversion by AIG of any outstanding loans at expiration intonotes are senior unsecured obligations of AIG and rank equally
one-year term loans. The facilities can be used for generalwith all of AIG’s other senior debt outstanding. AIG
corporate purposes and also to provide backup for AIG’scompleted an exchange offer in April 2004 with respect to the
commercial paper programs administered by AIG Funding. AIGRule 144A/Regulation S Notes and issued in exchange
expects to replace or extend these credit facilities on or prior tosubstantially identical notes that are registered under the
their expiration. There are currently no borrowings outstandingSecurities Act.
under these facilities, nor were any borrowings outstanding as of

(v) Notes and Bonds Payable Issued by AGC: As of December 31, 2005.
December 31, 2005, AGC notes aggregating $797 million were In November 2005, AIG and AIG Funding entered into a
outstanding with maturity dates ranging from 2010 to 2029 at 364-day revolving credit facility for an aggregate amount of
interest rates ranging up to 7.75 percent. $3 billion, which can be drawn in the form of loans or letters

As of November 2001, AIG guaranteed the notes and of credit. The credit facility expires in November 2006 but
bonds of AGC. allows for the issuance of letters of credit with terms of up to

ten years and provides for the conversion by AIG of any
outstanding loans at expiration into one-year term loans. The
facility can be used for general corporate purposes, including
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companies of ILFC and liabilities connected to trust preferred9. Debt Outstanding
stock of AGC subsidiaries are accounted for as interest expenseContinued
in the consolidated statement of income. The cash distribu-providing backup for AIG’s commercial paper programs admin-
tions for ILFC were approximately $5 million, $4 million, andistered by AIG Funding and obtaining letters of credit to
$4 million for the years ended December 31, 2005, 2004, andsecure obligations under insurance and reinsurance transac-
2003, respectively. The cash distributions for AGC subsidiariestions. There are currently no loans outstanding under the
were approximately $112 million, $123 million and $128 mil-facility, nor were any loans outstanding as of December 31,
lion for the years ended December 31, 2005, 2004 and 2003,2005. As of such dates, $1.14 billion was available to be drawn
respectively.under the facility, with the remainder having been drawn in

the form of letters of credit.
10. Preferred Shareholders’ Equity in SubsidiaryAIG is also a party to an unsecured inter-company
Companiesrevolving credit facility provided by certain of its subsidiaries

aggregating $2 billion that expires in October of 2006. The As of December 31, 2005, preferred shareholders’ equity in
facility allows for the conversion of any outstanding loans at subsidiary companies represents preferred stocks issued by ILFC,
expiration into one-year term loans. The facility can be used a wholly owned subsidiary of AIG.
for general corporate purposes and also to provide backup for At December 31, 2005, the preferred stock consists of 1,000
AIG’s commercial paper programs. AIG expects to replace or shares of market auction preferred stock (MAPS) in two series
extend this credit facility on or prior to its expiration. There (Series A and B) of 500 shares each. Each of the MAPS shares
are currently no borrowings outstanding under the inter- has a liquidation value of $100,000 per share and is not
company facility, nor were any borrowings outstanding as of convertible. The dividend rate, other than the initial rate, for
December 31, 2005. each dividend period for each series is reset approximately

AGF is a party to unsecured syndicated revolving credit every seven weeks (49 days) on the basis of orders placed in an
facilities aggregating $4.25 billion, consisting of $2.125 billion auction. During 2001, ILFC extended the term of the Series A
in a 364-day revolving credit facility that expires in July 2006 to five years at a dividend rate of 5.90 percent. At
and $2.125 billion in a five-year credit facility that expires in December 31, 2005, the dividend rate for Series B was
July 2010. The 364-day facility allows for the conversion by 4.51 percent.
AGF of any outstanding loan at expiration into a one-year
term loan. The facilities can be used for general corporate 11. Shareholders’ Equity
purposes and also to provide backup for AGF’s commercial

(a) AIG parent depends on its subsidiaries for cash flow in thepaper programs. AGF expects to replace or extend these credit
form of loans, advances, reimbursement for shared expenses,facilities on or prior to their expiration. There are currently no
and dividends. AIG’s insurance subsidiaries are subject toborrowings outstanding under these facilities, nor were any
regulatory restrictions on the amount of dividends which canborrowings outstanding as of December 31, 2005.
be remitted to AIG parent. These restrictions vary by state.ILFC is a party to unsecured syndicated revolving credit
For example, unless permitted by the New York Superinten-facilities aggregating $6.0 billion. The facilities can be used for
dent of Insurance, general insurance companies domiciled ingeneral corporate purposes and also to provide backup for
New York may not pay dividends to shareholders which in anyILFC’s commercial paper program. They consist of $2.0 billion
twelve month period exceed the lesser of ten percent of thein a 364-day revolving credit facility that expires in October
company’s statutory policyholders’ surplus or 100 percent of its2006, with a one-year term out option, $2.0 billion in a five-
‘‘adjusted net investment income,’’ as defined. Generally, lessyear revolving credit facility that expires in October 2009 and
severe restrictions applicable to both General and Life Insur-$2.0 billion in a five-year revolving credit facility that expires
ance companies exist in most of the other states in whichin October 2010. ILFC expects to replace or extend these
AIG’s insurance subsidiaries are domiciled. Certain foreigncredit facilities on or prior to their expiration. There are
jurisdictions have restrictions which could delay or limit thecurrently no borrowings outstanding under these facilities, nor
remittance of dividends. There are also various local restric-were any borrowings outstanding as of December 31, 2005.
tions limiting cash loans and advances to AIG by itsILFC was a party to two 180-day revolving credit facilities
subsidiaries. Largely as a result of the restrictions, approxi-aggregating to $1.0 billion, each of which expired in 2005.
mately 89 percent of consolidated shareholders’ equity was

(h) Interest Expense for All Indebtedness: Total interest ex- restricted from immediate transfer to AIG parent at Decem-
pense for all indebtedness, net of capitalized interest, aggre- ber 31, 2005.
gated $5.67 billion in 2005, $4.43 billion in 2004 and

(b) At December 31, 2005, there were 6,000,000 shares of$4.22 billion in 2003. Capitalized interest was $64 million in
AIG’s $5 par value serial preferred stock authorized, issuable in2005, $59 million in 2004 and $52 million in 2003. Cash
series, none of which were outstanding.distributions on the preferred shareholders’ equity in subsidiary
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11. Shareholders’ Equity
Continued

(c) The common share activity for the three years ended December 31, 2005 was as follows:

2005 2004 2003

Shares outstanding at beginning of year 2,596,423,190 2,608,447,046 2,609,600,831
Acquired during the year (2,654,272) (16,426,114) (3,899,991)
Issued pursuant to performance stock unit obligations 15,757 24,025 –
Issued under stock plans 2,625,227 4,310,733 2,699,584
Issued under contractual obligations 236,870 67,500 46,622

Shares outstanding at end of year 2,596,646,772 2,596,423,190 2,608,447,046

assurance that AIG’s ultimate loss reserves will not develop12. Commitments and Contingent Liabilities
adversely and materially exceed AIG’s current loss reserves.

In the normal course of business, various commitments and Estimation of ultimate net losses, loss expenses and loss
contingent liabilities are entered into by AIG and certain of its reserves is a complex process for long-tail casualty lines of
subsidiaries. In addition, AIG guarantees various obligations of business, which include excess and umbrella liability, directors
certain subsidiaries. and officers liability (D&O), professional liability, medical

malpractice, workers compensation, general liability, products(a) AIG and certain of its subsidiaries become parties to
liability and related classes, as well as for asbestos andderivative financial instruments with market risk resulting from
environmental exposures. Generally, actual historical lossboth dealer and end user activities and to reduce currency,
development factors are used to project future loss develop-interest rate, equity, and commodity exposures. These instru-
ment. However, there can be no assurance that future lossments are carried at their estimated fair values in the
development patterns will be the same as in the past.consolidated balance sheet. The vast majority of AIG’s
Moreover, any deviation in loss cost trends or in lossderivative activity is transacted by AIGFP. See also Note 20
development factors might not be discernible for an extendedherein.
period of time subsequent to the recording of the initial loss

(b) Securities sold, but not yet purchased and spot commodi- reserve estimates for any accident year. Thus, there is the
ties sold but not yet purchased represent obligations of AIGFP potential for reserves with respect to a number of years to be
to deliver specified securities and spot commodities at their significantly affected by changes in loss cost trends or loss
contracted prices. AIGFP records a liability to repurchase the development factors that were relied upon in setting the
securities and spot commodities in the market at prevailing reserves. These changes in loss trends or loss development
prices. factors could be attributable to changes in inflation in labor

AIG has issued unconditional guarantees with respect to the and material costs or in the judicial environment, or in other
prompt payment, when due, of all present and future payment social or economic phenomena affecting claims.
obligations and liabilities of AIGFP arising from transactions

(e) SAI Deferred Compensation Holdings, Inc., a wholly-entered into by AIGFP. Net revenues for the twelve months
owned subsidiary of AIG, has established a deferred compensa-ended December 31, 2005, 2004 and 2003 from Capital
tion plan for registered representatives of certain AIG subsidi-Markets operations were $3.26 billion, $1.28 billion and
aries, pursuant to which participants have the opportunity to$595 million, respectively.
invest deferred commissions and fees on a notional basis. The

(c) At December 31, 2005, ILFC had committed to purchase value of the deferred compensation fluctuates with the value of
338 new and used aircraft deliverable from 2006 through 2015 the deferred investment alternatives chosen. AIG has provided
at an estimated aggregate price of $23.3 billion and had a full and unconditional guarantee of the obligations of SAI
options to purchase 16 new aircraft at an estimated aggregate Deferred Compensation Holdings, Inc. to pay the deferred
purchase price of $1.5 billion. ILFC will be required to find compensation under the plan.
customers for any aircraft acquired, and it anticipates that it

(f) On June 27, 2005, AIG entered into agreements pursuantwill be required to arrange financing for portions of the
to which AIG agrees, subject to certain conditions, to (i) makepurchase price of such equipment.
any payment that is not promptly paid with respect to the

(d) AIG and its subsidiaries, in common with the insurance benefits accrued by certain employees of AIG and its subsidiar-
industry in general, are subject to litigation, including claims ies under the SICO Plans (as defined in Note 16) and
for punitive damages, in the normal course of their business. (ii) make any payment to the extent not promptly paid by
The recent trend of increasing jury awards and settlements Starr with respect to amounts that become payable to certain
makes it difficult to assess the ultimate outcome of such employees of AIG and its subsidiaries who are also stockhold-
litigation. ers of Starr after the giving of a notice of repurchase or

Although AIG annually reviews the adequacy of the redemption under Starr’s organizational documents. In January
established reserve for losses and loss expenses, there can be no 2006, Starr announced that it had completed its tender offer to
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(i) Regulators from several states have commenced investiga-12. Commitments and Contingent Liabilities
tions into insurance brokerage practices related to contingentContinued
commissions and other broker-related conduct, such as allegedpurchase interests in Starr and that all eligible shares had
bid rigging. Various parties, including insureds and sharehold-tendered their shares. As a result of completion of the tender
ers, have also asserted putative class action and other claimsoffer, no executive currently holds any Starr interests.
against AIG or its subsidiaries alleging, among other things,
violations of the antitrust and federal securities laws, and AIG(g) AIG and certain of its subsidiaries have been named
expects that additional claims may be made.defendants in two putative class actions in state court in

In February 2006, AIG reached a resolution of claims andAlabama that arise out of the 1999 settlement of class and
matters under investigation with the United States Departmentderivative litigation involving Caremark Rx, Inc. (Caremark).
of Justice (DOJ), the Securities and Exchange CommissionAn excess policy issued by a subsidiary of AIG with respect to
(SEC), the Office of the New York Attorney General (NYAG)the 1999 litigation was expressly stated to be without limit of
and the New York State Department of Insurance (DOI). Theliability. In the current actions, plaintiffs allege that the judge
settlements resolved outstanding litigation filed by the SEC,approving the 1999 settlement was misled as to the extent of
NYAG and DOI against AIG and concluded negotiations withavailable insurance coverage and would not have approved the
these authorities and the DOJ in connection with thesettlement had he known of the existence and/or unlimited
accounting, financial reporting and insurance brokerage prac-nature of the excess policy. They further allege that AIG, its
tices of AIG and its subsidiaries, as well as claims relating tosubsidiaries, and Caremark are liable for fraud and suppression
the underpayment of certain workers compensation premiumfor misrepresenting and/or concealing the nature and extent of
taxes and other assessments. The 2005 financial statementscoverage. In their complaint, plaintiffs request compensatory
include a fourth quarter after-tax charge of $1.15 billion todamages for the 1999 class in the amount of $3.2 billion, plus
record the settlements.punitive damages. AIG and its subsidiaries deny the allegations

As a result of these settlements, AIG made paymentsof fraud and suppression and have asserted, inter alia, that
totaling approximately $1.64 billion, $225 million of whichinformation concerning the excess policy was publicly disclosed
represented fines and penalties. A substantial portion of themonths prior to the approval of the settlement. AIG and its
money will be available to resolve claims asserted in varioussubsidiaries further assert that the current claims are barred by
regulatory and civil proceedings, including shareholder lawsuits.the statute of limitations and that plaintiffs’ assertions that the

Also, as part of the settlements, AIG has agreed to retainstatute was tolled cannot stand against the public disclosure of
for a period of three years an independent consultant who willthe excess coverage. Plaintiffs, in turn, have asserted that the
conduct a review that will include the adequacy of AIG’sdisclosure was insufficient to inform them of the nature of the
internal control over financial reporting and the remediationcoverage and did not start the running of the statute of
plan that AIG has implemented as a result of its own internallimitations. On January 28, 2005, the Alabama trial court
review.determined that one of the current actions may proceed as a

Various federal and state regulatory agencies are reviewingclass action on behalf of the 1999 classes that were allegedly
certain other transactions and practices of AIG and itsdefrauded by the settlement. AIG, its subsidiaries, and
subsidiaries in connection with industry-wide and other inquir-Caremark are seeking appellate relief from the Alabama
ies. AIG has cooperated, and will continue to cooperate, inSupreme Court. AIG cannot now estimate either the likeli-
producing documents and other information in response to thehood of its prevailing in these actions or the potential damages
subpoenas.in the event liability is determined.

A number of lawsuits have been filed regarding the subject
(h) On December 30, 2004, an arbitration panel issued its matter of the investigations of insurance brokerage practices,
ruling in connection with a 1998 workers compensation quota including derivative actions, individual actions and class
share reinsurance agreement under which Superior National actions under the federal securities laws, Racketeer Influenced
Insurance Company, among others, was reinsured by USLIFE, a and Corrupt Organizations Act (RICO), Employee Retirement
subsidiary of American General Corporation. In its 2-1 ruling Income Security Act (ERISA) and state common and corpo-
the arbitration panel refused to rescind the contract as rate laws in both federal and state courts, including the United
requested by USLIFE. Instead, the panel reformed the contract States District Court for the Southern District of New York
to reduce USLIFE’s participation by ten percent. USLIFE (Southern District of New York), in the Commonwealth of
disagrees with the ruling and is pursuing all appropriate legal Massachusetts Superior Court and in Delaware Chancery
remedies. USLIFE has certain reinsurance recoverables in Court. All of these actions generally allege that AIG and its
connection with the contract and the arbitration ruling subsidiaries violated the law by allegedly concealing a scheme
established a second phase of arbitration in which USLIFE will to ‘‘rig bids’’ and ‘‘steer’’ business between insurance companies
present its challenges to cessions to the contract. and insurance brokers.

AIG recorded a $178 million pre-tax charge in the fourth Since October 19, 2004, AIG or its subsidiaries have been
quarter of 2004 related to this matter and holds a reserve of named as a defendant in fifteen complaints that were filed in
approximately $364 million as of December 31, 2005. federal court and two that were originally filed in state court

(Massachusetts and Florida) and removed to federal court.
These cases generally allege that AIG and its subsidiaries
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In July 2005, a second amended complaint was filed in the12. Commitments and Contingent Liabilities
consolidated derivative case in the Southern District of NewContinued
York, expanding upon accounting-related allegations, basedviolated federal and various state antitrust laws, as well as
upon the First Restatement and, in August 2005, an amendedfederal RICO laws, various state deceptive and unfair practice
consolidated complaint was filed. In June 2005, the derivativelaws and certain state laws governing fiduciary duties. The
cases in Delaware were consolidated. AIG’s Board of Directorsalleged basis of these claims is that there was a conspiracy
has appointed a special committee of independent directors tobetween insurance companies and insurance brokers with
review the matters asserted in the derivative complaints. Theregard to the use of contingent commission agreements,
courts have approved agreements staying the derivative casesbidding practices, and other broker-related conduct concerning
pending in the Southern District of New York and in Delawarecoverage in certain sectors of the insurance industry. The
Chancery Court while the special committee of independentJudicial Panel on Multidistrict Litigation entered an order on
directors performs its work. In September 2005, a shareholderFebruary 17, 2005, consolidating most of these cases and
filed suit in Delaware Chancery Court seeking documentstransferring them to the United States District Court for the
relating to some of the allegations made in the derivative suits.District of New Jersey (District of New Jersey). The remainder
AIG filed a motion to dismiss in October 2005.of these cases have been transferred to the District of New

In late 2002, a derivative action was filed in DelawareJersey. On August 15, 2005, the plaintiffs in the multidistrict
Chancery Court in connection with AIG’s transactions withlitigation filed a Corrected First Consolidated Amended Com-
certain entities affiliated with Starr and Starr Internationalmercial Class Action Complaint, which, in addition to the
Company, Inc. (SICO). In May 2005, the plaintiff filed anpreviously named AIG defendants, names new AIG subsidiaries
amended complaint which adds additional claims premised onas defendants. Also on August 15, 2005, AIG and two
allegations relating to insurance brokerage practices and AIG’ssubsidiaries were named as defendants in a Corrected First
non-traditional insurance products. Plaintiffs in that case haveConsolidated Amended Employee Benefits Class Action Com-
agreed to dismiss newly added allegations unrelated to transac-plaint filed in the District of New Jersey, which asserts similar
tions with entities affiliated with Starr and SICO withoutclaims with respect to employee benefits insurance and a claim
prejudice to pursuit of these claims in the separate derivativeunder ERISA on behalf of putative classes of employers and
actions described above. On February 16, 2006, the Delawareemployees. On November 29, 2005, the AIG defendants, along
Chancery Court entered an order dismissing the litigation withwith other insurer defendants and the broker defendants filed
prejudice with respect to AIG’s outside directors and dismissingmotions to dismiss both the Commercial and Employee
the claims against the remaining AIG defendants withoutBenefits Complaints. Plaintiffs have filed a motion for class
prejudice.certification in the consolidated action. In addition, complaints

AIG cannot predict the outcome of the matters describedwere filed against AIG and several of its subsidiaries in
above or estimate the potential costs related to these mattersMassachusetts and Florida state courts, which have both been
and, accordingly, no reserve is being established in AIG’sstayed. In the Florida action, the plaintiff has filed a petition
financial statements at this time. In the opinion of AIGfor a writ of certiorari with the District Court of Appeals of
management, AIG’s ultimate liability for the unresolvedthe State of Florida, Fourth District with respect to the stay
matters referred to above is not likely to have a materialorder. On February 9, 2006, a complaint against AIG and
adverse effect on AIG’s consolidated financial condition,several of its subsidiaries was filed in Texas state court, making
although it is possible that the effect would be material toclaims similar to those in the federal cases above.
AIG’s consolidated results of operations for an individualIn April and May 2005, amended complaints were filed in
reporting period.the consolidated derivative and securities cases, as well as in

one of the ERISA lawsuits, pending in the Southern District of (j) On July 8, 2005, SICO filed a complaint against AIG in
New York adding allegations concerning AIG’s accounting the Southern District of New York. The complaint alleges that
treatment for non-traditional insurance products. In September AIG is in the possession of items, including artwork, which
2005, a second amended complaint was filed in the consoli- SICO claims it owns, and seeks an order causing AIG to
dated securities cases adding allegations concerning AIG’s First release those items as well as actual, consequential, punitive
Restatement. Also in September 2005, a new securities action and exemplary damages. On September 27, 2005, AIG filed its
complaint was filed in the Southern District of New York, answer to SICO’s complaint denying SICO’s allegations and
asserting claims premised on the same allegations made in the asserting counter-claims for breach of contract, unjust enrich-
consolidated cases. Motions to dismiss have been filed in the ment, conversion and breach of fiduciary duty relating to
securities actions. In September 2005, a consolidated complaint SICO’s breach of its commitment to use its AIG shares for the
was filed in the ERISA case pending in the Southern District benefit of AIG and its employees. On October 17, 2005, SICO
of New York. Motions to dismiss have been filed in that replied to AIG’s counter-claims and additionally sought a
ERISA case. Also in April 2005, new derivative actions were judgment declaring that SICO is neither a control person nor
filed in Delaware Chancery Court, and in July and August an affiliate of AIG for purposes of Schedule 13D under the
2005, two new derivative actions were filed in the Southern Securities Exchange Act of 1934, as amended (the Exchange
District of New York asserting claims duplicative of the claims Act), and Rule 144 under the Securities Act of 1933, as
made in the consolidated derivative action.
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Shan for not providing its agency leaders a choice between12. Commitments and Contingent Liabilities
alternative government pension plans. Nan Shan has reachedContinued
an agreement with the agency union and the ultimate liabilityamended (the Securities Act), respectively. AIG responded to
is not material to AIG’s consolidated financial condition orthe SICO claims on November 7, 2005.
results of operations.

(k) AIG subsidiaries own interests in certain limited liability
companies (LLCs) which invested in six coal synthetic fuel 13. Fair Value of Financial Instruments
production facilities. The sale of coal synthetic fuel produced

Statement of Financial Accounting Standards No. 107, ‘‘Dis-by these six facilities generates income tax credits. Since
closures about Fair Value of Financial Instruments’’ (FAS 107),acquiring the facilities, AIG has recognized approximately
requires disclosure of fair value information about financial$1.0 billion of synfuel tax credits through December 31, 2005.
instruments, as defined therein, for which it is practicable toOne of the conditions a taxpayer must meet to qualify for coal
estimate such fair value. In the measurement of the fair valuesynfuel tax credits is that the synfuel production facility must
of certain financial instruments, where quoted market priceshave been ‘‘placed in service’’ before July 1, 1998. On July 1,
are not available, other valuation techniques are utilized. These2005 IRS field agents issued notices of proposed adjustment to
fair value estimates are derived using internally developedthe LLCs proposing to disallow all of the credits taken by the
valuation methodologies based on available and observableLLCs during the years 2001 through 2003. The IRS field
market information. FAS 107 excludes certain financial instru-agents subsequently conceded that one of the facilities was
ments, including those related to insurance contracts.timely placed in service, but contended that none of the other

The following methods and assumptions were used by AIGunderlying production facilities were placed in service by the
in estimating the fair value of the financial instrumentsstatutory deadline. On October 3, 2005, IRS field agents issued
presented:60-day letters to the LLCs proposing to disallow the tax credits

taken with respect to synfuel sales by the remaining five Cash and short-term investments: The carrying amounts approxi-
production facilities. By letters dated February 17, 2006, the mate fair values.
IRS field agents have advised the LLCs that they have, after

Fixed maturity securities: Fair values were generally based uponfurther review, concluded that all six production facilities were
quoted market prices. For certain fixed maturity securities forplaced in service before July 1, 1998 and that they will
which market prices were not readily available, fair values werewithdraw the 60-day letters issued to the LLCs.
estimated using values obtained from independent pricingTax credits generated from the production and sale of
services.synthetic fuel under section 29 of the Internal Revenue Code

are subject to an annual phase-out provision that is based on Equity securities: Fair values were based upon quoted market
the average wellhead price of domestic crude oil. The price prices.
range within which the tax credits are phased-out was

Mortgage loans on real estate, policy and collateral loans: Whereoriginally established in 1980 and is adjusted annually for
practical, the fair values of loans on real estate and collateralinflation. Depending on the price of domestic crude oil for a
loans were estimated using discounted cash flow calculationsparticular year, all or a portion of the tax credits generated in
based upon AIG’s current incremental lending rates for similarthat year might be eliminated. Although AIG cannot predict
type loans. The fair values of the policy loans were notthe future price of domestic crude oil for the years 2006 and
calculated as AIG believes it would have to expend excessive2007 (the final year the tax credits are available), AIG does
costs for the benefits derived.not expect the phase-out provision to affect tax credits

generated in 2005. AIG has also entered into hedges designed Trading assets and trading liabilities: Fair values approximate the
to mitigate a portion of its future exposure to a sustained high carrying values.
price of oil. However, no assurance can be given as to the

Finance receivables: Fair values were estimated using discountedeffectiveness of the hedging in actually reducing such exposure
cash flow calculations based upon the weighted average ratesor whether such hedging will continue.
currently being offered for similar finance receivables.

(l) AIG understands that some of its employees have received
Securities available for sale: Fair values were based on quotedWells notices in connection with previously disclosed SEC
market prices. Where market prices were not readily available,investigations of certain of AIG’s transactions or accounting
fair values were estimated using quoted market prices ofpractices. Under SEC procedures, a Wells notice is an
comparable investments.indication that the SEC staff has made a preliminary decision

to recommend enforcement action that provides recipients Securities lending collateral and securities lending payable: The
with an opportunity to respond to the SEC staff before a contract values of these financial instruments approximate fair
formal recommendation is finalized. AIG anticipates that value.
additional current and former employees could receive similar

Trading securities: Fair values were based on current marketnotices in the future as the regulatory investigations proceed.
value where available. For securities for which market values

(m) In August 2005, the Bureau of Labor Insurance in Taiwan
began to levy a monthly administrative penalty against Nan
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GIAs: Fair values of AIG’s obligations under investment type13. Fair Value of Financial Instruments
agreements were estimated using discounted cash flow calcula-Continued
tions based on interest rates currently being offered for similarwere not readily available, fair values were estimated using
agreements with maturities consistent with those remaining forquoted market prices of comparable investments.
the agreements being valued.

Spot commodities: Fair values are based on current market
Securities and spot commodities sold but not yet purchased: Theprices.
carrying amounts for the securities and spot commodities sold
but not yet purchased approximate fair values. Fair values forUnrealized gains and losses on swaps, options and forward
spot commodities sold short were based on current markettransactions: Fair values were based on the use of valuation
prices.models that utilize, among other things, current interest,

foreign exchange commodity, equity and volatility rates, as
Trust deposits and deposits due to banks and other depositors: Toapplicable.
the extent certain amounts are not demand deposits or
certificates of deposit which mature in more than one year, fairSecurities purchased (sold) under agreements to resell (repurchase),
values were not calculated as AIG believes it would have toat contract value: As these securities (obligations) are short-
expend excessive costs for the benefits derived.term in nature, the contract values approximate fair values.

Commercial paper: The carrying amount approximates fairOther invested assets: Consisting principally of hedge funds and
value.limited partnerships. Fair values are provided by the general

partner or manager of each investment.
Notes, bonds, loans and mortgages: Where practical, the fair
values of these obligations were estimated using discountedPolicyholders’ contract deposits: Fair values were estimated using
cash flow calculations based upon AIG’s current incrementaldiscounted cash flow calculations based upon interest rates
borrowing rates for similar types of borrowings with maturitiescurrently being offered for similar contracts with maturities
consistent with those remaining for the debt being valued.consistent with those remaining for the contracts being valued.
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13. Fair Value of Financial Instruments
Continued

The carrying values and fair values of AIG’s financial instruments at December 31, 2005 and 2004 were as follows:

2005 2004

Carrying Fair Carrying Fair
(in millions) Value* Value Value* Value

Assets:
Fixed maturities $385,680 $386,199 $365,677 $366,174
Equity securities 23,588 23,588 17,706 17,706
Mortgage loans on real estate, policy and collateral loans 24,909 26,352 23,484 23,980
Securities available for sale 37,511 37,511 31,225 31,225
Trading securities 6,499 6,499 2,746 2,746
Spot commodities 92 96 534 534
Unrealized gain on swaps, options and forward transactions 18,695 18,695 22,670 22,670
Trading assets 1,204 1,204 3,433 3,433
Securities purchased under agreements to resell 14,547 14,547 26,272 26,272
Finance receivables, net of allowance 27,995 27,528 23,574 24,133
Securities lending collateral 59,471 59,471 49,169 49,169
Other invested assets 27,267 27,267 23,559 23,559
Short-term investments 15,342 15,342 16,102 16,102
Cash 1,897 1,897 2,009 2,009

Liabilities:
Policyholders’ contract deposits 227,027 223,244 216,474 212,543
Borrowings under obligations of guaranteed investment agreements 20,811 22,373 18,919 20,897
Securities sold under agreements to repurchase 11,047 11,047 23,581 23,581
Trading liabilities 2,546 2,546 2,503 2,503
Securities and spot commodities sold but not yet purchased 5,975 5,975 5,404 5,404
Unrealized loss on swaps, options and forward transactions 12,740 12,740 15,985 15,985
Trust deposits and deposits due to banks and other depositors 4,877 5,032 4,248 4,553
Commercial paper 9,208 9,208 9,693 9,693
Notes, bonds, loans and mortgages payable 78,439 79,518 66,798 68,700
Securities lending payable 60,409 60,409 49,972 49,972

* The carrying value of all other financial instruments approximates fair value.

discussion of prospective change to AIG’s accounting for14. Stock Compensation Plans
retiree eligibility provisions.

At December 31, 2005, AIG had five types of stock-based Statement of Financial Accounting Standards No. 148,
compensation plans: (i) a stock option plan; (ii) an incentive ‘‘Accounting for Stock-Based Compensation – Transition and
stock plan under which restricted stock units had been issued; Disclosure, an amendment to FASB Statement No. 123’’
(iii) an employee stock purchase plan; (iv) SICO’s Deferred (FAS 148), was issued in 2002. This statement amended
Compensation Profit Participation Plan (SICO DCPPP) (con- FAS 123 and provides alternative methods of transition for a
sistent with SICO’s change to equity settlement of selected voluntary change to the recognition provisions of FAS 123.
awards); and (v) AIG’s Deferred Compensation Profit Partici- Also, FAS 148 amended certain of the disclosure requirements
pation Plan (AIG DCPPP) which is the replacement for the of FAS 123.
SICO DCPPP. AIG elected the ‘‘Prospective Method’’ in the application of

Effective January 1, 2003, AIG adopted the recognition the recognition provisions as prescribed by FAS 123. Such
provision of Statement of Financial Accounting Standards method provides for the recognition of the fair value with
No. 123, ‘‘Accounting for Stock-Based Compensation’’ respect to stock-based compensation for shares subscribed for or
(FAS 123). This statement establishes the financial accounting granted on or after January 1, 2003.
and reporting standards for stock-based employee compensation Prior to adoption of the recognition provisions of FAS 123,
plans, such as AIG’s stock purchase plan, stock option plan, as amended, AIG recognized stock compensation in accordance
stock incentive plan, SICO DCPPP, and AIG DCPPP. Under with the provisions of APB Opinion No. 25 ‘‘Accounting for
the recognition provisions of FAS 123, costs with respect to Stock Issued to Employees.’’ Shares subscribed for or granted
stock compensation are measured using the fair value of the prior to January 1, 2003 continue to be accounted for pursuant
shares subscribed or granted as at the date of grant recognized to APB Opinion No. 25. See Note 1(gg) herein for discussion
ratably over the vesting period. Such fair value is derived of AIG’s accounting for the unvested portion of its APB 25
through an option pricing model or the fair value of AIG’s awards according to the requirements of FAS 123R.
common stock, as applicable. See Note 1(gg) herein for
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The fair value calculated was derived by using the Black-Scholes14. Stock Compensation Plans
model. The pro forma recognition of such fair value had anContinued
insignificant effect on the pro forma amounts disclosed above.With respect to net income for December 31, 2005, 2004,

The fair values of purchase privileges granted during the
and 2003, the following table provides a pro forma reconcilia- years ended December 31, 2005, 2004 and 2003 were
tion as if AIG had adopted the recognition provisions of $13 million, $12 million and $12 million, respectively. The
FAS 123 at the awards inception: weighted average fair values per share of those purchase rights

granted in 2005, 2004, and 2003 were $12.24, $14.82, and(in millions, except per share data) 2005 2004 2003
$11.64, respectively. The fair value of each purchase right was

Net income, as reported $10,477 $9,839 $8,108 derived at the date of the subscription using the AIG model.
Add back interest on contingently The following weighted average assumptions were used for

convertible bonds, net of tax 11 11 11 purchase privileges granted in 2005, 2004 and 2003, respec-
10,488 9,850 8,119 tively: dividend yields of 0.71 percent, 0.36 percent and

0.32 percent; expected volatilities of 27.3 percent, 34.4 percentActual stock-based compensation
and 34.0 percent; risk-free interest rates of 3.37 percent,recognized, net of tax 53 40 16
1.60 percent and 1.10 percent; and terms of one year.10,541 9,890 8,135

Fair Value for Grants (a) Stock Option Plan: The AIG 1999 Stock Option Plan, as
Issued prior to January 1, amended (the 1999 Plan), provides that options to purchase a
2003, net of tax 39 49 56 maximum of 45,000,000 shares of common stock can be

Actual stock-based compensation granted to certain key employees and members of the Board of
recognized, net of tax 53 40 16 Directors at prices not less than fair market value at the date

of grant. The 1999 Plan limits the maximum number of sharesNet income, pro forma $10,449 $9,801 $8,063
as to which stock options may be granted to any employee inEarnings per common share:
any one year to 900,000 shares. Options granted under thisBasic:
Plan expire not more than ten years from the date of theNet income, as reported $ 4.03 $ 3.77 $ 3.10
grant. Options with respect to 32,500 shares, 25,000 shares,Stock-based compensation,
25,000 shares, and 25,000 shares were granted to nonemployeenet of tax (0.01) (0.02) (0.02)
members of the Board of Directors on August 11, 2005,Net income, pro forma $ 4.02 $ 3.75 $ 3.08
May 19, 2004, May 14, 2003 and February 10, 2003,

Diluted:
respectively. These options become exercisable on the first

Net income, as reported $ 3.99 $ 3.73 $ 3.07
anniversary of the date of grant, expire ten years from the dateStock-based compensation,
of grant, and do not qualify for Incentive Stock Optionnet of tax (0.01) (0.02) (0.02)
Treatment under the Section 422 of the Internal Revenue

Net income, pro forma $ 3.98 $ 3.71 $ 3.05 Code (ISO Treatment). The 1999 Plan, and the options
Average shares outstanding: previously granted thereunder, were approved by the sharehold-

Basic 2,597 2,606 2,610 ers at the 2000 Annual Meeting of Shareholders, and certain
Diluted 2,627 2,637 2,637 amendments were approved at the 2003 Annual Meeting of

Shareholders. At December 31, 2005, 20,130,562 shares wereAIG uses a binomial model to calculate the fair value of
reserved for future grants under the 1999 Plan. The 1999 Planstock option grants. The model uses ten years of historical
superseded the 1991 employee stock option plan (the 1991exercise behavior to account for the early exercise of employee
Plan) and the previously superseded 1987 employee stockoptions and five years of historical stock price data to infer the
option plan, although outstanding options granted under theimplied volatility. The fair-value model has been refined from
1991 Plan continue in force until exercise or expiration. Attime to time since AIG adopted FAS 123 on January 1, 2003,
December 31, 2005, there were 29,524,565 shares reserved forbut valuation results have been consistent from one reporting
issuance under the 1999 Plan and the 1991 Plan.period to the next.

During 2003, AIG granted options with respect toThe fair values of stock options granted during the three
137,300 shares which become exercisable on the fifth anniver-years ended December 31, 2005, 2004, and 2003 were
sary of the date of grant and expire ten years from the date ofapproximately $100 million, $80 million and $180 million,
grant. These options do not qualify for ISO Treatment. Therespectively.
agreements with respect to all other options granted toThe following weighted average assumptions were used for
employees under these plans in 2004 and 2003 provide that 25stock options granted in 2005, 2004 and 2003, respectively:
percent of the options granted become exercisable on thedividend yields of 0.71 percent, 0.36 percent and 0.32 percent;
anniversary of the date of grant in each of the four yearsexpected volatility of 27.3 percent, 34.4 percent and 34.0 per-
following that grant and expire 10 years from the date of thecent; risk-free interest rates of 4.17 percent, 3.87 percent and
grant. As of December 31, 2005, outstanding options granted3.57 percent; and expected terms of seven years in each year.
with respect to 12,009,898 shares qualified for ISO Treatment.Also included in the above table is the compensation

expense with respect to AIG’s employee stock purchase plan.
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2,067,643 shares of AIG common stock upon exercise of14. Stock Compensation Plans
options expiring during 2006. In addition, nonemployeeContinued
directors of AIG made valid elections to defer delivery ofAt January 1, 1999, the date of the AIG/SAI merger, SAI
21,093 shares of AIG common stock upon exercise of optionshad five stock-based compensation plans pursuant to which
expiring during 2006.options, restricted stock, and deferred share and share unit

As a result of the acquisition of the Hartford Steam Boilerobligations had been issued and remained outstanding. Options
Inspection and Insurance Company (HSB) in November 2000,granted under these plans had an exercise price equal to the
HSB options outstanding at the acquisition date were fullymarket price on the date of grant, had a maximum term of ten
vested and were converted into options to purchase AIGyears, and generally became exercisable ratably over a five-year
common stock at the exchange ratio of 0.4178 shares of AIGperiod. Substantially all of the SAI options outstanding at the
common stock for each share of HSB common stock. Nomerger date became fully vested on that date and were
further options can be granted under the HSB option plans,converted into options to purchase AIG common stock at the
but outstanding options so converted continue in force untilexchange ratio of 0.855 shares of AIG common stock for each
exercise or expiration. At December 31, 2005, there wereshare of SAI common stock. No further options can be granted
688,648 shares of AIG common stock reserved for issuanceunder the SAI plans, but outstanding options so converted
under the HSB option plans, none of which qualified for ISOcontinue in force until exercise or expiration. At December 31,
Treatment.2005, there were 11,526,992 shares of AIG common stock

At August 29, 2001, AGC had stock-based compensationreserved for issuance on exercise of options under these plans.
plans pursuant to which options and restricted share units hadNone of these options qualified for ISO Treatment as of
been issued and remained outstanding. Options granted underDecember 31, 2005.
these plans had an exercise price equal to the market price onDuring 2005, 2004 and 2003, deferred share and share unit
the date of the grant, had a maximum term of ten years, andobligations with respect to 1,895 shares, 1,895 shares and
generally became exercisable ratably over a three-year period.1,895 shares, respectively, of AIG common stock vested and
All of the AGC options outstanding at the acquisition datewere issued. No additional deferred share or share unit
became fully vested on that date and were converted intoobligations may be granted under the SAI plans. As of
options to purchase AIG common stock at an exchange ratioDecember 31, 2005, deferred share and share unit obligations
of 0.5790 shares of AIG common stock for each share of AGCwith respect to 59,972 shares remained outstanding under the
common stock. No further options can be granted under theSAI plans.
AGC plans, but outstanding options so converted continue inThe AIG Board of Directors has construed the AIG stock
force until exercise or expiration. At December 31, 2005, thereoption plans to allow, at the request of an optionee, the
were 10,805,219 shares of AIG common stock reserved fordeferral of delivery of AIG shares otherwise deliverable upon
issuance on exercise of options under these plans. Options withthe exercise of an option to a date or dates specified by the
respect to 1,250,221 of these shares qualified for ISO Treat-optionee. During 2005, options with respect to 1,731,471
ment as of December 31, 2005.shares were exercised with delivery deferred. At December 31,

2005, optionees had made valid elections to defer delivery of

Additional information with respect to AIG’s plans at December 31, 2005, and changes for the three years then ended, were as
follows:

2005 2004 2003

Weighted Weighted Weighted
Average Average Average

Shares Exercise Price Shares Exercise Price Shares Exercise Price

Shares Under Option:
Outstanding at beginning of year 54,463,003 $51.94 59,253,166 $48.00 54,214,016 $45.63
Granted 4,397,500 62.69 3,474,100 64.65 8,602,909 56.15
Exercised (2,263,377) 27.22 (3,387,734) 34.02 (2,182,680) 22.69
Exercised, delivery deferred (1,731,471) 11.29 (3,397,999) 5.98 (495,787) 8.46
Forfeited (2,320,230) 60.97 (1,478,530) 70.69 (885,292) 66.37

Outstanding at end of year 52,545,425 $54.84 54,463,003 $51.94 59,253,166 $48.00

Options exercisable at year-end 39,952,281 $52.47 40,211,710 $47.80 43,397,566 $42.17

Weighted average fair value per share of
options granted $21.84 $25.61 $20.86
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14. Stock Compensation Plans
Continued

In addition, at December 31, 2005, options to purchase
92,241 shares at a weighted average exercise price of $25.14
had been previously granted to AIG nonemployee directors
and remained outstanding.

Information about stock options outstanding at December 31, 2005, is summarized as follows:

Options Outstanding Options Exercisable

Weighted Weighted Weighted
Average Average Average

Number Remaining Exercise Number Exercise
Outstanding Contractual Life Price Exercisable Price

Range of Exercise Prices:
$11.28 – 27.14 6,900,520 1.3 years $21.38 6,900,520 $21.38

30.44 – 41.51 5,560,658 2.5 years 36.75 5,560,658 36.75
43.31 – 53.41 7,163,076 4.9 years 48.54 5,476,932 49.01
54.11 – 59.99 8,516,644 5.2 years 57.84 6,328,084 57.33
60.13 – 63.95 9,382,325 6.9 years 62.33 6,193,792 61.92
64.01 – 69.63 8,397,522 7.8 years 65.44 3,876,532 65.66
70.35 – 98.00 6,624,680 5.3 years 83.82 5,615,763 84.63

52,545,425 $54.84 39,952,281 $52.47

(b) 2002 Stock Incentive Plan: AIG’s 2002 Stock Incentive by an amount equal to 10 percent of an employee’s annual
Plan was adopted at its 2002 shareholders’ meeting and salary or $10,000, whichever is less. There were 359,750 shares,
amended and restated by the AIG Board of Directors on 922,999 shares and 516,904 shares issued under the 1996 plan
September 18, 2002. This plan provides that equity-based or at weighted average prices of $57.06, $46.41 and $48.03 for
equity-related awards with respect to shares of common stock the years ended December 31, 2005, 2004 and 2003, respec-
can be issued to officers, employees or members of the Board of tively. The excess or deficit of the proceeds over the par value
Directors of AIG in any year up to a maximum of that number or cost of the common stock issued was credited or charged to
of shares equal to (a) 1,000,000 shares plus (b) the number of additional paid-in capital.
shares available but not issued in the prior calendar year. As of December 31, 2005, there were 1,045,329 shares of
Under the Plan, no grantee may receive awards covering more common stock subscribed to at a weighted average price of
than 250,000 shares of common stock. During 2005 and 2004, $50.91 per share pursuant to grants of privileges under the
AIG granted restricted stock units (RSUs) relating to 1996 plan. There were 3,689,063 shares available for the grant
3,055,835 shares and 992,481 shares of common stock to of future purchase privileges under the 1996 Plan at Decem-
employees, respectively. These RSUs will vest on the fourth ber 31, 2005.
anniversary of the date of grant assuming continued employ- As a result of its changing relationship with Starr and
ment through such date. See Note 1(gg) herein for discussion SICO, AIG is establishing new executive compensation plans
of prospective change in AIG’s accounting for retiree eligibility which replace existing investment opportunities and deferred
provisions. AIG reserves the right to make payment for the compensation plans provided by Starr and SICO. The replace-
RSUs in shares of common stock or the cash equivalent on the ment plans include both share-based plans as well as cash-
date of vesting. AIG shares delivered under the AIG DCPPP based plans. The share-based plans generally include perform-
will be issued pursuant to the 2002 Stock Incentive Plan. At ance as well as service conditions.
December 31, 2005, there were 14,675,635 shares of common
stock reserved for issuance in connection with future grants of 15. Employee Benefits
awards under the Plan.

(a) Pension Plans: Employees of AIG, its subsidiaries and
(c) Employee Stock Purchase Plan: AIG’s 1996 Employee certain affiliated companies, including employees in foreign
Stock Purchase Plan, as amended and approved by AIG countries, are generally covered under various funded, un-
shareholders in 2003 (the 1996 Plan), provides that eligible funded and insured pension plans. Eligibility for participation
employees (those employed at least one year) may receive in the various plans is based on either completion of a
privileges to purchase up to an aggregate of 10,000,000 shares specified period of continuous service or date of hire, subject to
of AIG common stock, at a price equal to 85 percent of the age limitations. Some AIG subsidiaries provide retirement
fair market value on the date of the grant of the purchase benefits through defined benefit plans, others employ defined
privilege. Purchase privileges are granted annually and are contribution plans and some use both.
limited to the number of whole shares that can be purchased
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current and any predecessor retirement plans (including the15. Employee Benefits
AIG Excess Retirement Income Plan and any comparableContinued
plans), Social Security, if any, and from any qualified pensionAIG’s U.S. retirement plan is a qualified, noncontributory
plan of prior employers. Currently, each of these plans isdefined benefit plan which is subject to the provisions of
unfunded. AGC and HSB have adopted similar supplementalERISA. All employees of AIG and most of its subsidiaries and
type plans. These plans are also unfunded.affiliates who are regularly employed in the United States,

Where non-U.S. retirement plans are defined benefit plans,including certain U.S. citizens employed abroad on a U.S.
they are generally either based on the employees’ years ofdollar payroll, and who have attained age 21 and completed
credited service and compensation in the years precedingtwelve months of continuous service are eligible to participate
retirement, or on points accumulated based on the employee’sin this plan. An employee with 5 or more years of plan
job grade and other factors during each year of service.participation is entitled to pension benefits beginning at

normal retirement at age 65. Benefits are based upon a (b) Postretirement Plans: In addition to AIG’s defined benefit
percentage of average final compensation multiplied by years of pension plan, AIG and its subsidiaries provide a postretirement
credited service limited to 44 years of credited service. The benefit program for medical care and life insurance domesti-
average final compensation is subject to certain limitations. cally and in certain foreign countries. Eligibility in the various
Employees may elect certain options with respect to receipt of plans is generally based upon completion of a specified period
their pension benefits including a joint and survivor annuity. of eligible service and attaining a specified age. Overseas,
An employee with 10 or more years of plan participation may benefits vary by geographic location.
retire early from age 55 to 64. An early retirement factor is AIG’s U.S. postretirement medical and life insurance
applied resulting in a reduced benefit. If an employee benefits are based upon the employee electing immediate
terminates with less than five years of plan participation, the retirement and having a minimum of ten years of service.
employee forfeits the right to receive any pension benefits Retirees who were age 65 by May 1, 1989 and their
accumulated to that time. Annual funding requirements are dependents participate in the medical plan at no cost.
determined based on the ‘‘projected unit credit’’ cost method, Employees who retired after May 1, 1989 and prior to
which attributes a pro rata portion of the total projected January 1, 1993 pay 50 percent of the active employee
benefit payable at normal retirement to each year of credited premium. Retiree contributions are subject to adjustment
service. annually. Other cost sharing features of the medical plan

The HSB retirement plan was merged into the AIG U.S. include deductibles, coinsurance and Medicare coordination
retirement plan effective April 1, 2001. Benefits for HSB and a lifetime maximum benefit of $2.0 million. The maximum
participants were changed effective January 1, 2005 to be life insurance benefit prior to age 70 is $32,500, with a
substantially similar to the AIG U.S. retirement plan benefit maximum of $25,000 thereafter.
subject to a grandfathering agreement. The AGC retirement Effective January 1, 1993, both plans’ provisions were
plan was merged into the AIG U.S. retirement plan effective amended. Employees who retire after January 1, 1993 are
January 1, 2002. Benefits for AGC participants were changed required to pay the actual cost of the medical benefits premium
effective January 1, 2003 to be substantially similar to the AIG reduced by a credit of a certain amount, based on years of
U.S. retirement plan benefits subject to grandfathering service at retirement. The life insurance benefit varies by age
requirements. at retirement from $5,000 for retirement at ages 55 through 59;

AIG SunAmerica employees began participation and accru- $10,000 for retirement at ages 60 through 64 and $15,000 for
ing benefits in the AIG plan on January 1, 2003. Vesting with retirement at ages 65 and over.
respect to AIG SunAmerica employees in the AIG plan begins

(c) Voluntary Savings Plans: AIG sponsors a voluntary savingson the later of January 1, 1999, the date of acquisition or the
plan for domestic employees (the AIG Incentive Savings plan),date of hire.
which, during the three years ended December 31, 2005,21st Century sponsors its own benefit plans for its eligible
provided for salary reduction contributions by employees andemployees. Assets, obligations and costs with respect to 21st
matching contributions by AIG of up to seven percent ofCentury’s plans are included herein. The assumptions used in
annual salary depending on the employees’ years of service.its plans were not significantly different from those used by
Contributions are funded currently.AIG in AIG’s U.S. plans.

AGC sponsored a voluntary savings plan for its employees,The AIG Excess Retirement Income Plan provides a benefit
which was merged into the AIG Incentive Savings plan onequal to the reduction in benefits payable under the AIG U.S.
January 1, 2003.retirement plan as a result of federal tax limitations on

HSB sponsored a voluntary savings plan for its employees,compensation and benefits payable thereunder. AIG has
which was merged into the AIG Incentive Savings plan onadopted a Supplemental Executive Retirement Plan (Supple-
January 1, 2002.mental Plan) to provide additional retirement benefits to

AIG SunAmerica sponsored a voluntary savings plan for itsdesignated executives. Under the Supplemental Plan, an
employees, which was merged into the AIG Incentive Savingsannual benefit accrues at a percentage of final average pay
plan on January 1, 2003. Under an AIG SunAmericamultiplied by each year of credited service, not greater than 60
Executive Savings Plan, designated AIG SunAmerica execu-percent of final average pay, reduced by any benefits from the
tives also could defer up to 90 percent of cash compensation
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earned as of December 31, 2005 projected for estimated salary15. Employee Benefits
increases to an assumed date with respect to retirement,Continued
termination, disability or death. Projected benefit obligationsand AIG SunAmerica matched four percent of the partici-
for postretirement plans represent the present value of postre-pants’ base salaries deferred. The Plan was frozen to new
tirement medical and life insurance benefits deemed earned ascontributions on March 31, 2003.
of December 31, 2005 projected for estimated salary and
medical claim rate increases to an assumed date with respect to(d) Post Employment Benefits: AIG provides certain benefits
retirement, termination, disability, or death.to inactive employees who are not retirees. Certain of these

benefits are insured and expensed currently; other expenses are
The accumulated benefit obligations with respect to both non-provided for currently. Such uninsured expenses include
U.S. and U.S. pension benefit plans as of December 31, 2005medical and life insurance continuation, and COBRA medical
and 2004 were as follows:subsidies.

(in millions) 2005 2004(e) Benefit Obligations: Accumulated benefit obligations repre-
sent the present value of pension benefits earned as of Non-U.S. pension benefit plans $1,210 $1,260

U.S. pension benefit plans $2,704 $2,367December 31, 2005 based on service and compensation as of
December 31, 2005. Projected benefit obligations for defined
benefit plans represent the present value of pension benefits

The following table sets forth the change in the projected benefit obligation of the defined benefit pension plans, including the
supplemental plans, and postretirement benefit plans as of December 31, 2005 and 2004:

Pension Postretirement

Non- Non-
U.S. U.S. U.S. U.S.

(in millions) Plans Plans(a) Total Plans Plans Total

2005
Change in projected benefit obligation:

Benefit obligation at beginning of year $ 1,376 $ 2,750 $ 4,126 $35 $ 243 $ 278
Service cost 71 111 182 4 5 9
Interest cost 32 153 185 2 11 13
Participant contributions 1 – 1 – – –
Actuarial loss 77 241 318 3 (38) (35)
Plan amendments, mergers and new material plans 43 (29) 14 – – –
Benefits paid:

AIG assets (28) (11) (39) (1) (16) (17)
Plan assets (29) (84) (113) – – –

Effect of foreign currency fluctuation (184) – (184) 1 – 1
Other (8) – (8) (1) – (1)

Benefit obligation at end of year $ 1,351 $ 3,131 $ 4,482 $43 $ 205 $ 248

2004
Change in projected benefit obligation:

Benefit obligation at beginning of year $1,348 $2,602 $3,950 $16 $247 $263
Service cost 59 101 160 3 6 9
Interest cost 33 147 180 2 14 16
Participant contributions 2 – 2 – – –
Actuarial loss 133 59 192 11 (6) 5
Plan amendments and mergers (92) (42) (134) – – –
Benefits paid:

AIG assets (48) (8) (56) (1) (16) (17)
Plan assets (27) (71) (98) – – –

Effect of foreign currency fluctuation 67 – 67 1 – 1
Other(b) (99) (38) (137) 3 (2) 1

Benefit obligation at end of year $ 1,376 $ 2,750 $ 4,126 $ 35 $ 243 $ 278
(a) Includes excess retirement income type plans and supplemental executive type plans.
(b) With respect to AIG’s non-U.S. plans obligations, the reduction resulted from transferring to the Japanese government certain Japanese plan obligations

approximating $50 million. Additionally, the Japanese government also provided a subsidy with respect to certain Japanese plan obligations approximating
$50 million.
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15. Employee Benefits
Continued

The weighted average assumptions used to determine the benefit obligations at December 31, 2005 and 2004 were as follows:

Pension Postretirement

Non-U.S. U.S. Non-U.S. U.S.
Plans Plans Plans Plans

2005
Discount rate 1.75 - 12.00% 5.50% 4.50 - 5.50% 5.50%
Rate of compensation increase 1.50 - 10.00% 4.25% 2.50 - 3.00% 4.25%

2004
Discount rate 1.75 - 12.00% 5.75% 4.50 - 6.00% 5.75%
Rate of compensation increase 1.50 - 10.00% 4.25% 3.00% 4.25%

The benefit obligations outside the United States reflect derived from the Citigroup Pension Discount Curve as of
those assumptions that were most appropriate for the local December 31, 2005 and an equivalent single discount rate was
economic environments of each of the subsidiaries providing derived resulting in the same liability. This single discount rate
such benefits. was rounded to the nearest 25 basis points, namely 5.5 percent,

To measure the obligations at December 31, 2004, a and applied to all U.S. plans.
9.0 percent annual rate of increase in the per capita cost of

Prior to using the Citigroup Pension Discount Curve incovered healthcare benefits for AIG’s U.S. plans was used for
2005, the discount rate assumptions were based on the yield of2005. This rate was assumed to decrease gradually to 5.0 per-
the Moody’s Investor Service (Moody’s) Aa long-term corpo-cent in 2009 and remain at that level thereafter. To measure
rate bond index.the obligations at December 31, 2005 for AIG’s U.S. plans, a

9.0 percent annual rate of increase in the per capita cost of Japan represents over 70 percent of the liabilities of the
covered medical benefits for pre-age-65 retirees, a 7.0 percent non-U.S. pension plans. The discount rate for Japan was
annual rate of increase in the per capita cost of covered selected by reference to the published Moody’s /S&P AA Cor-
medical benefits for post-age-65 retirees and an 11.0 percent porate Bond Universe at the measurement date having regard
annual rate of increase in the per capita cost of retiree to the duration of the plans’ liabilities.
prescription drug coverage was used for 2006. These rates were

The mortality assumption for AIG’s U.S. plans has beenassumed to decrease gradually to 5.0 percent in 2013 and
revised for the December 31, 2005 obligations. The 2004 andremain at that level thereafter.
2005 expense and the obligations at December 31, 2004 wereThe assumed range for 2006 with respect to the annual
based on the 1983 Group Annuity Mortality Table. Therates of increase in the per capita cost of covered healthcare
December 31, 2005 obligations were based on the RP2000benefits of AIG’s non-U.S. plans is 7.0 to 9.0 percent. These
White Collar Combined Mortality Table projected to 2006.rates are assumed to decrease gradually to 4.0 to 5.0 percent
Due to continued improvements in life expectancy, theafter three to four years and remain at that level thereafter.
updated table is expected to better represent AIG’s anticipated

A one percent point change in the assumed healthcare cost future experience under the plans. The mortality assumptions
for AIG’s non-U.S. plans vary by country. No changes havetrend rate would have the following effect on AIG’s postretire-
been made for the December 31, 2005 obligations. Thement benefit obligations at December 31, 2005:
assumptions used are expected to reasonably anticipate future

One Percentage Point mortality experience.
(in millions) Increase Decrease

(f) Funded Status: The funded status of the AIG defined
Non-U.S. plans $ 8 $(6) benefit plans is a comparison of the pension benefit obligations
U.S. plans $(2) $ 2 to the assets related to the respective plan, if any. The

difference between the two represents amounts that have been
Discount Rate Methodology appropriately recognized as expenses in prior periods or

represent amounts that will be recognized as expenses in theThe projected benefit cash flows under the AIG Retirement
future.Plan (the main US plan) were discounted using the spot rates
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15. Employee Benefits
Continued

The following table sets forth the funded status of the plans, reconciled to the amount reported on the consolidated balance
sheet at December 31, 2005 and 2004:

Pension Postretirement(b)

Non-U.S. U.S. Non-U.S. U.S.
(in millions) Plans(a) Plans Total Plans Plans Total

2005
Fair value of plan assets $ 699 $ 2,561 $ 3,260 $ – $ – $ –
Less projected benefit obligations 1,351 3,130 4,481 43 205 248

Funded status (652) (569) (1,221) (43) (205) (248)
Amounts not yet recognized:

Actuarial (gains)/losses(c) 303 1,093 1,396 3 5 8
Prior service cost (79) (23) (102) – (32) (32)
Transition obligations 1 – 1 – – –

Net amount recognized $ (427) $ 501 $ 74 $(40) $ (232) $ (272)

Composition of net amount recognized:
Prepaid benefit cost $ 24 $ 670 $ 694 $ – $ – $ –
Accrued benefit cost (590) (217) (807) (40) (232) (272)
Intangible asset 3 6 9 – – –
Accumulated other comprehensive income 136 42 178 – – –

Net amount recognized $ (427) $ 501 $ 74 $(40) $ (232) $ (272)

2004
Fair value of plan assets $ 624 $2,247 $ 2,871 $ – $ – $ –
Less projected benefit obligations 1,376 2,750 4,126 35 243 278

Funded status (752) (503) (1,255) (35) (243) (278)
Amounts not yet recognized:

Actuarial (gains)/losses(c) 380 840 1,220 – 44 44
Prior service cost (101) 3 (98) – (39) (39)
Transition obligations 2 – 2 – – –

Net amount recognized $ (471) $ 340 $ (131) $ (35) $ (238) $ (273)

Composition of net amount recognized:
Prepaid benefit cost $ 13 $ 499 $ 512 $ – $ – $ –
Accrued benefit cost (697) (191) (888) (35) (238) (273)
Intangible asset 5 6 11 – – –
Accumulated other comprehensive income 208 26 234 – – –

Net amount recognized $ (471) $ 340 $ (131) $ (35) $ (238) $ (273)
(a) A significant portion of these plans, particularly those in Japan, are not required by local regulation to be funded currently. With respect to the funded

status of these Japanese plans, the projected benefit obligation amounts to approximately $410 million and $480 million and approximately $360 million
and $400 million has been recognized at December 31, 2005 and December 31, 2004, respectively.

(b) AIG does not currently fund postretirement benefits.
(c) Actuarial (gains)/losses are amounts included in the projected benefit obligations but not yet recognized in the financial statements.

Defined benefit pension plan obligations where the projected benefit obligation was in excess of the related plan assets at
December 31, 2005 and 2004 were as follows:

2005 2004

Non-U.S. U.S. Non-U.S. U.S.
(in millions) Plans Plans Plans Plans

Projected benefit obligation $ 1,284 $ 3,130 $1,344 $2,750
Accumulated benefit obligation 1,163 2,704 1,240 2,367
Fair value of plan assets 610 2,561 576 2,247
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15. Employee Benefits
Continued

Defined benefit pension plan obligations where the accumulated benefit obligation was in excess of the related plan assets at
December 31, 2005 and 2004 were as follows:

2005 2004

Non-U.S. U.S. Non-U.S. U.S.
(in millions) Plans Plans Plans Plans

Projected benefit obligation $ 1,281 $ 268 $1,324 $232
Accumulated benefit obligation 1,161 224 1,226 194
Fair value of plan assets 607 9 558 9

(g) Plan Assets:

The following table sets forth the change in plan assets as at December 31, 2005 and 2004:

Pension Postretirement

Non-U.S. U.S. Non-U.S. U.S.
(in millions) Plans Plans Total Plans Plans Total

2005
Change in plan assets:

Fair value of plan assets at beginning of year $ 624 $2,247 $2,871 $ – $ – $ –
Actual return on plan assets net of expenses 101 113 214 – – –
AIG contributions 95 298 393 1 16 17
Participant contributions 1 – 1 – – –
Benefits paid:

AIG assets (28) (11) (39) (1) (16) (17)
Plan assets (29) (84) (113) – – –

Effect of foreign currency fluctuation (85) – (85) – – –
Other 20 (2) 18 – – –

Fair value of plan assets at end of year $ 699 $2,561 $3,260 $ – $ – $ –

2004
Change in plan assets:

Fair value of plan assets at beginning of year $ 591 $2,124 $2,715 $ – $ – $ –
Actual return on plan assets net of expenses 40 151 191 – – –
AIG contributions 81 61 142 1 16 17
Participant contributions 2 – 2 – – –
Benefits paid:

AIG assets (48) (8) (56) (1) (16) (17)
Plan assets (27) (71) (98) – – –

Effect of foreign currency fluctuation 30 – 30 – – –
Other* (45) (10) (55) – – –

Fair value of plan assets at end of year $ 624 $2,247 $2,871 $ – $ – $ –
* Approximately $50 million was disbursed as a result of the settlement of certain Japanese plan obligations with the Japanese government.
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twelve months ended December 31, 2005 and 2004, respec-15. Employee Benefits
tively. These rates of return are an aggregation of expectedContinued
returns within each asset category. The return with respect to

The asset allocation percentage by major asset class for AIG’s each asset class considers both historical returns and the future
expectations for such returns.U.S. plans at December 31, 2005 and 2004, and the target

allocation for 2006 follows:
(h) Expected Cash Flows: With respect to AIG’s U.S. pension
plan, the actuarially prepared funding amount ranges from theAllocation
minimum amount AIG would be required to contribute to theTarget Actual Actual

2006 2005 2004 maximum amount that would be deductible for U.S. tax
purposes. This range is generally not determined until theAsset class:
fourth quarter with respect to the contribution year. Contrib-Equity securities 0-70% 59% 63%
uted amounts in excess of the minimum amounts are deemedDebt securities 0-100 34 32
voluntary. Amounts in excess of the maximum amount wouldOther 0-40 7 5
be subject to an excise tax and may not be deductible underTotal 100% 100% 100%
the Internal Revenue Code. Supplemental and excess plans’
payments and postretirement plan payments are deductibleThe asset allocation percentage by major asset class for AIG’s
when paid.

non-U.S. plans at December 31, 2005 and 2004, and the
AIG contributed $393 million during 2005 to its U.S. and

target allocation for 2006 follows: non-U.S. pension plans. The annual pension contribution for
2006 is expected to be approximately $70 million for U.S. andAllocation
non-U.S. plans.Target Actual Actual

2006 2005 2004
The expected future benefit payments, net of participants’

Asset class: contributions with respect to the defined benefit pension plans
Equity securities 0-75% 46% 32% and other postretirement benefit plans, are as follows:
Debt securities 0-100 27 14
Other 0-100 27 54 Pension Postretirement

Total 100% 100% 100% Non-U.S. U.S. Non-U.S. U.S.
(in millions) Plans Plans Plans Plans

The ‘‘Other’’ includes alternative asset classes. 2006 $ 61 $102 $1 $16
Included in equity securities at December 31, 2005 and 2007 63 111 1 17

2008 68 119 1 172004 were 0.6 million and 1.2 million shares of AIG common
2009 76 128 1 18stock, with values of $41.1 million and $79.3 million,
2010 73 137 1 18respectively.
2011-2015 401 885 6 98The investment strategy with respect to AIG’s pension plan

assets is to preserve capital and to seek investment returns with
a goal of fully funding the plan.

The expected rate of return with respect to AIG’s domestic
pension plan was 8.0 percent and 8.25 percent for the
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15. Employee Benefits
Continued

(i) Net Periodic Benefit Costs:

The following table presents the components of the net periodic benefit costs with respect to pensions and other benefits for the
years ended December 31, 2005, 2004 and 2003:

Pensions Postretirement

Non-U.S. U.S. Non-U.S. U.S.
(in millions) Plans Plans Total Plans Plans Total

2005
Components of net periodic benefit cost:
Service cost $ 71 $ 111 $ 182 $ 4 $ 5 $ 9
Interest cost 32 153 185 2 11 13
Expected return on assets (21) (180) (201) – – –
Amortization of prior service cost (10) (3) (13) – (6) (6)
Amortization of transitional liability 1 – 1 – – –
Recognition of net actuarial (gains)/losses 21 55 76 – – –
Other 7 1 8 – – –

Net periodic benefit cost $ 101 $ 137 $ 238 $ 6 $ 10 $ 16

2004
Components of net periodic benefit cost:
Service cost $ 59 $ 101 $ 160 $ 3 $ 6 $ 9
Interest cost 33 147 180 2 14 16
Expected return on assets (22) (170) (192) – – –
Amortization of prior service cost (8) – (8) – (7) (7)
Amortization of transitional liability 2 – 2 – – –
Recognition of net actuarial (gains)/losses 15 53 68 11 2 13
Other* (24) – (24) 3 – 3

Net periodic benefit cost $ 55 $ 131 $ 186 $19 $15 $34

2003
Components of net periodic benefit cost:
Service cost $ 52 $ 79 $ 131 $ 1 $ 4 $ 5
Interest cost 33 151 184 1 15 16
Expected return on assets (18) (145) (163) – – –
Amortization of prior service cost (3) 4 1 – (6) (6)
Amortization of transitional liability 2 1 3 – – –
Recognition of net actuarial (gains)/losses 19 61 80 – 1 1
Other (26) – (26) – – –

Net periodic benefit cost $ 59 $ 151 $ 210 $ 2 $14 $16
* The reduction resulted from transferring to the Japanese government certain Japanese plan obligations approximating $50 million reduced by approximately

$26 million loss incurred with respect to the settlement of those obligations.
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15. Employee Benefits
Continued

The weighted average assumptions used to determine the net periodic benefit costs for the years ended December 31, 2005,
2004, and 2003 were as follows:

Pension Postretirement

Non-U.S. U.S. Non-U.S. U.S.
Plans* Plans Plans* Plans

2005
Discount rate 1.75 - 12.00% 5.75% 4.50  -  6.00% 5.75%
Rate of compensation increase 1.50 - 10.00% 4.25% 3.00% 4.25%
Expected return on assets 2.15 - 13.50% 8.00% N/A N/A

2004
Discount rate 2.00 - 8.00% 6.00% 5.50 - 6.00% 6.00%
Rate of compensation increase 1.50 - 7.00% 4.25% 5.50% 4.25%
Expected return on assets 2.50 - 10.00% 8.25% N/A N/A

2003
Discount rate 2.00 - 8.00% 6.75% 5.50 - 6.00% 6.75%
Rate of compensation increase 1.50 - 7.00% 4.50% 5.50% 4.50%
Expected return on assets 3.00 - 10.00% 8.75% N/A N/A

* The benefit obligations outside the United States reflect those assumptions that were most appropriate for each local economic environment of the
subsidiaries providing such benefits.

AIG’s postretirement plans provide benefits primarily in the respect to such shares, and shares are subject to forfeiture under
form of defined employer contributions as opposed to defined certain conditions, including but not limited to the participant’s
employer benefits. As such, a change in the assumed health- voluntary termination of employment with AIG prior to normal
care cost trend rate has little effect on postretirement expense. retirement age. Under the SICO Plans, SICO’s Board of Directors

may elect to pay a participant cash in lieu of shares of AIG
common stock. Following notification from SICO to participants16. Benefits Provided by Starr International 
in the SICO Plans that it will settle specific future awards underCompany, Inc.
the SICO Plans with shares rather than cash, AIG modified its

SICO has provided a series of two-year Deferred Compensation accounting for the SICO Plans from variable to fixed measure-
Profit Participation Plans (SICO Plans) to certain AIG ment accounting. AIG gave effect to this change in settlement
employees. The SICO Plans came into being in 1975 when the method beginning on December 9, 2005, the date of SICO’s
voting shareholders and Board of Directors of SICO, a private notice to the SICO Plans’ participants. See also Note 12(f)
holding company whose principal asset is AIG common stock, herein.
decided that a portion of the capital value of SICO should be Prior to 2005, SICO also provided certain personal benefits
used to provide an incentive plan for the current and to AIG employees. The cost of such benefits, primarily
succeeding managements of all American International compa- attributable to personal use of corporate aircraft, has not been
nies, including AIG. included in compensation expense.

None of the costs of the various benefits provided under the Compensation expense with respect to the SICO Plans
SICO Plans has been paid by AIG, although AIG has recorded a aggregated $205 million, $62 million and $280 million for
charge to reported earnings for the deferred compensation 2005, 2004 and 2003, respectively.
amounts paid to AIG employees by SICO, with an offsetting As a result of its changing relationship with Starr and
entry to additional paid-in capital reflecting amounts deemed SICO, AIG is establishing new executive compensation plans
contributed by SICO. The SICO Plans provide that shares to replace the SICO plans and investment opportunities
currently owned by SICO may be set aside by SICO for the previously provided by Starr. The replacement plans include
benefit of the participant and distributed upon retirement. The both share-based plans and cash-based plans. In addition, these
SICO Board of Directors currently may permit an early payout of replacement plans generally include performance as well as
units under certain circumstances. Prior to payout, the participant service conditions.
is not entitled to vote, dispose of or receive dividends with
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commissions to Starr and its subsidiaries for the production and17. Leases
management of insurance business. There are no significant

(a) AIG and its subsidiaries occupy leased space in many receivables from/payables to related parties at December 31,
locations under various long-term leases and have entered into 2005. Payment for the production of insurance business to
various leases covering the long-term use of data processing Starr aggregated approximately $214 million in 2005,
equipment. $205 million in 2004, and $173 million in 2003, from which

Starr generally is required to pay commissions due to originat-At December 31, 2005, the future minimum lease payments
ing brokers and its operating expenses. AIG also receivedunder operating leases were as follows:
approximately $23 million in 2005, $24 million in 2004, and
$24 million in 2003 from Starr and paid approximately(in millions)

$20,000 in 2005, $39,000 in 2004, and $114,000 in 2003 to2006 $ 573
Starr in rental fees and for services none in 2005, $262,000 in2007 436
2004 and 2003. AIG also received approximately $2 million in2008 325
2005, $1 million in 2004, and $2 million in 2003, respectively,2009 253
from SICO and paid approximately $1 million in each of the2010 215
years 2005, 2004 and 2003 to SICO as reimbursement forRemaining years after 2010 932
services rendered at cost. AIG also paid to SICO $3 million inTotal $2,734
2005, $4 million in 2004, and $4 million in 2003 in rental
fees.Rent expense approximated $597 million, $568 million, and

$524 million for the years ended December 31, 2005, 2004,
19. Variable Interest Entitiesand 2003 respectively.

In January 2003, FASB issued FIN46. FIN46 changed the(b) Minimum future rental income on noncancelable operating
method of determining whether certain entities should beleases of flight equipment which have been delivered at
consolidated in AIG’s consolidated financial statements. AnDecember 31, 2005 was as follows:
entity is subject to FIN46 and is called a Variable Interest

(in millions) Entity (VIE) if it has (i) equity that is insufficient to permit
the entity to finance its activities without additional subordi-2006 $ 3,227
nated financial support from other parties, or (ii) equity2007 2,813
investors that cannot make significant decisions about the2008 2,296
entity’s operations, or that do not absorb the expected losses or2009 1,820
receive the expected returns of the entity. A VIE is consoli-2010 1,490

Remaining years after 2010 3,740 dated by its primary beneficiary, which is the party that has a
majority of the expected losses or a majority of the expectedTotal $15,386
residual returns of the VIE, or both. All other entities not
considered VIEs are evaluated for consolidation under otherFlight equipment is leased, under operating leases, with
guidance. In December 2003, FASB issued a revision toremaining terms ranging from 1 to 16 years.
Interpretation No. 46 (FIN46R).

The provisions of FIN46R had to be applied immediately to18. Ownership and Transactions With
VIEs created after January 31, 2003, and to VIEs in whichRelated Parties
AIG obtains an interest after that date. For VIEs in which

(a) Ownership: According to the Schedule 13D filed on AIG held a variable interest that it acquired before February 1,
March 7, 2006 by Starr, SICO, Edward E. Matthews, Maurice 2003, FIN46R was applied as of December 31, 2003. For any
R. Greenberg, the Maurice R. and Corinne P. Greenberg VIEs that were consolidated under FIN46R that were created
Family Foundation, Inc. and the Universal Foundation, Inc., before February 1, 2003, the assets, liabilities and noncontrol-
these reporting persons may be deemed to beneficially own ling interest of the VIEs were initially measured at their fair
396,124,637 shares of common stock. Based on the shares of values with any difference between the net amount added to
common stock outstanding as of December 31, 2005, this the balance sheet and any previously recognized interest being
ownership represents approximately 15 percent of the voting recognized as the cumulative effect of an accounting change.
stock of AIG. In accordance with the transition provisions of FIN46R, AIG

recorded a gain of $9 million ($14 million before tax) reported(b) Transactions with Related Parties: During the ordinary
as a cumulative effect of an accounting change for the fourthcourse of business during 2005, AIG and its subsidiaries paid
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serve as collateral to the conduit’s obligations that are19. Variable Interest Entities
reflected in AIG’s consolidated balance sheet at Decem-Continued
ber 31, 2005 were $5.9 billion.quarter of 2003 and added approximately $4.7 billion of assets

m Several structured financing transactions in which AIGFPand liabilities to its consolidated balance sheet at Decem-
held the first loss position either by investing in the equityber 31, 2003.
of the entity or implicitly through a lending or derivativeOf the $4.7 billion, approximately $4.2 billion relates to
arrangement. The total assets of these entities that areassets and liabilities arising from AIG’s real estate partnerships,
reflected in AIG’s consolidated balance sheet at Decem-principally affordable housing transactions involving AIG
ber 31, 2005 were $1.6 billion. The obligations of theseSunAmerica subsidiaries, and private equity partnerships man-
entities are paid solely from the cash flows of the assets heldaged by AIG Global Investment Group and AIG Capital
by the VIEs.Partners.
As of December 31, 2005 and 2004, AIG’s consolidatedSunAmerica Affordable Housing Partners, Inc. (SAAHP)

balance sheet included approximately $11.8 billion andorganizes limited partnerships that are considered to be VIEs,
$8.1 billion of assets and liabilities connected to entitiesand that are consolidated by AIG. The partnerships invest as
consolidated under FIN46R.limited partners in operating partnerships that develop and

The following VIE activities are not consolidated by AIGoperate low income housing and a smaller number of market
under FIN46R:rate properties across the United States. The general partners
m AIG uses VIEs primarily in connection with certainin the operating partnerships are almost exclusively unaffiliated

guaranteed investment contract programs (GIC Programs)third-party developers. AIG does not generally consolidate an
written by its Life Insurance & Retirement Servicesoperating partnership if the general partner is an unaffiliated
subsidiaries. In the GIC Programs, AIG’s Life Insuranceperson. Through approximately 1,000 partnerships, SAAHP
subsidiaries (principally SunAmerica Life Insurance Com-has invested in developments with approximately 147,000
pany) provide guaranteed investment contracts to VIEsapartment units nationwide, and has syndicated over $5 billion
which are not controlled by AIG, and in which AIG doesin partnership equity since 1991 to other investors who will
not have a direct variable interest, as defined underreceive, among other benefits, tax credits under certain sections
FIN46R, in the entity. The VIE issues notes or bonds whichof the Internal Revenue Code. AIG Retirement Services, Inc.
are sold to third-party institutional investors. Neither AIGfunctions as the general partner in certain limited partnerships
nor the insurance company issuing the GICs has anyand acts as both a credit enhancer in certain transactions,
obligation to the investors in the notes or bonds. Thethrough differing structures with respect to funding develop-
proceeds from the securities issued by the VIE are investedment costs for the operating partnerships, and as guarantor that
by the VIE in the GICs. The insurance company subsidiar-investors will receive the tax benefits projected at the time of
ies use the proceeds to invest in a diversified portfolio ofsyndication. As part of their incentive compensation, certain
securities, primarily investment grade bonds. Both the assetskey SAAHP employees have been awarded residual cash flow
and the liabilities of the insurance companies arising frominterests in the partnerships, subject to certain vesting require-
these GIC Programs are presented in AIG’s consolidatedments. The operating income of SAAHP is reported, along
balance sheet. Thus, at December 31, 2005, approximatelywith other SunAmerica partnership income, as a component of
$37 billion of policyholders’ contract deposits representedAIG’s Asset Management segment.
liabilities from issuances of GICs included in these GICThe remaining approximately $500 million involves ILFC,
Programs, the proceeds of which are used to invest inand arises principally from a sale-leaseback transaction which
insurance invested assets.expired during 2004.

m AIG manages Collateralized Bond and Loan ObligationAIGFP is involved with various special purpose vehicles in
trusts (collectively, Collateralized Debt Obligation trusts orthe ordinary course of business that may be deemed VIEs and
CDO trusts). As asset manager, AIG receives fees formay hold variable interests therein. The variable interests that
management of the assets held in the CDO trust, whichAIGFP may hold include debt securities, equity interests, loans,
support the issuance of securities sold by the CDO trust.derivative instruments and other credit support arrangements.
AIG may take minority equity and/or fixed-income securityTransactions associated with these entities include an asset-
interests in the CDO trust. AIG has entered into suchbacked commercial paper conduit, asset securitizations, collater-
arrangements to expand its asset management activities.alized debt obligations, investment vehicles and other struc-
Third-party investors have recourse only to the CDO trusttured financial transactions. AIGFP engages in these
and have no recourse to AIG.transactions to facilitate client needs, for investment purposes

m AIG’s insurance operations also invest in obligations ofand to obtain attractive funding.
VIEs. These VIEs are established by unrelated third parties.As of December 31, 2005, AIGFP was the primary
Investments include collateralized mortgage backed securitiesbeneficiary in the following VIEs:
and similar securities backed by pools of mortgages, con-

m An asset-backed commercial paper conduit, with which it
sumer receivables, or other assets. The investment in theseentered into several total return swaps covering all the
VIEs allows AIG’s insurance entities to purchase assetsconduit’s assets that absorb the majority of the expected
permitted by insurance regulations while maximizing theirlosses of the entity. The total assets of the conduit that
return on these assets.
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meet the needs of counterparties who may be seeking to hedge19. Variable Interest Entities
certain aspects of such counterparties’ operations or obtain aContinued
desired financial exposure. AIGFP also enters into derivativeAIGFP has significant variable interests in various transac-
transactions to hedge the financial exposures arising from itstions where AIGFP is not the primary beneficiary. These
counterparty transactions. Such derivative transactions includetransactions consist principally of structured financings, in
interest rate, currency, commodity, credit and equity swaps,which AIGFP owns an investment interest or is a lender,
swaptions, and forward commitments. Interest rate swapfinancial derivatives or credit support provider. At Decem-
transactions generally involve the exchange of fixed andber 31, 2005 and 2004, the total assets of these entities were
floating rate interest payment obligations without the exchange$29.9 billion and $18.1 billion, respectively. AIGFP’s maxi-
of the underlying principal amounts. AIGFP typically becomesmum exposure to loss in these transactions, at December 31,
a principal in the exchange of interest payments between the2005, was $15.1 billion in the aggregate.
parties and, therefore, is exposed to counterparty credit risk
and may be exposed to loss, if counterparties default. Currency,20. Derivatives commodity, and equity swaps are similar to interest rate swaps,
but involve the exchange of specific currencies or cashflowsDerivatives are financial arrangements among two or more
based on the underlying commodity, equity securities orparties with returns linked to or ‘‘derived’’ from some
indices. Also, they may involve the exchange of principalunderlying equity, debt, commodity or other asset, liability, or
amounts at the beginning and end of the transaction.index. Derivative payments may be based on interest rates and
Swaptions are options where the holder has the right but notexchange rates and/or prices of certain securities, commodities,
the obligation to enter into a swap transaction or cancel anor financial or commodity indices or other variables. These
existing swap transaction. At December 31, 2005, the aggre-instruments are carried at fair value in the consolidated
gate notional principal amount of AIGFP’s outstanding swapbalance sheet. Collateral is required, at the discretion of AIG,
transactions approximated $1,224 billion, primarily related toon certain transactions based on the creditworthiness of the
interest rate swaps of approximately $837.4 billion.counterparty.

Notional amount represents a standard of measurement ofThe overwhelming majority of AIG’s derivatives activities
the volume of swaps business of Capital Markets operations.are conducted by the Capital Markets operations. AIGFP
Notional amount is not a quantification of market risk orbecomes a party to derivative financial instruments in the
credit risk and is not recorded on the consolidated balancenormal course of business and to reduce currency, interest rate,
sheet. Notional amounts generally represent those amountscommodity, and equity exposures. Interest rate, currency,
used to calculate contractual cash flows to be exchanged andcommodity, and equity risks related to such instruments are
are not paid or received, except for certain contracts such asreflected in the consolidated financial statements and are
currency swaps.carried at a market or a fair value, whichever is appropriate.

The timing and the amount of cash flows relating toThe recorded estimated fair values of such instruments may be
Capital Markets foreign exchange forwards and exchangedifferent from the values that might be realized if AIGFP was
traded futures and options contracts are determined by each ofrequired to sell or close out the transactions prior to maturity.
the respective contractual agreements.AIGFP, in the ordinary course of operations and as

principal, structures and enters into derivative transactions to

The following table presents the contractual and notional amounts by maturity and type of derivative of Capital Markets
derivatives portfolio at December 31, 2005 and 2004:

Remaining Life of Notional Amount*

One Two Through Six Through After Ten Total Total
(in millions) Year Five Years Ten Years Years 2005 2004

Capital Markets interest rate, currency and
equity swaps and swaptions:

Notional amount:
Interest rate swaps $235,255 $440,686 $141,482 $19,966 $ 837,389 $ 858,733
Currency swaps 57,555 103,483 35,886 14,595 211,519 275,466
Swaptions, equity and commodity swaps 84,960 52,566 22,148 15,423 175,097 151,789

Total $377,770 $596,735 $199,516 $49,984 $1,224,005 $1,285,988
* Notional amount is not representative of either market risk or credit risk and is not recorded on the consolidated balance sheet.

Futures and forward contracts are contracts that obligate the ment, at a specified price or yield. Options are contracts that
holder to sell or purchase foreign currencies, commodities or allow the holder of the option to purchase or sell the
financial indices in which the seller/purchaser agrees to make/ underlying commodity, currency or index at a specified price
take delivery at a specified future date of a specified instru- and within, or at, a specified period of time. As a writer of
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Risks arise as a result of movements in current market prices20. Derivatives
from contracted prices, and the potential inability of theContinued
counterparties to meet their obligations under the contracts.options, AIGFP generally receives an option premium and
At December 31, 2005, the contractual amount of Capitalthen manages the risk of any unfavorable change in the value
Markets futures, forward and option contracts approximatedof the underlying commodity, currency or index by entering
$321.1 billion.into offsetting transactions with third-party market participants.

The following table presents Capital Markets futures, forward and option contracts portfolio by maturity and type of derivative at
December 31, 2005 and 2004:

Remaining Life

One Two Through Six Through After Ten Total Total
(in millions) Year Five Years Ten Years Years 2005 2004

Futures, forward and options contracts:
Exchange traded futures and options contracts

contractual amount $ 19,182 $ 4,768 $1,287 $61 $ 25,298 $ 27,456
Over the counter forward contracts

contractual amount 287,894 7,017 867 – 295,778 277,935

Total $307,076 $11,785 $2,154 $61 $321,076 $305,391

AIGFP enters into credit derivative transactions in the 11 percent first loss threshold amount and thereby bear risk
ordinary course of its business. The majority of AIGFP’s credit that is senior to the AAA-rated risk layer.
derivatives require AIGFP to provide credit protection on a AIGFP continually monitors the underlying portfolios to
designated portfolio of loans or debt securities. AIGFP provides determine whether the credit loss experience for any particular
such credit protection on a ‘‘second loss’’ basis, under which portfolio has caused the likelihood of AIGFP having a
AIGFP’s payment obligations arise only after credit losses in payment obligation under the transaction to be greater than
the designated portfolio exceed a specified threshold amount or super senior risk. AIGFP maintains the ability opportunistically
level of ‘‘first losses.’’ The threshold amount of credit losses to economically hedge specific securities in a portfolio and
that must be realized before AIGFP has any payment obliga- thereby further limit its exposure to loss and has hedged
tion is negotiated by AIGFP for each transaction to provide outstanding transactions in this manner on occasion. AIGFP
that the likelihood of any payment obligation by AIGFP under has never had a payment obligation under these credit
each transaction is remote, even in severe recessionary market derivatives transactions where AIGFP is providing credit
scenarios. protection on the super senior risk. Furthermore, based on

In certain cases, the credit risk associated with a designated portfolio credit losses experienced as of December 31, 2005
portfolio is tranched into different layers of risk, which are under all such outstanding transactions, no transaction has
then analyzed and rated by the credit rating agencies. experienced credit losses in an amount that has made the
Typically, there will be an equity layer covering the first credit likelihood of AIGFP having to make a payment, in AIGFP’s
losses in respect of the portfolio up to a specified percentage of view, to be greater than remote, even in severe recessionary
the total portfolio, and then successive layers that are rated, market scenarios. At December 31, 2005, the notional amount
generally a BBB-rated layer, an A-rated layer, an AA-rated with respect to the Capital Markets credit derivative portfolio
layer, and an AAA-rated layer. In transactions that are rated, (including the super senior transactions) was $387.2 billion.
the risk layer or tranche that is immediately junior to the AIGFP utilizes various credit enhancements, including
threshold level above which AIGFP’s payment obligation letters of credit, guarantees, collateral, credit triggers, credit
would generally arise is rated AAA by the rating agencies. In derivatives, and margin agreements to reduce the credit
transactions that are not rated, AIGFP applies the same risk exposure relating to derivative financial instruments. AIGFP
criteria for setting the threshold level for its payment requires credit enhancements in connection with specific
obligations. Therefore the risk layer assumed by AIGFP with transactions based on, among other things, the creditworthiness
respect to the designated portfolio in these transactions is often of the counterparties, and the transaction’s size and maturity.
called the ‘‘super senior’’ risk layer, defined as the layer of In addition, Capital Markets derivative transactions are gener-
credit risk senior to a risk layer that has been rated AAA by ally documented under ISDA Master Agreements. Management
the credit rating agencies or if the transaction is not rated, believes that such agreements provide for legally enforceable
equivalent thereto. For example, in a transaction with an set-off and close-out netting of exposures to specific
equity layer covering credit losses from zero to two percent of counterparties. Under such agreements, in connection with an
the total portfolio, a BBB-rated layer covering credit losses early termination of a transaction, AIGFP is permitted to set-
from two to four percent, an A-rated layer from four to off its receivables from a counterparty against its payables to
six percent, an AA-rated layer from six to eight percent, and a the same counterparty arising out of all included transactions.
AAA-rated layer from eight to 11 percent. AIGFP would cover As a result, the fair value represents the net sum of estimated
credit losses arising in respect of the portfolio that exceeded an positive fair values after the application of such strategies and
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At December 31, 2005 and 2004, the counterparty breakdown20. Derivatives
by industry with respect to the fair value of Capital MarketsContinued
derivatives portfolio was as follows:agreements. After consideration of these credit enhancements,

the fair value of AIGFP’s interest rate, currency, commodity
Fair Value

and equity swaps, options, swaptions, and forward commit-
Total Totalments, futures, and forward contracts approximated $18.70 bil- (in millions) 2005 2004

lion at December 31, 2005 and $22.67 billion at December 31,
Non-U.S. banks $ 6,182 $ 7,1632004. These amounts have been determined in accordance
Insured municipalities 387 543

with the respective close-out netting provisions under the U.S. industrials 1,434 2,139
applicable ISDA Master Agreements. The fair value represents Governmental 2,158 1,387
the maximum potential loss to AIGFP. Non-U.S. financial service companies 873 1,511

AIGFP independently evaluates the creditworthiness of its Non-U.S. industrials 2,287 2,377
counterparties, taking into account credit ratings assigned by Special purpose 2,529 4,937
recognized statistical rating organizations. In addition, AIGFP’s U.S. banks 1,147 773
credit approval process involves pre-set counterparty and U.S. financial service companies 1,618 1,726
country credit exposure limits and, for particularly credit Supranationals 51 114
intensive transactions, obtaining approval from AIG’s Credit Utility 29 –
Risk Committee. AIGFP estimates that the average credit Total $18,695 $22,670
rating of Capital Markets derivatives counterparties, measured
by reference to the fair value of its derivative portfolio as a FAS 133 requires that third-party derivatives used for
whole, is equivalent to the AA rating category. The maximum hedging must be specifically matched with the underlying
potential loss will increase or decrease during the life of the exposures to an outside third party and documented contempo-
derivative commitments as a function of maturity and market raneously to qualify for hedge accounting treatment. In many
conditions. cases, AIG did not meet these hedging requirements with

respect to certain hedging transactions. Not meeting theCapital Markets determines counterparty credit quality by
requirements of FAS 133 does not result in any changes inreference to ratings from independent rating agencies or,
AIG’s liquidity or its overall financial condition even thoughwhere such ratings are not available, by internal analysis. At
inter-period volatility of earnings is increased.

December 31, 2005 and 2004, the counterparty credit quality AIG and its subsidiaries also use derivatives and other
with respect to the fair value of Capital Markets derivatives instruments as part of its financial risk management programs.
portfolios were as follows: Interest rate derivatives (such as interest rate swaps) are used

to manage interest rate risk associated with its investments in
Fair Value

fixed income securities, commercial paper issuances, medium
Total Total and long-term note offerings, and other interest rate sensitive(in millions) 2005 2004

assets and liabilities. In addition, foreign exchange derivatives
Counterparty credit quality: (principally cross currency swaps, forwards and options) are

AAA $ 4,568 $ 9,185
used to economically hedge non-U.S. dollar denominated debt,AA 8,057 7,244
net capital exposures and foreign exchange transactions. TheA 3,838 4,448
derivatives are effective economic hedges of the exposures theyBBB 1,709 1,193
are meant to offset. For accounting purposes, a limited numberBelow investment grade 523 600
of these derivatives have been designated as hedging instru-

Total $18,695 $22,670 ments under FAS 133. The effect on earnings from those
derivatives that have been designated as hedges is insignificant
for 2005 and 2004.

21. Variable Life and Annuity Contracts

In July 2003, the American Institute of Certified Public
Accountants issued Statement of Position 03-1, ‘‘Accounting
and Reporting by Insurance Enterprises for Certain Nontradi-
tional Long-Duration Contracts and for Separate Accounts’’
(SOP 03-1). This Statement was effective January 1, 2004, and
requires AIG to recognize a liability for guaranteed minimum
death benefits and other living benefits related to its variable
annuity and variable life contracts and modifies certain
disclosures and financial statement presentations for these
products. AIG reported for the first quarter of 2004 a one-time
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The vast majority of AIG’s exposure on guarantees made to21. Variable Life and Annuity Contracts
variable contract holders arises from GMDB. Details concern-Continued
ing AIG’s GMDB exposures as of December 31, 2005 andcumulative accounting charge upon adoption of $144 million
2004 are as follows:to reflect the liability as of January 1, 2004.

As of January 1, 2004, approximately $11 billion of assets
Net Deposits

and liabilities representing most of the non-U.S. portion of Plus a Minimum Highest Contract
(dollars in billions) Return Value AttainedAIG’s separate and variable account assets and liabilities were

reclassified in accordance with SOP 03-1 to several invested 2005
asset captions and to the Policyholders’ contract deposits Account Value(a) $59 $13
liability caption, respectively. Approximately $11 billion of Amount at Risk(b) 7 1
separate and variable account assets were reclassified as follows: Average Attained Age of
$4 billion to Short-term investments; $4 billion to Equity Contract Holders by Product 51-70 years 57-70 years
securities – common stocks trading; $2 billion to Fixed maturi- Range of Guaranteed
ties – bond trading securities; and $1 billion to various other Minimum Return Rates 0-10%
asset captions.

2004Except as noted above, AIG reports variable contracts
Account Value(a) $57 $12

through separate and variable accounts when investment
Amount at Risk(b) 8 2

income and investment gains and losses accrue directly to, and Average Attained Age of
investment risk is borne by, the contract holder (traditional Contract Holders by Product 49-70 years 52-68 years
variable annuities). AIG also reports variable annuity and life

Range of Guaranteedcontracts through separate and variable accounts where AIG
Minimum Return Rates 0-10%contractually guarantees to the contract holder (variable

(a) Included in Policyholders’ Contract Deposits in the Consolidatedcontracts with guarantees) either (a) total deposits made to the
Balance Sheet.

contract less any partial withdrawals plus a minimum return
(b) Represents the amount of death benefit currently in excess of Account(and in minor instances, no minimum returns) (Net Deposits Value.

Plus a Minimum Return) or (b) the highest contract value
The following summarizes GMDB liabilities for guarantees onattained, typically on any anniversary date minus any subse-
variable contracts reflected in the general account.quent withdrawals following the contract anniversary (Highest

Contract Value Attained). These guarantees include benefits
(in millions) 2005 2004that are payable in the event of death, annuitization, or, in

other instances, at specified dates during the accumulation Balance at January 1 $485 $479*
Reserve increase 33 86period. Such benefits are referred to as guaranteed minimum
Benefits paid (76) (80)death benefits (GMDB), guaranteed minimum income benefits

(GMIB), and guaranteed minimum withdrawal benefit Balance at December 31 $442 $485
(GMWB), or guaranteed minimum account value benefits * Includes amounts from the one-time cumulative accounting charge
(GMAV), respectively. For AIG, GMDB is by far the most resulting from the adoption of SOP 03-1.
widely offered benefit.

The GMDB liability is determined each period end byThe assets supporting the variable portion of both tradi-
estimating the expected value of death benefits in excess of thetional variable annuities and variable contracts with guarantees
projected account balance and recognizing the excess ratablyare carried at fair value and reported as summary total separate
over the accumulation period based on total expected assess-and variable account assets with an equivalent summary total
ments. AIG regularly evaluates estimates used and adjusts thereported for liabilities. Amounts assessed against the contract
additional liability balance, with a related charge or credit toholders for mortality, administrative, and other services are
benefit expense, if actual experience or other evidence suggestsincluded in revenue and changes in liabilities for minimum
that earlier assumptions should be revised.guarantees are included in policyholder benefits in the Consoli-

The following assumptions and methodology were used todated Statement of Income. Separate and variable account net
determine the domestic and foreign GMDB liability as ofinvestment income, net investment gains and losses, and the
December 31, 2005:related liability changes are offset within the same line item in
m Data used was up to 5,000 stochastically generated invest-the Consolidated Statement of Income.

ment performance scenarios.
m Mean investment performance assumptions ranged from

approximately three percent to ten percent depending on
the block of business.

m Volatility assumptions ranged from 10 percent to 30 percent
depending on the block of business.

m Mortality was assumed at between 60 percent and 103 per-
cent of various life and annuity mortality tables.
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the accumulation period based on total expected assessments.21. Variable Life and Annuity Contracts
AIG regularly evaluates estimates used and adjusts the addi-Continued
tional liability balance, with a related charge or credit to

m For domestic contracts, lapse rates vary by contract type and
benefit expense, if actual experience or other evidence suggestsduration and ranged from zero percent to 40 percent. For
that earlier assumptions should be revised. As of December 31,Japan, lapse rates ranged from zero percent to 20 percent
2005, most of AIG’s GMIB exposure was transferred viadepending on the type of contract.
reinsurance agreements. Contracts with GMIB not reinsured

m For domestic contracts, the discount rate ranged from
have account values of $2.8 billion with a corresponding3.25 percent to 11 percent. For Japan, the discount rate
reserve of less than $1 million.ranged from zero percent to seven percent.

AIG contracts currently include a minimal amount ofIn addition to GMDB, AIG’s contracts currently include to
GMAV and GMWB. GMAV and GMWB are considered to bea lesser extent GMIB. The GMIB liability is determined each
derivatives and are recognized at fair value through earnings.period end by estimating the expected value of the annuitiza-
AIG enters into derivative contracts to partially hedge thetion benefits in excess of the projected account balance at the
economic exposure that arises from GMAV and GMWB.date of annuitization and recognizing the excess ratably over
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22. Restated Quarterly Financial Information (Unaudited)

The following quarterly financial information for each of the three months ended March 31, June 30, September 30 and
December 31, 2005 and 2004 is unaudited and was restated as described in Note 2(b) of Notes to Consolidated Financial
Statements in AIG’s Annual Report on Form 10-K/A for the year ended December 31, 2004 and Note 1(hh) herein. In the opinion
of management, all adjustments (consisting of normal recurring adjustments) necessary to present fairly the results of operations
for such periods, have been made for a fair presentation of the results shown.

CONSOLIDATED STATEMENTS OF INCOME

Three Months Ended

March 31, June 30, September 30, December 31,

2005 2005 2005
Previously 2005 Previously 2005 Previously 2005

(in millions, except per share data) Reported Restated 2004 Reported Restated 2004 Reported Restated 2004 2005 2004

Revenues:
Premiums and other considerations $ 17,682 $17,680 $15,979 $ 17,541 $17,536 $16,175 $ 17,244 $17,243 $17,281 $17,750 $17,190
Net investment income 5,292 5,332 4,600 5,198 5,227 4,541 5,629 5,654 4,509 5,952 4,815
Realized capital gains (losses) 88 137 (86) 245 (125) 89 79 77 (78) 252 119
Other revenues 4,050 4,053 2,729 3,877 5,265 3,284 3,409 3,434 3,602 3,438 2,917

Total revenues 27,112 27,202 23,222 26,861 27,903 24,089 26,361 26,408 25,314 27,392 25,041

Benefits and expenses:
Incurred policy losses and benefits 14,865 14,873 13,590 14,336 14,283 13,480 16,503 16,501 15,217 18,054 16,073
Insurance acquisition & other

operating expenses 6,804 6,680 5,790 6,730 6,919 5,960 7,381 7,360 6,041 9,022 6,670

Total benefits and expenses 21,669 21,553 19,380 21,066 21,202 19,440 23,884 23,861 21,258 27,076 22,743

Income before income taxes, minority
interest and cumulative effect of an
accounting change 5,443 5,649 3,842 5,795 6,701 4,649 2,477 2,547 4,056 316 2,298

Income taxes:
Current 987 968 1,345 790 1,015 1,092 372 372 201 214 (45)
Deferred 626 738 (215) 884 1,068 372 334 376 1,064 (493) 593

1,613 1,706 1,130 1,674 2,083 1,464 706 748 1,265 (279) 548

Income before minority interest and
cumulative effect of an accounting
change 3,830 3,943 2,712 4,121 4,618 3,185 1,771 1,799 2,791 595 1,750

Minority interest (146) (144) (70) (129) (129) (105) (54) (54) (142) (151) (138)

Income before cumulative effect of an
accounting change 3,684 3,799 2,642 3,992 4,489 3,080 1,717 1,745 2,649 444 1,612

Cumulative effect of an accounting
change, net of tax - - (144) - - - - - - - -

Net income $ 3,684 $ 3,799 $ 2,498 $ 3,992 $ 4,489 $ 3,080 $ 1,717 $ 1,745 $ 2,649 $ 444 $ 1,612

Earnings per common share:
Basic

Income before cumulative effect
of an accounting change $ 1.42 $ 1.46 $ 1.01 $ 1.54 $ 1.73 $ 1.19 $ 0.66 $ 0.67 $ 1.01 $ 0.17 $ 0.62

Cumulative effect of an
accounting change, net of tax - - (0.06) - - - - - - - -

Net income 1.42 1.46 0.95 1.54 1.73 1.19 0.66 0.67 1.01 0.17 0.62

Diluted
Income before cumulative effect

of an accounting change $ 1.40 $ 1.45 $ 1.00 $ 1.53 $ 1.71 $ 1.17 $ 0.65 $ 0.66 $ 1.00 $ 0.17 $ 0.62
Cumulative effect of an

accounting change, net of tax - - (0.06) - - - - - - - -
Net income 1.40 1.45 0.94 1.53 1.71 1.17 0.65 0.66 1.00 0.17 0.62

Average shares outstanding:
Basic 2,597 2,597 2,610 2,596 2,596 2,608 2,597 2,597 2,606 2,597 2,601
Diluted 2,624 2,624 2,642 2,623 2,623 2,640 2,624 2,624 2,638 2,626 2,632
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23. Information Provided in Connection With Outstanding Debt

The following condensed consolidating financial statements are provided in compliance with Regulation S-X of the SEC.

(a) AGC is a holding company and a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all
outstanding debt of AGC.

AMERICAN GENERAL CORPORATION (AGC):
CONDENSED CONSOLIDATING BALANCE SHEET

American
International
Group, Inc. AGC Other Consolidated

(in millions) Guarantor Issuer Subsidiaries Eliminations AIG

December 31, 2005
Assets:

Invested assets $ 1,392 $ – $ 691,349 $ (13,696) $ 679,045
Cash 190 – 1,707 – 1,897
Carrying value of subsidiaries and partially owned companies, 

at equity 90,723 27,027 15,577 (132,169) 1,158
Other assets 2,768 2,577 167,252 (1,327) 171,270

Total assets $ 95,073 $ 29,604 $ 875,885 $ (147,192) $ 853,370

Liabilities:
Insurance liabilities $ 408 $ – $ 460,271 $ (56) $ 460,623
Debt 4,607 2,087 115,212 (12,057) 109,849
Other liabilities 3,741 4,110 191,598 (3,054) 196,395

Total liabilities 8,756 6,197 767,081 (15,167) 766,867

Preferred shareholders’ equity in subsidiary companies – – 186 – 186
Total shareholders’ equity 86,317 23,407 108,618 (132,025) 86,317

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $ 95,073 $ 29,604 $ 875,885 $ (147,192) $ 853,370

December 31, 2004
Assets:

Invested assets $ 1,027 $ – $650,238 $ (12,984) $638,281
Cash 17 – 1,992 – 2,009
Carrying value of subsidiaries and partially owned companies, 

at equity 80,966 26,179 12,763 (118,413) 1,495
Other assets 2,786 2,546 154,417 (389) 159,360

Total assets $84,796 $28,725 $819,410 $(131,786) $801,145

Liabilities:
Insurance liabilities $ 405 $ – $428,130 $ (69) $428,466
Debt 3,647 2,482 103,027 (12,257) 96,899
Other liabilities 1,071 4,076 191,967 (1,206) 195,908

Total liabilities 5,123 6,558 723,124 (13,532) 721,273

Preferred shareholders’ equity in subsidiary companies – – 199 – 199
Total shareholders’ equity 79,673 22,167 96,087 (118,254) 79,673

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $84,796 $28,725 $819,410 $(131,786) $801,145
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CONDENSED CONSOLIDATING STATEMENT OF INCOME

American
International
Group, Inc. AGC Other Consolidated

(in millions) Guarantor Issuer Subsidiaries Eliminations AIG

Year Ended December 31, 2005
Operating income $ (1,569) $ (200) $ 16,982 $ – $ 15,213
Equity in undistributed net income of consolidated

subsidiaries 10,368 2,530 – (12,898) –
Dividend income from consolidated subsidiaries 1,746 – – (1,746) –
Income taxes (benefits) 68 (92) 4,282 – 4,258
Minority interest – – (478) – (478)

Net income (loss) $ 10,477 $ 2,422 $ 12,222 $ (14,644) $ 10,477

Year Ended December 31, 2004
Operating income $ 161 $ 90 $14,594 $ – $14,845
Equity in undistributed net income of consolidated

subsidiaries 8,705 2,048 – (10,753) –
Dividend income from consolidated subsidiaries 1,836 65 – (1,901) –
Income taxes (benefits) 863 31 3,513 – 4,407
Minority interest – – (455) – (455)
Cumulative effect of an accounting change – – (144) – (144)

Net income (loss) $ 9,839 $2,172 $10,482 $(12,654) $ 9,839

Year Ended December 31, 2003
Operating income $ (708) $ (98) $12,713 $ – $11,907
Equity in undistributed net income of consolidated

subsidiaries 7,708 1,804 – (9,512) –
Dividend income from consolidated subsidiaries 1,471 196 – (1,667) –
Income taxes (benefits) 363 (23) 3,216 – 3,556
Minority interest – – (252) – (252)
Cumulative effect of an accounting change – – 9 – 9

Net income (loss) $ 8,108 $1,925 $ 9,254 $(11,179) $ 8,108
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23. Information Provided in Connection With Outstanding Debt
Continued

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOW

American
International
Group, Inc. AGC Other Consolidated

(in millions) Guarantor Issuer Subsidiaries AIG

Year Ended December 31, 2005
Net cash provided by operating activities $ 1,673 $ 805 $ 22,660 $ 25,138

Cash flows from investing activities:
Invested assets disposed – – 218,825 218,825
Invested assets acquired (598) – (273,530) (274,128)
Other (1,294) (247) (477) (2,018)

Net cash used in investing activities (1,892) (247) (55,182) (57,321)

Cash flows from financing activities:
Change in debts 1,493 (398) 11,939 13,034
Other (1,176) (160) 21,301 19,965

Net cash (used in) provided by financing activities 317 (558) 33,240 32,999

Effect of exchange rate changes on cash 75 – (1,003) (928)

Change in cash 173 – (285) (112)
Cash at beginning of year 17 – 1,992 2,009

Cash at end of year $ 190 $ – $ 1,707 $ 1,897

Year Ended December 31, 2004
Net cash provided by operating activities $ 2,732 $ 839 $ 27,145 $ 30,716

Cash flows from investing activities:
Invested assets disposed 502 – 151,163 151,665
Invested assets acquired (107) – (247,723) (247,830)
Other (1,039) (408) 497 (950)

Net cash used in investing activities (644) (408) (96,063) (97,115)

Cash flows from financing activities:
Change in debts (400) (349) 17,250 16,501
Other (1,515) (82) 51,590 49,993

Net cash (used in) provided by financing activities (1,915) (431) 68,840 66,494

Effect of exchange rate changes on cash (175) – 1,167 992

Change in cash (2) – 1,089 1,087
Cash at beginning of year 19 – 903 922

Cash at end of year $ 17 $ – $ 1,992 $ 2,009

Year Ended December 31, 2003
Net cash provided by operating activities $ 625 $1,376 $ 31,240 $ 33,241

Cash flows from investing activities:
Invested assets disposed 186 – 152,054 152,240
Invested assets acquired (830) – (215,092) (215,922)
Acquisitions, net of cash acquired – – (2,091) (2,091)
Other (842) (926) 637 (1,131)

Net cash used in investing activities (1,486) (926) (64,492) (66,904)

Cash flows from financing activities:
Change in debts 1,288 (376) 5,658 6,570
Other (411) (75) 26,986 26,500

Net cash provided by (used in) financing activities 877 (451) 32,644 33,070

Effect of exchange rate changes on cash (15) – 365 350

Change in cash 1 (1) (243) (243)
Cash at beginning of year 18 1 1,146 1,165

Cash at end of year $ 19 $ – $ 903 $ 922
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23. Information Provided in Connection With Outstanding Debt
Continued

(b) AIG Liquidity Corp. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all obligations of
AIG Liquidity Corp., which commenced operations in 2003.

AIG LIQUIDITY CORP.:
CONDENSED CONSOLIDATING BALANCE SHEET

American
International AIG
Group, Inc. Liquidity Other Consolidated

(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

December 31, 2005
Assets:

Invested assets $ 1,392 $ * $ 691,349 $ (13,696) $ 679,045
Cash 190 * 1,707 – 1,897
Carrying value of subsidiaries and partially owned companies,

at equity 90,723 – 42,604 (132,169) 1,158
Other assets 2,768 * 169,829 (1,327) 171,270

Total assets $ 95,073 $ * $ 905,489 $ (147,192) $ 853,370

Liabilities:
Insurance liabilities $ 408 $ – $ 460,271 $ (56) $ 460,623
Debt 4,607 * 117,299 (12,057) 109,849
Other liabilities 3,741 * 195,708 (3,054) 196,395

Total liabilities 8,756 * 773,278 (15,167) 766,867

Preferred shareholders’ equity in subsidiary companies – – 186 – 186
Total shareholders’ equity 86,317 * 132,025 (132,025) 86,317

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $ 95,073 $ * $ 905,489 $ (147,192) $ 853,370

December 31, 2004
Assets:

Invested assets $ 1,027 $ * $650,238 $ (12,984) $638,281
Cash 17 * 1,992 – 2,009
Carrying value of subsidiaries and partially owned companies,

at equity 80,966 – 38,942 (118,413) 1,495
Other assets 2,786 * 156,963 (389) 159,360

Total assets $84,796 $ * $848,135 $(131,786) $801,145

Liabilities:
Insurance liabilities $ 405 $ – $428,130 $ (69) $428,466
Debt 3,647 * 105,509 (12,257) 96,899
Other liabilities 1,071 * 196,043 (1,206) 195,908

Total liabilities 5,123 * 729,682 (13,532) 721,273

Preferred shareholders’ equity in subsidiary companies – – 199 – 199
Total shareholders’ equity 79,673 * 118,254 (118,254) 79,673

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $84,796 $ * $848,135 $(131,786) $801,145

* Amounts significantly less than $1 million.
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23. Information Provided in Connection With Outstanding Debt
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CONDENSED CONSOLIDATING STATEMENT OF INCOME

American
International AIG
Group, Inc. Liquidity Other Consolidated

(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

Year Ended December 31, 2005
Operating Income $ (1,569) $ * $ 16,782 $ – $ 15,213
Equity in undistributed net income of consolidated subsidiaries 10,368 – 2,530 (12,898) –
Dividend income from consolidated subsidiaries 1,746 * – (1,746) –
Income taxes (benefits) 68 – 4,190 – 4,258
Minority interest – – (478) – (478)
Cumulative effect of an accounting change – – – – –

Net income (loss) $10,477 $ * $ 14,644 $ (14,644) $ 10,477

Year Ended December 31, 2004
Operating Income $ 161 $ * $14,684 $ – $14,845
Equity in undistributed net income of consolidated subsidiaries 8,705 – 2,048 (10,753) –
Dividend income from consolidated subsidiaries 1,836 – 65 (1,901) –
Income taxes (benefits) 863 * 3,544 – 4,407
Minority interest – – (455) – (455)
Cumulative effect of an accounting change – – (144) – (144)

Net income (loss) $ 9,839 $ * $12,654 $(12,654) $ 9,839

Year Ended December 31, 2003
Operating Income $ (708) $ * $12,615 $ – $11,907
Equity in undistributed net income of consolidated subsidiaries 7,708 – 1,804 (9,512) –
Dividend income from consolidated subsidiaries 1,471 – 196 (1,667) –
Income taxes (benefits) 363 * 3,193 – 3,556
Minority interest – – (252) – (252)
Cumulative effect of an accounting change – – 9 – 9
Net income (loss) $ 8,108 $ * $11,179 $(11,179) $ 8,108
* Amounts significantly less than $1 million.
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23. Information Provided in Connection With Outstanding Debt
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CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOW
American

International AIG
Group, Inc. Liquidity Other Consolidated

(in millions) Guarantor Corp. Subsidiaries AIG

Year Ended December 31, 2005
Net cash provided by operating activities $ 1,673 $ * $ 23,465 $ 25,138

Cash flows from investing activities:
Invested assets disposed – – 218,825 218,825
Invested assets acquired (598) – (273,530) (274,128)
Other (1,294) * (724) (2,018)

Net cash used in investing activities (1,892) * (55,429) (57,321)

Cash flows from financing activities:
Change in debts 1,493 – 11,541 13,034
Other (1,176) * 21,141 19,965

Net cash provided by financing activities 317 * 32,682 32,999

Effect of exchange rate changes on cash 75 – (1,003) (928)

Change in cash 173 * (285) (112)
Cash at beginning of year 17 – 1,992 2,009

Cash at end of year $ 190 $ * $ 1,707 $ 1,897

Year Ended December 31, 2004
Net cash provided by operating activities $ 2,732 $ * $ 27,984 $ 30,716

Cash flows from investing activities:
Invested assets disposed 502 – 151,163 151,665
Invested assets acquired (107) – (247,723) (247,830)
Other (1,039) * 89 (950)

Net cash used in investing activities (644) * (96,471) (97,115)

Cash flows from financing activities:
Change in debts (400) – 16,901 16,501
Other (1,515) * 51,508 49,993

Net cash (used in) provided by financing activities (1,915) * 68,409 66,494

Effect of exchange rate changes on cash (175) – 1,167 992

Change in cash (2) * 1,089 1,087
Cash at beginning of year 19 – 903 922

Cash at end of year $ 17 $ * $ 1,992 $ 2,009

Year Ended December 31, 2003
Net cash provided by operating activities $ 625 $ * $ 32,616 $ 33,241

Cash flows from investing activities:
Invested assets disposed 186 – 152,054 152,240
Invested assets acquired (830) – (215,092) (215,922)
Acquisitions, net of cash acquired – – (2,091) (2,091)
Other (842) * (289) (1,131)

Net cash used in investing activities (1,486) * (65,418) (66,904)

Cash flows from financing activities:
Change in debts 1,288 – 5,282 6,570
Other (411) * 26,911 26,500

Net cash provided by financing activities 877 * 32,193 33,070

Effect of exchange rate changes on cash (15) – 365 350

Change in cash 1 * (244) (243)
Cash at beginning of year 18 – 1,147 1,165

Cash at end of year $ 19 $ * $ 903 $ 922
* Amounts significantly less than $1 million.
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Part  II – Other  Information

income tax accounting. Subsequent to that announcement, andITEM  9.
in connection with its ongoing remediation efforts, AIGChanges and Disagreements with Accountants on
identified certain additional errors principally relating toAccounting and Financial Disclosure
internal controls over reconciliation of certain balance sheet

There have been no changes in accountants during the accounts in the Domestic Brokerage Group. Due to the
twenty-four months ended December 31, 2005. significance of these additional errors, AIG restated its

consolidated financial statements and financial statement
ITEM  9A. schedules for the years ended December 31, 2004, 2003 and
Controls and Procedures 2002, along with 2001 and 2000 for purposes of preparation of

the Selected Consolidated Financial Data for 2001 and 2000,Evaluation of Disclosure Controls and Procedures
and quarterly financial information for 2004 and 2003 and will

In connection with the preparation of this Annual Report on restate the first three quarters of 2005 (the Second Restate-
Form 10-K, an evaluation was carried out by AIG’s manage- ment). AIG’s September 2005 Form 10-Q will not be amended
ment, with the participation of AIG’s Chief Executive Officer because the adjustments to correct the additional errors to the
and Chief Financial Officer, of the effectiveness of AIG’s financial statements included therein are not material to those
disclosure controls and procedures (as defined in financial statements.
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange As of December 31, 2005 and as described under Remedia-
Act of 1934 (Exchange Act)) as of December 31, 2005. tion of Material Weaknesses in Internal Control Over Finan-
Disclosure controls and procedures are designed to ensure that cial Reporting below, the material weaknesses relating to the
information required to be disclosed in reports filed or control environment and controls over the evaluation of risk
submitted under the Exchange Act is recorded, processed, transfer were remediated, and the material weaknesses relating
summarized and reported within the time periods specified in to controls over certain balance sheet reconciliations, controls
SEC rules and forms and that such information is accumulated over the accounting for certain derivative transactions and
and communicated to management, including the Chief controls over income tax accounting remained, as they were
Executive Officer and Chief Financial Officer, to allow timely not fully remediated.
decisions regarding required disclosures. As a result of these remaining material weaknesses in

During the evaluation of disclosure controls and procedures internal control over financial reporting, described more fully
as of December 31, 2004 conducted during the preparation of below, AIG’s Chief Executive Officer and Chief Financial
AIG’s financial statements to be included in the 2004 Officer concluded that, as of December 31, 2005, AIG’s
Form 10-K, five material weaknesses in internal control over disclosure controls and procedures were ineffective.
financial reporting were identified, relating to control environ- Notwithstanding the existence of these three remaining
ment, controls over the evaluation of risk transfer, controls material weaknesses, AIG believes that the consolidated
over certain balance sheet reconciliations, controls over the financial statements in this Annual Report on Form 10-K fairly
accounting for certain derivative transactions and controls over present, in all material respects, AIG’s financial condition as of
income tax accounting. As a result, AIG’s new Chief December 31, 2005 and 2004, and results of its operations and
Executive Officer and Chief Financial Officer concluded that, cash flows for the years ended December 31, 2005, 2004 and
as of December 31, 2004, AIG’s disclosure controls and 2003, in conformity with U.S. generally accepted accounting
procedures were ineffective. principles (GAAP).

Upon identification of the material weaknesses and under
the direction of its Chief Executive Officer and Chief Financial Management’s Report on Internal Control Over Financial
Officer, AIG developed a comprehensive plan to remediate the Reporting
material weaknesses.

AIG’s remediation efforts were governed by a Steering Management of AIG is responsible for establishing and
Committee, under the direction of AIG’s Chief Risk Officer maintaining adequate internal control over financial reporting.
and also including AIG’s Chief Executive Officer, Chief AIG’s internal control over financial reporting is a process,
Financial Officer, Comptroller and Senior Vice President for under the supervision of AIG’s Chief Executive Officer and
Strategic Planning. The status of remediation of each material Chief Financial Officer, designed to provide reasonable assur-
weakness was reviewed with the Audit Committee and this ance regarding the reliability of financial reporting and the
Committee was advised of issues encountered and key decisions preparation of AIG’s financial statements for external purposes
reached by AIG management relating to the remediation in accordance with GAAP.
efforts. Because of its inherent limitations, internal control over

On November 9, 2005, AIG announced that it had financial reporting may not prevent or detect misstatements.
identified certain errors, the preponderance of which were Also, projections of any evaluation of effectiveness to future
identified during the remediation of the material weaknesses in periods are subject to the risk that controls may become
internal control over financial reporting described above, inadequate because of changes in conditions or that the degree
principally relating to controls over accounting for certain of compliance with the policies or procedures may deteriorate.
derivative transactions and related assets and liabilities under AIG management conducted an assessment of the effective-
FAS 133, reconciliation of certain balance sheet accounts and ness of AIG’s internal control over financial reporting as of
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December 31, 2005 based on the criteria established in Internal Management’s assessment of the effectiveness of AIG’s
Control — Integrated Framework issued by the Committee of internal control over financial reporting as of December 31,
Sponsoring Organizations of the Treadway Commission 2005 has been audited by PricewaterhouseCoopers LLP, an
(COSO). independent registered public accounting firm, as stated in

A material weakness is a control deficiency, or a combina- their report, which is included in this Annual Report on
tion of control deficiencies, that results in more than a remote Form 10-K.
likelihood that a material misstatement of AIG’s annual or
interim financial statements will not be prevented or detected. Remediation of Material Weaknesses in Internal Control
AIG management has concluded that, as of December 31, Over Financial Reporting
2005, the following material weaknesses in internal control

Throughout 2005 and continuing in 2006, AIG has beenover financial reporting remained:
actively engaged in the implementation of remediation effortsControls over certain balance sheet reconciliations: AIG did
to address the five material weaknesses in existence atnot maintain effective controls to ensure the accuracy of
December 31, 2004 and disclosed in its 2004 Form 10-K.certain balance sheet accounts in certain key segments of
These remediation efforts, outlined below, are specificallyAIG’s operations, principally in the Domestic Brokerage
designed to address the material weaknesses identified by AIGGroup. Specifically, accounting personnel did not perform
management. As a result of its assessment of the effectivenesstimely reconciliations and did not properly resolve reconciling
of internal control over financial reporting, AIG managementitems for premium receivables, reinsurance recoverables and
determined that as of December 31, 2005, two materialintercompany accounts. As a result, premiums and other
weaknesses, relating to the control environment and controlsconsiderations, incurred policy losses and benefits, insurance
over the evaluation of risk transfer, had been remediated, andacquisition and other operating expenses, premiums and
three material weaknesses, relating to the controls over certaininsurance balances receivable, reinsurance assets, reserves for
balance sheet reconciliations, controls over the accounting forlosses and loss expenses, reserve for unearned premiums, other
certain derivative transactions and controls over income taxassets and retained earnings were misstated under GAAP.
accounting, had not been remediated.Controls over the accounting for certain derivative transactions:

AIG did not maintain effective controls over the evaluation
Completed Remediationand documentation of whether certain derivative transactions

qualified under GAAP for hedge accounting. As a result, net Control environment: As of December 31, 2004, certain of
investment income, realized capital gains (losses), other reve- AIG’s controls within its control environment were not
nues, accumulated other comprehensive income (loss) and effective to prevent certain members of senior management,
related balance sheet accounts were misstated under GAAP. including the former Chief Executive Officer and former Chief

Controls over income tax accounting: AIG did not maintain Financial Officer, from having the ability, which in certain
effective controls over the determination and reporting of instances was utilized, to override certain controls and effect
certain components of the provision for income taxes and certain transactions and accounting entries.
related income tax balances. Specifically, AIG did not main- AIG has taken several significant actions to improve its
tain effective controls to review and monitor the accuracy of control environment, starting with the appointment of new
the components of the income tax provision calculations and senior management with a new tone and philosophy. AIG’s
related income tax balances and to monitor the differences Chief Executive Officer and Chief Financial Officer, together
between the income tax basis and the financial reporting basis with other senior executives, are committed to achieving
of assets and liabilities to effectively reconcile the differences transparency and clear communication with all stakeholders
to the deferred income tax balances. As a result, income tax through effective corporate governance, a strong control
expense, income taxes payable, deferred income tax assets and environment, high ethical standards and financial reporting
liabilities, retained earnings and accumulated other comprehen- integrity. To strengthen and enhance its overall financial
sive income were misstated under GAAP. reporting and internal control environment, AIG has increased

The control deficiencies described above resulted in the resources for technical accounting, internal audit, enterprise
Second Restatement. In addition, these control deficiencies risk management and compliance functions, hired additional
could result in other misstatements to the aforementioned staff with specialized financial and accounting expertise, and
financial statement accounts and disclosures that would result established stronger reporting lines within the financial report-
in a material misstatement to the annual or interim AIG ing function.
consolidated financial statements that would not be prevented Among the specific actions taken by AIG to remediate this
or detected. Accordingly, AIG management has concluded that material weakness and to further strengthen overall controls
these control deficiencies constitute material weaknesses. over financial reporting were the following:

As a result of the material weaknesses in internal control AIG has established a Financial Disclosure Committee to
over financial reporting described above, AIG management has assist the Chief Executive Officer and the Chief Financial
concluded that, as of December 31, 2005, AIG’s internal Officer in fulfilling their responsibilities for oversight of the
control over financial reporting was not effective based on the accuracy and timeliness of the disclosures made by AIG.
criteria in Internal Control — Integrated Framework issued by the
COSO.
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AIG has implemented new controls, including specific Controls over the evaluation of risk transfer: As of Decem-
procedures with respect to post-closing adjustments and consol- ber 31, 2004, AIG did not maintain effective controls over the
idating entries. proper evaluation, documentation and disclosure of whether

AIG has taken remedial actions with respect to certain certain insurance and reinsurance transactions in the General
employees in management and in the underwriting, account- Insurance segment involved sufficient risk transfer to qualify for
ing, auditing, actuarial and financial reporting functions. Such insurance and reinsurance accounting.
remedial actions included further training and supervision, To remediate this material weakness, AIG has developed a
reassignment outside areas of involvement with financial formal risk transfer policy for direct insurance, assumed
reporting, or termination. Employees identified as needing reinsurance and ceded reinsurance in the General Insurance
further training and supervision underwent formal ethics segment. This policy establishes guidelines for the assessment
training and recertified their compliance with AIG’s Code of by the underwriting, and if appropriate, actuarial functions, of
Conduct. the adequacy of risk transfer to support insurance accounting,

AIG now requires that all employees complete formal ethics and requires that appropriate documentation of the assessment
training developed and monitored by AIG Corporate Compli- be provided to the accounting function to allow proper
ance. AIG has implemented a Director, Executive Officer and accounting for the transaction.
Senior Financial Officer Code of Business Conduct and Ethics, and AIG has also established procedures to incorporate risk
requires all members of the Board of Directors, executive transfer assessments into its underwriting and financial audit
officers and senior financial officers to confirm that they adhere processes. Although AIG continues to refine and enhance its
to the stated principles and procedures set forth in that Code. controls over the evaluation of risk transfer, including develop-

AIG has strengthened the position of Chief Risk Officer, ing a process for updating the risk transfer policy to reflect
responsible for enterprise-wide credit, market, and operational changes in accounting pronouncements, based upon the
risk management and oversight of the corresponding functions significant actions taken, as listed above, and the testing and
at the business unit level and has empowered the Chief Risk evaluation of the effectiveness of the controls, AIG manage-
Officer to work more closely with top executives at the ment has concluded that remediation of this material weakness
corporate and major business unit levels to identify, assess, has been achieved as of December 31, 2005.
quantify, manage and mitigate risks to AIG.

Continuing RemediationAIG has established an Operational Risk Management
department, reporting to the Chief Risk Officer, to engage in AIG has devoted significant efforts towards remediation of
expanded risk self-assessment processes for more effective its three remaining material weaknesses, and remediation of
identification and management of operational and reputational AIG’s control environment has aided in these efforts. None-
risks. theless, these material weaknesses are not yet fully remediated

The AIG Board of Directors has established the Regulatory, as of December 31, 2005. AIG management continues to
Compliance and Legal Committee to provide oversight of assign the highest priority to AIG’s remediation efforts in these
AIG’s compliance with applicable laws and regulations. AIG’s areas, with the goal of remediating these material weaknesses
Chief Compliance Officer, who reports directly to this Com- by year-end 2006. However, due to the nature of the
mittee, has implemented a corporate level, centrally-managed remediation process and the need to allow adequate time after
compliance function and developed a compliance framework, implementation to evaluate and test the effectiveness of the
within which AIG is implementing consistent compliance controls, no assurance can be given as to the timing of
policies and procedures for all major business units. achievement of remediation. AIG recognizes that further

AIG has expanded the scope and activities of the corporate improvement in its internal control over financial reporting
level Complex Structured Finance Transaction Committee, to and consolidation processes is essential. Over time, AIG
review and approve transactions that could subject AIG to intends to reduce its reliance on the utilization of consultants
heightened legal, reputational, regulatory or other risk or to supplement current resources and the manual controls that
enable a third party to achieve an accounting or financial have been established. As part of its remediation efforts, AIG
reporting result inconsistent with applicable accounting princi- intends to develop new systems and processes which will allow
ples, to include the review and approval of AIG’s accounting it to rely on front end preventative controls which will be
and financial reporting of identified transactions, including more sustainable over the long term. AIG recognizes that to
related party transactions. Also, AIG’s major business units accomplish its goals, further strengthening and investment are
have implemented their own committees and processes to needed in accounting and tax personnel, as well as in systems
enhance their ability to identify, analyze and present for and processes. AIG is committed to making the investments
approval complex structured finance transactions to AIG’s necessary to make these improvements.
corporate level committee. AIG has taken specific remediation steps with respect to its

Although AIG continues to develop further enhancements three remaining material weaknesses.
to its control environment, based upon the significant actions Controls over certain balance sheet reconciliations: AIG has
taken, as listed above, and the testing and evaluation of the implemented the following measures to enhance its ability to
effectiveness of the controls, AIG management has concluded
that remediation of the material weakness in AIG’s control
environment has been achieved as of December 31, 2005.
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identify, assess, measure and help to ensure the accuracy of its accounting for derivative transactions are operating effectively
balance sheet accounts: before hedge accounting is applied again.
m adoption and implementation of new corporate guidelines Controls over income tax accounting: AIG has taken the

on balance sheet reconciliations; following actions to remediate this material weakness:
m implementation of new programs to train staff on the m implementation of new controls over its accounting for

requirements of the new guidelines; income taxes;
m enhancement of the oversight of the balance sheet reconcil- m enhancement of its oversight over income tax accounting

iation function by adding qualified staff and engaging through hiring of additional qualified staff;
outside resources; and m engagement of an outside accounting firm to assist in the

m enhancement of processes for evaluating and monitoring analysis of its income tax accounting; and
financial statement exposures related to balance sheet m enhancement of processes for evaluating and monitoring
reconciliations. financial statement exposure related to income tax
AIG’s remediation efforts during 2005 with respect to its accounting.

controls over certain balance sheet reconciliations identified AIG’s remediation efforts during 2005 with respect to its
additional errors, contributing to the Second Restatement. controls over income tax accounting identified additional
Thus, AIG management believes that full remediation has not errors, contributing to the Second Restatement. Thus, AIG
yet been achieved. management believes that remediation has not yet been

Controls over the accounting for certain derivative transactions: achieved.
AIG has taken the following actions to remediate this material
weakness: Changes in Internal Control Over Financial Reporting
m enhancement of systems and implementation of new con-

Changes in AIG’s internal control over financial reportingtrols over the accounting for derivatives and related assets
during the quarter ended December 31, 2005 that haveand liabilities;
materially affected, or are reasonably likely to materially affect,

m implementation of new procedures and controls to ensure
AIG’s internal control over financial reporting have beentechnical compliance with the provisions of FAS 133,
described above.including specific documentation requirements, prior to

application of hedge accounting by AIG subsidiaries; and
ITEM  9B.

m establishment of improved oversight, monitoring and super-
Other Informationvision of derivative accounting issues in part, through the

hiring of additional personnel with expertise in FAS 133. On March 15, 2006, AIG adopted the AIG Partners Plan and
AIG’s remediation efforts with respect to its controls over amendments to the AIG Senior Partners Plan. In addition,

the accounting for certain derivative transactions resulted in AIG adopted amendments to its by-laws. The aforementioned
identification of previously undetected errors that contributed compensation plans and AIG’s amended and restated by-laws
to the Second Restatement. Thus, AIG management believes are filed as exhibits to this Annual Report on Form 10-K and
that full remediation has not yet been achieved, and testing are incorporated by reference into this Item 9B.
will continue to ensure that processes and controls over the
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Part  III

ITEM  10. ITEM  12.
Directors and Executive Officers of the Registrant Security Ownership of Certain Beneficial Owners

and Management and Related Stockholder MattersExcept for the information provided in Part I under the
heading ‘‘Directors and Executive Officers of the Registrant’’, This item is omitted because a definitive proxy statement
this item, including information regarding AIG’s audit commit- which involves the election of directors will be filed with the
tee and audit committee financial expert and information SEC not later than 120 days after the close of the fiscal year
relating to AIG’s code of ethics that applies to its directors, pursuant to Regulation 14A.
executive officers and senior financial officers, is omitted
because a definitive proxy statement which involves the ITEM  13.
election of directors will be filed with the SEC not later than Certain Relationships and Related Transactions
120 days after the close of the fiscal year pursuant to

This item is omitted because a definitive proxy statementRegulation 14A.
which involves the election of directors will be filed with the
SEC not later than 120 days after the close of the fiscal yearITEM  11.
pursuant to Regulation 14A.Executive Compensation

This item is omitted because a definitive proxy statement ITEM  14.
which involves the election of directors will be filed with the Principal Accountant Fees and Services
SEC not later than 120 days after the close of the fiscal year

This item is omitted because a definitive proxy statementpursuant to Regulation 14A.
which involves the election of directors will be filed with the
SEC not later than 120 days after the close of the fiscal year
pursuant to Regulation 14A.

PART IV

ITEM  15.
Exhibits and Financial Statement Schedules

(a) Financial Statements and Schedules. See accompanying
Index to Financial Statements.

(b) Exhibits. See accompanying Exhibit Index.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended, the Registrant has duly
caused this Annual Report on Form 10-K to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of
New York and State of New York, on the 16th of March, 2006.

AMERICAN INTERNATIONAL GROUP, INC.

By /s / MARTIN J. SULLIVAN

(Martin J. Sullivan, President and Chief Executive Officer)

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints
Martin J. Sullivan and Steven J. Bensinger, and each of them severally, his or her true and lawful attorney-in-fact, with full power
of substitution and resubstitution, to sign in his or her name, place and stead, in any and all capacities, to do any and all things
and execute any and all instruments that such attorney may deem necessary or advisable under the Securities Exchange Act of
1934, as amended, and any rules, regulations and requirements of the U.S. Securities and Exchange Commission in connection
with this Annual Report on Form 10-K and any and all amendments hereto, as fully for all intents and purposes as he or she
might or could do in person, and hereby ratifies and confirms all said attorneys-in-fact and agents, each acting alone, and his or
her substitute or substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this Annual Report on Form 10-K has
been signed below by the following persons in the capacities indicated on the 16th of March, 2006.

Signature Title

President, Chief Executive Officer and Director/s / MARTIN J. SULLIVAN

(Principal Executive Officer)(Martin J. Sullivan)

/s / STEVEN J. BENSINGER Executive Vice President and Chief Financial Officer
(Principal Financial Officer)(Steven J. Bensinger)

/s / DAVID L. HERZOG Senior Vice President and Comptroller
(Principal Accounting Officer)(David L. Herzog)

/s / M. BERNARD AIDINOFF Director
(M. Bernard Aidinoff)

/s / PEI-YUAN CHIA Director
(Pei-yuan Chia)

/s / MARSHALL A. COHEN Director
(Marshall A. Cohen)

/s / WILLIAM S. COHEN Director
(William S. Cohen)

/s / MARTIN S. FELDSTEIN Director
(Martin S. Feldstein)
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Signature Title

/s / ELLEN V. FUTTER Director
(Ellen V. Futter)

/s / STEPHEN L. HAMMERMAN Director
(Stephen L. Hammerman)

/s / CARLA A. HILLS Director
(Carla A. Hills)

/s / RICHARD C. HOLBROOKE Director
(Richard C. Holbrooke)

/s / FRED H. LANGHAMMER Director
(Fred H. Langhammer)

/s / GEORGE L. MILES, JR. Director
(George L. Miles, Jr.)

/s / MORRIS W. OFFIT Director
(Morris W. Offit)

/s / MICHAEL H. SUTTON Director
(Michael H. Sutton)

/s / EDMUND S.W. TSE Director
(Edmund S.W. Tse)

/s / ROBERT B. WILLUMSTAD Director
(Robert B. Willumstad)

/s / FRANK G. ZARB Director
(Frank G. Zarb)
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Exhibit  Index

Exhibit
Number Description Location

2 Plan of acquisition, reorganization, arrangement, liquidation or
succession

Agreement and Plan of Merger, dated as of May 11, 2001, Incorporated by reference to Exhibit 2.1(i)(a) to AIG’s
 among American International Group, Inc., Washington Registration Statement on Form S-4 (File No. 333-62688).
 Acquisition Corporation and American General Corporation

3(i)(a) Restated Certificate of Incorporation of AIG Incorporated by reference to Exhibit 3(i) to AIG’s Annual Report
on Form 10-K for the year ended December 31, 1996 (File
No. 1-8787).

3(i)(b) Certificate of Amendment of Certificate of Incorporation of AIG, Incorporated by reference to Exhibit 3(i) to AIG’s Quarterly
filed June 3, 1998 Report on Form 10-Q for the quarter ended June 30, 1998

(File No. 1-8787).
3(i)(c) Certificate of Merger of SunAmerica Inc. with and into AIG, filed Incorporated by reference to Exhibit 3(i) to AIG’s Annual Report

December 30, 1998 and effective January 1, 1999 on Form 10-K for the year ended December 31, 1998 (File
No. 1-8787).

3(i)(d) Certificate of Amendment of Certificate of Incorporation of AIG, Incorporated by reference to Exhibit 3(i)(c) to AIG’s Registration
filed June 5, 2000 Statement on Form S-4 (File No. 333-45828).

3(ii) Amended and Restated By-laws of AIG Filed herewith.
4 Instruments defining the rights of security holders, including Certain instruments defining the rights of holders of long-term

indentures debt securities of AIG and its subsidiaries are omitted
pursuant to Item 601(b)(4)(iii) of Regulation S-K. AIG hereby
undertakes to furnish to the Commission, upon request,
copies of any such instruments.

9 Voting Trust Agreement None.
10 Material contracts*

(1) AIG 1969 Employee Stock Option Plan and Agreement Filed as exhibit to AIG’s Registration Statement
Form (File No. 2-44043) and incorporated herein by reference.

(2) AIG 1972 Employee Stock Option Plan Filed as exhibit to AIG’s Registration Statement
(File No. 2-44702) and incorporated herein by reference.

(3) AIG 1972 Employee Stock Purchase Plan Filed as exhibit to AIG’s Registration Statement
(File No. 2-44043) and incorporated herein by reference.

(4) AIG 1984 Employee Stock Purchase Plan Filed as exhibit to AIG’s Registration Statement
(File No. 2-91945) and incorporated herein by reference.

(5) AIG Amended and Restated 1996 Employee Stock Filed as exhibit to AIG’s Definitive Proxy Statement dated
Purchase Plan April 4, 2003 (File No. 1-8787) and incorporated herein by

reference.
(6) AIG 2003 Japan Employee Stock Purchase Plan Incorporated by reference to Exhibit 4 to AIG’s Registration

Statement on Form S-8 (File No. 333-111737).
(7) AIG 1977 Stock Option and Stock Appreciation Rights Filed as exhibit to AIG’s Registration Statement

Plan (File No. 2-59317) and incorporated herein by reference.
(8) AIG 1982 Employee Stock Option Plan Filed as exhibit to AIG’s Registration Statement

(File No. 2-78291) and incorporated herein by reference.
(9) AIG 1987 Employee Stock Option Plan Filed as exhibit to AIG’s Definitive Proxy Statement dated

April 6, 1987 (File No. 0-4652) and incorporated herein by
reference.

(10) AIG 1991 Employee Stock Option Plan Filed as exhibit to AIG’s Definitive Proxy Statement dated
April 4, 1997 (File No. 1-8787) and incorporated herein by
reference.

(11) AIG Amended and Restated 1999 Stock Option Plan Filed as exhibit to AIG’s Definitive Proxy Statement dated
April 4, 2003 (File No. 1-8787) and incorporated herein by
reference.

* All material contracts are management contracts or compensatory plans or arrangements, except items (68), (69), (70) and (71).
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Exhibit
Number Description Location

(12) Form of Stock Option Grant Agreement under the AIG Incorporated by reference to Exhibit 10(a) to AIG’s Quarterly
Amended and Restated 1999 Stock Option Plan Report on Form 10-Q for the quarter ended September 30,

2004 (File No. 1-8787).
(13) AIG Amended and Restated 2002 Stock Incentive Plan Incorporated by reference to Exhibit 4(a) to AIG’s Registration

Statement on Form S-8 (File No. 333-101967).
(14) Form of Restricted Stock Unit Award Agreement under Incorporated by reference to Exhibit 10(b) to AIG’s Quarterly

the AIG Amended and Restated 2002 Stock Incentive Report on Form 10-Q for the quarter ended September 30,
Plan 2004 (File No. 1-8787).

(15) AIG Executive Deferred Compensation Plan Incorporated by reference to Exhibit 4(a) to AIG’s Registration
Statement on Form S-8 (File No. 333-101640).

(16) AIG Supplemental Incentive Savings Plan Incorporated by reference to Exhibit 4(b) to AIG’s Registration
Statement on Form S-8 (File No. 333-101640).

(17) AIG Director Stock Plan Filed as an exhibit to AIG’s Definitive Proxy Statement dated
April 5, 2004 (File No. 1-8787) and incorporated herein by
reference.

(18) AIG Chief Executive Officer Annual Compensation Plan Filed as an exhibit to AIG’s Definitive Proxy Statement dated
April 5, 2004 (File No. 1-8787) and incorporated herein by
reference.

(19) AIRCO 1972 Employee Stock Option Plan Incorporated by reference to AIG’s Joint Proxy Statement and
Prospectus (File No. 2-61994).

(20) AIRCO 1977 Stock Option and Stock Appreciation Incorporated by reference to AIG’s Joint Proxy Statement and
Rights Plan Prospectus (File No. 2-61994).

(21) Purchase Agreement between AIA and Mr. E.S.W. Tse. Incorporated by reference to Exhibit 10(l) to AIG’s Annual
Report on Form 10-K for the year ended December 31, 1997
(File No. 1-8787).

(22) Retention and Employment Agreement between AIG Incorporated by reference to Exhibit 10(m) to AIG’s Annual
and Jay S. Wintrob Report on Form 10-K for the year ended December 31, 1998

(File No. 1-8787).
(23) SunAmerica Inc. 1988 Employee Stock Plan Incorporated by reference to Exhibit 4(a) to AIG’s Registration

Statement on Form S-8 (File No. 333-70069).
(24) SunAmerica 1997 Employee Incentive Stock Plan Incorporated by reference to Exhibit 4(b) to AIG’s Registration

Statement on Form S-8 (File No. 333-70069).
(25) SunAmerica Nonemployee Directors’ Stock Option Plan Incorporated by reference to Exhibit 4(c) to AIG’s Registration

Statement on Form S-8 (File No. 333-70069).
(26) SunAmerica 1995 Performance Stock Plan Incorporated by reference to Exhibit 4(d) to AIG’s Registration

Statement on Form S-8 (File No. 333-70069).
(27) SunAmerica Inc. 1998 Long-Term Performance-Based Incorporated by reference to Exhibit 4(e) to AIG’s Registration

Incentive Plan For the Chief Executive Officer Statement on Form S-8 (File No. 333-70069).
(28) SunAmerica Inc. Long-Term Performance-Based Incorporated by reference to Exhibit 4(f) to AIG’s Registration

Incentive Plan Amended and Restated 1997 Statement on Form S-8 (File No. 333-70069).
(29) SunAmerica Five Year Deferred Cash Plan Incorporated by reference to Exhibit 4(a) to AIG’s Registration

Statement on Form S-8 (File No. 333-31346).
(30) SunAmerica Executive Savings Plan Incorporated by reference to Exhibit 4(b) to AIG’s Registration

Statement on Form S-8 (File No. 333-31346).
(31) HSB Group, Inc. 1995 Stock Option Plan Incorporated by reference to Exhibit 10(iii)(f) to HSB’s Annual

Report on Form 10-K for the year ended December 31, 1999
(File No. 1-13135).

(32) HSB Group, Inc. 1985 Stock Option Plan Incorporated by reference to Exhibit 10(iii)(a) HSB’s Quarterly
Report on Form 10-Q for the quarter ended September 30,
1998 (File No. 1-13135).
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(33) HSB Group, Inc. Employee’s Thrift Incentive Plan Incorporated by reference to Exhibit 4(i)(c) to The Hartford
Steam Boiler Inspection and Insurance Company’s
Registration Statement on Form S-8 (File No. 33-36519).

(34) American General Corporation 1984 Stock and Incorporated by reference to Exhibit 10.1 to American General
Incentive Plan Corporation’s Quarterly Report on Form 10-Q for the quarter

ended June 30, 1998 (File No. 1-7981).
(35) Amendment to American General Corporation 1984 Incorporated by reference to Exhibit 10.2 to American General

Stock and Incentive Plan (January 2000) Corporation’s Annual Report on Form 10-K for the year ended
December 31, 1999 (File No. 1-7981).

(36) American General Corporation 1994 Stock and Incorporated by reference to Exhibit 10.2 to American General
Incentive Plan (January 2000) Corporation’s Quarterly Report on Form 10-Q for the quarter

ended June 30, 1998 (File No. 1-7981).
(37) Amendment to American General Corporation 1994 Incorporated by reference to Exhibit 10.4 to American General

Stock and Incentive Plan (January 1999) Corporation’s Annual Report on Form 10-K for the year ended
December 31, 1999 (File No. 1-7981).

(38) Amendment to American General Corporation 1994 Incorporated by reference to Exhibit 10.5 to American General
Stock and Incentive Plan (January 2000) Corporation’s Annual Report on Form 10-K for the year ended

December 31, 1999 (File No. 1-7981).
(39) Amendment to American General Corporation 1994 Incorporated by reference to Exhibit 10.1 to American General

Stock and Incentive Plan (November 2000) Corporation’s Quarterly Report on Form 10-Q for the quarter
ended September 30, 2000 (File No. 1-7981).

(40) American General Corporation 1997 Stock and Incorporated by reference to Exhibit 10.3 to American General
Incentive Plan Corporation’s Quarterly Report on Form 10-Q for the quarter

ended June 30, 1998 (File No. 1-7981).
(41) Amendment to American General Corporation 1997 Incorporated by reference to Exhibit 10.7 to American General

Stock and Incentive Plan (January 1999) Corporation’s Annual Report on Form 10-K for the year ended
December 31, 1999 (File No. 1-7981).

(42) Amendment to American General Corporation 1997 Incorporated by reference to Exhibit 10.2 to American General
Stock and Incentive Plan (November 2000) Corporation’s Quarterly Report on Form 10-Q for the quarter

ended September 30, 2000 (File No. 1-7981).
(43) American General Corporation 1999 Stock and Incorporated by reference to Exhibit 10.4 to American General

Incentive Plan Corporation’s Annual Report on Form 10-K for the year ended
December 31, 1998 (File No. 1-7981).

(44) Amendment to American General Corporation 1999 Incorporated by reference to Exhibit 10.9 to American General
Stock and Incentive Plan (January 1999) Corporation’s Annual Report on Form 10-K for the year ended

December 31, 1999 (File No. 1-7981).
(45) Amendment to American General Corporation 1999 Incorporated by reference to Exhibit 10.3 to American General

Stock and Incentive Plan (November 2000) Corporation’s Quarterly Report on Form 10-Q for the quarter
ended September 30, 2000 (File No. 1-7981).

(46) Amended and Restated American General Corporation Incorporated by reference to Exhibit 10.13 to American General
Deferred Compensation Plan (12/11/00) Corporation’s Annual Report on Form 10-K for the year ended

December 31, 2000 (File No. 1-7981).
(47) Amended and Restated Restoration of Retirement Incorporated by reference to Exhibit 10.14 to American General

Income Plan for Certain Employees Participating in the Corporation’s Annual Report on Form 10-K for the year ended
Restated American General Retirement Plan December 31, 2000 (File No. 1-7981).
(Restoration of Retirement Income Plan) (12/31/98)

(48) Amended and Restated American General Incorporated by reference to Exhibit 10.15 to American General
Supplemental Thrift Plan (12/31/98) Corporation’s Annual Report on Form 10-K for the year ended

December 31, 2000 (File No. 1-7981).
(49) American General Employees’ Thrift and Incentive Plan Incorporated by reference to Exhibit 4(a) to AIG’s Registration

(restated July 1, 2001) Statement on Form S-8 (File No. 333-68640).
(50) American General Agents’ and Managers’ Thrift and Incorporated by reference to Exhibit 4(b) to AIG’s Registration

Incentive Plan (restated July 1, 2001) Statement on Form S-8 (File No. 333-68640).
(51) CommLoCo Thrift Plan (restated July 1, 2001) Incorporated by reference to Exhibit 4(c) to AIG’s Registration

Statement on Form S-8 (File No. 333-68640).
(52) Western National Corporation 1993 Stock and Incorporated by reference to Exhibit 10.18 to Western National

Incentive Plan, as amended Corporation’s Annual Report on Form 10-K for the year ended
December 31, 1995 (File No. 1-12540).

(53) USLIFE Corporation 1991 Stock Option Plan, as Incorporated by reference to USLIFE Corporation’s Quarterly
amended Report on Form 10-Q for the quarter ended September 30,

1995 (File No. 1-5683).
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(54) Employment Agreement, Amendment to Employment Incorporated by reference to Exhibit 10(xx) to AIG’s Annual
Agreement, and Split-Dollar Agreement, including Report on Form 10-K for the year ended December 31, 2002
Assignment of Life Insurance Policy as Collateral, with (File No. 1-8787).
Rodney O. Martin, Jr.

(55) Employment Arrangements with Richard W. Scott
(a) Employment Agreement Incorporated by reference to Exhibit 10.3 to American General

Corporation’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 2000 (File No. 1-7981).

(b) Change in Control Severance Agreement Incorporated by reference to Exhibit 10.32 to American General
Corporation’s Annual Report on Form 10-K for the year ended
December 31, 1999 (File No. 1-7981).

(c) Amendment to Employment Arrangements Incorporated by reference to Exhibit 10(zz)(iii) to AIG’s Annual
Report on Form 10-K for the year ended December 31, 2003
(File No. 1-8787.)

(56) Letter from AIG to Martin J. Sullivan, dated March 16, Incorporated by reference to Exhibit 10.1 to AIG’s Current
2005 Report on Form 8-K filed with the SEC on March 17, 2005

(File No. 1-8787).
(57) Letter from AIG to Donald P. Kanak, dated Incorporated by reference to Exhibit 10.2 to AIG’s Current

March 16, 2005 Report on Form 8-K filed with the SEC on March 17, 2005
(File No. 1-8787).

(58) Letter from AIG to Steven J. Bensinger, dated Incorporated by reference to Exhibit 10.3 to AIG’s Current
March 16, 2005. Report on Form 8-K filed with the SEC on March 17, 2005

(File No. 1-8787).
(59) Employment Agreement between AIG and Martin J. Incorporated by reference to Exhibit 10(1) to AIG’s Quarterly

Sullivan, dated as of June 27, 2005 Report on Form 10-Q for the quarter ended March 31, 2005
(File No. 1-8787).

(60) Employment Agreement between AIG and Donald P. Incorporated by reference to Exhibit 10(2) to AIG’s Quarterly
Kanak, dated as of June 27, 2005 Report on Form 10-Q for the quarter ended March 31, 2005

(File No. 1-8787).
(61) Employment Agreement between AIG and Steven J. Incorporated by reference to Exhibit 10(3) to AIG’s Quarterly

Bensinger, dated as of June 27, 2005 Report on Form 10-Q for the quarter ended March 31, 2005
(File No. 1-8787).

(62) Executive Severance Plan, effective as of June 27, Incorporated by reference to Exhibit 10(4) to AIG’s Quarterly
2005 Report on Form 10-Q for the quarter ended March 31, 2005

(File No. 1-8787).
(63) Assurance Agreement, by AIG in favor of eligible Incorporated by reference to Exhibit 10(5) to AIG’s Quarterly

employees dated as of June 27, 2005, relating to Report on Form 10-Q for the quarter ended March 31, 2005
certain obligations of C.V. Starr & Co., Inc. (File No. 1-8787).

(64) 2005/2006 Deferred Compensation Profit Participation Incorporated by reference to Exhibit 10.1 to AIG’s Current
Plan Report on Form 8-K filed with the SEC on September 26,

2005 (File No. 1-8787).
(65) Summary of Director Compensation Incorporated by reference to Exhibit 10.1 to AIG’s Current

Report on Form 8-K filed with the SEC on November 22,
2005 (File No. 1-8787).

(66) AIG 2005 Senior Partners Plan Incorporated by reference to Exhibit 10.1 to AIG’s Current
Report on Form 8-K filed with the SEC on December 20,
2005 (File No. 1-8787).

(67) AIG Special Restricted Stock Unit Award Agreement Incorporated by reference to Exhibit 10.1 to AIG’s Current
with Steven J. Bensinger, dated January 6, 2006 Report on Form 8-K filed with the SEC on January 9, 2006

(File No. 1-8787).
(68) Agreement with the United States Department of Incorporated by reference to Exhibit 10.1 to AIG’s Current

Justice, dated February 7, 2006 Report on Form 8-K filed with the SEC on February 9, 2006
(File No. 1-8787).

(69) Final Judgment and Consent with the Securities and Incorporated by reference to Exhibit 10.2 to AIG’s Current
Exchange Commission, including the related complaint Report on Form 8-K filed with the SEC on February 9, 2006
dated February 9, 2006 (File No. 1-8787).

(70) Agreement between the Attorney General of the State Incorporated by reference to Exhibit 10.3 to AIG’s Current
of New York and AIG and its Subsidiaries, dated Report on Form 8-K filed with the SEC on February 9, 2006
January 18, 2006 (File No. 1-8787).
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(71) Stipulation with the State of New York Insurance Incorporated by reference to Exhibit 10.4 to AIG’s Current
Department, dated January 18, 2006 Report on Form 8-K filed with the SEC on February 9, 2006

(File No. 1-8787).
(72) AIG Senior Partners Plan (amended and restated) Filed herewith.
(73) AIG Partners Plan Filed herewith.

11 Statement re computation of per share earnings Included in Note 1(dd) of Notes to Consolidated Financial
Statements.

12 Statements re computation of ratios Filed herewith.
13 Annual report to security holders Not required to be filed.
16 Letter re change in certifying accountant None.
18 Letter re change in accounting principles None.
21 Subsidiaries of the Registrant Filed herewith.
23 Consent of PricewaterhouseCoopers LLP Filed herewith.
24 Power of attorney Included on the signature page hereof.
31 Rule 13a-14(a)/15d-14(a) Certifications Filed herewith.
32 Section 1350 Certifications Filed herewith.
99 Additional exhibits None.
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Computation  of  Ratios  of  Earnings  to  Fixed  Charges Exhibit 12

Years Ended December 31,
(in millions, except ratios) 2005 2004 2003 2002 2001

Income before income taxes, minority interest and cumulative effect of
accounting changes $15,213 $14,845 $11,907 $ 7,808 $ 5,917

Less – Equity income of less than 50% owned persons (129) 164 146 168 14
Add – Dividends from less than 50% owned persons 146 22 13 13 2

15,488 14,703 11,774 7,653 5,905
Add – Fixed charges 7,663 6,049 5,762 4,893 5,695
Less – Capitalized interest 64 59 52 61 71

Income before income taxes, minority interest, cumulative effect of
accounting changes and fixed charges $23,087 $20,693 $17,484 $12,485 $11,529

Fixed charges:
Interest costs $ 7,464 $ 5,860 $ 5,588 $ 4,725 $ 5,538
Rental expense* 199 189 174 168 157

Total fixed charges $ 7,663 $ 6,049 $ 5,762 $ 4,893 $ 5,695
Ratio of earnings to fixed charges 3.01 3.42 3.03 2.55 2.02

Secondary Ratio

Interest credited to GIC and GIA policy and contract holders $ (4,760) $ (3,674) $ (3,578) $ (2,702) $ (3,196)
Total fixed charges excluding interest credited to GIC and GIA policy and

contract holders $ 2,903 $ 2,375 $ 2,184 $ 2,191 $ 2,499

Secondary ratio of earnings to fixed charges 6.31 7.17 6.37 4.47 3.33
* The proportion deemed representative of the interest factor.

The secondary ratio is disclosed for the convenience of fixed AIG’s insurance subsidiaries, principally SunAmerica Life
income investors and the rating agencies that serve them and Insurance Company and AIG Financial Products Corp. and its
is more comparable to the ratios disclosed by all issuers of fixed subsidiaries, respectively. The proceeds from GICs and GIAs
income securities. The secondary ratio removes interest are invested in a diversified portfolio of securities, primarily
credited to guaranteed investment contract (GIC) investment grade bonds. The assets acquired yield rates greater
policyholders and guaranteed investment agreement (GIA) than the rates on the related policyholders obligation or
contractholders. Such expenses are also removed from earnings contract, with the intent of earning a profit from the spread.
used in this calculation. GICs and GIAs are entered into by
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Subsidiaries  of  Registrant Exhibit 21

Percentage
of Voting

Securities
Jurisdiction of Owned by its
Incorporation Immediate

or Organization Parent(2)

American International Group, Inc. (Registrant)(1) Delaware (3)

AIG Aviation, Inc. Georgia 100
AIG Bulgaria Insurance and Reinsurance Company EAD Bulgaria 100
AIG Capital Corporation Delaware 100

AIG Consumer Finance Group, Inc. Delaware 100
AIG Bank Polska S.A. Poland 99.92
AIG Credit S.A. Poland 100
Compania Financiera Argentina S.A. Argentina 100

AIG Equipment Finance Holdings, Inc. Delaware 100
AIG Commercial Equipment Finance, Inc. Delaware 100

AIG Commercial Equipment Finance Company, Canada Canada 100
AIG Finance Holdings, Inc. New York 100

AIG Finance (Hong Kong) Limited Hong Kong 100
AIG Global Asset Management Holdings Corp. Delaware 100

AIG Asset Management Services, Inc. Delaware 100
Brazos Capital Management, L.P. Delaware 92

AIG Capital Partners, Inc. Delaware 100
AIG Equity Sales Corp. New York 100
AIG Global Investment Corp. New Jersey 100
AIG Global Securities Lending Corp. Delaware 100

International Lease Finance Corporation California 67.23(4)

AIG Global Real Estate Investment Corp. Delaware 100
AIG Credit Corp. Delaware 100

A.I. Credit Consumer Discount Corp. Pennsylvania 100
A.I. Credit Corp. New Hampshire 100
AICCO, Inc. Delaware 100
AICCO, Inc. California 100
AIG Credit Corp. of Canada Canada 100
Imperial Premium Funding, Inc. Delaware 100

AIG Egypt Insurance Company, S.A.E. Egypt 89.98
AIG Federal Savings Bank U.S.A. 100
AIG Financial Advisor Services, Inc. Delaware 100

AIG Financial Advisor Services (Europe), S.A. Luxembourg 100
AIG Financial Products Corp. Delaware 100

AIG Matched Funding Corp. Delaware 100
Banque AIG France 90(5)

AIG Funding, Inc. Delaware 100
AIG Global Trade & Political Risk Insurance Company New Jersey 100
A.I.G. Golden Insurance Ltd. Israel 50.01
AIG Life Holdings (International) LLC Delaware 100

American International Reinsurance Company, Ltd. Bermuda 100
AIG Edison Life Insurance Company Japan 90(6)

American International Assurance Company, Limited Hong Kong 100
American International Assurance Company (Australia) Limited Australia 100
American International Assurance Company (Bermuda) Limited Bermuda 100

American International Assurance Co. (Vietnam) Limited Vietnam 100
Tata AIG Life Insurance Company Limited India 26

Nan Shan Life Insurance Company, Ltd. Taiwan 95
AIG Life Insurance Company Delaware 79(7)

AIG Life Insurance Company of Puerto Rico Puerto Rico 100
AIG Liquidity Corp. Delaware 100
AIG Marketing, Inc. Delaware 100
AIG Private Bank Ltd. Switzerland 100
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Subsidiaries  of  Registrant Continued

Percentage
of Voting

Securities
Jurisdiction of Owned by its
Incorporation Immediate

or Organization Parent(2)

AIG Retirement Services, Inc. Delaware 100(8)

SunAmerica Life Insurance Company Arizona 100
SunAmerica Investments, Inc. Georgia 70(9)

AIG Advisor Group, Inc. Maryland 100
Advantage Capital Corporation New York 100
FSC Securities Corporation Delaware 100
Royal Alliance Associates, Inc. Delaware 100
Sentra Securities Corporation California 100
Spelman & Co., Inc. California 100
SunAmerica Securities, Inc. Delaware 100

AIG SunAmerica Life Assurance Company Arizona 100(10)

AIG SunAmerica Asset Management Corp. Delaware 100
AIG SunAmerica Capital Services, Inc. Delaware 100

First SunAmerica Life Insurance Company New York 100
AIG Risk Management, Inc. New York 100
AIG Technologies, Inc. New Hampshire 100
AIGTI, Inc. Delaware 100
AIG Trading Group Inc. Delaware 100

AIG International, Inc. Delaware 100
AIU Holdings, LLC Delaware 100

AIG Central Europe & CIS Insurance Holdings Corporation Delaware 100
AIG Bulgaria Insurance and Reinsurance Company EAD Bulgaria 100
AIG Czech Republic pojistovna, as Czech Republic 100
AIG Kazakhstan Insurance Company, S.A. Kazakhstan 88.87

AIU Africa Holdings, Inc. Delaware 100
AIG Kenya Insurance Company, Limited Kenya 100

AIG Memsa, Inc. Delaware 100
AIG Iraq Delaware 100
AIG Lebanon, S.A.L. Lebanon 100
AIG Libya, Inc. Delaware 100
AIG Hayleys Investment Holdings (Private) Ltd. Sri Lanka 80

Hayleys AIG Insurance Company, Ltd. Sri Lanka 100
AIG Sigorta A.S. Turkey 100
Tata AIG General Insurance Company Limited India 26

AIU Insurance Company New York 52(11)

AIU North America, Inc. New York 100
American General Corporation Texas 100

American General Bancassurance Services, Inc. Illinois 100
AGC Life Insurance Company Missouri 100

AIG Life Holdings (Canada), ULC Canada 100
AIG Assurance Canada Canada 100
AIG Life Insurance Company of Canada Canada 100

AIG Life of Bermuda, Ltd. Bermuda 100
American General Life and Accident Insurance Company Tennessee 100
American General Life Insurance Company Texas 100

American General Annuity Service Corporation Texas 100
AIG Enterprise Services, LLC Delaware 100
American General Equity Services Corporation Delaware 100
American General Life Companies, LLC Delaware 100
The Variable Annuity Life Insurance Company Texas 100

VALIC Retirement Services Company Texas 100
VALIC Trust Company Texas 100

American General Property Insurance Company Tennessee 51.85(12)

American General Property Insurance Company of Florida Florida 100
AIG Annuity Insurance Company Texas 100
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Subsidiaries  of  Registrant Continued

Percentage
of Voting

Securities
Jurisdiction of Owned by its
Incorporation Immediate

or Organization Parent(2)

The United States Life Insurance Company in the City of New York New York 100
American General Finance, Inc. Indiana 100

American General Auto Finance, Inc. Delaware 100
American General Finance Corporation Indiana 100

MorEquity, Inc. Nevada 100
Wilmington Finance, Inc. Delaware 100

Merit Life Insurance Co. Indiana 100
Yosemite Insurance Company Indiana 100

CommoLoCo, Inc. Puerto Rico 100
American General Financial Services of Alabama, Inc. Delaware 100

American General Investment Management Corporation Delaware 100
American General Realty Investment Corporation Texas 100
American General Assurance Company Illinois 100

American General Indemnity Company Illinois 100
Knickerbocker Corporation Texas 100

American Home Assurance Company New York 100
AIG Domestic Claims, Inc. Delaware 50(13)

AIG Hawaii Insurance Company, Inc. Hawaii 100
American Pacific Insurance Company, Inc. Hawaii 100

American International Insurance Company New York 100
American International Insurance Company of California, Inc. California 100
American International Insurance Company of New Jersey New Jersey 100
Minnesota Insurance Company Minnesota 100

American International Realty Corp. Delaware 31.5(14)

Pine Street Real Estate Holdings Corp. New Hampshire 31.47(14)

Transatlantic Holdings, Inc. Delaware 33.41(15)

Transatlantic Reinsurance Company New York 100
Putnam Reinsurance Company New York 100
Trans Re Zurich Switzerland 100

American International Insurance Company of Delaware Delaware 100
American International Life Assurance Company of New York New York 77.52(16)

154 AIG m Form 10-K



Subsidiaries  of  Registrant Continued

Percentage
of Voting

Securities
Jurisdiction of Owned by its
Incorporation Immediate

or Organization Parent(2)

American International Underwriters Corporation New York 100
American International Underwriters Overseas, Ltd. Bermuda 100

AIG Europe (Ireland) Limited Ireland 100
AIG Europe (U.K.) Limited England 100
AIG Brasil Companhia de Seguros Brazil 50
AIG General Insurance (Vietnam) Company Limited Vietnam 100
Universal Insurance Co., Ltd. Thailand 100
La Seguridad de Centroamerica, Compania de Seguros S.A. Guatemala 100
La Meridional Compania Argentina de Seguros Argentina 100
American International Insurance Company of Puerto Rico Puerto Rico 100
A.I.G. Colombia Seguros Generales S.A. Colombia 100
American International Underwriters GmBH Germany 100
Richmond Insurance Company Limited Bermuda 100
Underwriters Adjustment Company, Inc. Panama 100

American Life Insurance Company Delaware 100
AIG Life (Bulgaria) Z.D. A.D Bulgaria 100
ALICO, S.A France 100
First American Polish Life Insurance and Reinsurance Company, S.A. Poland 100
Inversiones Interamericana S.A. (Chile) Chile 100
Pharaonic American Life Insurance Company Egypt 71.63
Unibanco AIG Seguros S.A. Brazil 47.81(17)

AIG Life Insurance Company (Switzerland) Ltd. Switzerland 100
American Security Life Insurance Company, Ltd. Lichtenstein 100
Birmingham Fire Insurance Company of Pennsylvania Pennsylvania 100
Commerce and Industry Insurance Company New York 100
Commerce and Industry Insurance Company of Canada Ontario 100
Delaware American Life Insurance Company Delaware 100
Hawaii Insurance Consultants, Ltd. Hawaii 100
HSB Group, Inc. Delaware 100

The Hartford Steam Boiler Inspection and Insurance Company Connecticut 100
The Hartford Steam Boiler Inspection and Insurance Company of Connecticut Connecticut 100
HSB Engineering Insurance Limited England 100

The Boiler Inspection and Insurance Company of Canada Canada 100
The Insurance Company of the State of Pennsylvania Pennsylvania 100
Landmark Insurance Company California 100
Mt. Mansfield Company, Inc. Vermont 100
National Union Fire Insurance Company of Pittsburgh, Pa. Pennsylvania 100

American International Specialty Lines Insurance Company Alaska 70(18)

Lexington Insurance Company Delaware 70(18)

AIG Centennial Insurance Company Pennsylvania 100
AIG Premier Insurance Company Pennsylvania 100

AIG Indemnity Insurance Company Pennsylvania 100
AIG Preferred Insurance Company Pennsylvania 100
AIG Auto Insurance Company of New Jersey New Jersey 100

JI Accident & Fire Insurance Co. Ltd. Japan 50
National Union Fire Insurance Company of Louisiana Louisiana 100
National Union Fire Insurance Company of Vermont Vermont 100
21st Century Insurance Group California 33.03(19)

21st Century Insurance Company California 100
21st Century Casualty Company California 100
21st Century Insurance Company of the Southwest Texas 100

Starr Excess Liability Insurance Company, Ltd. Delaware 100
Starr Excess Liability Insurance International Ltd. Ireland 100
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Subsidiaries  of  Registrant Continued

Percentage
of Voting

Securities
Jurisdiction of Owned by its
Incorporation Immediate

or Organization Parent(2)

NHIG Holding Corp. Delaware 100
Audubon Insurance Company Louisiana 100

Audubon Indemnity Company Mississippi 100
Agency Management Corporation Louisiana 100

The Gulf Agency, Inc. Alabama 100
New Hampshire Insurance Company Pennsylvania 100

AIG Europe, S.A. France 70.48(20)

AI Network Corporation Delaware 100
American International Pacific Insurance Company Colorado 100
American International South Insurance Company Pennsylvania 100
Granite State Insurance Company Pennsylvania 100
New Hampshire Indemnity Company, Inc. Pennsylvania 100

AIG National Insurance Company, Inc. New York 100
Illinois National Insurance Co. Illinois 100
New Hampshire Insurance Services, Inc. New Hampshire 100

AIG Star Life Insurance Co., Ltd Japan 100
The Philippine American Life and General Insurance Company Philippines 99.78

Pacific Union Assurance Company California 100
Philam Equitable Life Assurance Company, Inc. Philippines 95.31
Philam Insurance Company, Inc. Philippines 100

Risk Specialist Companies, Inc. Delaware 100
United Guaranty Corporation North Carolina 36.31(21)

A.I.G. Mortgage Holdings Israel, Ltd. Israel 82.12
E.M.I.-Ezer Mortgage Insurance Company, Limited Israel 100

AIG United Guaranty Agenzia DI Assicurazione S.R.L. Italy 100
AIG United Guaranty Insurance (Asia) Limited Hong Kong 100
AIG United Guaranty Re, Ltd. Ireland 100
United Guaranty Insurance Company North Carolina 100
United Guaranty Mortgage Insurance Company North Carolina 100
United Guaranty Mortgage Insurance Company of North Carolina North Carolina 100
United Guaranty Partners Insurance Company Vermont 80
United Guaranty Residential Insurance Company of North Carolina North Carolina 100
United Guaranty Residential Insurance Company North Carolina 75.03(22)

United Guaranty Commercial Insurance Company of North Carolina North Carolina 100
United Guaranty Mortgage Indemnity Company North Carolina 100
United Guaranty Credit Insurance Company North Carolina 100

United Guaranty Services, Inc. North Carolina 100

(1) All subsidiaries listed are consolidated in the accompanying financial statements. Certain subsidiaries have been omitted from the tabulation. The omitted
subsidiaries, when considered in the aggregate as a single subsidiary, do not constitute a significant subsidiary.

(2) Percentages include directors’ qualifying shares.
(3) The common stock is owned approximately 12.0 percent by Starr International Company, Inc., 1.8 percent by C.V. Starr & Co., Inc. and

2.0 percent by The Starr Foundation.
(4) Also owned 32.77 percent by National Union Fire Insurance Company of Pittsburgh, Pa.
(5) Also owned 10 percent by AIG Matched Funding Corp.
(6) Also owned 10 percent by a subsidiary of American Life Insurance Company.
(7) Also owned 21 percent by Commerce and Industry Insurance Company.
(8) Formerly known as AIG SunAmerica Inc.
(9) Also owned 30 percent by AIG Retirement Services, Inc.

(10) Formerly known as Anchor National Life Insurance Company.
(11) Also owned eight percent by The Insurance Company of the State of Pennsylvania, 32 percent by National Union Fire Insurance Company of

Pittsburgh, Pa. and eight percent by Birmingham Fire Insurance Company of Pennsylvania.
(12) Also owned 48.15 percent by American General Life and Accident Insurance Company.
(13) Also owned 50 percent by The Insurance Company of the State of Pennsylvania.
(14) Also owned by 11 other AIG subsidiaries.
(15) Also owned 25.95 percent by AIG.
(16) Also owned 22.48 percent by American Home Assurance Company.
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Subsidiaries  of  Registrant Continued

(17) Also owned 1.7 percent by American International Underwriters Overseas, Ltd. and .48 percent by American Home Assurance Company.
(18) Also owned 20 percent by The Insurance Company of the State of Pennsylvania and ten percent by Birmingham Fire Insurance Company of

Pennsylvania.
(19) Also owned 16.85 percent by American Home Assurance Company, 6.34 percent by Commerce and Industry Insurance Company and 6.34 percent

by New Hampshire Insurance Company.
(20) 100 percent held together with other AIG companies.
(21) Also owned 45.88 percent by National Union Fire Insurance Company of Pittsburgh, Pa., 16.95 percent by New Hampshire Insurance Company

and 0.86 percent by The Insurance Company of the State of Pennsylvania.
(22) Also owned 24.97 percent by United Guaranty Residential Insurance Company of North Carolina.
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Consent  of  Independent  Registered  Public  Accounting  Firm Exhibit 23

We hereby consent to the incorporation by reference in the
Registration Statements on Form S-8 (No. 2-45346, No. 2-75875,
No. 2-78291, No. 2-91945, No. 33-18073, No. 33-57250,
No. 333-48639, No. 333-58095, No. 333-70069, No. 333-83813,
No. 333-31346, No. 333-39976, No. 333-45828, No. 333-50198,
No. 333-52938, No. 333-68640, No. 333-101640,
No. 333-101967, No. 333-108466, No. 333-111737, and
No. 333-115911) of American International Group, Inc. of our
report dated March 16, 2006, relating to the financial statements,
financial statement schedules, management’s assessment of the
effectiveness of internal control over financial reporting and the
effectiveness of internal control over financial reporting, which
appears in this Annual Report on Form 10-K.

PricewaterhouseCoopers LLP

New York, New York
March 16, 2006
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Exhibit 31

CERTIFICATIONS

I, Martin J. Sullivan, certify that:

1. I have reviewed this Annual Report on Form 10-K of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing
the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

/s / MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

Date: March 16, 2006
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CERTIFICATIONS

I, Steven J. Bensinger, certify that:

1. I have reviewed this Annual Report on Form 10-K of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing
the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: March 16, 2006
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Exhibit 32

CERTIFICATION

In connection with this Annual Report on Form 10-K of American International Group, Inc. (the ‘‘Company’’) for the year
ended December 31, 2005, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I, Martin J.
Sullivan, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that to my
knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act
of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/S/ MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

Date: March 16, 2006

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.
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CERTIFICATION

In connection with this Annual Report on Form 10-K of American International Group, Inc. (the ‘‘Company’’) for the year
ended December 31, 2005, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I, Steven J.
Bensinger, Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350,
that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act
of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/S/ STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: March 16, 2006

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.
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A M E R I C A N  I N T E R N A T I O N A L  G R O U P ,  I N C .  A N D  S U B S I D I A R I E S

Summary  Of  Investments – Schedule I

Other  than Investments  in  Related  Parties
Amount at

which shown
At December 31, 2005 in the
(in millions) Cost* Value Balance Sheet

Fixed maturities:
Bonds:

United States government and government agencies and authorities $ 7,869 $ 7,901 $ 7,901
States, municipalities and political subdivisions 70,662 71,716 71,200
Foreign governments 57,896 62,120 62,117
Public utilities 15,156 15,582 15,582
All other corporate 224,180 228,880 228,880

Total bonds 375,763 386,199 385,680

Total fixed maturities 375,763 386,199 385,680

Equity securities:
Common stocks:

Public utilities 250 289 289
Banks, trust and insurance companies 1,567 1,967 1,967
Industrial, miscellaneous and all other 16,054 18,930 18,930

Total common stocks 17,871 21,186 21,186
Preferred stocks 2,282 2,402 2,402

Total equity securities 20,153 23,588 23,588

Mortgage loans on real estate, policy and collateral loans 24,909 26,352 24,909
Financial services assets:

Flight equipment primarily under operating leases, net of accumulated depreciation 36,245 — 36,245
Securities available for sale, at market value 37,572 37,511 37,511
Trading securities, at market value — 6,499 6,499
Spot commodities — 96 92
Unrealized gain on swaps, options and forward transactions — 18,695 18,695
Trading assets — 1,204 1,204
Securities purchased under agreements to resell, at contract value 14,547 — 14,547
Finance receivables, net of allowance 27,995 27,528 27,995

Securities lending collateral, at market value (approximates cost) 59,471 59,471 59,471
Other invested assets (approximates market value) 27,267 27,267 27,267
Short-term investments, at cost (approximates market value) 15,342 15,342 15,342

Total investments — — $679,045

* Original cost of equity securities and, as to fixed maturities, original cost reduced by repayments and adjusted for amortization of premiums or accrual of
discounts.
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A M E R I C A N  I N T E R N A T I O N A L  G R O U P ,  I N C .  A N D  S U B S I D I A R I E S

Condensed  Financial  Information  of  Registrant Schedule II

Balance  Sheet – Parent  Company  Only
December 31,
(in millions) 2005 2004

Assets:
Cash $ 190 $ 17
Short-term investments 1,270 672
Invested assets 122 355
Carrying value of subsidiaries and partially-owned companies, at equity 90,723 80,966
Premiums and insurance balances receivable – net 186 198
Other assets 2,582 2,588

Total assets 95,073 84,796

Liabilities:
Insurance balances payable 408 405
Due to affiliates – net 3,250 3,364
Medium term notes payable 112 667
Term notes payable 3,435 1,935
Zero coupon notes 1,060 1,045
Other liabilities 491 (2,293)

Total liabilities 8,756 5,123

Shareholders’ equity:
Common stock 6,878 6,878
Additional paid-in capital 2,339 2,094
Retained earnings 72,330 63,468
Accumulated other comprehensive income 6,967 9,444
Treasury stock (2,197) (2,211)

Total shareholders’ equity 86,317 79,673

Total liabilities and shareholders’ equity $ 95,073 $84,796
See Accompanying Notes to Financial Statements – Parent Company Only.

STATEMENT OF INCOME – PARENT COMPANY ONLY
Years Ended December 31,
(in millions) 2005 2004 2003

Agency income (loss) $ 3 $ (8) $ (1)
Financial services income 507 578 518
Asset management loss (3) (11) (13)
Dividend income from consolidated subsidiaries:

Cash 1,746 1,835 1,471
Other – 1 –

Dividend income from partially-owned companies 127 11 9
Equity in undistributed net income of consolidated subsidiaries and partially-owned companies 10,368 8,705 7,708
Other income (expenses) – net (2,203) (409) (1,221)

Income before income taxes 10,545 10,702 8,471
Income taxes 68 863 363

Net income $ 10,477 $ 9,839 $ 8,108
See Accompanying Notes to Financial Statements – Parent Company Only.
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A M E R I C A N  I N T E R N A T I O N A L  G R O U P ,  I N C .  A N D  S U B S I D I A R I E S

Condensed  Financial  Information  of  Registrant – Continued Schedule II

Statement  of  Cash  Flows – Parent  Company  Only
Years Ended December 31,
(in millions) 2005 2004 2003

Cash flows from operating activities:
Net income $10,477 $ 9,839 $ 8,108

Adjustments to reconcile net income to net cash provided by operating activities:
Noncash revenues, expenses, gains and losses included in income:

Equity in undistributed net income of consolidated subsidiaries and partially owned
companies (10,368) (8,705) (7,708)

Change in premiums and insurance balances receivable and payable – net 15 (12) (4)
Other – net 1,549 1,610 229

Total adjustments (8,804) (7,107) (7,483)

Net cash provided by operating activities 1,673 2,732 625

Cash flows from investing activities:
Purchase of investments – (107) –
Sale of investments – 200 186
Change in short-term investments (598) 302 (830)
Contributions to subsidiaries and investments in partially owned companies (1,500) (1,026) (573)
Other – net 206 (13) (269)

Net cash used in investing activities (1,892) (644) (1,486)

Cash flows from financing activities:
Change in medium term notes (555) (124) (207)
Change in term notes 1,500 1 1,500
Redemption of zero coupon notes – (189) –
Proceeds from common stock issued 82 158 74
Change in loans payable 548 (88) (5)
Cash dividends to shareholders (1,420) (730) (584)
Acquisition of treasury stock (176) (1,083) (207)
Other – net 338 140 306

Net cash (used in) provided by financing activities 317 (1,915) 877

Effect of exchange rate changes on cash 75 (175) (15)

Change in cash 173 (2) 1
Cash at beginning of year 17 19 18

Cash at end of year $ 190 $ 17 $ 19

NOTES TO FINANCIAL STATEMENTS – PARENT COMPANY ONLY
(1) Agency operations conducted in New York through the North American Division of AIU are included in the financial statements of the parent company.
(2) Certain accounts have been reclassified in the 2004 and 2003 financial statements to conform to their 2005 presentation.
(3) ‘‘Equity in undistributed net income of consolidated subsidiaries and partially-owned companies’’ in the accompanying Statement of Income – Parent

Company Only – includes equity in income of the minority-owned insurance operations.
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A M E R I C A N  I N T E R N A T I O N A L  G R O U P ,  I N C .  A N D  S U B S I D I A R I E S

Supplementary  Insurance  Information Schedule III

At December 31, 2005, 2004 and 2003 and for the years then ended

Reserves
for Losses

Losses and and Amortization
Deferred Loss Reserve Policy Loss of Deferred

Other NetPolicy Expenses, for and Net Expenses Policy
Operating PremiumsAcquisition Future Policy Unearned Contract Premium Investment Incurred, Acquisition

Segment (in millions) Costs Benefits(a) Premiums Claims(b) Revenue Income Benefits Costs Expenses Written

2005
General Insurance $ 4,048 $ 77,169 $ 24,243 $ – $ 40,809 $ 4,031 $ 33,091 $ 7,430 $ 2,338 $ 41,872
Life Insurance & Retirement

Services 29,200 108,807 – 2,473 29,400 18,134 30,620 3,377 4,475 –

$ 33,248 $ 185,976 $ 24,243 $ 2,473 $ 70,209 $ 22,165 $ 63,711 $ 10,807 $ 6,813 $ 41,872

2004
General Insurance $ 3,998 $ 61,878 $ 23,400 $ – $ 38,537 $ 3,196 $ 30,357 $ 6,238 $ 2,189 $ 40,623
Life Insurance & Retirement

Services 25,819 104,740 – 2,435 28,088 15,269 28,003 3,551 3,923 –

$ 29,817 $ 166,618 $ 23,400 $ 2,435 $ 66,625 $ 18,465 $ 58,360 $ 9,789 $ 6,112 $ 40,623

2003
General Insurance $ 3,619 $ 51,871 $ 21,235 $ – $ 31,306 $ 2,566 $ 22,872 $ 4,676 $ 1,783 $ 35,031
Life Insurance & Retirement

Services 22,375 92,915 – 2,006 23,496 12,942 23,162 2,778 3,931 –

$ 25,994 $ 144,786 $ 21,235 $ 2,006 $ 54,802 $ 15,508 $ 46,034 $ 7,454 $ 5,714 $ 35,031

(a) Reserves for losses and loss expenses with respect to the General Insurance operations are net of discounts of $2.11 billion, $1.55 billion and
$1.52 billion at December 31, 2005, 2004 and 2003, respectively.

(b) Reflected in insurance balances payable on the accompanying consolidated balance sheet.
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A M E R I C A N  I N T E R N A T I O N A L  G R O U P ,  I N C .  A N D  S U B S I D I A R I E S

Reinsurance Schedule IV

At December 31, 2005, 2004 and 2003 and for the years then ended

Percent of
Ceded Assumed Amount

to Other from Other Net Assumed
(dollars in millions) Gross Amount Companies Companies Amount to Net

2005
Life Insurance in-force $ 1,838,337 $ 365,082 $ 14,496 $ 1,487,751 1.0%

Premiums:
General Insurance $ 46,689 $ 10,853 $ 6,036 $ 41,872 14.4%
Life Insurance & Retirement Services 30,637 1,317 80 29,400* 0.3

Total premiums $ 77,326 $ 12,170 $ 6,116 $ 71,272 8.6%

2004
Life Insurance in-force $1,844,189 $344,036 $13,905 $1,514,058 0.9%

Premiums:
General Insurance $ 44,692 $ 11,423 $ 7,354 $ 40,623 18.1%
Life Insurance & Retirement Services 28,486 1,114 716 28,088* 2.5

Total premiums $ 73,178 $ 12,537 $ 8,070 $ 68,711 11.7%

2003
Life Insurance in-force $1,580,982 $293,064 $ 2,049 $1,289,967 0.2%

Premiums:
General Insurance $ 40,786 $ 11,907 $ 6,152 $ 35,031 17.6%
Life Insurance & Retirement Services 24,412 952 36 23,496* 0.2

Total premiums $ 65,198 $ 12,859 $ 6,188 $ 58,527 10.6%

* Includes accident and health premiums of $6.51 billion, $5.63 billion and $4.17 billion in 2005, 2004 and 2003, respectively.

AIG m Form 10-K 167



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q
(Mark One)

¥ QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended March 31, 2006

or

n TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from  to

Commission File Number 1-8787

American International Group, Inc.
(Exact name of registrant as specified in its charter)

Delaware 13-2592361
(State or other jurisdiction of (I.R.S. Employer

incorporation or organization) Identification No.)

70 Pine Street, New York, New York 10270
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (212) 770-7000

Former name, former address and former fiscal year, if changed since last report: None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such filing requirements for the past
90 days. Yes ¥ No n

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-
accelerated filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer ¥ Accelerated filer n Non-accelerated filer n

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes n No ¥

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of March 31,
2006: 2,597,469,137.



American International Group, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEET

(in millions) (unaudited)

March 31, December 31,
2006 2005

Assets:

Investments and financial services assets:

Fixed maturities:

Bonds available for sale, at market value (amortized cost: 2006 – $358,275; 2005 –

$349,612) (includes hybrid financial instruments: 2006 – $512) $364,510 $359,516

Bonds held to maturity, at amortized cost (market value: 2006 – $21,841; 2005 – $22,047) 21,520 21,528

Bond trading securities, at market value (cost: 2006 – $5,230; 2005 – $4,623) 5,229 4,636

Equity securities:

Common stocks available for sale, at market value (cost: 2006 – $10,838; 2005 – $10,125) 13,569 12,227

Common stocks trading, at market value (cost: 2006 – $8,785; 2005 – $7,746) 10,270 8,959

Preferred stocks available for sale, at market value (cost: 2006 – $2,381; 2005 – $2,282) 2,456 2,402

Mortgage loans on real estate, net of allowance (2006 – $55; 2005 – $54) 14,968 14,300

Policy loans 7,218 7,039

Collateral and guaranteed loans, net of allowance (2006 – $10; 2005 – $10) 4,114 3,570

Financial services assets:

Flight equipment primarily under operating leases, net of accumulated depreciation (2006 –

$7,728; 2005 – $7,419) 37,580 36,245

Securities available for sale, at market value (cost: 2006 – $38,446; 2005 – $37,572) 38,225 37,511

Trading securities, at market value 6,350 6,499

Spot commodities 230 92

Unrealized gain on swaps, options and forward transactions 17,792 18,695

Trading assets 1,411 1,204

Securities purchased under agreements to resell, at contract value 12,297 14,547

Finance receivables, net of allowance (2006 – $743; 2005 – $670) 27,219 27,995

Securities lending collateral, at market value (which approximates cost) 62,967 59,471

Other invested assets 29,296 27,267

Short-term investments, at cost (approximates market value) 17,343 15,342

Total investments and financial services assets 694,564 679,045

Cash 1,248 1,897

Investment income due and accrued 5,733 5,727

Premiums and insurance balances receivable, net of allowance (2006 – $1,025; 2005 – $1,011) 18,001 15,333

Reinsurance assets, net of allowance (2006 – $979; 2005 – $992) 24,857 24,978

Deferred policy acquisition costs 35,988 33,248

Investments in partially owned companies 1,167 1,158

Real estate and other fixed assets, net of accumulated depreciation (2006 – $5,135; 2005 – $4,990) 8,059 7,446

Separate and variable accounts 67,597 63,797

Goodwill 8,208 8,093

Other assets 14,376 12,329

Total assets $879,798 $853,051

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEET (continued)

(in millions, except share data) (unaudited)

March 31, December 31,
2006 2005

Liabilities:
Reserve for losses and loss expenses $ 78,100 $ 77,169

Reserve for unearned premiums 25,044 24,243

Future policy benefits for life and accident and health insurance contracts 114,606 108,807

Policyholders’ contract deposits 231,045 227,027

Other policyholders’ funds 10,684 10,870

Reserve for commissions, expenses and taxes 4,939 4,769

Insurance balances payable 3,987 3,564

Funds held by companies under reinsurance treaties 4,195 4,174

Income taxes payable 6,615 6,288

Financial services liabilities:

Borrowings under obligations of guaranteed investment agreements 21,600 20,811

Securities sold under agreements to repurchase, at contract value 9,691 11,047

Trading liabilities 2,389 2,546

Hybrid financial instrument liabilities, at fair value 6,109 –

Securities and spot commodities sold but not yet purchased, at market value 6,429 5,975

Unrealized loss on swaps, options and forward transactions 11,267 12,740

Trust deposits and deposits due to banks and other depositors 4,384 4,877

Commercial paper 7,500 6,514

Notes, bonds, loans and mortgages payable 68,790 71,313

Commercial paper 5,965 2,694

Notes, bonds, loans and mortgages payable 7,427 7,126

Liabilities connected to trust preferred stock 1,390 1,391

Separate and variable accounts 67,597 63,797

Securities lending payable 63,959 60,409

Minority interest 5,872 5,124

Other liabilities 21,635 23,273

Total liabilities 791,219 766,548

Preferred shareholders’ equity in subsidiary companies 189 186

Commitments and Contingent Liabilities (See Note 6)

Shareholders’ equity:
Common stock, $2.50 par value; 5,000,000,000 shares authorized; shares issued 2006 and

2005 – 2,751,327,476 6,878 6,878

Additional paid-in capital 2,513 2,339

Retained earnings 75,433 72,330

Accumulated other comprehensive income (loss) 5,709 6,967

Treasury stock, at cost; 2006 – 153,858,339; 2005 – 154,680,704 shares of common stock (2,143) (2,197)

Total shareholders’ equity 88,390 86,317

Total liabilities, preferred shareholders’ equity in subsidiary companies and shareholders’ equity $879,798 $853,051

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF INCOME

(in millions, except per share data) (unaudited)

Three Months Ended March 31, 2006 2005

Revenues:
Premiums and other considerations $18,242 $17,680

Net investment income 5,827 5,332

Realized capital gains (losses) 169 137

Other revenues 3,021 4,053

Total revenues 27,259 27,202

Benefits and expenses:
Incurred policy losses and benefits 15,000 14,873

Insurance acquisition and other operating expenses 7,466 6,680

Total benefits and expenses 22,466 21,553

Income before income taxes, minority interest and cumulative effect of an accounting change 4,793 5,649

Income taxes 1,435 1,706

Income before minority interest and cumulative effect of an accounting change 3,358 3,943

Minority interest (197) (144)

Income before cumulative effect of an accounting change 3,161 3,799

Cumulative effect of an accounting change, net of tax 34 –

Net income $ 3,195 $ 3,799

Earnings per common share:
Basic

Income before cumulative effect of an accounting change $ 1.21 $ 1.46

Cumulative effect of an accounting change, net of tax 0.01 –

Net income 1.22 1.46

Diluted

Income before cumulative effect of an accounting change $ 1.21 $ 1.45

Cumulative effect of an accounting change, net of tax 0.01 –

Net income 1.22 1.45

Dividends declared per common share $ 0.150 $ 0.175

Average shares outstanding:
Basic 2,605 2,597

Diluted 2,624 2,624

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS

(in millions) (unaudited)

Three Months Ended March 31, 2006 2005

Summary:
Net cash provided by (used in) operating activities $ 3,066 $ (434)

Net cash used in investing activities (19,937) (20,118)

Net cash provided by financing activities 15,672 20,961
Effect of exchange rate changes on cash 550 (57)

Change in cash (649) 352

Cash at beginning of period 1,897 2,009

Cash at end of period $ 1,248 $ 2,361

Cash flows from operating activities:
Net income $ 3,195 $ 3,799

Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Noncash revenues, expenses, gains and losses included in income:

Change in:

General and life insurance reserves 7,263 5,605

Premiums and insurance balances receivable and payable – net (2,245) 8

Reinsurance assets 121 241

Deferred policy acquisition costs (1,715) (944)

Investment income due and accrued (6) (53)

Funds held under reinsurance treaties 21 (267)

Other policyholders’ funds (186) (68)

Income taxes payable 761 1,457

Reserve for commissions, expenses and taxes 170 143

Other assets and liabilities – net (3,125) (962)

Bonds and common stocks trading, at market value (1,904) (1,082)

Trading assets and liabilities – net (364) 905

Trading securities, at market value 149 (345)

Spot commodities (138) (120)

Net unrealized (gain) loss on swaps, options and forward transactions (570) (598)

Securities purchased under agreements to resell 2,250 (6,321)

Securities sold under agreements to repurchase (1,356) (1,939)

Securities and spot commodities sold but not yet purchased, at market value 454 182

Realized capital (gains) losses (169) (137)

Equity in income of partially owned companies and other invested assets (480) (445)

Amortization of premium and discount on securities 105 113

Depreciation expenses, principally flight equipment 554 526

Provision for finance receivable losses 160 86

Other – net 121 (218)

Total adjustments (129) (4,233)

Net cash provided by (used in) operating activities $ 3,066 $ (434)

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS (continued)

(in millions) (unaudited)

Three Months Ended March 31, 2006 2005

Cash flows from investing activities:
Cost of bonds, at market sold $ 22,598 $ 27,572

Cost of bonds, at market matured or redeemed 3,628 2,823

Cost of equity securities sold 3,425 2,724

Realized capital gains (losses) 169 137

Purchases of fixed maturities (34,507) (42,094)

Purchases of equity securities (4,285) (3,608)

Mortgage, policy, collateral and guaranteed loans granted (1,449) (1,578)

Repayments of mortgage, policy, collateral and guaranteed loans 58 575

Sales of securities available for sale 1,166 804

Maturities of securities available for sale 360 2,164

Purchases of securities available for sale (2,386) (2,316)

Sales of flight equipment 195 41

Purchases of flight equipment (1,897) (2,141)

Change in securities lending collateral (3,496) (2,721)

Net additions to real estate and other fixed assets (322) (188)

Sales or distributions of other invested assets 2,161 2,163

Other invested assets (3,290) (3,339)

Change in short-term investments (2,676) 301

Investments in partially owned companies (5) 4

Finance receivable originations and purchases (7,696) (10,605)

Finance receivable principal payments received 8,312 9,164

Net cash used in investing activities $(19,937) $(20,118)

Cash flows from financing activities:
Receipts from policyholders’ contract deposits $ 14,108 $ 16,279

Withdrawals from policyholders’ contract deposits (10,090) (7,149)

Change in trust deposits and deposits due to banks and other depositors (493) 364

Change in commercial paper 4,257 2,263

Proceeds from notes, bonds, loans and mortgages payable, and hybrid financial instrument liabilities 9,527 16,244

Repayments on notes, bonds, loans and mortgages payable, and hybrid financial instrument liabilities (5,644) (13,081)

Proceeds from guaranteed investment agreements 3,306 4,955

Maturities of guaranteed investment agreements (2,517) (1,183)

Change in securities lending payable 3,550 2,721

Proceeds from common stock issued 34 31

Cash dividends to shareholders (390) (325)

Acquisition of treasury stock (2) (166)

Other – net 26 8

Net cash provided by financing activities $ 15,672 $ 20,961

Supplementary information:
Taxes paid $ 460 $ 382

Interest paid $ 1,284 $ 1,147

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

(in millions) (unaudited)

Three Months Ended March 31, 2006 2005

Comprehensive income (loss):
Net income $ 3,195 $ 3,799

Other comprehensive income (loss):
Unrealized appreciation (depreciation) of investments – net of reclassification adjustments (2,599) (2,535)

Deferred income tax benefit (expense) on above changes 1,100 1,256

Foreign currency translation adjustments 550 (53)

Applicable income tax benefit (expense) on above changes (290) 4

Net derivative gains arising from cash flow hedging activities 4 150

Deferred income tax (expense) benefit on above changes 13 (111)

Retirement plan liabilities adjustment, net of tax (36) (30)

Other comprehensive income (loss) (1,258) (1,319)

Comprehensive income (loss) $ 1,937 $ 2,480

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
been reclassified in the 2005 financial statements to conform1. Financial  Statement Presentation
to their 2006 presentation. For further information, refer to

These statements are unaudited. In the opinion of manage- the Annual Report on Form 10-K of American International
ment, all material adjustments including normal recurring Group, Inc. (AIG) for the year ended December 31, 2005
accruals have been made for a fair statement of the results (2005 Annual Report on Form 10-K).
presented herein. All material intercompany accounts and
transactions have been eliminated. Certain accounts have
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The following table summarizes AIG’s General Insurance2. Segment Information
operations by major internal reporting unit for the three

AIG identifies its reportable segments by product line consis- months ended March 31, 2006 and 2005:
tent with its management structure. AIG’s major product and General Insurance
service groupings are general insurance, life insurance & (in millions) (unaudited) 2006 2005
retirement services, financial services and asset manage- Revenues:

Domestic Brokerage Group $ 6,555 $ 6,289ment. The following table summarizes the operations by the
Transatlantic 1,016 982major operating segments for the three months ended Personal Lines 1,215 1,171

March 31, 2006 and 2005: Mortgage Guaranty 198 169
Foreign General 2,670 2,602Operating Segments Reclassifications and Eliminations 2 6

(in millions) (unaudited) 2006 2005
Total General Insurance $11,656 $11,219

Revenues(a):
Operating Income*:General Insurance(b) $11,656 $11,219

Domestic Brokerage Group $ 1,357 $ 713Life Insurance & Retirement
Transatlantic 141 114Services(c) 12,639 11,775
Personal Lines 101 109Financial Services(d) 1,615 2,436
Mortgage Guaranty 109 104Asset Management(e) 1,239 1,377
Foreign General 621 596Other 110 395
Reclassifications and Eliminations 2 6

Consolidated $27,259 $27,202
Total General Insurance $ 2,331 $ 1,642

Operating income (loss)(a)(f):
* Includes $103 million and $171 million of additional losses incurred andGeneral Insurance $ 2,331 $ 1,642

Life Insurance & Retirement net reinstatement premium costs in 2006 and 2005, respectively, related
Services(g) 2,555 2,181 primarily to prior year catastrophes.Financial Services(g) (159) 1,045

Asset Management 461 590
The following table summarizes AIG’s Life Insurance & Re-Other(h) (395) 191
tirement Services operations by major internal reportingConsolidated $ 4,793 $ 5,649
unit for the three months ended March 31, 2006 and 2005:(a) Includes the effect of hedging activities that do not qualify for hedge

accounting treatment under FAS 133, including the related foreign ex- Life Insurance & Retirement Services
change gains and losses. For the first three months of 2006 and 2005, the (in millions) (unaudited) 2006 2005
effect was $0 and $15 million, respectively, in operating income for Air-

Revenues(a):
craft Finance and $(678) million and $468 million in revenues and operat-

Foreign:ing income, respectively, for Capital Markets. These amounts result
AIA, AIRCO and Nan Shan(b) $ 4,352 $ 4,066primarily from interest rate and foreign currency derivatives hedging avail-
ALICO, AIG Star Life and AIG Edisonable for sale securities and borrowings.

Life(c) 4,095 3,519(b) Represents the sum of General Insurance net premiums earned, net invest-
Philamlife and Other 124 130ment income and realized capital gains (losses).

Domestic:(c) Represents the sum of Life Insurance & Retirement Services GAAP premi-
AGLA and AG Life(d) 2,367 2,388ums, net investment income and realized capital gains (losses). Included in

realized capital gains (losses) is the effect of hedging activities that do not VALIC, AIG Annuity and AIG
qualify for hedge accounting treatment under FAS 133 and the application SunAmerica(e) 1,701 1,672
of FAS 52 of $278 million and $(79) million in the first three months of Total Life Insurance & Retirement Services $12,639 $11,775
2006 and 2005, respectively.

Operating Income:(d) Represents interest, lease and finance charges.
Foreign:(e) Represents management and advisory fees and net investment income with

AIA, AIRCO and Nan Shan(b) $ 700 $ 588respect to GICs.
ALICO, AIG Star Life and AIG Edison(f) Represents income before income taxes, minority interest and cumulative

Life(c) 958 596effect of an accounting change.
(g) Results of operations of AIG Credit Card Company (Taiwan) are shared Philamlife and Other 11 16

equally by the Life Insurance & Retirement Services segment and the Domestic:
Financial Services segment. In 2006, additional allowances of $44 million AGLA and AG Life(d) 366 466
were recorded by each segment for losses in these credit card operations. VALIC, AIG Annuity and AIG

(h) Represents unallocated corporate expenses, relating primarily to interest SunAmerica(e) 520 515
expense and certain compensation related expenses, and other realized

Total Life Insurance & Retirement Services $ 2,555 $ 2,181
capital gains (losses) of $(57) million and $155 million in the first three

(a) Represents the sum of Life Insurance & Retirement Services GAAP premi-months of 2006 and 2005, respectively.
ums, net investment income and realized capital gains (losses).

(b) Represents the operations of American International Assurance Company,

Limited together with American International Assurance Company (Ber-

muda) Limited (AIA), American International Reinsurance Company,

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

Revenues and operating income include realized capital gains (losses) of

$213 million and $66 million for the first three months of 2006 and 2005,

respectively. The effects of FAS 133 and the application of FAS 52 in-

cluded in realized capital gains (losses) are gains of $173 million and
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

The following table summarizes AIG’s Financial Services2. Segment Information (continued)
operations by major internal reporting unit for the
three months ended March 31, 2006 and 2005:$10 million for the first three months of 2006 and 2005, respectively.

Includes $44 million in additional allowances for losses in AIG Credit
Financial Services

Card Company (Taiwan) in 2006. (in millions) (unaudited) 2006 2005
(c) Represents the operations of American Life Insurance Company

Revenues(a):
(ALICO), AIG Star Life Insurance Co., Ltd. (AIG Star Life), and AIG

Aircraft Finance(b) $ 965 $ 827
Edison Life Insurance Company (AIG Edison Life). Revenues and operat-

Capital Markets(c)(d) (300) 756
ing income include realized capital gains of $149 million and losses of Consumer Finance(e) 924 833
$(139) million for the first three months of 2006 and 2005, respectively. Other 26 20
The effects of FAS 133 and the application of FAS 52 included in realized

Total Financial Services $1,615 $2,436
capital gains (losses) are gains of $40 million and losses of $(213) million

Operating income (loss)(a):for the first three months of 2006 and 2005, respectively.
Aircraft Finance $ 129 $ 187(d) Includes the life operations of American General Life Insurance Company
Capital Markets(d) (470) 620(AG Life), AIG Life Insurance Company and American International Life
Consumer Finance(f) 175 221Assurance Company of New York. Also includes the operations of Ameri-
Other 7 17can General Life and Accident Insurance Company (AGLA). Revenues

Total Financial Services $ (159) $1,045and operating income include realized capital gains of $8 million and

$72 million for the first three months of 2006 and 2005, respectively. The (a) Includes the effect of hedging activities that do not qualify for hedge
effects of FAS 133 and the application of FAS 52 included in realized accounting treatment under FAS 133, including the related foreign ex-
capital gains (losses) are gains of $86 million and $104 million for the first change gains and losses. For the first three months of 2006 and 2005, the
three months of 2006 and 2005, respectively. effect was $0 and $15 million, respectively, in operating income for Air-

(e) ‘‘AIG SunAmerica’’ represents the annuity operations of AIG SunAmerica craft Finance and $(678) million and $468 million in both revenues and
Life Assurance Company, as well as those of First SunAmerica Life Insur- operating income for Capital Markets. These amounts result primarily
ance Company and SunAmerica Life Insurance Company. Also includes from interest rate and foreign currency derivatives hedging available for
the operations of The Variable Annuity Life Insurance Company (VALIC) sale securities and borrowings.
and AIG Annuity Insurance Company (AIG Annuity). Revenues and oper- (b) Revenues are primarily from International Lease Finance Corporation
ating income include realized capital losses of $(202) million and (ILFC) aircraft lease rentals.
$(79) million for the first three months of 2006 and 2005, respectively. (c) Revenues, shown net of interest expense, are primarily from hedged finan-
The effects of FAS 133 and the application of FAS 52 included in realized cial positions entered into in connection with counterparty transactions
capital gains (losses) are gains of $3 million and $20 million for the first and the effect of hedging activities that do not qualify for hedge accounting
three months of 2006 and 2005, respectively. treatment under FAS 133 described in (a) above.

(d) Certain transactions entered into by AIGFP generate tax credits and bene-

fits which are included in income taxes in the consolidated statement of

income. The amount of such tax credits and benefits for the first three

months of 2006 and 2005 are $18 million, and $19 million, respectively.

(e) Revenues are primarily finance charges.

(f) Includes $44 million in additional allowances for losses in AIG Credit

Card Company (Taiwan) in 2006.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Three Months Ended March 31,2. Segment Information (continued)
(in millions, except per share data) (unaudited) 2006 2005

The following table summarizes AIG’s Asset Management Numerator for diluted earnings per share:
revenues and operating income for the three months ended Income before cumulative effect of an
March 31, 2006 and 2005: accounting change $3,161 $3,799

Cumulative effect of an accounting change,
Asset Management

net of tax 34 –(in millions) (unaudited) 2006 2005
Net income applicable to common stock 3,195 3,799Revenues:
Interest on contingently convertible bonds,Guaranteed Investment Contracts $ 822 $ 896

net of tax(a) 3 3Institutional Asset Management 279 319
Brokerage Services and Mutual Funds 73 63 Adjusted net income applicable to common
Other 65 99 stock(a) $3,198 $3,802

Total Asset Management $1,239 $1,377 Denominator for diluted earnings per share:
Operating income: Average shares outstanding 2,605 2,597

Guaranteed Investment Contracts(a) $ 218 $ 319 Incremental shares from potential common
Institutional Asset Management(b)(c) 159 161 stock:
Brokerage Services and Mutual Funds 23 13 Average number of shares arising from
Other 61 97 outstanding employee stock plans

Total Asset Management $ 461 $ 590 (treasury stock method)(b) 10 18
Contingently convertible bonds(a) 9 9(a) The effect of hedging activities that do not qualify for hedge accounting
Adjusted average shares outstanding –treatment under FAS 133 was $0 and $62 million for the first three months

diluted(b) 2,624 2,624of 2006 and 2005, respectively.

(b) Includes the full results of certain AIG managed private equity and real Earnings per share:
estate funds that are consolidated effective December 31, 2003 pursuant Basic:
to FIN46R, ‘‘Consolidation of Variable Interest Entities’’. For the first Income before cumulative effect of an
three months of 2006 and 2005, operating income includes $27 million accounting change $ 1.21 $ 1.46
and $75 million, respectively, of third-party limited partner earnings offset Cumulative effect of an accounting change,
in minority interest expense. net of tax 0.01 –

(c) Includes the full results of certain AIG managed partnerships that are Net income $ 1.22 $ 1.46
consolidated effective January 1, 2006 pursuant to EITF 04-5, ‘‘Determin- Diluted:
ing Whether a General Partner, or the General Partners as a Group, Income before cumulative effect of an
Controls a Limited Partnership or Similar Entity When the Limited Part- accounting change $ 1.21 $ 1.45
ners Have Certain Rights.’’ For the first three months of 2006, operating Cumulative effect of an accounting change,
income includes $69 million of third-party limited partner earnings offset net of tax 0.01 –
in minority interest expense. Net income $ 1.22 $ 1.45

(a) Assumes conversion of contingently convertible bonds due to the adoption3. Earnings Per Share
of EITF Issue No. 04-8 ‘‘Accounting Issues Related to Certain Features of

Contingently Convertible Debt and the Effect on Diluted Earnings perEarnings per share of AIG are based on the weighted average
Share.’’number of common shares outstanding during the period. See

(b) Certain shares arising from employee stock plans were not included in thealso Note 10 herein.
computation of diluted earnings per share where the exercise price of the

Computation of Earnings Per Share: options exceeded the average market price and would have been antidilu-

tive. The number of shares excluded were 7 million and 22 million for the
Three Months Ended March 31,

first three months of 2006 and 2005, respectively.
(in millions, except per share data) (unaudited) 2006 2005

Numerator for basic earnings per share: During the three months ended March 31, 2005, AIG
Income before cumulative effect of an purchased in the open market 2,477,100 shares of its com-

accounting change $3,161 $3,799 mon stock. From time to time, AIG may buy shares of its
Cumulative effect of an accounting change, common stock in the open market for general corporate pur-

net of tax 34 –
poses, including to satisfy its obligations under various em-

Net income applicable to common stock $3,195 $3,799 ployee benefit plans. At March 31, 2006 and December 31,
Denominator for basic earnings per share: 2005, an additional 36,542,700 shares could be purchased
Average shares outstanding used in the under the then current authorization by AIG’s Board of Di-

computation of per share earnings:
rectors. Although AIG has authorization to purchase addi-Common stock issued 2,752 2,752
tional shares, AIG has not repurchased shares in 2006.Common stock in treasury (154) (155)

Deferred shares 7 – The quarterly dividend rate per common share, com-
Average shares outstanding – basic 2,605 2,597 mencing with the dividend declared in May 2005 and paid on
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

three months of 2006 and 2005, respectively. See also3. Earnings Per Share (continued)
Note 10 herein.

September 16, 2005, is $0.15. The declared dividend amount
In January 2006, C.V. Starr & Co., Inc. (Starr) com-of $0.175 for the first three months of 2005 includes a $0.05

pleted its tender offer to purchase Starr interests from AIGincrease to the amount previously declared in the fourth
employees. In conjunction with AIG’s adoption of FAS 123R,quarter of 2004 for payment in March 2005 as well as the
Starr is considered to be an ‘‘economic interest holder’’ in$0.125 dividend declared in March 2005 for payment in June
AIG. As a result, compensation expense of $54 million with2005. See also Note 10 herein.
respect to the Starr offer was included in the first three
months of 2006.4. Benefits  Provided by Starr

International Company, Inc.  and C.V. As a result of its changing relationship with Starr and
Starr & Co.,  Inc. SICO, AIG has established new executive compensation

plans to replace the SICO plans and investment opportunitiesStarr International Company, Inc. (SICO) has provided a series
previously provided by Starr. The replacement plans includeof two-year Deferred Compensation Profit Participation Plans
both share-based plans and cash-based plans (AIG Senior(SICO Plans) to certain AIG employees. The SICO Plans came
Partners Plan). In addition, these replacement plans generallyinto being in 1975 when the voting shareholders and Board of
include performance as well as service conditions. See alsoDirectors of SICO, a private holding company whose principal
Note 10 herein.asset is AIG common stock, decided that a portion of the

capital value of SICO should be used to provide an incentive
5. Ownership and Transactions Withplan for the current and succeeding managements of all Ameri-

Related Partiescan International companies, including AIG.

(a) Ownership: According to the Schedule 13D filed onNone of the costs of the various benefits provided under
March 7, 2006 by Starr, SICO, Edward E. Matthews, Mau-the SICO Plans has been paid by AIG, although AIG has re-
rice R. Greenberg, the Maurice R. and Corinne P. Greenbergcorded a charge to reported earnings for the deferred compen-
Family Foundation, Inc. and the Universal Foundation, Inc.,sation amounts paid to AIG employees by SICO, with an
these reporting persons may be deemed to beneficially ownoffsetting amount credited to additional paid-in capital reflect-
396,124,637 shares of common stock. Based on the shares ofing amounts deemed contributed by SICO. The SICO Plans
common stock outstanding as of March 31, 2006, this own-provide that shares currently owned by SICO are set aside by
ership represents approximately 15 percent of the votingSICO for the benefit of the participant and distributed upon
stock of AIG.retirement. The SICO Board of Directors currently may permit

an early payout of units under certain circumstances. Prior to (b) Transactions with Related Parties: During the ordi-
payout, the participant is not entitled to vote, dispose of or nary course of business, AIG and its subsidiaries pay commis-
receive dividends with respect to such shares, and shares are sions to Starr and its subsidiaries for the production and
subject to forfeiture under certain conditions, including but management of insurance business. There were no significant
not limited to the participant’s voluntary termination of em- receivables from/payables to related parties at March 31, 2006.
ployment with AIG prior to normal retirement age. Under the
SICO Plans, SICO’s Board of Directors may elect to pay a 6. Commitments and Contingent
participant cash in lieu of shares of AIG common stock. Fol- Liabilities
lowing notification from SICO to participants in the SICO

In the normal course of business, various commitments andPlans that it will settle specific future awards under the SICO
contingent liabilities are entered into by AIG and certain of itsPlans with shares rather than cash, AIG modified its account-
subsidiaries. In addition, AIG guarantees various obligationsing for the SICO Plans from variable to fixed measurement
of certain subsidiaries.accounting, although variable accounting will continue to be

applied where SICO makes cash payments pursuant to elec- (a) AIG and certain of its subsidiaries become parties to
tions made prior to March 2005. AIG gave effect to this derivative financial instruments with market risk resulting
change in settlement method beginning on December 9, 2005, from both dealer and end user activities and to reduce cur-
the date of SICO’s notice to participants in the SICO Plans. See rency, interest rate, equity and commodity exposures. These
also Note 6(f) herein. instruments are carried at their estimated fair values in the

consolidated balance sheet. The vast majority of AIG’s deriv-Compensation expense with respect to the SICO Plans
ative activity is transacted by AIGFP. (See also Note 20 ofaggregated $76 million, including various adjustments total-
Notes to Consolidated Financial Statements in AIG’s 2005ling $61 million, primarily relating to stock-split adjustments
Annual Report on Form 10-K.)and other miscellaneous items, and $7 million for the first
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

(e) SAI Deferred Compensation Holdings, Inc., a6. Commitments and Contingent
wholly-owned subsidiary of AIG, has established a deferredLiabilities (continued)
compensation plan for registered representatives of certain

(b) Securities sold, but not yet purchased and spot com- AIG subsidiaries, pursuant to which participants have the
modities sold but not yet purchased represent obligations of opportunity to invest deferred commissions and fees on a
AIGFP to deliver specified securities and spot commodities at notional basis. The value of the deferred compensation fluc-
their contracted prices. AIGFP records a liability to repur- tuates with the value of the deferred investment alternatives
chase the securities and spot commodities in the market at chosen. AIG has provided a full and unconditional guarantee
prevailing prices. of the obligations of SAI Deferred Compensation Holdings,

Inc. to pay the deferred compensation under the plan.AIG has issued unconditional guarantees with respect to
the prompt payment, when due, of all present and future (f) On June 27, 2005, AIG entered into an agreement
payment obligations and liabilities of AIGFP arising from pursuant to which AIG agrees, subject to certain conditions,
transactions entered into by AIGFP. to make any payment that is not promptly paid with respect

to the benefits accrued by certain employees of AIG and its(c) At March 31, 2006, ILFC had committed to
subsidiaries under the SICO Plans (as defined in Note 4).purchase 308 new and used aircraft deliverable from 2006

through 2015 at an estimated aggregate purchase price of (g) AIG and certain of its subsidiaries have been named
$21.4 billion and had options to purchase 16 new aircraft at defendants in two putative class actions in state court in Ala-
an estimated aggregate purchase price of $1.5 billion. ILFC bama that arise out of the 1999 settlement of class and deriva-
will be required to find customers for any aircraft acquired, tive litigation involving Caremark Rx, Inc. (Caremark). An
and it must arrange financing for portions of the purchase excess policy issued by a subsidiary of AIG with respect to the
price of such equipment. 1999 litigation was expressly stated to be without limit of

liability. In the current actions, plaintiffs allege that the judge(d) AIG and its subsidiaries, in common with the insur-
approving the 1999 settlement was misled as to the extent ofance industry in general, are subject to litigation, including
available insurance coverage and would not have approved theclaims for punitive damages, in the normal course of their
settlement had he known of the existence and/or unlimitedbusiness. The recent trend of increasing jury awards and set-
nature of the excess policy. They further allege that AIG, itstlements makes it difficult to assess the ultimate outcome of
subsidiaries, and Caremark are liable for fraud and suppres-such litigation.
sion for misrepresenting and/or concealing the nature and ex-

Although AIG regularly reviews the adequacy of the es- tent of coverage. In their complaint, plaintiffs request
tablished reserve for losses and loss expenses, there can be no compensatory damages for the 1999 class in the amount of
assurance that AIG’s ultimate loss reserves will not develop $3.2 billion, plus punitive damages. AIG and its subsidiaries
adversely and materially exceed AIG’s current loss reserves. deny the allegations of fraud and suppression and have as-
Estimation of ultimate net losses, loss expenses and loss serted, inter alia, that information concerning the excess policy
reserves is a complex process for long-tail casualty lines of was publicly disclosed months prior to the approval of the
business, which include excess and umbrella liability, direc- settlement. AIG and its subsidiaries further assert that the cur-
tors and officers liability (D&O), professional liability, medi- rent claims are barred by the statute of limitations and that
cal malpractice, workers compensation, general liability, plaintiffs’ assertions that the statute was tolled cannot stand
products liability and related classes, as well as for asbestos against the public disclosure of the excess coverage. Plaintiffs,
and environmental exposures. Generally, actual historical in turn, have asserted that the disclosure was insufficient to
loss development factors are used to project future loss devel- inform them of the nature of the coverage and did not start the
opment. However, there can be no assurance that future loss running of the statute of limitations. On January 28, 2005, the
development patterns will be the same as in the past. Moreo- Alabama trial court determined that one of the current actions
ver, any deviation in loss cost trends or in loss development may proceed as a class action on behalf of the 1999 classes that
factors might not be discernible for an extended period of were allegedly defrauded by the settlement. AIG, its subsidiar-
time subsequent to the recording of the initial loss reserve ies, and Caremark are seeking appellate relief from the Ala-
estimates for any accident year. Thus, there is the potential bama Supreme Court. AIG cannot now estimate either the
for reserves with respect to a number of years to be signifi- likelihood of its prevailing in these actions or the potential
cantly affected by changes in loss cost trends or loss develop- damages in the event liability is determined.
ment factors that were relied upon in setting the reserves.

(h) On December 30, 2004, an arbitration panel issuedThese changes in loss trends or loss development factors
its ruling in connection with a 1998 workers compensationcould be attributable to changes in inflation in labor and
quota share reinsurance agreement under which Superior Na-material costs or in the judicial environment, or in other
tional Insurance Company, among others, was reinsured bysocial or economic phenomena affecting claims.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Various federal and state regulatory agencies are review-6. Commitments and Contingent
ing certain transactions and practices of AIG and its subsidi-Liabilities (continued)
aries in connection with industry-wide and other inquiries.

The United States Life Insurance Company in the City of AIG has cooperated, and will continue to cooperate, in pro-
New York (USLIFE), a subsidiary of American General Cor- ducing documents and other information in response to the
poration. In its 2-1 ruling the arbitration panel refused to subpoenas.
rescind the contract as requested by USLIFE. Instead, the

A number of lawsuits have been filed regarding the sub-panel reformed the contract to reduce USLIFE’s participation
ject matter of the investigations of insurance brokerage prac-by ten percent. USLIFE is pursuing certain reinsurance
tices, including derivative actions, individual actions andrecoverables in connection with the contract. Further, the
class actions under the federal securities laws, Racketeer In-arbitration ruling established a second phase of arbitration
fluenced and Corrupt Organizations Act (RICO), Employeewhich is pending, in which USLIFE is presenting its chal-
Retirement Income Security Act (ERISA) and state commonlenges to certain cessions to the contract. AIG holds a reserve
and corporate laws in both federal and state courts, includingof approximately $369 million related to this matter as of
the United States District Court for the Southern District ofMarch 31, 2006.
New York (Southern District of New York), in the Common-

(i) Regulators from several states have commenced investi- wealth of Massachusetts Superior Court and in Delaware
gations into insurance brokerage practices related to contingent Chancery Court. All of these actions generally allege that AIG
commissions and other broker-related conduct, such as alleged and its subsidiaries violated the law by allegedly concealing a
bid rigging. Various parties, including insureds and sharehold- scheme to ‘‘rig bids’’ and ‘‘steer’’ business between insurance
ers, have also asserted putative class action and other claims companies and insurance brokers.
against AIG or its subsidiaries alleging, among other things,

Since October 19, 2004, AIG or its subsidiaries have beenviolations of the antitrust and federal securities laws, and AIG
named as a defendant in sixteen complaints that were filed inexpects that additional claims may be made.
federal court and two that were originally filed in state court

In February 2006, AIG reached a resolution of claims and (Massachusetts and Florida) and removed to federal court.
matters under investigation with the United States Department These cases generally allege that AIG and its subsidiaries vio-
of Justice (DOJ), the Securities and Exchange Commission lated federal and various state antitrust laws, as well as federal
(SEC), the Office of the New York Attorney General (NYAG) RICO laws, various state deceptive and unfair practice laws
and the New York State Department of Insurance (DOI). The and certain state laws governing fiduciary duties. The alleged
settlements resolved outstanding litigation filed by the SEC, basis of these claims is that there was a conspiracy between
NYAG and DOI against AIG and concluded negotiations with insurance companies and insurance brokers with regard to the
these authorities and the DOJ in connection with the account- use of contingent commission agreements, bidding practices,
ing, financial reporting and insurance brokerage practices of and other broker-related conduct concerning coverage in cer-
AIG and its subsidiaries, as well as claims relating to the un- tain sectors of the insurance industry. The Judicial Panel on
derpayment of certain workers compensation premium taxes Multidistrict Litigation entered an order on February 17,
and other assessments. In the fourth quarter of 2005 AIG 2005, consolidating most of these cases and transferring them
recorded an after-tax charge of $1.15 billion for the to the United States District Court for the District of New
settlements. Jersey (District of New Jersey). The remainder of these cases

have been transferred to the District of New Jersey. On Au-As a result of these settlements, AIG made payments or
gust 15, 2005, the plaintiffs in the multidistrict litigation filed aplaced amounts in escrow in the first three months of 2006
Corrected First Consolidated Amended Commercial Class Ac-totaling approximately $1.64 billion, $225 million of which
tion Complaint, which, in addition to the previously namedrepresented fines and penalties. Of these amounts, $676 mil-
AIG defendants, names new AIG subsidiaries as defendants.lion held in escrow is included in other assets and other liabil-
Also on August 15, 2005, AIG and two subsidiaries wereities at March 31, 2006. A substantial portion of the money
named as defendants in a Corrected First Consolidatedwill be available to resolve claims asserted in various regula-
Amended Employee Benefits Class Action Complaint filed intory and civil proceedings, including shareholder lawsuits.
the District of New Jersey, which asserts similar claims with

Also, as part of the settlements, AIG has agreed to retain respect to employee benefits insurance and a claim under ER-
for a period of three years an independent consultant who ISA on behalf of putative classes of employers and employees.
will conduct a review that will include the adequacy of AIG’s On November 29, 2005, the AIG defendants, along with other
internal control over financial reporting and the remediation insurer defendants and the broker defendants filed motions to
plan that AIG has implemented as a result of its own internal dismiss both the Commercial and Employee Benefits Com-
review. plaints. Plaintiffs have filed a motion for class certification in
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

ware Chancery Court seeking documents relating to some of6. Commitments and Contingent
the allegations made in the derivative suits. AIG filed a mo-Liabilities (continued)
tion to dismiss in October 2005.

the consolidated action. Defendants have filed an opposition
In late 2002, a derivative action was filed in Delawareto the motion for class certification. On April 4, 2006, a com-

Chancery Court in connection with AIG’s transactions withplaint against AIG and several of its subsidiaries was filed in
certain entities affiliated with Starr and Starr Internationalthe United States District Court for the Northern District of
Company, Inc. (SICO). In May 2005, the plaintiff filed anGeorgia alleging claims similar to what was alleged in the
amended complaint which adds additional claims premisedconsolidated complaint. The defendants are seeking to transfer
on allegations relating to insurance brokerage practices andthis case to the District of New Jersey for consolidation. In
AIG’s non-traditional insurance products. Plaintiffs in thataddition, complaints were filed against AIG and several of its
case have agreed to dismiss newly added allegations unrelatedsubsidiaries in Massachusetts and Florida state courts, which
to transactions with entities affiliated with Starr and SICOhave both been stayed. In the Florida action, the plaintiff has
without prejudice to pursuit of these claims in the separatefiled a petition for a writ of certiorari with the District Court of
derivative actions described above. On February 16, 2006,Appeals of the State of Florida, Fourth District with respect to
the Delaware Chancery Court entered an order dismissing thethe stay order. On February 9, 2006, a complaint against AIG
litigation with prejudice with respect to AIG’s outside direc-and several of its subsidiaries was filed in Texas state court,
tors and dismissing the claims against the remaining AIGmaking claims similar to those in the federal cases above.
defendants without prejudice.

In April and May 2005, amended complaints were filed
AIG cannot predict the outcome of the matters describedin the consolidated derivative and securities cases, as well as

above or estimate the potential costs related to these mattersin one of the ERISA lawsuits, pending in the Southern District
and, accordingly, no reserve is being established in AIG’sof New York adding allegations concerning AIG’s accounting
financial statements at this time. In the opinion of AIG man-treatment for non-traditional insurance products. In Septem-
agement, AIG’s ultimate liability for the matters referred tober 2005, a second amended complaint was filed in the con-
above is not likely to have a material adverse effect on AIG’ssolidated securities cases adding allegations concerning AIG’s
consolidated financial condition, although it is possible thatfirst restatement of its financial statements described in the
the effect would be material to AIG’s consolidated results of2005 Annual Report on Form 10-K (the ‘‘First Restate-
operations for an individual reporting period.ment’’), and a new securities action complaint was filed in the

Southern District of New York, asserting claims premised on (j) On July 8, 2005, SICO filed a complaint against AIG
the same allegations made in the consolidated cases. In in the Southern District of New York. The complaint alleges
April 2006, motions to dismiss were denied in the securities that AIG is in the possession of items, including artwork,
actions. Also in September 2005, a class action complaint which SICO claims it owns, and seeks an order causing AIG to
was filed to consolidate the ERISA cases pending in the release those items as well as actual, consequential, punitive
Southern District of New York. Motions to dismiss in the and exemplary damages. On September 27, 2005, AIG filed its
consolidated action were filed in January 2006. Also in April answer to SICO’s complaint denying SICO’s allegations and
2005, new derivative actions were filed in Delaware Chan- asserting counter-claims for breach of contract, unjust enrich-
cery Court, and in July and August 2005, two new derivative ment, conversion and breach of fiduciary duty relating to
actions were filed in the Southern District of New York as- SICO’s breach of its commitment to use its AIG shares for the
serting claims duplicative of the claims made in the consoli- benefit of AIG and its employees. On October 17, 2005, SICO
dated derivative action. replied to AIG’s counter-claims and additionally sought a

judgment declaring that SICO is neither a control person norIn July 2005, a second amended complaint was filed in
an affiliate of AIG for purposes of Schedule 13D under thethe consolidated derivative case in the Southern District of
Securities Exchange Act of 1934, as amended (the ExchangeNew York, expanding upon accounting-related allegations,
Act), and Rule 144 under the Securities Act of 1933, asbased upon the First Restatement. In June 2005, the deriva-
amended (the Securities Act), respectively. AIG responded totive cases in Delaware were consolidated and, in August
the SICO claims on November 7, 2005.2005, an amended consolidated complaint was filed. AIG’s

(k) AIG understands that some of its employees haveBoard of Directors has appointed a special committee of inde-
received Wells notices in connection with previously disclosedpendent directors to review the matters asserted in the deriva-
SEC investigations of certain of AIG’s transactions or ac-tive complaints. The courts have approved agreements
counting practices. Under SEC procedures, a Wells notice isstaying the derivative cases pending in the Southern District
an indication that the SEC staff has made a preliminary deci-of New York and in Delaware Chancery Court while the
sion to recommend enforcement action that provides recipi-special committee of independent directors performs its
ents with an opportunity to respond to the SEC staff before awork. In September 2005, a shareholder filed suit in Dela-
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

are phased-out was originally established in 1980 and is ad-6. Commitments and Contingent
justed annually for inflation. Depending on the price of do-Liabilities (continued)
mestic crude oil for a particular year, all or a portion of the

formal recommendation is finalized. AIG anticipates that ad- tax credits generated in that year might be eliminated. Tax
ditional current and former employees could receive similar credits reflected in the income tax provision for the first three
notices in the future as the regulatory investigations proceed. months of 2006 have been reduced to reflect the estimated

(l) AIG generates income tax credits as a result of invest- annual average oil price for 2006. Should the actual average
ing in synthetic fuel production. Tax credits generated from oil price for 2006 exceed this estimate, further reductions in
the production and sale of synthetic fuel under Section 29 of the tax credits could be required. Regardless of oil prices, the
the Internal Revenue Code are subject to an annual phase-out tax credits expire after 2007.
provision that is based on the average wellhead price of do-
mestic crude oil. The price range within which the tax credits

7. Employee Benefits

The following table presents the components of the net periodic benefit costs with respect to pensions and other benefits
for the three months ended March 31, 2006 and 2005:

Pensions Postretirement
Non-U.S. U.S. Non-U.S. U.S.

(in millions) Plans Plans Total Plans Plans Total

2006
Components of net period benefit cost:
Service cost $ 19 $ 31 $ 50 $ 1 $ 1 $ 2
Interest cost 9 40 49 1 3 4
Expected return on assets (7) (48) (55) – – –
Amortization of prior service cost (2) (1) (3) – (2) (2)
Recognized actuarial loss 4 19 23 – – –

Net period benefit cost $ 23 $ 41 $ 64 $ 2 $ 2 $ 4

2005
Components of net period benefit cost:
Service cost $ 19 $ 26 $ 45 $ 1 $ 2 $ 3
Interest cost 8 37 45 – 4 4
Expected return on assets (5) (41) (46) – – –
Amortization of prior service cost (3) (1) (4) – (2) (2)
FAS 88 loss due to settlements 1 – 1 – – –
Recognized actuarial loss 6 16 22 – 1 1

Net period benefit cost $ 26 $ 37 $ 63 $ 1 $ 5 $ 6

EITF No. 03-1-1, Effective Date of Paragraphs 10-20 of EITF8. Recent Accounting Standards
Issue No. 03-1, ‘‘The Meaning of Other-Than-Temporary

In March 2005, FASB issued FSP FIN46R-5 ‘‘Implicit Varia- Impairment and Its Application to Certain Investments’’ de-
ble Interests under FASB Interpretation No. 46 (revised De- laying the effective date of this guidance until the FASB has
cember 2003), Consolidation of Variable Interest Entities’’ resolved certain implementation issues with respect to this
(FSP FIN46R-5) to address whether a reporting enterprise guidance, but the disclosures remain effective. This FSP, re-
has an implicit variable interest in a variable interest entity titled FSP FAS 115-1, ‘‘The Meaning of Other-Than-Tempo-
(VIE) or potential VIE when specific conditions exist. The rary Impairment and Its Application to Certain Investments,
identification of an implicit variable interest is a matter of ’’ replaces the measurement and recognition guidance set
judgment that depends on the relevant facts and circum- forth in Issue No. 03-1 and codifies certain existing guidance
stances. AIG’s adoption of FSP FIN46R-5 on April 1, 2005 on impairment. AIG’s adoption of FSP FAS 115-1 on Janu-
did not have a material effect on AIG’s financial condition or ary 1, 2006 did not have a material effect on AIG’s consoli-
results of operations. dated financial condition or results of operations.

At the March 2004 meeting, the Emerging Issue Task In December 2004, the FASB issued Statement No. 123
Force (EITF) reached a consensus with respect to Issue (revised 2004), ‘‘Share-Based Payment’’ (FAS 123R).
No. 03-1, ‘‘The Meaning of Other-Than-Temporary Impair- FAS 123R and its related interpretive guidance replaces FAS
ment and Its Application to Certain Investments.’’ On Sep- No. 123, ‘‘Accounting for Stock-Based Compensation’’
tember 30, 2004, the FASB issued FASB Staff Position (FSP) (FAS 123), supersedes Accounting Principles Board Opinion
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At the June 2005 meeting, the EITF reached a consensus8. Recent Accounting Standards (continued)
with respect to Issue No. 04-5, ‘‘Determining Whether a Gen-

No. 25, ‘‘Accounting for Stock Issued to Employees’’ eral Partner, or the General Partners as a Group, Controls a
(APB 25) and amends FAS 95 ‘‘Statement of Cash Flows’’. Limited Partnership or Similar Entity When the Limited Part-
FAS 123, as originally issued in 1995, established as prefera- ners Have Certain Rights’’. The Issue addresses what rights
ble a fair-value-based method of accounting for share-based held by the limited partner(s) preclude consolidation in cir-
payment transactions with employees. On January 1, 2003, cumstances in which the sole  general partner would consoli-
AIG adopted the recognition provisions of FAS 123. See also date the limited partnership in accordance with generally
Note 10 herein. In April 2005, the SEC delayed the effective accepted accounting principles absent the existence of the
date for FAS 123R until the first fiscal year beginning after rights held by the limited partner(s). Based on that consensus,
June 15, 2005. As a result, AIG adopted the provisions of the the EITF also agreed to amend the consensus in Issue
revised FAS 123R and its related interpretive guidance on No. 96-16, ‘‘Investor’s Accounting for an Investee When the
January 1, 2006. Investor Has a Majority of the Voting Interest but the Minor-

ity Shareholders Have Certain Approval or Veto Rights.’’ TheFor its service-based awards (e.g. 1999 Stock Option
guidance in this Issue is effective after June 29, 2005 forPlan, 2002 Stock Incentive Plan and 1996 Employee Stock
general partners of all new limited partnerships formed andPurchase Plan), AIG recognizes compensation on a straight-
for existing limited partnerships for which the partnershipline basis over the scheduled vesting period. Unrecognized
agreements are modified. For general partners in all otherunvested compensation expense for stock option awards
limited partnerships, the guidance in this Issue is effectivegranted under APB 25 (i.e., before January 1, 2003) will be
beginning January 1, 2006. The effect of the adoption of thisrecognized from January 1, 2006 to the vesting date. How-
EITF Issue was not material to AIG’s consolidated financialever, for the SICO Plans and the AIG Deferred Compensation
condition or results of operations.Profit Participant Plan, which contain both performance and

service conditions, AIG recognizes compensation utilizing a On June 29, 2005, FASB issued Statement 133 Imple-
graded vesting expense attribution method. The effect of this mentation Issue No. B38, ‘‘Embedded Derivatives: Evalua-
approach is to recognize compensation cost over the requisite tion of Net Settlement with Respect to the Settlement of a
service period for each separately vesting tranche of the Debt Instrument through Exercise of an Embedded Put Op-
award. tion or Call Option.’’ This implementation guidance relates

to the potential settlement of the debtor’s obligation to theAIG’s share-based plans generally provide for acceler-
creditor that would occur upon exercise of the put option orated vesting at retirement or after the participant turns 65.
call option, which meets the net settlement criterion inFor awards granted after January 1, 2006, compensation ex-
FAS 133. The effective date of the implementation guidance ispense is recognized ratably from the date of grant through the
January 1, 2006. The adoption of this guidance did not haveshorter of age 65 or the vesting period. The effect of this
a material effect on AIG’s consolidated financial condition orchange was not material to AIG’s consolidated financial posi-
results of operations.tion or results of operations. Awards granted prior to Janu-

ary 1, 2006 will continue to be recognized over the vesting On June 29, 2005, FASB issued Statement 133 Imple-
period with accelerated expense recognition upon an actual mentation Issue No. B39, ‘‘Application of Paragraph 13(b) to
retirement. SICO compensation expense  for participants re- Call Options That Are Exercisable Only by the Debtor.’’ The
tiring after age 65 had been reflected in prior years’ results conditions in FAS 133 paragraph 13(b) do not apply to an
consistent with vested status under the SICO Plans. embedded call option in a hybrid instrument containing a

debt host contract if the right to accelerate the settlement ofOn June 1, 2005, FASB issued Statement No. 154, ‘‘Ac-
the debt can be exercised only by the debtor (is-counting Changes and Error Corrections’’ (FAS 154).
suer/borrower). This guidance does not apply to other em-FAS 154 replaces APB Opinion No. 20, ‘‘Accounting
bedded derivative features that may be present in the sameChanges’’ and FASB Statement No. 3, ‘‘Reporting Account-
hybrid instrument. The effective date of the implementationing Changes in Interim Financial Statements.’’ FAS 154 re-
guidance is January 1, 2006. The adoption of this guidancequires that a voluntary change in accounting principles be
did not have a material effect on AIG’s consolidated financialapplied retrospectively with all prior period financial state-
condition or results of operations.ments presented based on the new accounting principle, un-

less it is impracticable to do so. FAS 154 also provides that a On September 19, 2005, FASB issued Statement of Posi-
correction of errors in previously issued financial statements tion 05-1, ‘‘Accounting by Insurance Enterprises for Deferred
should be termed a ‘‘restatement.’’ The new standard is effec- Acquisition Costs in Connection with Modifications or Ex-
tive for accounting changes and correction of errors begin- changes of Insurance Contracts.’’ SOP 05-1 provides gui-
ning January 1, 2006. dance on accounting for deferred acquisition costs on internal
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struments of $512 million at March 31, 2006 are now carried8. Recent Accounting Standards (continued)
at fair value. The effect on earnings in the first three months

replacements of insurance and investment contracts other of 2006 for changes in the fair value of hybrid financial in-
than those specifically described in FASB Statement No. 97, struments was a pre-tax gain of $30 million and is reflected in
‘‘Accounting and Reporting by Insurance Enterprises for Cer- income.
tain Long-Duration Contracts and for Realized Gains and

On March 27, 2006, FASB issued FSP FTB 85-4-1, ‘‘Ac-Losses from the Sale of Investments.’’ The SOP defines an
counting for Life Settlement Contracts by Third-Party Inves-internal replacement as a modification in product benefits,
tors’’ (FSP 85-4-1), an amendment of FTB 85-4, ‘‘Accountingfeatures, rights, or coverage that occurs by the exchange of a
for Purchases of Life Insurance’’. Life settlements are de-contract for a new contract, or by amendment, endorsement,
signed to assist life insurance policyholders in monetizing theor rider to a contract, or by the election of a feature or
existing value of life insurance policies. FSP 85-4-1 allowscoverage within a contract. The effective date of the imple-
AIG to measure life settlement contracts using either the in-mentation guidance is January 1, 2007. AIG is currently as-
vestment method or fair value method. The election is madesessing the effect of implementing this guidance.
on an instrument-by-instrument basis and is irrevocable. AIG

On February 16, 2006, FASB issued FAS No. 155, ‘‘Ac- elected to early adopt FSP 85-4-1 as of January 1, 2006 using
counting for Certain Hybrid Financial Instruments’’ the investment method for pre-existing investments held at
(FAS 155), an amendment of FAS 140 and FAS 133. FAS 155 December 31, 2005. The effect of this adoption resulted in a
allows AIG to include changes in fair value in earnings on an $319 million after tax ($487 million pre-tax) increase to
instrument-by-instrument basis for any hybrid financial in- opening retained earnings for its share of the life settlement
strument that contains an embedded derivative that would contracts held in certain non-consolidated trusts.
otherwise be required to be bifurcated and accounted for

On April 13, 2006, FASB issued FSP FIN 46(R)-6, ‘‘De-separately under FAS 133. The election to measure the hybrid
termining the Variability to be Considered in Applying FASBinstrument at fair value is irrevocable at the acquisition or
Interpretation No. 46(R)’’ (FIN 46(R)-6 or FSP). The FSPissuance date.
affects the identification of which entities are variable interest

AIG has elected to early adopt FAS 155 as of January 1, entities through a ‘‘by design’’ approach in identifying and
2006, and apply FAS 155 fair value measurement to certain measuring the variable interests of the variable interest entity
structured note liabilities and structured investments in AIG’s and its primary beneficiary. Under FIN 46(R), ‘‘Consolida-
available for sale portfolio that existed at December 31, tion of Variable Interest Entities’’, the requirements are to be
2005. The effect of this adoption resulted in an $11 million applied to all such variable interest entities after Septem-
after-tax ($18 million pre-tax) decrease to opening retained ber 30, 2006. The new requirements need not be applied to
earnings as of January 1, 2006, representing the difference entities that have previously been analyzed under FIN 46(R)
between the fair value of these hybrid financial instruments unless a reconsideration event occurs. The adoption of this
and the prior carrying value as of December 31, 2005. The guidance is not expected to have a material effect on AIG’s
effect of adoption on after-tax gross gains and losses was consolidated financial condition or results of operations.
$218 million ($336 million pre-tax) and $229 million
($354 million pre-tax), respectively.

Effective with AIG’s early adoption of FAS 155, struc-
tured note liabilities of $6.1 billion and hybrid financial in-
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9. Information Provided in Connection with Outstanding Debt

The following condensed consolidating financial statements are provided in compliance with Regulation S-X of the
Securities and Exchange Commission.

(a) American General Corporation (AGC) is a holding company and a wholly owned subsidiary of AIG. AIG provides a full
and unconditional guarantee of all outstanding debt of AGC.

American General Corporation:

Condensed  Consolidating  Balance  Sheet

American
International

March 31, 2006 Group, Inc. AGC Other Consolidated
(in millions) (unaudited) Guarantor Issuer Subsidiaries Eliminations AIG

Assets:
Invested assets $ 112 $ – $ 708,296 $ (13,844) $694,564
Cash 125 – 1,123 – 1,248
Carrying value of subsidiaries and partially owned

companies, at equity 95,636 26,262 11,295 (132,026) 1,167
Other assets 3,755 2,618 178,292 (1,846) 182,819

Total assets $99,628 $28,880 $ 899,006 $ (147,716) $879,798
Liabilities:

Insurance liabilities $ 354 $ – $ 472,310 $ (64) $472,600
Debt 4,587 2,086 125,655 (13,547) 118,781
Other liabilities 6,297 3,915 191,799 (2,173) 199,838

Total liabilities 11,238 6,001 789,764 (15,784) 791,219
Preferred shareholders’ equity in subsidiary companies – – 189 – 189
Total shareholders’ equity 88,390 22,879 109,053 (131,932) 88,390
Total liabilities, preferred shareholders’ equity in subsidiary

companies and shareholders’ equity $99,628 $28,880 $ 899,006 $ (147,716) $879,798

American
International

December 31, 2005 Group, Inc. AGC Other Consolidated
(in millions) (unaudited) Guarantor Issuer Subsidiaries Eliminations AIG

Assets:
Invested assets $ 1,392 $ – $691,349 $ (13,696) $679,045
Cash 190 – 1,707 – 1,897
Carrying value of subsidiaries and partially owned

companies, at equity 90,723 27,027 15,577 (132,169) 1,158
Other assets 2,768 2,577 166,933 (1,327) 170,951

Total assets $95,073 $29,604 $875,566 $(147,192) $853,051

Liabilities:
Insurance liabilities $ 408 $ – $460,271 $ (56) $460,623
Debt 4,607 2,087 115,212 (12,057) 109,849
Other liabilities 3,741 4,110 191,279 (3,054) 196,076

Total liabilities 8,756 6,197 766,762 (15,167) 766,548

Preferred shareholders’ equity in subsidiary companies – – 186 – 186
Total shareholders’ equity 86,317 23,407 108,618 (132,025) 86,317

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $95,073 $29,604 $875,566 $(147,192) $853,051
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Income

American
International

Three Months Ended March 31, 2006 Group, Inc. AGC Other Consolidated
(in millions) (unaudited) Guarantor Issuer Subsidiaries Eliminations AIG

Operating income (loss) $ (286) $ (38) $5,117 $ – $4,793
Equity in undistributed net income of consolidated subsidiaries 3,260 359 – (3,619) –
Dividend income from consolidated subsidiaries 187 304 – (491) –
Income taxes (benefits) * (13) 1,448 – 1,435
Minority interest – – (197) – (197)
Cumulative effect of an accounting change, net of tax 34 – – – 34
Net income (loss) $ 3,195 $638 $3,472 $(4,110) $3,195

* Amounts significantly less than $1 million.

American
International

Three Months Ended March 31, 2005 Group, Inc. AGC Other Consolidated
(in millions) (unaudited) Guarantor Issuer Subsidiaries Eliminations AIG

Operating income (loss) $ (10) $ (36) $5,695 $ – $5,649
Equity in undistributed net income of consolidated subsidiaries 3,646 701 – (4,347) –
Dividend income from consolidated subsidiaries 271 – – (271) –
Income taxes (benefits) 108 (12) 1,610 – 1,706
Minority interest – – (144) – (144)
Net income (loss) $3,799 $677 $3,941 $(4,618) $3,799

Condensed  Consolidating  Statements  of  Cash  Flow

American
International

Three Months Ended March 31, 2006 Group, Inc. AGC Other Consolidated
(in millions) (unaudited) Guarantor Issuer Subsidiaries AIG

Net cash provided by operating activities $(1,139) $ 45 $ 4,160 $ 3,066
Cash flows from investing:

Invested assets disposed 1,269 – 38,122 39,391
Invested assets acquired – – (59,006) (59,006)
Other (2,283) – 1,961 (322)

Net cash used in investing activities (1,014) – (18,923) (19,937)
Cash flows from financing activities:

Change in debts 2,262 (1) 6,668 8,929
Other (174) (44) 6,961 6,743

Net cash (used in) provided by financing activities 2,088 (45) 13,629 15,672
Effect of exchange rate changes on cash – – 550 550
Change in cash (65) – (584) (649)
Cash at beginning of period 190 – 1,707 1,897
Cash at end of period $ 125 $ – $ 1,123 $ 1,248
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9. Information Provided in Connection with Outstanding Debt (continued)

American
International

Three Months Ended March 31, 2005 Group, Inc. AGC Other Consolidated
(in millions) (unaudited) Guarantor Issuer Subsidiaries AIG

Net cash (used in) provided by operating activities $ 373 $ 155 $ (962) $ (434)
Cash flows from investing:

Invested assets disposed 265 – 48,207 48,472
Invested assets acquired – – (68,402) (68,402)
Other (72) (120) 4 (188)

Net cash (used in) provided by investing activities 193 (120) (20,191) (20,118)
Cash flows from financing activities:

Change in debts (34) 1 9,231 9,198
Other (429) (36) 12,228 11,763

Net cash provided by (used in) financing activities (463) (35) 21,459 20,961
Effect of exchange rate changes on cash 30 – (87) (57)
Change in cash 133 – 219 352
Cash at beginning of period 17 – 1,992 2,009
Cash at end of period $ 150 $ – $ 2,211 $ 2,361

(b) AIG Liquidity Corp. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all
obligations of AIG Liquidity Corp., which commenced operations in 2003.

AIG Liquidity Corp.:

Condensed  Consolidating  Balance  Sheet

American
International AIG

March 31, 2006 Group, Inc. Liquidity Other Consolidated
(in millions) (unaudited)  Guarantor Corp. Subsidiaries Eliminations AIG

Assets:
Invested assets $ 112 $ * $708,296 $ (13,844) $694,564
Cash 125 * 1,123 – 1,248
Carrying value of subsidiaries and partially owned

companies, at equity 95,636 – 37,557 (132,026) 1,167
Other assets 3,755 * 180,910 (1,846) 182,819

Total assets $99,628 $ * $927,886 $ (147,716) $879,798
Liabilities:

Insurance liabilities $ 354 $ – $472,310 $ (64) $472,600
Debt 4,587 * 127,741 (13,547) 118,781
Other liabilities 6,297 * 195,714 (2,173) 199,838

Total liabilities 11,238 * 795,765 (15,784) 791,219
Preferred shareholders’ equity in subsidiary companies – – 189 – 189
Total shareholders’ equity 88,390 * 131,932 (131,932) 88,390
Total liabilities, preferred shareholders’ equity in subsidiary

companies and shareholders’ equity $99,628 $ * $927,886 $ (147,716) $879,798

* Amounts significantly less than $1 million.
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9. Information Provided in Connection with Outstanding Debt (continued)

American
International AIG

December 31, 2005 Group, Inc. Liquidity Other Consolidated
(in millions) (unaudited) Guarantor Corp. Subsidiaries Eliminations AIG

Assets:
Invested assets $ 1,392 $ * $691,349 $ (13,696) $679,045
Cash 190 * 1,707 – 1,897
Carrying value of subsidiaries and partially owned

companies, at equity 90,723 – 42,604 (132,169) 1,158
Other assets 2,768 * 169,510 (1,327) 170,951

Total assets $95,073 $ * $905,170 $(147,192) $853,051
Liabilities:

Insurance liabilities $ 408 $ – $460,271 $ (56) $460,623
Debt 4,607 * 117,299 (12,057) 109,849
Other liabilities 3,741 * 195,389 (3,054) 196,076

Total liabilities 8,756 * 772,959 (15,167) 766,548
Preferred shareholders’ equity in subsidiary companies – – 186 – 186
Total shareholders’ equity 86,317 * 132,025 (132,025) 86,317
Total liabilities, preferred shareholders’ equity in subsidiary

companies and shareholders’ equity $95,073 $ * $905,170 $(147,192) $853,051

*Amounts significantly less than $1 million.

Condensed  Consolidating  Statement  of  Income

American
International AIG

Three Months Ended March 31, 2006 Group, Inc. Liquidity Other Consolidated
(in millions) (unaudited) Guarantor Corp. Subsidiaries Eliminations AIG

Operating income (loss) $ (286) $ * $5,079 $ – $4,793
Equity in undistributed net income of consolidated

subsidiaries 3,260 – 359 (3,619) –
Dividend income from consolidated subsidiaries 187 – 304 (491) –
Income taxes * * 1,435 – 1,435
Minority interest – – (197) – (197)
Cumulative effect of an accounting change, net of tax 34 – – – 34
Net income (loss) $ 3,195 $ * $4,110 $(4,110) $3,195

*Amounts significantly less than $1 million.

American
International AIG

Three Months Ended March 31, 2005 Group, Inc. Liquidity Other Consolidated
(in millions) (unaudited) Guarantor Corp. Subsidiaries Eliminations AIG

Operating income (loss) $ (10) $ * $ 5,659 $ – $5,649
Equity in undistributed net income of consolidated subsidiaries 3,646 – 701 (4,347) –
Dividend income from consolidated subsidiaries 271 – – (271) –
Income taxes 108 * 1,598 – 1,706
Minority interest – – (144) – (144)
Net income (loss) $ 3,799 $ * $ 4,618 $(4,618) $3,799

*Amounts significantly less than $1 million.
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9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statements  of  Cash  Flow
American

International AIG
Three Months Ended March 31, 2006 Group, Inc. Liquidity Other Consolidated
(in millions) (unaudited) Guarantor Corp. Subsidiaries AIG

Net cash provided by operating activities $(1,139) $ * $ 4,205 $ 3,066
Cash flows from investing:

Invested assets disposed 1,269 – 38,122 39,391
Invested assets acquired – – (59,006) (59,006)
Other (2,283) * 1,961 (322)

Net cash used in investing activities (1,014) * (18,923) (19,937)
Cash flows from financing activities:

Change in debts 2,262 – 6,667 8,929
Other (174) * 6,917 6,743

Net cash (used in) provided by financing activities 2,088 * 13,584 15,672
Effect of exchange rate changes on cash – – 550 550
Change in cash (65) * (584) (649)
Cash at beginning of period 190 – 1,707 1,897
Cash at end of period $ 125 $ * $ 1,123 $ 1,248

*Amounts significantly less than $1 million.
American

International AIG
Three Months Ended March 31, 2005 Group, Inc. Liquidity Other Consolidated
(in millions) (unaudited) Guarantor Corp. Subsidiaries AIG

Net cash (used in) provided by operating activities $ 373 $ * $ (807) $ (434)

Cash flows from investing:
Invested assets disposed 265 – 48,207 48,472
Invested assets acquired – – (68,402) (68,402)
Other (72) * (116) (188)

Net cash (used in) provided by investing activities 193 * (20,311) (20,118)

Cash flows from financing activities:
Change in debts (34) – 9,232 9,198
Other (429) * 12,192 11,763

Net cash (used in) provided by financing activities (463) * 21,424 20,961

Effect of exchange rate changes on cash 30 – (87) (57)

Change in cash 133 * 219 352
Cash at beginning of period 17 – 1,992 2,009

Cash at end of period $ 150 $ * $ 2,211 $ 2,361

*Amounts significantly less than $1 million.

awards have been made under this plan as of March 31,10. Stock Compensation Plans
2006. Stock-based compensation earned under the

At March 31, 2006, AIG employees could receive compensa- AIG DCPPP and the AIG Partners Plan will be issued as
tion pursuant to six different stock-based compensation plan awards under the 2002 Plan. AIG currently settles share op-
arrangements: (i) AIG 1999 Stock Option Plan, as amended tion exercises and other share awards to participants through
(1999 Plan); (ii) AIG 1996 Employee Stock Purchase Plan, as the issuance of shares it has previously acquired and holds in
amended (the 1996 Plan); (iii) AIG 2002 Stock Incentive its treasury account, except for share awards made by SICO,
Plan, as amended (2002 Plan) under which AIG has to date which are settled by SICO.
issued only restricted stock units (RSUs); (iv) SICO’s Deferred

At March 31, 2006, AIG’s non-employee directors re-
Compensation Profit Participation Plans (SICO Plans);

ceived stock-based compensation in two forms, options
(v) AIG’s 2005-2006 Deferred Compensation Profit Partici-

granted pursuant to the 1999 Plan and grants of AIG com-
pation Plan (AIG DCPPP) and (vi) the AIG Partners Plan. The

mon stock with delivery deferred until retirement from the
AIG DCPPP was adopted as a replacement for the SICO

Board, pursuant to the AIG Director Stock Plan, which was
Plans for the 2005-2006 period, and the AIG Partners Plan

approved by the shareholders at the 2004 Annual Meeting of
will replace the AIG DCPPP for future years, although no

Shareholders.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

vides that previously issued financial statements need not be10. Stock Compensation Plans (continued)
restated. Awards granted or modified after January 1, 2006

Effective January 1, 2003, AIG adopted FAS 123 utiliz-
and outstanding awards not yet vested as of January 1, 2006

ing the prospective method to account for awards granted
will be accounted for under FAS 123R.

after January 1, 2003. Prior to adoption of FAS 123, AIG
followed the provisions of Accounting Principles Board FAS 123R requires AIG to estimate forfeitures in calcu-
Opinion No. 25. See Note 8 herein. Under the recognition lating the expense relating to stock-based compensation,
provisions of FAS 123, costs with respect to stock compensa- rather than recognizing these forfeitures and corresponding
tion were measured using the fair value of the shares sub- reductions in expense as they occur. The pre-tax cumulative
scribed or granted at the date of grant recognized ratably over effect of adoption, recognized as a reduction in stock-based
the vesting period. Such fair value was derived through an compensation expense of $46 million ($34 million after-tax),
option pricing model or the fair value of AIG’s common was recorded as the cumulative effect of an accounting
stock, as applicable. change, net of tax in the consolidated statement of income

during the first three months of 2006.
Effective January 1, 2006, AIG adopted FAS 123R utiliz-

ing the modified prospective application method which pro-

The effect of the adoption of FAS 123R on the consolidated statements of income and cash flows was as follows:

Including Effect of
Three Months Ended March 31, 2006 Pre-adoption of Effect of Adoption of Adoption of
(in millions, except per share data) FAS 123R FAS 123R FAS 123R

Income before income taxes, minority interest and cumulative effect
of an accounting change $ 4,801 $ (8) $ 4,793

Provision for income taxes $ 1,438 $ (3) $ 1,435

Income before minority interest and cumulative effect of an
accounting change $ 3,363 $ (5) 3,358

Cumulative effect of an accounting change, net of tax $ – $ 34 $ 34

Net income $ 3,166 $ 29 $ 3,195

Net cash provided by operating activities $ 3,068 $ (2) $ 3,066

Net cash provided by financing activities $15,670 $ 2 $15,672

Basic earnings per share $ 1.22 $ – $ 1.22

Diluted earnings per share $ 1.22 $ – $ 1.22

The following table presents share-based compensation expenses, including the cumulative effect of adoption of
FAS 123R, included in AIG’s consolidated statement of income:

Three Months Ended March 31, 2006
(in millions)

Share-based compensation expense before tax $154
Income tax benefit $ 12
After-tax compensation expense $142

Included in share-based compensation expense of lion pre-tax adjustment for the cumulative effect of the adop-
$154 million was approximately $54 million related to the tion of FAS 123R. See Note 4 herein for a discussion of the
Starr tender offer and various adjustments totalling $61 mil- Starr tender offer and Note 8 herein for discussion of pro-
lion, primarily relating to stock-split adjustments and other spective change to the accounting for retiree eligibility provi-
miscellaneous items for the SICO plans, offset by a $46 mil- sions and forfeiture treatment.
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If AIG had adopted the FAS 123 provisions for recogniz- The 1999 Plan was approved by the shareholders at the
ing compensation expense commencing at the date of grant of 2000 Annual Meeting of Shareholders, with certain amend-
the awards, the effect would not have been material to net ments approved at the 2003 Annual Meeting of Shareholders.
income or basic or diluted earnings per share for the three The 1999 Plan superseded the 1991 employee stock option
months ended March 31, 2005. plan (the 1991 Plan), although outstanding options granted

under the 1991 Plan continue in force until exercise or expi-
1999 Stock  Option  Plan ration. The maximum number of shares that may be granted

to any employee in any one year under the 1999 Plan isThe 1999 Plan provides that options to purchase a maximum
900,000. Options granted under the 1999 Plan generally vestof 45,000,000 shares of common stock can be granted to
over four years (25  percent vesting per year) and expirecertain key employees and members of the Board of Directors
10 years from the date of grant.at prices not less than fair market value at the date of grant.
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10. Stock Compensation Plans (continued)

At March 31, 2006, there were 20,431,101 shares re- Black-Scholes model was used. A more detailed description of
served for future grants under the 1999 Plan and 28,935,898 the valuation methodology is provided below.
shares reserved for issuance under the 1999 and 1991 Plans.

In 2004, AIG developed a binomial lattice model to cal-
culate the fair value of stock option grants. In prior years, a

The following weighted average assumptions were used for stock options granted in the first three months of 2006:

Expected annual dividend yield(1) 0.71%
Expected volatility(2) 27.3%
Risk-free interest rate(3) 4.17%
Expected term(4) 7 years

(1) The dividend yield is based on the dividend yield over the twelve month (4) The contractual term of the option is generally 10 years with an expected

period prior to the grant date. term of 7 years calculated based on an analysis of historical employee

(2) Expected volatility is the average of historical volatility (based on seven exercise behavior and employee turnover (post-vesting terminations). The

years of daily stock price changes) and the implied volatility of actively early exercise rate is a function of time elapsed since the grant. Fifteen

traded options on AIG shares. years of historical data was used to estimate the early exercise rate.

(3) The interest rate curves used in the valuation model were the US Treasury

STRIP rates with terms from 3 months to 10 years.

Additional information with respect to AIG’s stock option plans at March 31, 2006, and changes for the three months then
ended, were as follows:

Weighted Average
Options: Shares Exercise Price

Outstanding at beginning of year 52,545,425 $54.84

Granted 41,000 $68.65

Exercised (538,784) $40.80

Forfeited or expired (374,181) $69.57

Outstanding at end of period 51,673,460 $54.89

Options exercisable at end of period 40,389,118 $52.59

Weighted average fair value per share of options granted $22.38
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10. Stock Compensation Plans (continued)

Information about stock options outstanding at March 31, 2006, is summarized as follows:

Options Outstanding Options Exercisable

Weighted Weighted
Average Weighted Average Weighted

Remaining Average Aggregate Intrinsic Number Remaining Average Aggregate
Range of Number Contractual Exercise Values Exercisable Contractual Exercise Intrinsic Values

Exercise Prices Outstanding Life Price (in millions) (vested) Life Price (in millions)

$11.28-
$27.14 6,755,947 1.06 $21.32 $302 6,755,947 1.06 $21.32 $302

$30.44-
$41.51 5,402,644 2.29 $36.87 158 5,402,644 2.29 $36.87 158

$43.31-
$53.40 7,056,736 4.61 $48.56 124 6,234,130 4.31 $48.77 108

$54.11-
$59.99 8,440,050 4.86 $57.84 70 6,324,940 3.32 $57.34 55

$60.13-
$63.95 9,241,271 6.67 $62.33 35 6,099,845 6.27 $61.92 26

$64.01-
$69.63 8,302,783 7.56 $65.45 6 3,837,847 5.61 $65.66 2

$70.35-
$98.00 6,474,029 5.16 $83.88 – 5,733,765 5.07 $84.48 –

Total 51,673,460 4.86 $54.89 $695 40,389,118 3.87 $52.59 $651

Vested or expected-to-vest options as of March 31, 2006 on September 18, 2002 (the 2002 Plan). The 2002 Plan pro-
were 46,168,298 shares, of which 40,389,118 were vested, vides that equity-based or equity-related awards with respect
with a weighted average exercise price of $53.70, a weighted to shares of common stock can be issued to employees in any
average contractual life of 4.32 years and an aggregate intrin- year up to a maximum of that number of shares equal to
sic value of $678 million, of which $651 million is attributa- (a) 1,000,000 shares plus (b) the number of shares available
ble to the vested options. but not issued in the prior calendar year. The maximum

award that a grantee may receive under the 2002 Plan per
As of March 31, 2006, total unrecognized compensation

year is rights with respect to 250,000 shares. For the three
cost (net of expected forfeitures) totalled $204 million and

months ended March 31, 2006 and 2005, respectively,
$4 million related to nonvested share-based compensation

66,715 and 13,940 RSUs were granted by AIG. There were
awards granted under the 1999 Plan and the 1996 Plan, re-

14,665,260 shares reserved for issuance in connection with
spectively, with a blended weighted-average period of 1.40

future awards as of March 31, 2006. Substantially all RSUs
years and 0.5 years, respectively. The costs of awards out-

granted to date under the 2002 Plan vest on the fourth anni-
standing under these plans at March 31, 2006 is expected to

versary of the date of grant.
be recognized over approximately three years and one year
for the 1999 Plan and the 1996 Plan, respectively.

Director  Stock Awards
The intrinsic value of options exercised during the three

The methodology used for valuing employee stock options is
months ending March 31, 2006 was approximately $15 mil-

also used to value director stock options. Director stock op-
lion. The fair value of options vesting during the period was

tions vest one year after the grant date, but are otherwise the
approximately $26 million. AIG received $27 million and

same as employee stock options. Options with respect to
$19 million in cash from the exercise of stock options during

5,000 shares and no shares were granted during the first three
the three months ended March 31, 2006 and 2005, respec-

months of 2006 and 2005, respectively.
tively. AIG did not cash-settle any share-based payment

AIG also granted 3,750 shares and 1,250 shares, withawards during the three months ended March 31, 2006 and
delivery deferred, to directors during the first three months of2005. The tax benefits realized as a result of stock option
2006 and 2005, respectively, under the Director Stock Plan.exercises were $4 million and $6 million for the first three
At March 31, 2006, there were 81,250 shares reserved formonths of 2006 and 2005, respectively.
future grants under the Director Stock Plan.

2002  Stock  Incentive  Plan
Employee  Stock  Purchase  Plan

AIG’s 2002 Plan was adopted at the 2002 shareholders meet-
AIG’s 1996 Plan provides that eligible employees (those em-ing and amended and restated by the AIG Board of Directors
ployed at least one year) may receive privileges to purchase
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average fair value per share of $61.92. As of March 31, 2006,10. Stock Compensation Plans (continued)
there were 12,307,967 non-vested AIG shares under the

up to an aggregate of 10,000,000 shares of AIG common SICO Plans with a weighted-average fair value per share of
stock, at a price equal to 85 percent of the fair market value $61.92.
on the date of the grant of the purchase privilege. Purchase

A significant portion of the awards under the SICO Plansprivileges are granted quarterly and are limited to the number
vest upon retirement if the participant reaches age 65. Theof whole shares that can be purchased on an annual basis by
portion of the awards for which early payout is available vestan amount equal to the lesser of 10 percent of an employee’s
on the applicable payout date.annual salary or $10,000.

AIG  DCPPPSICO Plans

Effective September 21, 2005, AIG adopted the AIG DCPPP,The SICO Plans provide that shares of AIG common stock
which provides equity-based compensation to key AIG em-currently held by SICO are set aside for the benefit of the
ployees, including senior executive officers. The AIG DCPPPparticipant and distributed upon retirement. The SICO Board
was modeled on the SICO Plans.of Directors currently may permit an early payout of units

under certain circumstances. Prior to payout, the participant The AIG DCPPP will contingently allocate a fixed num-
is not entitled to vote, dispose of or receive dividends with ber of shares to each participant if AIG’s cumulative adjusted
respect to such shares, and shares are subject to forfeiture earnings per share for 2005 and 2006 exceed that for 2003
under certain conditions, including but not limited to the and 2004. The performance period is September 21, 2005 to
participant’s termination of employment with AIG prior to December 31, 2006. At the end of the performance period,
normal retirement age. common shares are contingently allocated. The service period

and related vesting consists of three pre-retirement tranchesHistorically, SICO’s Board of Directors could elect to
and a final retirement tranche at age 65.pay a participant cash in lieu of shares of AIG common stock.

On December 9, 2005, SICO notified participants that essen- At March 31, 2006, there were units representing
tially all subsequent distributions would be made only in 4,898,880 shares granted to participants.
shares, and not cash. As of that date, AIG modified its ac-
counting for the SICO Plans from variable to fixed measure- AIG  Partners  Plan
ment accounting. Variable measurement accounting will still

The AIG Partners Plan was approved on March 16, 2006 bybe used for those few awards for which cash elections had
AIG’s Compensation Committee. No awards have been madebeen made prior to March 2005. The SICO Plans are also
under the Plan as of March 31, 2006.described in Note 4 herein.

Although none of the costs of the various benefits pro- VALUATION
vided under the SICO Plans has been paid by AIG, AIG has

The fair value of each award granted under therecorded a charge to reported earnings for the deferred com-
2002 Plan, the SICO Plans, the AIG DCPPP, and the AIGpensation amounts paid to AIG employees by SICO, with an
Partners Plan is based on the closing price of AIG stock on theoffsetting amount credited to additional paid-in capital re-
date of grant.flecting amounts deemed contributed by SICO.

As of December 9, 2005, there were 12,650,292 non-
vested AIG shares under the SICO Plans with a weighted-

A summary of shares relating to outstanding awards not yet vested under the foregoing plans as of March 31, 2006, and
changes during the three months ended March 31, 2006 is presented below:

Number of Shares Weighted Average Grant-Date Fair Value

SICO AIG SICO AIG
2002 Plan Plan DCPPP 2002 Plan Plan DCPPP

Not yet vested at January 1, 2006 4,322,265 12,650,292 4,898,880 $63.63 $61.92 $52.55
Granted 66,715 – – $69.13 – –
Vested (3,620) (132,511) – $65.13 $61.92 –
Forfeited (56,340) (209,814) (165,450) $60.66 $61.92 $59.40

Not yet vested at March 31, 2006 4,329,020 12,307,967 4,733,430 $63.75 $61.92 $52.31
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DCPPP is expected to be recognized over approximately four10. Stock Compensation Plans (continued)
years, 12 years and 23 years, respectively.

At March 31, 2006, the total unrecognized compensa-
The AIG Board of Directors has construed the AIG stocktion cost (net of expected forfeitures) related to nonvested

option plans to allow, at the request of an optionee, theshare-based compensation awards granted under the 2002
deferral of delivery of AIG shares otherwise deliverable uponPlan, the SICO Plans, and the AIG DCPPP and the blended
the exercise of an option to a date or dates specified by theweighted-average period over which that cost is expected to
optionee. During 2005, options with respect tobe recognized is as follows:
1,731,471 shares were exercised with delivery deferred. At

Unrecognized Blended
December 31, 2005, optionees had made valid elections toCompensation Weighted-

Cost Average defer delivery of 2,067,643 shares of AIG common stock
(in millions) Period

upon exercise of options expiring during 2006. In addition,
2002 Plan $196 1.83 years nonemployee directors of AIG had made valid elections to
SICO Plans $357 6.08 years

defer delivery of 21,093 shares of AIG common stock uponAIG DCPPP $248 11.62 years
exercise of options expiring during 2006.

The total cost for awards outstanding as of March 31,
2006 under the 2002 Plan, the SICO Plans and the AIG
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide the reader
a narrative with respect to AIG’s operations, financial condition and liquidity and certain other significant matters.
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Cautionary Statement Regarding Projections and Other Information About Future Events

This Quarterly Report and other publicly available documents may include, and AIG’s officers and representatives may from
time to time make, projections concerning financial information and statements concerning future economic performance and
events, plans and objectives relating to management, operations, products and services, and assumptions underlying these
projections and statements. These projections and statements are not historical facts but instead represent only AIG’s belief
regarding future events, many of which, by their nature, are inherently uncertain and outside AIG’s control. These projections
and statements may address, among other things, the status and potential future outcome of the current regulatory and civil
proceedings against AIG and their potential effect on AIG’s businesses, financial position, results of operations, cash flows and
liquidity, the effect of the credit rating downgrades on AIG’s businesses and competitive position, the unwinding and resolving
of various relationships between AIG and Starr and SICO, and AIG’s strategy for growth, product development, market
position, financial results and reserves. It is possible that AIG’s actual results and financial condition may differ, possibly
materially, from the anticipated results and financial condition indicated in these projections and statements. Factors that could
cause AIG’s actual results to differ, possibly materially, from those in the specific projections and statements are discussed
throughout this Management’s Discussion and Analysis of Financial Condition and Results of Operations and in ‘‘Risk
Factors’’ in Item 1A. of Part I of AIG’s 2005 Annual Report on Form 10-K and Item 1A. of Part II of this Quarterly Report.
AIG is not under any obligation (and expressly disclaims any such obligations) to update or alter any projections or other
statement, whether written or oral, that may be made from time to time, whether as a result of new information, future events
or otherwise.
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Throughout this Management’s Discussion and Analysis of Asian countries. Examples of new distribution channels used
Financial Condition and Results of Operations, AIG presents both domestically and overseas include banks, affinity
its operations in the way it believes will be most meaningful. groups, direct response and e-commerce.
Statutory loss ratios and combined ratios are presented in

AIG patiently builds relationships in markets around the
accordance with accounting principles prescribed by insur-

world where it sees long-term growth opportunities. For ex-
ance regulatory authorities because these are standard mea-

ample, the fact that AIG has the only wholly-owned foreign
sures of performance filed with insurance regulatory

life insurance operations in eight cities in China is the result
authorities and used for analysis in the insurance industry

of relationships developed over nearly 30 years. AIG’s more
and thus allow more meaningful comparisons with AIG’s

recent extensions of operations into India, Vietnam, Russia
insurance competitors. AIG has also incorporated into this

and other emerging markets reflect the same growth strategy.
discussion a number of cross-references to additional infor-

Moreover, AIG believes in investing in the economies and
mation included throughout this Form 10-Q and its 2005

infrastructures of these countries and growing with them.
Annual Report on Form 10-K to assist readers seeking related

When AIG companies enter a new jurisdiction, they typically
information on a particular subject.

offer both basic protection and savings products. As the econ-
omies evolve, AIG’s products evolve with them, to more so-Overview of Operations and Business
phisticated and investment-oriented models.Results

Growth for AIG may be generated both internally and
AIG identifies its reportable segments by product line, consis-

through acquisitions which both fulfill strategic goals and
tent with its management structure. AIG’s major product and

offer adequate return on capital. Recently AIG announced its
service groupings are General Insurance, Life Insurance &

acquisition of Travel Guard International, one of the nation’s
Retirement Services, Financial Services and Asset Manage-

leading providers of travel insurance programs and emer-
ment. AIG’s operations in 2006 are conducted by its subsidi-

gency travel assistance, and its plans to acquire Central Insur-
aries principally through these segments. Through these

ance Co., Ltd., a leading general insurance company in
segments, AIG provides insurance and investment products

Taiwan.
and services to both businesses and individuals in more than
130 countries and jurisdictions. This geographic, product The following table summarizes AIG’s revenues, income
and service diversification is one of AIG’s major strengths and before income taxes, minority interest and cumulative ef-
sets it apart from its competitors. fect of an accounting change and net income for the three

months ended March 31, 2006 and 2005:
AIG’s subsidiaries serve commercial, institutional and

(in millions) 2006 2005individual customers through an extensive property-casualty
Total revenues $27,259 $27,202and life insurance and retirement services network. In the
Income before income taxes, minorityUnited States, AIG companies are the largest underwriters of

interest and cumulative effect of ancommercial and industrial insurance and one of the largest
accounting change 4,793 5,649life insurance and retirement services operations as well.

Net income $ 3,195 $ 3,799AIG’s Financial Services businesses include commercial air-
craft and equipment leasing, capital markets operations and

Consolidated  Resultsconsumer finance, both in the United States and abroad. AIG
also provides asset management services and offers guaran- The small increase in revenues in the first three months of
teed investment contracts (GICs) to institutions and 2006 was primarily attributable to the growth in net premi-
individuals. ums earned from global General Insurance operations as well

as growth in both General Insurance and Life Insurance &AIG’s operating performance reflects implementation of
Retirement Services net investment income and Life Insur-various long-term strategies and defined goals in its various
ance & Retirement Services GAAP premiums, offset, in part,operating segments. A primary goal of AIG in managing its
by decreases in revenue in the Financial Services and AssetGeneral Insurance operations is to achieve an underwriting
Management segments.profit. To achieve this goal, AIG must be disciplined in its risk

selection and premiums must be adequate and terms and AIG’s income before income taxes, minority interest and
conditions appropriate to cover the risk accepted. AIG also cumulative effect of an accounting change decreased 15 per-
believes in strict control of expenses. cent in the first three months of 2006 when compared to the

same period of 2005. Increases in General Insurance and LifeA central focus of AIG operations in recent years is the
Insurance & Retirement Services operating income were off-development and expansion of new distribution channels. In
set by an operating loss in Financial Services driven by the2005 and the first three months of 2006, AIG expanded its
effects of hedging activities that do not qualify for hedgedistribution channels, which now include banks, credit card
accounting treatment under FAS 133 and a decrease in Assetcompanies and television-media home shopping in many
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Management operating income. Results for the first three increase in General Insurance operating income in the first
months of 2006 were negatively affected by the compensa- three months of 2006 compared to the same period of 2005
tion expense relating to the Starr tender offer ($54 million was primarily attributable to improvement in underwriting
before tax and after tax) and an additional allowance for results with respect to the Domestic Brokerage Group (DBG).
losses in AIG Credit Card Company (Taiwan) ($88 million General Insurance operating income included adverse devel-
before tax and $57 million after tax). Results were also nega- opment in the first three months of 2006 and 2005 from
tively affected by certain adjustments, primarily relating to catastrophes in prior years.
deferred advertising costs in General Insurance under

Life  Insurance & Retirement  Services
SOP 93-7 ($59 million before tax and $38 million after tax)

AIG’s Life Insurance & Retirement Services operations pro-and various adjustments relating to the SICO Plans ($61 mil-
vide insurance, financial and investment products throughoutlion before tax and after tax).
the world. Foreign operations provided approximately

The following table summarizes the operations of each prin-
65 percent and 55 percent of AIG’s Life Insurance & Retire-

cipal segment for the three months ended March 31, 2006
ment Services operating income for the first three months of

and 2005. (See also Note 2 of Notes to Consolidated Finan-
2006 and 2005, respectively.

cial Statements).
Life Insurance & Retirement Services operating income(in millions) 2006 2005

increased by 17 percent in the first three months of 2006Revenues(a):
when compared to the same period of 2005 driven by aGeneral Insurance(b) $11,656 $11,219
39 percent increase in Foreign Life Insurance & RetirementLife Insurance & Retirement Services(c) 12,639 11,775

Financial Services(d) 1,615 2,436 Services operating income, offset, in part, by an approxi-
Asset Management(e) 1,239 1,377 mately 10 percent decrease in the Domestic Life Insurance &
Other 110 395 Retirement Services operating income, primarily due to lower

Consolidated $27,259 $27,202 partnership income. Realized capital gains included in reve-
Operating Income (loss)(a)(f):

nues and operating income were $158 million in the first
General Insurance $ 2,331 $ 1,642

three months of 2006 compared to realized capital losses ofLife Insurance & Retirement Services(g) 2,555 2,181
$82 million in the same period of 2005. The increase in real-Financial Services(g) (159) 1,045
ized capital gains in the first three months of 2006 comparedAsset Management 461 590

Other(h) (395) 191 to the same period of 2005 was due to the effect of hedging
Consolidated $ 4,793 $ 5,649 activities that do not qualify for hedge accounting under
(a) Includes the effect of hedging activities that do not qualify for hedge FAS 133 and the foreign exchange gains and losses related to

accounting treatment under FAS 133, including the related foreign ex- the application of FAS 52, offset by other-than-temporary
change gains and losses. For the first three months of 2006 and 2005, the declines in the value of investments.
effect was $0 and $15 million, respectively, in operating income for Air-

craft Finance and $(678) million and $468 million in revenues and operat- Financial  Services
ing income, respectively, for Capital Markets. These amounts result

AIG’s Financial Services subsidiaries engage in diversified ac-primarily from interest rate and foreign currency derivatives hedging avail-
tivities including aircraft and equipment leasing, capital mar-able for sale securities and borrowings.

(b) Represents the sum of General Insurance net premiums earned, net invest- ket transactions, consumer finance and insurance premium
ment income and realized capital gains (losses). financing.

(c) Represents the sum of Life Insurance & Retirement Services GAAP  pre-
Financial Services operating income decreased in the firstmiums, net investment income and realized capital gains (losses).

three months of 2006 compared to the same period of 2005,(d) Represents interest, lease and finance charges.

(e) Represents management and advisory fees and net investment income with primarily due to the fluctuation in earnings resulting from the
respect to GICs. accounting effect of FAS 133. Fluctuations in revenues and

(f) Represents income before income taxes, minority interest and cumulative operating income from quarter to quarter are not unusual
effect of an accounting change. because of the transaction-oriented nature of Capital Mar-

(g) Results of operations of AIG Credit Card Company (Taiwan) are shared
kets operations and the effect of not qualifying for hedgeequally by the Life Insurance & Retirement Services segment and the
accounting treatment under FAS 133 for hedges on securitiesFinancial Services segment. In 2006, additional allowances of $44 million
available for sale and borrowings. Consumer Finance reve-were recorded by each segment for losses in these credit card operations.

(h) Represents unallocated corporate expenses, relating primarily to interest nues increased but operating income decreased, primarily as a
expense and certain compensation related expenses, and other realized result of increasing the allowance for losses in connection
capital gains (losses) of $(57) million and $155 million in the first three with the industry-wide credit deterioration in the Taiwan
months of 2006 and 2005, respectively. credit card market.

General  Insurance

AIG’s General Insurance operations provide property and
casualty products and services throughout the world. The
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Chinese insurance regulators have indicated satisfaction withAsset  Management
the implementation of corrective measures to stop AIG’s

AIG’s Asset Management operations include institutional
Hong Kong based agents from selling life insurance to main-

and retail asset management and broker dealer services and
land Chinese. In April 2006, applications for provincial ex-

spread-based investment business from the sale of GICs.
pansion of AIG’s life insurance operations in Guangdong and

These products and services are offered to individuals and
Jiangsu and of general insurance operations in Guangdong

institutions, both domestically and overseas.
were approved, and AIG resubmitted its application to serve

Asset Management operating income decreased 22 per- the group insurance market, a business where AIG expects
cent in the first three months of 2006 when compared to the future growth.
same period of 2005 as a result of continued run off in AIG’s

In Japan, AIG Star Life Insurance Co., Ltd. (AIG Star
GIC portfolio combined with spread compression. In addi-

Life) and AIG Edison Life Insurance Company (AIG Edison
tion, there was a decline in realized gains on sales of real

Life) continue to grow new business by expanding distribu-
estate investments and performance fees earned on various

tion and new product offerings. AIG has developed a leader-
private equity investments.

ship position in the distribution of annuities through banks in
Capital  Resources both Japan and Korea. Also, American Life Insurance Com-

pany (ALICO) has launched new life products to the Japan
At March 31, 2006, AIG had total consolidated shareholders’

bank market after further deregulation of banks in December
equity of $88.39 billion and total consolidated borrowings of

2005. AIG is a leader in direct marketing through sponsors
$118.8 billion. At that date, $104.1 billion of such borrow-

and in the broad market in Japan and Korea. AIG also is
ings were either not guaranteed by AIG or were AIGFP’s

investing in expanding distribution channels with emphasis
matched borrowings under obligations of guaranteed invest-

in India, Korea and Vietnam.
ment agreements (GIAs), liabilities connected to trust pre-
ferred stock, or matched notes and bonds payable. Domestically, AIG anticipates its life insurance and re-

tirement services businesses to continue growing in 2006
During the period from January 1, 2006 through

through distribution channel expansion and new and en-
March 31, 2006, AIG did not purchase any shares of its

hanced products. The home service operation, which is ex-
common stock under its existing common stock repurchase

pected to be a slow growth business, has not met business
authorization.

objectives, although its cash flow has been strong. Domestic
Liquidity group life/health results continue to be weak reflecting the

ongoing restructuring activities including the considerationAt March 31, 2006, AIG’s consolidated invested assets in-
of exiting certain product lines. AIG Retirement Services indi-cluded $18.59 billion in cash and short-term investments.
vidual fixed annuities business will continue to be challengedConsolidated net cash provided from operating activities in
due to the interest rate environment and increased competi-the first three months of 2006 amounted to $3.07 billion.
tion from bank products.AIG believes that its liquid assets, cash provided by opera-

tions and access to short term funding through commercial In the airline industry, changes in market conditions are
paper and bank credit facilities will enable it to meet any not immediately apparent in operating results. Lease rates
anticipated cash requirements. have firmed as a result of strong demand spurred by the

recovering global commercial aviation market, especially inOutlook
Asia. Sales have begun to increase, and AIG expects an in-

Despite industry price erosion in some classes of general in- creasing level of interest from a variety of purchasers. How-
surance, AIG expects to continue to identify profitable oppor- ever, higher interest rates are expected to continue to
tunities and build attractive new General Insurance compress lease margins. AIG’s Consumer Finance operations
businesses as a result of AIG’s broad product line and exten- overseas have been negatively affected in 2006 by industry-
sive distribution networks. In December 2005, American In- wide credit deterioration in the Taiwan credit card market.
ternational Underwriters Overseas, Ltd. (AIUO) received a

GICs, which are sold domestically and abroad to bothlicense from the government of Vietnam to operate a wholly
institutions and individuals, are written on an opportunisticowned general insurance company in Vietnam. This license,
basis when market conditions are favorable. In Septemberthe first general insurance license granted by Vietnam to a
2005, AIG launched a $10 billion medium term note pro-U.S.-based insurance organization, permits AIG to operate a
gram in the Euromarkets under which AIG debt securities aregeneral insurance company throughout Vietnam.
issued primarily for a matched investment program. In April

In China, AIG has wholly-owned life insurance opera- 2006, AIG issued its first debt securities under the matched
tions in eight cities. These operations should benefit from investment program, selling Euro 500 million principal
China’s rapid rate of economic growth and growing middle amount of notes. AIG also expects to launch a matched in-
class, a segment that is a prime market for life insurance. vestment program in the domestic market which, along with
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Estimated  Gross  Profits  (Life  Insurance &  Retirementthe Euro program, will become AIG’s principal spread-based
Services):investment activity. However, the timing of the launch of the
) Estimated gross profits to be realized over the estimateddomestic program remains uncertain. Because AIG’s credit

duration of the contracts (investment-oriented products)spreads in the capital markets have widened following the
affect the carrying value of deferred policy acquisitionratings declines described in Item 1A. Risk Factors, there may
costs under FAS 97. Estimated gross profits include in-be a reduction in the earnings on new business in AIG’s
vestment income and gains and losses on investments lessspread based funding businesses.
required interest, actual mortality and other expenses.

AIG has many promising growth initiatives underway
Deferred  Policy  Acquisition  Costs  (Life  Insurance  &around the world. Cooperative agreements such as those with
Retirement  Services):PICC Property and Casualty Company Limited and various
) Recoverability based on current and future expected prof-banks in the U.S., Japan and Korea are expected to expand

itability, which is affected by interest rates, foreign ex-distribution networks for AIG’s products and provide models
change rates, mortality experience, and policy persistency.for future growth.

Deferred  Policy  Acquisition  Costs  (General  Insurance):Critical  Accounting Estimates
) Recoverability and eligibility based upon the current

AIG considers its most critical accounting estimates those
terms and profitability of the underlying insurance

with respect to reserves for losses and loss expenses, future
contracts.

policy benefits for life and accident and health contracts, de-
ferred policy acquisition costs, estimated gross profits for in-

Fair  Value  Determinations  of  Certain  Assets  and
vestment-oriented products, fair value determinations for

Liabilities  (Financial  Services – Capital  Markets):
certain Capital Markets assets and liabilities, other-than-tem-

) Valuation models: utilizing factors, such as market li-
porary declines in the value of investments and flight equip- quidity and current interest, foreign exchange and vola-
ment recoverability. These accounting estimates require the tility rates.
use of assumptions about matters, some of which are highly

) AIG attempts to secure reliable and independent current
uncertain at the time of estimation. To the extent actual expe- market price data, such as published exchange rates
rience differs from the assumptions used, AIG’s results of from external subscription services such as Bloomberg or
operations would be directly affected. Reuters or third-party broker quotes for use in its model.

When such prices are not available, AIG uses an internalThroughout this Management’s Discussion and Analysis of
methodology, which includes interpolation and extrapo-Financial Condition and Results of Operations, AIG’s critical
lation from verifiable prices from trades occurring onaccounting estimates are discussed in detail. The major catego-
dates nearest to the dates of the transactions.ries for which assumptions are developed and used to establish

each critical accounting estimate are highlighted below.
Other-Than-Temporary  Declines  in  the  Value  ofReserves for Losses and Loss Expenses (General Insurance):
Investments:) Loss trend factors: used to establish expected loss ra-
A security is considered a candidate for other-than-temporarytios for subsequent accident years based on premium
impairment based upon the following criteria:rate adequacy and the projected loss ratio with respect to
) Trading at a significant (25 percent or more) discount toprior accident years.

par or amortized cost (if lower) for an extended period) Expected loss ratios for the latest accident year: for
of time (nine months or longer).example, accident year 2005 for the year end 2005 loss

) The occurrence of a discrete credit event resulting in thereserve analysis. For low frequency, high severity classes
debtor defaulting or seeking bankruptcy or insolvencysuch as excess casualty and directors and officers liability
protection or voluntary reorganization.(D&O), expected loss ratios generally are utilized for at

) The probability of non-realization of a full recovery onleast the three most recent accident years.
its investment, irrespective of the occurrence of one of) Loss development factors: used to project the reported
the foregoing events.losses for each accident year to an ultimate amount.

At each balance sheet date, AIG evaluates its securitiesFuture  Policy  Benefits  for  Life  and  Accident  and  Health
holdings in an unrealized loss position. Where AIG does notContracts  (Life  Insurance &  Retirement  Services):
intend to hold such securities until they have fully recovered) Interest rates: which vary by geographical region, year
their carrying value, based on the circumstances present atof issuance and products.
the date of evaluation, AIG records the unrealized loss in) Mortality, morbidity and surrender rates: based upon
income. If events or circumstances change, such as unex-actual experience by geographical region modified to al-
pected changes in creditworthiness of the obligor, generallow for variation in policy form.
interest rate environment, tax circumstances, liquidity events,
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and statutory capital management considerations among providing specialty products to clients with environmental ex-
others, AIG revisits its intent to determine if a loss should be posures. Lexington writes surplus lines, those risks for which
recorded in income. Further, if a loss is recognized from a sale conventional insurance companies do not readily provide in-
subsequent to a balance sheet date pursuant to these changes surance coverage, either because of complexity or because the
in circumstances, the loss is recognized in the period in which coverage does not lend itself to conventional contracts.
the intent to hold the securities to recovery no longer exists. Certain of the products of the DBG companies include

funding components or have been structured in a manner
Flight  Equipment — Recoverability  (Financial  Services): such that little or no insurance risk is actually transferred.

Funds received in connection with these products are re-) Expected undiscounted future net cash flows: based
corded as deposits and included in other liabilities, ratherupon current lease rates, projected future lease rates and
than premiums and incurred losses.estimated terminal values of each aircraft based on third

party information. The AIG Worldsource Division introduces and coordi-
nates AIG’s products and services to U.S.-based multinational

Operating Review clients and foreign corporations doing business in the U.S.

General  Insurance  Operations Transatlantic subsidiaries offer reinsurance capacity on
both a treaty and facultative basis both in the U.S. and abroad.AIG’s General Insurance subsidiaries are multiple line com-
Transatlantic structures programs for a full range of propertypanies writing substantially all lines of property and casualty
and casualty products with an emphasis on specialty risk.insurance both domestically and abroad.

AIG’s Personal Lines operations provide automobile in-
Domestic General Insurance operations are comprised of surance through AIG Direct, the mass marketing operation of

DBG, which includes the operations of The Hartford Steam AIG, Agency Auto Division and 21st Century, as well as a
Boiler Inspection and Insurance Company (HSB); Transatlan- broad range of coverages for high net-worth individuals
tic Holdings, Inc. (Transatlantic); Personal Lines, including through the AIG Private Client Group.
21st Century Insurance Group (21st Century); and United

The main business of the UGC subsidiaries is the issu-Guaranty Corporation (UGC).
ance of residential mortgage guaranty insurance on conven-

AIG’s primary domestic division is DBG. DBG’s business tional first lien mortgages for the purchase or refinance of one
in the United States and Canada is conducted through its to four family residences. UGC subsidiaries also write second
General Insurance subsidiaries including American Home As- lien and private student loan guaranty insurance.
surance Company (American Home), National Union Fire AIG’s Foreign General Insurance group accepts risks pri-
Insurance Company of Pittsburgh, Pa. (National Union), marily underwritten through American International Under-
Lexington Insurance Company (Lexington) and certain other writers (AIU), a marketing unit consisting of wholly owned
General Insurance company subsidiaries of AIG. agencies and insurance companies. The Foreign General In-

surance group also includes business written by AIG’s for-DBG writes substantially all classes of business insur-
eign-based insurance subsidiaries. The Foreign General groupance, accepting such business mainly from insurance brokers.
uses various marketing methods and multiple distributionThis provides DBG the opportunity to select specialized mar-
channels to write both commercial and consumer lines insur-kets and retain underwriting control. Any licensed broker is
ance with certain refinements for local laws, customs andable to submit business to DBG without the traditional agent-
needs. AIU operates in Asia, the Pacific Rim, the United King-company contractual relationship, but such broker usually
dom, Europe, Africa, the Middle East and Latin America.has no authority to commit DBG to accept a risk.

As previously noted, AIG believes it should present andIn addition to writing substantially all classes of business
discuss its financial information in a manner most meaningfulinsurance, including large commercial or industrial property
to its investors. Accordingly, in its General Insurance busi-insurance, excess liability, inland marine, environmental,
ness, AIG uses certain regulatory measures, where AIG hasworkers compensation and excess and umbrella coverages,
determined these measurements to be useful and meaningful.DBG offers many specialized forms of insurance such as avia-

A critical discipline of a successful general insurance bus-tion, accident and health, equipment breakdown, directors and
iness is the objective to produce profit from underwritingofficers liability (D&O), difference-in-conditions, kidnap-ran-
activities exclusive of investment-related income. When un-som, export credit and political risk, and various types of pro-
derwriting is not profitable, premiums are inadequate to payfessional errors and omissions coverages. The AIG Risk
for insured losses and underwriting related expenses. In theseManagement operation provides insurance and risk manage-
situations, the addition of general insurance related invest-ment programs for large corporate customers. The AIG Risk
ment income and realized capital gains may, however, enableFinance operation is a leading provider of customized struc-
a general insurance business to produce operating income.tured insurance products. Also included in DBG are the opera-
For these reasons, AIG views underwriting results to be criti-tions of AIG Environmental, which focuses specifically on
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cal in the overall evaluation of performance. (See also the General Insurance operating income is comprised of statu-
discussion under ‘‘Liquidity’’ herein.) tory underwriting results, changes in DAC, net investment

income and realized capital gains and losses. Operating
Statutory underwriting profit is derived by reducing net

income, as well as net premiums written, net premiums
premiums earned by net losses and loss expenses incurred and

earned, net investment income and realized capital gains
net expenses incurred. Statutory accounting generally re-

(losses) and statutory ratios for the three months ended
quires immediate expense recognition and ignores the match-

March 31, 2006 and 2005 were as follows:
ing of revenues and expenses as required by GAAP. That is,

(in millions, except ratios) 2006 2005for statutory purposes, expenses are recognized immediately,
not over the same period that the revenues are earned. Thus, Net premiums written:
statutory expenses exclude changes in deferred acquisition Domestic General

DBG $ 5,900 $ 5,720costs (DAC).
Transatlantic 914 885

GAAP provides for the recognition of expenses at the Personal Lines 1,198 1,186
same time revenues are earned, the accounting principle of Mortgage Guaranty 197 165

Foreign General 3,046 2,834matching. Therefore, acquisition expenses are deferred and
amortized over the period the related net premiums written Total $11,255 $10,790

Net premiums earned:are earned. DAC is reviewed for recoverability, and such
Domestic Generalreview requires management judgment. (See also ‘‘Critical

DBG $ 5,763 $ 5,573Accounting Estimates’’ herein.)
Transatlantic 908 888

AIG, along with most General Insurance companies, Personal Lines 1,159 1,120
Mortgage Guaranty 166 140uses the loss ratio, the expense ratio and the combined ratio

Foreign General(a) 2,474 2,419as measures of underwriting performance. The loss ratio is
Total $10,470 $10,140the sum of losses and loss expenses incurred divided by net
Net investment income:premiums earned. The expense ratio is statutory underwrit-

Domestic Generaling expenses divided by net premiums written. The combined
DBG $ 745 $ 659

ratio is the sum of the loss ratio and the expense ratio. These
Transatlantic 102 85

ratios are relative measurements that describe, for every $100 Personal Lines 57 52
of net premiums earned or written, the cost of losses and Mortgage Guaranty 32 28
statutory expenses, respectively. The combined ratio presents Intercompany adjustments and

eliminations – net – 1the total cost per $100 of premium production. A combined
Foreign General 182 190ratio below 100 demonstrates underwriting profit; a com-

Total $ 1,118 $ 1,015bined ratio above 100 demonstrates underwriting loss.
Realized capital gains (losses) 68 64

Net premiums written are initially deferred and earned Operating Income(b):
based upon the terms of the underlying policies. The net Domestic General
unearned premium reserve constitutes deferred revenues DBG $ 1,357 $ 713
which are generally earned ratably over the policy period. Transatlantic 141 114

Personal Lines 101 109Thus, the net unearned premium reserve is not fully recog-
Mortgage Guaranty 109 104nized in income as net premiums earned until the end of the

Foreign General 621 596policy period.
Reclassifications and Eliminations 2 6

The underwriting environment varies from country to Total $ 2,331 $ 1,642
country, as does the degree of litigation activity. Regulation, Domestic General:
product type and competition have a direct effect on pricing Loss Ratio 70.94 77.23

Expense Ratio 20.18 19.76and consequently on profitability as reflected in underwriting
profit and statutory general insurance ratios. Combined Ratio 91.12 96.99

Foreign General:
Loss Ratio 52.74 54.43
Expense Ratio(c)(d) 28.85 27.25

Combined ratio(a) 81.59 81.68
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ers that experienced significant losses and reductions of sur-(in millions, except ratios) 2006 2005
plus as a result of the hurricanes.

Consolidated:
Loss Ratio(b) 66.64 71.79 The improvement in DBG’s underwriting results for the
Expense Ratio 22.53 21.73 first three months of 2006 compared to the same period of

Combined Ratio 89.17 93.52 2005 was due to a reduction in the loss ratio of 8.1 points,
(a) Income statement accounts expressed in non-functional currencies are primarily due to lower accident year loss ratios for 2006

translated into U.S. dollars using average exchange rates. compared to the loss ratios recorded in the first three months
(b) Includes $103 million and $171 million of additional losses incurred and of 2005 for accident year 2005. The improvement in 2006

net reinstatement premium costs in the first three months of 2006 and
loss ratios is based on a comprehensive actuarial study con-

2005, respectively, related primarily to prior year catastrophes, resulting
ducted at the end of 2005 and updated as of March 31, 2006in increases of 0.97 points and 1.66 points, respectively, in the consoli-
as described below under ‘‘Quarterly Reserving Process’’. Indated General Insurance loss ratio.
addition, the first three months of 2006 includes $28 million(c) Includes the results of wholly owned AIU agencies.

(d) Includes amortization of advertising costs. for losses related to prior year hurricanes compared to the
first three months of 2005 which included $118 million for

General  Insurance  Results losses related to prior year hurricanes.

General Insurance operating income in the first three months The DBG expense ratio was approximately the same for
of 2006 showed significant improvement from the prior year the first three months of 2006 and 2005.
results. The increase in General Insurance operating income

Transatlantic’s net premiums written and net premiumsin the first three months of 2006 was primarily attributable to
earned for the first three months of 2006 increased comparedimprovement in DBG’s underwriting results and growth in
to the same period of 2005 due largely to increased domesticoverall General Insurance net investment income. Underwrit-
specialty casualty and property premiums offset, in part, bying results in the first three months of 2006 and 2005 in-
the adverse effect of changes in foreign currency exchangecluded $103 million and $171 million, respectively, of
rates on international premiums. Operating income in theadditional losses incurred and net reinstatement premium
first three months of 2006 increased due to improved under-costs resulting primarily from increased costs related to the
writing profit, resulting largely from reduced significant net2005 and 2004 catastrophes. The $103 million of losses and
catastrophe losses and lower net adverse development on lossnet reinstatement premium costs incurred in the first three
reserves, offset, in part, by higher commission costs, and in-months of 2006 includes $78 million attributable to 2005
creased net investment income.hurricanes and $25 million attributable to 2004 hurricanes.

The losses and net reinstatement premium costs attributable Personal Lines net premiums written for the first three
to the 2004 hurricanes are primarily related to multi-event months of 2006 increased slightly when compared to the
and multi-location claims that required extensive investiga- same period of 2005 as strong growth in the Private Client
tion to determine the full extent and value of the insured Group and Agency Auto divisions offset the runoff of the
damage. The $171 million of losses and net reinstatement involuntary auto business and a small decline in the AIG
premium costs incurred in the first three months of 2005 is Direct and 21st Century divisions. The reduction in the invol-
primarily attributable to 2004 hurricanes as well as $44 mil- untary business is a result of terminating an MGA relation-
lion from a January 2005 European storm. At March 31, ship. The Private Client Group and Agency Auto divisions
2006, the inception to date incurred losses and net reinstate- continue to grow as they expand their agency/broker rela-
ment premium costs for 2005 hurricanes were approximately tionships with multiple product offerings. The AIG Direct
$2.7 billion. At March 31, 2006, the inception to date in- and 21st Century decline is due largely to a reduction in
curred losses and net reinstatement premium costs for 2004 response rates. The loss ratio improved in 2006 due to
hurricanes were approximately $1.2 billion. favorable loss development trends in the AIG Direct and 21st

Century businesses. The expense ratio increased in 2006 overDBG’s net premiums written increased modestly in the
2005 driven by an investment in people and technology in thefirst three months of 2006 when compared to the same period
Agency Auto Division, higher compensation expenses in 21stof 2005, reflecting generally improving renewal retention, a
Century due to implementing FAS 123R, and acceleratedmodest change in the mix of business towards smaller ac-
amortization of direct response advertising costs in AIG Di-counts and a reduction in the amount of reinsurance pur-
rect resulting from a change in estimated future premiums.chased. DBG also continued to expand its relationships with

a larger number and broader range of brokers. Recently, Mortgage Guaranty’s net premiums written were up for
DBG has seen improvement in domestic property rates as the first three months of 2006 when compared to the same
well as increases in submission activity in the aftermath of the period of 2005. Strong growth was reported in all business
2005 hurricanes. DBG attributes the increase in submissions segments as domestic first lien, domestic second lien and in-
to its overall financial strength in comparison to many insur- ternational operations grew 9 percent, 22 percent and 84

percent, respectively. Underwriting results for the first three
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months of 2006 improved slightly from the same period of tion and obtaining reinsurance coverage, to reduce the effect
2005 as strong earned premium growth was partially offset of the magnitude of possible future losses. The occurrence of
by loss development in the domestic second lien business. one or more catastrophic events of unanticipated frequency

or severity, such as a terrorist attack, earthquake or hurri-
Foreign General Insurance had strong results in the first

cane, that causes insured losses, however, could have a mate-
three months of 2006 even after additional losses incurred

rial adverse effect on AIG’s results of operations, liquidity or
related to the 2005 catastrophes and a pre-tax adjustment of

financial condition.
$53 million to expenses for a write-off of deferred advertising
costs. Growth in net premiums written for this period was General Insurance net investment income grew in the
achieved in consumer lines due to new business as well as new first three months of 2006 when compared to the same period
distribution channels. Commercial lines had modest growth of 2005. AIG is benefiting from strong cash flow and higher
in net premiums written. Commercial lines in Europe exhib- interest rates. Additionally, net investment income was posi-
ited strong growth and had positive results for the first three tively affected by the compounding of previously earned and
months of 2006, partially offset by rate decreases in Australia reinvested net investment income. Foreign General Insurance
and the United Kingdom. The Ascot Lloyd’s syndicate re- net investment income declined in the first three months of
ported growth for this period due to rate increases on its 2006 when compared to the same period of 2005 due to
U.S. book of business along with contractual terms on renew- lower partnership income. Market valuations by partnerships
als that reflect better conditions and higher deductibles. In the in the private equity sector did not match the increases in
Far East, personal accident business exhibited strong growth. 2005, the results of which benefited from initial public offer-
Europe, Southeast Asia and Latin America also had strong ing activity of partnership investments.
growth in personal accident business. Personal lines opera-

Realized capital gains and losses resulted from the ongo-
tions in Latin America and Brazil continue to exhibit strong

ing investment management of the General Insurance portfo-
growth. For the first three months of 2006, 55 percent of

lios within the overall objectives of the General Insurance
Foreign General Insurance net premiums written was derived

operations. (See the discussion on ‘‘Valuation of Invested As-
from commercial insurance and the remainder from con-

sets’’ herein.)
sumer lines. The Foreign General Insurance loss ratio de-

The contribution of General Insurance operating incomecreased in the first three months of 2006 from the same
to AIG’s consolidated income before income taxes, minorityperiod of 2005 primarily due to the lower accident year loss
interest and cumulative effect of an accounting change wasratio for 2006 compared to the loss ratio recorded in the first
49 percent in the first three months of 2006 compared tothree months of 2005 for accident year 2005. The Foreign
29 percent in the same period of 2005.General Insurance expense ratio increased in the first three

months of 2006 from the same period in 2005 principally due
Reinsuranceto the $53 million write-off of advertising costs.

AIG is a major purchaser of reinsurance for its General Insur-AIG transacts business in most major foreign currencies.
ance operations. AIG insures risks globally, and its reinsur-The following table summarizes the effect of changes in
ance programs must be coordinated in order to provide AIGforeign currency exchange rates on the growth of General
the level of reinsurance protection that AIG desires. Reinsur-Insurance net premiums written for the first three months
ance is an important risk management tool to manage trans-of 2006:
action and insurance line risk retention at prudent levels set2006
by management. AIG also purchases reinsurance to mitigate

Growth in original currency 6.0%
its catastrophic exposure. AIG is cognizant of the need toForeign exchange effect (1.7)
exercise good judgment in the selection and approval of bothGrowth as reported in U.S. dollars 4.3%
domestic and foreign companies participating in its reinsur-

As previously noted, General Insurance results include ance programs because one or more catastrophe losses could
$103 million and $171 million of additional losses incurred negatively affect AIG’s reinsurers and result in an inability of
and net reinstatement premium costs in the first three months AIG to collect reinsurance recoverables. AIG’s reinsurance
of 2006 and 2005, respectively, related primarily to the 2005 department evaluates catastrophic events and assesses the
and 2004 catastrophes. The losses attributable to the 2004 probability of occurrence and magnitude of catastrophic
hurricanes are primarily related to multi-event and multi- events through the use of state-of-the-art industry recognized
location claims that required extensive investigation to deter- program models, among other techniques. AIG supplements
mine the full extent and value of the insured damage. Losses these models through continually monitoring the risk expo-
caused by catastrophes can fluctuate widely from year to sure of AIG’s worldwide General Insurance operations and
year, making comparisons of recurring type business more adjusting such models accordingly. Although reinsurance ar-
difficult. With respect to catastrophe losses, AIG believes that
it has taken appropriate steps, such as careful exposure selec-
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rangements do not relieve AIG from its direct obligations to AIG’s Reinsurance Security Department conducts ongo-
its insureds, an efficient and effective reinsurance program ing detailed assessments of the reinsurance markets and cur-
substantially limits AIG’s exposure to potentially significant rent and potential reinsurers, both foreign and domestic. Such
losses. With respect to its property business, AIG has either assessments include, but are not limited to, identifying if a
renewed existing coverage or purchased new coverage that, in reinsurer is appropriately licensed and has sufficient financial
the opinion of management, is adequate to limit AIG’s capacity, and evaluating the local economic environment in
exposures. which a foreign reinsurer operates. This department also re-

views the nature of the risks ceded and the requirements for
AIG’s consolidated general reinsurance assets amounted

credit risk mitigants. For example, in AIG’s treaty reinsurance
to $23.44 billion at March 31, 2006 and resulted from AIG’s

contracts, AIG includes provisions that frequently require a
reinsurance arrangements. Thus, a credit exposure existed at

reinsurer to post collateral when a referenced event occurs.
March 31, 2006 with respect to reinsurance recoverable to

Furthermore, AIG limits its unsecured exposure to reinsurers
the extent that any reinsurer may not be able to reimburse

through the use of credit triggers, which include, but are not
AIG under the terms of these reinsurance arrangements. AIG

limited to, insurer financial strength rating downgrades, poli-
manages its credit risk in its reinsurance relationships by

cyholder surplus declines at or below a certain predetermined
transacting with reinsurers that it considers financially sound,

level or a certain predetermined level of a reinsurance recover-
and when necessary AIG holds substantial collateral in the

able being reached. In addition, AIG’s Credit Risk Committee
form of funds, securities and/or irrevocable letters of credit.

reviews the credit limits for and concentrations with any one
This collateral can be drawn on for amounts that remain

reinsurer.
unpaid beyond specified time periods on an individual rein-
surer basis. At December 31, 2005, approximately 48 percent AIG enters into intercompany reinsurance transactions,
of the general reinsurance assets were from unauthorized primarily through American International Reinsurance Com-
reinsurers. Many of these balances were collateralized, per- pany, Ltd. (AIRCO), for its General Insurance and Life Insur-
mitting statutory recognition. Additionally, with the ap- ance operations. AIG enters into these transactions as a
proval of its domiciliary insurance regulators, AIG posted sound and prudent business practice in order to maintain
approximately $1.5 billion of letters of credit issued by sev- underwriting control and spread insurance risk among AIG’s
eral commercial banks in favor of certain Domestic General various legal entities. All material intercompany transactions
Insurance companies to permit statutory recognition of bal- have been eliminated in consolidation. AIG generally obtains
ances otherwise uncollateralized at December 31, 2005. The letters of credit in order to obtain statutory recognition of
remaining 52 percent of the general reinsurance assets were these intercompany reinsurance transactions. At March 31,
from authorized reinsurers. The terms authorized and unau- 2006, approximately $3.5 billion of letters of credit were
thorized pertain to regulatory categories, not creditworthi- outstanding to cover intercompany reinsurance transactions
ness. At December 31, 2005, approximately 88 percent of the with AIRCO or other General Insurance subsidiaries.
balances with respect to authorized reinsurers are from rein-

At March 31, 2006, consolidated general reinsurance
surers rated A (excellent) or better, as rated by A.M. Best, or

assets of $23.44 billion include reinsurance recoverables for
A (strong) or better, as rated by Standard & Poor’s, a division

paid losses and loss expenses of $1.17 billion and $19.21 bil-
of The McGraw-Hill Companies, Inc. (S&P). Through

lion with respect to the ceded reserve for losses and loss
March 31, 2006, there has been no significant deterioration

expenses, including ceded losses incurred but not reported
in the rating profile of AIG’s reinsurers representing more

(IBNR) (ceded reserves) and $3.07 billion of ceded reserve for
than five percent of AIG’s reinsurance assets as of Decem-

unearned premiums. The ceded reserve for losses and loss
ber 31, 2005. These ratings are measures of financial

expenses represent the accumulation of estimates of ultimate
strength.

ceded losses including provisions for ceded IBNR and loss
AIG maintains an allowance for estimated unrecoverable expenses. The methods used to determine such estimates and

reinsurance. Although AIG has been largely successful in its to establish the resulting ceded reserves are continually re-
previous recovery efforts, at March 31, 2006 AIG had an viewed and updated by management. Any adjustments
allowance for unrecoverable reinsurance approximating thereto are reflected in income currently. It is AIG’s belief that
$979 million. At that date, AIG had no significant reinsur- the ceded reserves for losses and loss expenses at March 31,
ance recoverables due from any individual reinsurer that was 2006 were representative of the ultimate losses recoverable.
financially troubled (e.g., liquidated, insolvent, in receiver- In the future, as the ceded reserves continue to develop to
ship or otherwise subject to formal or informal regulatory ultimate amounts, the ultimate loss recoverable may be
restriction). greater or less than the reserves currently ceded.
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Reserve  for  Losses  and  Loss  Expenses
(b) Personal Lines loss reserves include $885 million related to business ceded

to DBG and reported in DBG’s statutory filings.The table below classifies as of March 31, 2006 the com-
(c) Foreign General loss reserves include approximately $2.57 billion relatedponents of the General Insurance gross reserve for losses

to business reported in DBG’s statutory filings.
and loss expenses (loss reserves) by major lines of busi-

The DBG net loss reserve of $41.81 billion is comprisedness on a statutory Annual Statement basis*:
principally of the business of AIG subsidiaries participating in(in millions)

the American Home/National Union pool (11 companies)Other liability occurrence $18,437
Other liability claims made 12,137 and the surplus lines pool (Lexington, Starr Excess Liability
Workers compensation 11,909

Insurance Company and Landmark Insurance Company).Auto liability 6,274
Property 7,541

Beginning in 1998, DBG ceded a quota share percentageInternational 5,494
Reinsurance 3,039 of its other liability occurrence and products liability occur-
Medical malpractice 2,173 rence business to AIRCO. The quota share percentage cededAircraft 1,589

was 40 percent in 1998, 65 percent in 1999, 75 percent inProducts liability 1,988
Commercial multiple peril 1,449 2000 and 2001, 50 percent in 2002 and 2003, 40 percent in
Accident and health 1,641

2004, 35 percent in 2005 and 20 percent in 2006 and coveredFidelity/surety 988
Other 3,441 all business written in these years for these lines by partici-
Total $78,100 pants in the American Home/National Union pool. In 1998

the cession reflected only the other liability occurrence busi-*Presented by lines of business pursuant to statutory reporting requirements
ness, but in 1999 and subsequent years included productsas prescribed by the National Association of Insurance Commissioners.

liability occurrence. AIRCO’s loss reserves relating to these
quota share cessions from DBG are recorded on a discountedAIG’s reserve for losses and loss expenses represents the
basis. As of March 31, 2006, AIRCO carried a discount ofaccumulation of estimates of ultimate losses, including IBNR
approximately $450 million applicable to the $4.04 billion inand loss expenses. The methods used to determine loss reserve
undiscounted reserves it assumed from the American Home/estimates and to establish the resulting reserves are continually
National Union pool via this quota share cession. AIRCOreviewed and updated by management. Any adjustments re-
also carries approximately $465 million in net loss reservessulting therefrom are reflected in operating income currently.
relating to Foreign General insurance business. These reservesBecause loss reserve estimates are subject to the outcome of
are carried on an undiscounted basis.future events, changes in estimates are unavoidable given that

loss trends vary and time is often required for changes in trends Beginning in 1997, the Personal Lines division ceded a
to be recognized and confirmed. Reserve changes that increase percentage of all business written by the companies partici-
previous estimates of ultimate cost are referred to as unfavora- pating in the personal lines pool to the American Home/
ble or adverse development or reserve strengthening. Reserve National Union pool. As noted above, the total reserves car-
changes that decrease previous estimates of ultimate cost are ried by participants in the American Home/National Union
referred to as favorable development. pool relating to this cession amounted to $885 million as of

March 31, 2006.At March 31, 2006, General Insurance net loss reserves
increased $1.42 billion from the prior year end to $58.89 bil- The companies participating in the American Home/Na-
lion. The net loss reserves represent loss reserves reduced by tional Union pool have maintained a participation in the bus-
reinsurance recoverables, net of an allowance for unrecover- iness written by AIU for decades. As of March 31, 2006,
able reinsurance and applicable discount for future invest- these AIU reserves carried by participants in the American
ment income. The table below classifies the components of Home/National Union pool amounted to approximately
the General Insurance net loss reserves by business unit as of $2.57 billion. The remaining Foreign General reserves are
March 31, 2006. carried by AIUO, AIRCO, and other smaller AIG subsidiaries

domiciled outside the United States. Statutory filings in the(in millions)

U.S. by AIG companies reflect all the business written by U.S.DBG(a) $41,807
Personal Lines(b) 2,556 domiciled entities only, and therefore exclude business writ-
Transatlantic 5,737

ten by AIUO, AIRCO, and all other internationally domiciledMortgage Guaranty 349
Foreign General(c) 8,443 subsidiaries. The total reserves carried at March 31, 2006 by
Total Net Loss Reserve $58,892 AIUO and AIRCO were approximately $3.92 billion and

$4.06 billion, respectively. AIRCO’s $4.06 billion in total(a) DBG loss reserves include approximately $3.59 billion ($4.04 billion
general insurance reserves consist of approximately $3.59 bil-before discount) related to business written by DBG but ceded to AIRCO

lion from business assumed from the Americanand reported in AIRCO’s statutory filings. DBG loss reserves also include

approximately $462 million related to business included in AIUO’s statu- Home/National Union pool and an additional $465 million
tory filings. relating to Foreign General Insurance business.
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The table below presents the reconciliation of net lossDiscounting  of  Reserves
reserves for the first three months ended March 31, 2006

At March 31, 2006, AIG’s overall General Insurance net loss
and 2005 as follows:

reserves reflects a loss reserve discount of $2.11 billion, in-
(in millions) 2006 2005cluding tabular and non-tabular calculations. The tabular

workers compensation discount is calculated using a 3.5 per- Net reserve for losses and loss expenses
cent interest rate and the 1979-81 Decennial Mortality Table. at beginning of year $57,476 $47,254

Foreign exchange effect 117 28The non-tabular workers compensation discount is calcu-
Losses and loss expenses incurred:lated separately for companies domiciled in New York and

Current year 6,841 7,039Pennsylvania, and follows the statutory regulations for each
Prior years, other than accretion of

state. For New York companies, the discount is based on a
discount* 35 143

five percent interest rate and the companies’ own payout pat- Prior years, accretion of discount 101 97
terns.  For Pennsylvania companies, the statute has specified Losses and loss expenses incurred 6,977 7,279
discount factors for accident years 2001 and prior, which are Losses and loss expenses paid 5,678 5,227
based on a six percent interest rate and an industry payout Net reserve for losses and loss expenses
pattern. For accident years 2002 and subsequent, the dis- at end of period $58,892 $49,334
count is based on the yield of U.S. Treasury securities ranging * Includes $35 million in the first three months of 2006 and $55 million in
from one to twenty years and the company’s own payout the first three months of 2005 for the general reinsurance operations of
pattern, with the future expected payment for each year using Transatlantic and $98 million and $118 million of additional losses in-

curred in the first three months of 2006 and 2005 resulting from increasedthe interest rate associated with the corresponding Treasury
costs related to the 2005 and 2004 catastrophes.security yield for that time period. The discount is comprised

of the following: $512 million – tabular discount for workers The loss ratios recorded by AIG for the first three
compensation in DBG; $1.15 billion – non-tabular discount months of 2006 take into account the results of the compre-
for workers compensation in DBG; and, $450 million – non- hensive reserve reviews that were completed in the fourth
tabular discount for other liability occurrence and products quarter of 2005. As explained more fully in the 2005 Annual
liability occurrence in AIRCO. The total undiscounted work- Report on Form 10-K, AIG’s year-end 2005 reserve review
ers compensation loss reserve carried by DBG is approxi- reflected careful consideration of the reserve analyses pre-
mately $9.9 billion as of March 31, 2006. The other liability pared by AIG’s internal actuarial staff with the assistance of
occurrence and products liability occurrence business in third party actuaries. In determining the appropriate loss ra-
AIRCO that is assumed from DBG is discounted based on the tios for accident year 2006 for each class of business, AIG
yield of U.S. Treasury securities ranging from one to twenty gave appropriate consideration to the loss ratios resulting
years and the DBG payout pattern for this business. The from the reserve analyses as well as all other relevant infor-
undiscounted reserves assumed by AIRCO from DBG totaled mation including rate changes, expected changes in loss costs,
approximately $4.04 billion at March 31, 2006. changes in coverage, reinsurance or mix of business, and

other factors that may affect the loss ratios.
Quarterly  Reserving  Process

In the first three months of 2006, AIG enhanced its pro-
It is management’s belief that the General Insurance net loss cess of determining the quarterly loss development from prior
reserves are adequate to cover General Insurance net losses accident years. Beginning with the first three months of 2006,
and loss expenses as of March 31, 2006. While AIG regularly additional analyses are conducted to determine the change in
reviews the adequacy of established loss reserves, there can be estimated ultimate loss for each accident year for each profit
no assurance that AIG’s ultimate loss reserves will not de- center. For example, if loss emergence for a profit center is
velop adversely and materially exceed AIG’s loss reserves as different than expected for certain accident years in the quar-
of March 31, 2006. In the opinion of management, such ter, the actuaries now take additional steps to examine the
adverse development and resulting increase in reserves is not indicated effect such emergence would have on the reserves of
likely to have a material adverse effect on AIG’s consolidated that profit center. In some cases, the higher or lower than
financial position, although it could have a material adverse expected emergence may result in no clear change in the ulti-
effect on AIG’s consolidated results of operations for an indi- mate loss estimate for the accident years in question, and no
vidual reporting period. adjustment would be made to the profit center’s reserves for

prior accident years. In other cases, the higher or lower than
expected emergence may result in a larger change, either
favorable or unfavorable, than the difference between the
actual and expected loss emergence. Such additional analyses
were conducted for each profit center, as appropriate, in the
first three months of 2006 to determine the loss development
from prior accident years for the first three months.
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In the first three months of 2006, net loss development throughout AIG contributed to the favorable emergence from
from prior accident years was approximately $35 million, accident years 2003 and 2004 in the first three months of
including approximately $98 million pertaining to catastro- 2005. The majority of the higher than expected emergence
phes in 2004 and 2005 and $35 million from the general from accident years 2002 and prior was attributable to the
reinsurance operations of Transatlantic, but excluding ap- directors and officers and related management liability classes
proximately $101 million pertaining to accretion of loss re- of business, as well as excess casualty.
serve discount applicable to accident years 2005 and prior.

Loss  Reserving  ProcessExcluding catastrophes and Transatlantic, as well as accre-
tion of discount, net loss development from prior accident The General Insurance loss reserves can generally be catego-
years in the first three months of 2006 was favorable by rized into two distinct groups. One group is long-tail casualty
approximately $98 million. The majority of the $98 million lines of business which include excess and umbrella liability,
in favorable development is attributable to shorter tail classes D&O, professional liability, medical malpractice, workers
of business within Foreign General. Net loss development compensation, general liability, products liability, and related
from prior accident years for DBG in the first three months of classes. The other group is short-tail lines of business consist-
2006 was nearly flat, excluding catastrophes and accretion of ing principally of property lines, personal lines and certain
discount. Within the overall favorable development of classes of casualty lines. These lines of business and actuarial
$98 million, accident years 2003 through 2005 experienced assumptions made in the review of these lines of business are
favorable development of approximately $330 million, offset described in the 2005 Annual Report on Form 10-K.
by approximately $230 million of adverse development from

The process of determining the current loss ratio for eachaccident years 2002 and prior.
class or business segment is based on a variety of factors and

Most classes of business throughout AIG experienced is described in detail in AIG’s 2005 Annual Report on
favorable loss emergence in the first three months of 2006 for Form 10-K. AIG uses the process described above to update
accident years 2003 through 2005. The adverse development AIG’s reserves on a quarterly basis. AIG’s 2005 Annual Re-
noted above from accident years 2002 and prior was prima- port on Form 10-K also includes a discussion and analysis of
rily attributable to the excess casualty class of business, and the volatility of AIG’s 2005 reserve estimates and a sensitivity
to a lesser extent excess workers compensation. After con- analysis.
ducting the more enhanced analyses described above, AIG
determined that there was no overall adverse development in Asbestos  and Environmental  Reserves
the first three months of 2006 for excess casualty, whereas

The estimation of loss reserves relating to asbestos and envi-there was determined to be $35 million of prior period ad-
ronmental claims on insurance policies written many yearsverse development for excess workers compensation from
ago is subject to greater uncertainty than other types ofaccident years 2002 and prior. For excess casualty, the ad-
claims due to inconsistent court decisions as well as judicialverse development for accident years 2002 and prior was
interpretations and legislative actions that in some cases haveoffset by favorable development from accident years 2003
tended to broaden coverage beyond the original intent ofand 2004, and to a lesser extent 2005. 
such policies and in others have expanded theories of

In the first three months of 2005, net loss reserve devel- liability.
opment from prior accident years was approximately

As described more fully in the 2005 Annual Report on$143 million, including approximately $118 million pertain-
Form 10-K, AIG’s reserves relating to asbestos and environ-ing to catastrophes in 2004 and $55 million from the general
mental claims reflect the results of the comprehensive groundreinsurance operations of Transatlantic, but excluding ap-
up analysis which was completed in the fourth quarter ofproximately $97 million pertaining to the accretion of loss
2005. AIG plans to update the ground up analysis on anreserve discount pertaining to accident years 2004 and prior.
annual basis. In the first three months of 2006, AIG main-Excluding catastrophes and Transatlantic, as well as accre-
tained the ultimate loss estimates for asbestos and environ-tion of discount, net loss development from prior accident
mental claims resulting from the recently completed reserveyears in the first three months of 2005 was favorable by
analyses. A minor amount of incurred loss emergence per-approximately $30 million. In the first three months of 2005,
taining to asbestos was reflected in the first three months ofthe overall favorable emergence of $30 million was com-
2006, as depicted in the table that follows. This minor devel-prised of approximately $360 million of favorable emergence
opment is primarily attributable to the general reinsurancefrom accident years 2003 and 2004, offset by approximately
operations of Transatlantic.$330 million of higher than expected loss emergence from

accident years 2002 and prior. Most classes of business
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A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims
separately and combined for the three months ended March 31, 2006 and 2005 follows:

2006 2005
(in millions) Gross Net Gross Net
Asbestos:
Reserve for losses and loss expenses at beginning of year $4,441 $1,840 $2,559 $1,060
Losses and loss expenses incurred* 5 2 78 24
Losses and loss expenses paid* (149) (54) (91) (29)
Reserve for losses and loss expenses at end of period $4,297 $1,788 $2,546 $1,055
Environmental:
Reserve for losses and loss expenses at beginning of year $ 926 $ 410 $ 974 $ 451
Losses and loss expenses incurred* – – (13) (3)
Losses and loss expenses paid* (21) (9) (30) (16)
Reserve for losses and loss expenses at end of period $ 905 $ 401 $ 931 $ 432
Combined:
Reserve for losses and loss expenses at beginning of year $5,367 $2,250 $3,533 $1,511
Losses and loss expenses incurred* 5 2 65 21
Losses and loss expenses paid* (170) (63) (121) (45)
Reserve for losses and loss expenses at end of period $5,202 $2,189 $3,477 $1,487

* All amounts pertain to policies underwritten in prior years.

The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental
claims separately and combined, at March 31, 2006 and 2005 were estimated as follows:

2006 2005
(in millions) Gross Net Gross Net

Asbestos $3,314 $1,425 $1,864 $ 786
Environmental 572 256 554 248

Combined $3,886 $1,681 $2,418 $1,034

A summary of asbestos and environmental claims count activity for the three months ended March 31, 2006 and 2005
was as follows:

2006 2005
Asbestos Environmental Combined Asbestos Environmental Combined

Claims at beginning of year 7,293 9,873 17,166 7,575 8,216 15,791
Claims during year:

Opened 286 388 674 259 759 1,018
Settled (37) (42) (79) (19) (52) (71)
Dismissed or otherwise resolved (295) (296) (591) (130) (879) (1,009)

Claims at end of period 7,247 9,923 17,170 7,685 8,044 15,729
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The table below presents AIG’s survival ratios for asbes- through banks, broker dealers and exclusive sales representa-
tos and environmental claims at March 31, 2006 and 2005. tives, and annuity runoff operations, which include previously-
The survival ratio is derived by dividing the current carried acquired ‘‘closed blocks’’ and other fixed and variable annui-
loss reserve by the average payments for the three most recent ties largely sold through distribution relationships that have
calendar years for these claims. Therefore, the survival ratio been discontinued.
is a simplistic measure estimating the number of years it

Overseas, AIG’s Life Insurance & Retirement Services
would be before the current ending loss reserves for these

operations include insurance and investment-oriented prod-
claims would be paid off using recent year average payments.

ucts such as whole and term life, investment linked, universal
Many factors, such as aggressive settlement procedures, mix

life and endowments, personal accident and health products,
of business and level of coverage provided, have a significant

group products including pension, life and health, and fixed
effect on the amount of asbestos and environmental reserves

and variable annuities.
and payments and the resultant survival ratio. Thus, caution

Life Insurance & Retirement Services operations presentedshould be exercised in attempting to determine reserve ade-
on a sub-product basis for the three months endedquacy for these claims based simply on this survival ratio.
March 31, 2006 and 2005 were as follows:

AIG’s survival ratios for asbestos and environmental
(in millions) 2006 2005claims, separately and combined were based upon a three-
GAAP premiums:year average payment. These ratios at March 31, 2006 and
Domestic Life:2005 were as follows: Life insurance(a) $ 516 $ 497

Home service 200 203(number of years) Gross Net
Group life/health 246 268

2006 Payout annuities(b) 450 397
Survival ratios: Total 1,412 1,365Asbestos 14.7 17.8

Domestic Retirement Services:Environmental 7.1 6.4
Group retirement products 94 84Combined 12.4 13.5
Individual fixed annuities 29 20

2005 Individual variable annuities 128 112
Survival ratios: Individual fixed annuities-runoff(c) 20 23

Asbestos 9.8 12.7 Total 271 239
Environmental 6.3 6.7

Total Domestic 1,683 1,604Combined 8.5 10.1
Foreign Life:

Life insurance 4,081 4,089
Life  Insurance & Retirement  Services  Operations Personal accident & health 1,306 1,221

Group products 573 517
AIG’s Life Insurance & Retirement Services subsidiaries offer Total 5,960 5,827
a wide range of insurance and retirement savings products Foreign Retirement Services:
both domestically and abroad. Insurance-oriented products Individual fixed annuities 95 84

Individual variable annuities 34 25consist of individual and group life, payout annuities, endow-
Total 129 109ment and accident and health policies. Retirement savings

Total Foreign 6,089 5,936products consist generally of fixed and variable annuities.
Total GAAP premiums $ 7,772 $ 7,540(See also Note 2 of Notes to Consolidated Financial
Net investment income:Statements.)
Domestic Life:

Life insurance $ 338 $ 372Domestically, AIG’s Life Insurance & Retirement Ser-
Home service 158 147vices operations offer a broad range of protection products,
Group life/health 54 46

such as life insurance, group life and health products, includ- Payout annuities 237 210
ing disability income products and payout annuities, which Total 787 775
include single premium immediate annuities, structured set- Domestic Retirement Services:
tlements and terminal funding annuities. Home service opera- Group retirement products 572 549

Individual fixed annuities 932 827tions include an array of life insurance, accident and health
Individual variable annuities 52 58and annuity products sold through career agents. In addition,
Individual fixed annuities-runoff(c) 236 254

home service includes a small block of run-off property and Total 1,792 1,688
casualty coverage. Retirement services include group retire- Total Domestic 2,579 2,463
ment products, individual fixed and variable annuities sold
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ALICO, AIRCO, AIG Edison Life, AIG Star Life, American(in millions) 2006 2005
International Assurance Company, Limited together withForeign Life:
American International Assurance Company (Bermuda) Lim-Life insurance 1,210 1,164

Personal accident & health 64 54 ited (AIA), Nan Shan Life Insurance Company, Ltd. (Nan
Group products 177 131 Shan) and The Philippine American Life and General Insur-
Intercompany adjustments (10) (8)

ance Company (Philamlife).
Total 1,441 1,341

Foreign Retirement Services:
Life  Insurance & Retirement  Services  ResultsIndividual fixed annuities 496 377

Individual variable annuities 193 136 The increase in operating income in the first three months of
Total 689 513 2006 when compared to the same period of 2005 is the net
Total Foreign 2,130 1,854

result of growth in domestic and foreign operations and in-
Total net investment income $ 4,709 $ 4,317

creases in realized capital gains, somewhat offset by the nega-
Realized capital gains (losses):

tive effect of foreign exchange translation primarily related toDomestic realized capital gains (losses) $ (194) $ (7)
a weaker Yen in 2006 as compared to the same period ofForeign realized capital gains (losses) 228 (156)
2005. The increase in realized capital gains in the first threePricing net investment gains(d) 124 81
months of 2006 compared to the first three months of 2005Total Foreign 352 (75)
were due to the effect of hedging activities that do not qualifyTotal realized capital gains (losses)(d) $ 158 $ (82)
for hedge accounting under FAS 133, foreign exchange gainsOperating Income:
and losses under FAS 52, offset by other-than-temporary de-Domestic $ 886 $ 981

Foreign 1,669 1,200 clines in value of investments.
Total operating income $ 2,555 $ 2,181

Life Insurance & Retirement Services GAAP premiums
Life insurance in-force(e): grew in the first three months of 2006 when compared to theDomestic $ 847,211 $ 825,151

same period of 2005. AIG’s Domestic Life operations hadForeign 1,057,469 1,027,682
continued growth of life insurance GAAP premiums. ThisTotal $1,904,680 $1,852,833
growth reflects sustained strong periodic life sales from the(a) Effective January 1, 2006, the Broker/Dealer operations of the Domestic
independent distribution platform. Retail periodic life sales inLife Insurance companies are being reported and managed within AIG

Capital Advisors in Asset Management. Included in GAAP premiums the first three months of 2006 and 2005 were $207 million
were revenues of $24 million for the first three months of 2005. and $126 million, respectively. While not sustainable at this

(b) Includes structured settlements, single premium immediate annuities and
pace due to forthcoming product pricing changes, this resultterminal funding annuities.
has positioned the Life segment to achieve another solid sales(c) Primarily represents runoff annuity business sold through discontinued

distribution relationships. year. Strong growth of payout annuities GAAP premium em-
(d) For purposes of this presentation, pricing net investment gains are segre- anated from sales of single premium immediate annuities.

gated as a component of total realized gains (losses). They represent cer-
The group life/health business GAAP premium continued totain amounts of realized capital gains where gains are an inherent element
decline reflecting lower growth in the credit business, andin pricing certain life products in some foreign countries.

(e) Amounts presented were as at March 31, 2006 and December 31, 2005. tightened pricing and underwriting in the group employer
lines. Restructuring efforts in this business continue to focusAIG’s Life Insurance & Retirement Services subsidiaries
on new product introductions, cross selling, other growthreport their operations through the following operating units:
strategies, and exiting certain product lines. AGLA, the homeDomestic Life — AIG American General, including American
service business, is diversifying product offerings, enhancingGeneral Life Insurance Company (AG Life), United States
the capabilities and quality of the sales force and broadeningLife Insurance in the City of New York (USLIFE) and Ameri-
the markets served beyond those historically serviced in ancan General Life and Accident Insurance Company (AGLA);
effort to accelerate growth, although it is expected to remainDomestic Retirement Services — The Variable Annuity Life
a slower growth business.Insurance Company (VALIC), AIG Annuity Insurance Com-

pany (AIG Annuity) and AIG SunAmerica; Foreign Life —
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Domestic Retirement Services businesses faced a chal- A continued increase in the level of surrenders in any of
lenging environment in the first three months of 2006, as these businesses or in the individual fixed annuities runoff
deposits declined approximately 7 percent compared to the block could accelerate the amortization of deferred acquisi-
same period last year. While individual variable annuity de- tion costs in future years and will negatively affect fee income
posits grew 15 percent and group retirement deposits grew earned on assets under management. The combination of
19 percent, overall deposits declined from lower individual deposits and surrenders resulted in negative net flows for the
fixed annuity deposits. Individual fixed annuity deposits con- first three months of 2006. The following table reflects the net
tinued to decline due to the flat yield curve, which makes flows by line of business for Domestic Retirement Services as
bank products such as certificates of deposit and other money of March 31, 2006 and 2005:
market instruments with shorter duration more attractive Domestic Retirement Services – Net Flows(a)

than fixed annuities. Individual variable annuity deposit (in millions) 2006 2005

growth has improved since the introduction of new products Group retirement products(b) $ 441 $ 279
Individual fixed annuities (1) 1,385in November 2005, primarily products with income and asset
Individual variable annuities (133) 72

accumulation benefits. The following table reflects deposits Individual fixed annuities - runoff (826) (566)
for Domestic Retirement Services for the three months ended Total $(519) $1,170
March 31, 2006 and 2005: (a) Net flows are defined as deposits received, less benefits, surren-

ders, withdrawals and death benefits.
(in millions) 2006 2005

(b) Includes mutual funds.
Group retirement products* $1,941 $1,631
Individual fixed annuities 1,687 2,463 Foreign Life Insurance & Retirement Services GAAP
Individual variable annuities 1,027 891

premiums increased by approximately 3 percent, or approxi-Individual fixed annuities - runoff 43 49
mately 8 percent in original currency. AIG transacts businessTotal $4,698 $5,034
in most major foreign currencies. Globally, AIG’s deep and* Includes mutual funds.
diverse distribution, which includes bancassurance, worksiteIn the first three months of 2006, surrender rates in-
marketing, direct marketing and strong agency organizations,creased for individual fixed annuities, individual variable an-
provides a powerful distribution platform for our diversenuities and group retirement products compared to the first
product lines. In Japan, distribution of single premium lifethree months of 2005. Surrender rates for group retirement
insurance products through banks was deregulated in Decem-products improved modestly when compared to fourth quar-
ber 2005 resulting in strong sales of products designed forter 2005. The increase in surrender rate for fixed annuities
that market during the first three months of 2006. This newcontinues to be driven by the shape of the yield curve and
distribution outlet adds to the existing multiple distributiongeneral aging of the in-force block; however, less than 20 per-
platform in Japan where AIG remains the leading foreigncent of the individual fixed annuity reserves are available to
provider. In Southeast Asia, there has been a continuingbe surrendered without charge. Individual variable annuity
trend, as the market develops, for clients to purchasesurrenders primarily reflect the higher shock-lapse that occurs
investment-oriented products. AIG’s life operations in thatfollowing expiration of the surrender charge period on cer-
region have responded to this trend by offering a wide arraytain 3-year and 7-year contracts (including a large closed
of investment linked products, both periodic pay and singleblock of acquired business). Reflecting a widespread industry
premium, with multiple fund selection, but with minimal in-phenomenon, this lapse rate, much of which was anticipated
vestment guarantees. For GAAP reporting purposes, only rev-when the products were issued, has recently been affected by
enues from policy charges for insurance, administration, andinvestor demand to exchange existing policies for new-gener-
surrender charges are reported as GAAP premiums for theseation contracts with living benefits or lower fees. In addition,
life products. This product mix shift contributed to the singlepartial withdrawals on certain variable annuity products
digit growth rate in Foreign Life Insurance & Retirementhave increased as AIG has introduced features designed to
Services GAAP premiums, while continuing to grow totalgenerate a stream of income to the participants. The follow-
reserves by double digits.ing chart shows the amount of reserves by surrender charge

category for Domestic Retirement Services as of March 31, Japanese tax authorities are expected to announce
2006: shortly a reduction in the amount of premium that policy-

holders may deduct from their Japanese tax returns for aGroup Individual Individual
Retirement Fixed Variable certain group of accident and health products. Foreign life

(in millions) Products* Annuities Annuities
operations in Japan experienced a decline in sales of those

Zero or no surrender charge $40,633 $ 9,927 $10,210
specific products in the first three months of 2006; however,Between 0 percent - 4 percent 11,988 10,927 8,708

Greater than 4 percent 2,335 30,987 10,105 total accident and health sales continued to be strong overall
Non-Surrenderable 892 3,150 81 due to growth in sales of core health products and the success

Total $55,848 $54,991 $29,104 of a new cancer insurance product sold by AIG Edison. In the
* Excludes mutual funds. first three months of 2006, Japan life operations launched a
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new product for the corporate market and plans to launch rizes the components of net investment income for the three
additional products with full tax deductibility in the near months ended March 31, 2006 and 2005:
future to replace those that will lose that feature. With respect (in millions) 2006 2005
to the existing products that have exposure to the change in Domestic
tax regulation, the amount of first year premium reported for Fixed maturities, including short term investments $2,308 $2,232

Equity securities 5 –the full year 2005 was approximately $129 million and the
Interest on mortgage, policy and collateral loans 189 167deferred acquisition cost asset at December 31, 2005 was
Partnership income – excluding Synfuels 141 154

$267 million. To date, lapse experience has remained within Partnership income – Synfuels (37) (36)
pricing assumptions. Management continues to believe that Other (3) (27)
any increase in policy lapses would not be material to AIG’s Total investment income 2,603 2,490

Investment expenses 24 27consolidated financial condition or results of operations.
Net investment income $2,579 $2,463

The Foreign Retirement Services business continued to Foreign
grow in Japan and Korea by expanding distribution and Fixed maturities, including short term investments $1,531 $1,373

Equity securities 71 42leveraging AIG’s product expertise. Reserves for individual
Interest on mortgage, policy and collateral loans 108 113fixed annuities continue to grow although demand for multi-
Partnership income 17 12

currency fixed annuities in Japan has slowed due to currency Policyholder trading gains (losses)* 385 278
rate fluctuations, and rising local interest rates and equity Other 73 83
markets. Growth of individual variable annuities has acceler- Total investment income 2,185 1,901

Investment expenses 55 47ated as those products have become more popular with con-
Net investment income $2,130 $1,854sumers in Japan and Europe coupled with improved

Totalperformance of equity markets.
Fixed maturities, including short term investments $3,839 $3,605
Equity securities 76 42Foreign Life Insurance & Retirement Services operations
Interest on mortgage, policy and collateral loans 297 280produced 78 percent and 79 percent of Life Insurance &
Partnership income – excluding Synfuels 158 166

Retirement Services GAAP premiums in the first three months Partnership income – Synfuels (37) (36)
of 2006 and 2005, respectively. Policyholder trading gains (losses)* 385 278

Other 70 56
AIG transacts business in most major foreign currencies. Total investment income 4,788 4,391
The following table summarizes the effect of changes in Investment expenses 79 74
foreign currency exchange rates on the growth of Life Insur- Net investment income $4,709 $4,317
ance & Retirement Services GAAP premiums: * Relates principally to trading and investment activity in accordance with

SOP 03-1. These amounts are offset by a similar change included in in-2006
curred policy losses and benefits.

Growth in original currency 7.1%
Foreign exchange effect (4.0) AIG generates income tax credits as a result of investing
Growth as reported in U.S. dollars 3.1% in synthetic fuel production (synfuels) related to the invest-

ment loss shown in the above table and records those benefits
The growth in net investment income in the first three

in its provision for income taxes. The amount of those in-
months of 2006 and 2005 parallels the growth in general

come tax credits was $40 million and $54 million for the first
account reserves and surplus for both Domestic and Foreign

three months of 2006 and 2005, respectively. See Note 6(l) of
Life Insurance & Retirement Services companies. Also, net

Notes to Consolidated Financial Statements for a further dis-
investment income was positively affected by the com-

cussion of the effect of the change in oil prices on synfuel tax
pounding of previously earned and reinvested investment

credits.
cash flows along with the addition of new net cash flows from
operations. Investment income includes income generated Realized capital gains (losses) include normal portfolio
from traditional fixed income investments as well as income transactions as well as derivative gains (losses) for transac-
generated from other sources. The following table summa- tions that do not qualify for hedge accounting treatment

under FAS 133, transactional foreign exchange gains and
losses and other-than-temporary decline in the value of in-
vestments, related primarily to declines in certain high-yield
credit positions. The following table summarizes realized
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capital gains (losses) by major category for the three months (in millions) 2006 2005
ended March 31, 2006 and 2005: Domestic life – Synfuels:

Life insurance (25) (24)(in millions) 2006 2005
Home service (12) (12)

Domestic life Subtotal (37) (36)Fixed maturities $ (22) $ (6)
Total domestic life (27) 44Equity securities 2 –
Retirement services:Other:

Group retirement products 42 25FAS 52 (1) –
Individual fixed annuities 89 49FAS 133 87 104

Other-than-temporary decline (54) (23) Total retirement services 131 74
Other (4) (3) Total $104 $118

Total domestic life 8 72
Domestic retirement services: Operating income for the AIG Domestic Life Insurance

Fixed maturities (72) (60) line of business declined 20 percent due to lower partnership
Equity securities 14 7

income. Operating income for the home service line of busi-Other:
ness grew 12 percent in the first three months of 2006. TheseFAS 133 3 20

Other-than-temporary decline (125) (42) earnings grew due to higher investment income related to call
Other (22) (4) and tender income on fixed maturity securities. The group

Total domestic retirement services (202) (79) life/health business results continue to reflect the effects of
Foreign non-renewal of cases where acceptable margins could not be

Fixed maturities (23) 65
achieved. Payout annuities line of business increased operat-Equity securities 152 53
ing income, generally in line with growth in reserves.Other:

FAS 52 (37) (111)
Group retirement products operating income grew inFAS 133 226 (92)

Other-than-temporary decline (37) (5) line with growth in underlying reserves which drives growth
Other 71 15 in fee revenues and a modest amount of additional income

Total foreign 352 (75) from yield enhancement investments. Operating income for
Total $ 158 $ (82) individual fixed annuities grew as a result of growth in

reserves, higher net investment income spread from partner-Life Insurance & Retirement Services operating income
ship income and lower DAC amortization related to realizedgrew by 17 percent in the first three months of 2006. Domes-
capital losses. Individual variable annuities operating incometic Life operations continued to perform well in its core life
for the first three months of 2006 was negatively affected byinsurance businesses that included growth of retail periodic
higher deferred policy acquisition cost amortization relatedsales in the first three months of 2006. Domestic Retirement
to increased current year surrenders. Operating income forServices results reflect the increase in underlying reserves
individual fixed annuities-runoff grew 22 percent due towhich grew 6 percent over the same period last year. Foreign
higher spreads from decreases in crediting rates, which haveLife Insurance & Retirement Services operating income
temporarily outpaced the decline in earned rates. A numbergrowth on a local currency basis was strong, but results re-
of these policies will be exiting the surrender charge period inported in U.S. dollars were dampened by a significantly
2006.weaker Yen compared to the same period last year.

Foreign Life Insurance & Retirement Services operatingLine of business results for Domestic Life Insurance &
income of $1.67 billion for the first three months of 2006Retirement Services exclude the effect of realized capital gains
included $352 million of realized capital gains, and for the(losses), but include the related effect on the amortization of
first three months of 2005, operating income of $1.20 billiondeferred acquisition costs. In addition, period to period com-
included $75 million of realized capital losses.parisons of operating income for some lines of business are

affected by yield enhancement activity, particularly partner- Foreign Life Insurance & Retirement Services results
ship income. The following table summarizes Domestic Life before the effect of realized capital gains (losses) reflects a
Insurance & Retirement Services partnership income by line decline of Life insurance operating income for the first three
of business for the three months ended March 31, 2006 and months of 2006 compared to the same period last year. The
2005: 2006 results include a $40 million operating loss attributable

to this segment’s share of the losses from AIG Credit Card(in millions) 2006 2005
Company (Taiwan) compared to a gain of $10 million in theDomestic life – excluding Synfuels:
first three months of 2005. Also, an additional provision wasLife insurance $ 8 $ 79

Home service 2 1 made to the Singapore and Malaysia participating policy-
Subtotal 10 80 holder reserve of $18 million. These items coupled with a

$29 million positive effect from DAC unlocking in the same
period in 2005 resulted in lower year-on-year operating in-
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come growth. On a comparable basis, the growth in Life Both the contagion and mortality rate of any mutated
insurance results was generally in line with the growth in H5N1 virus that can be transmitted from human to human
reserves. Personal accident & health results reflect continued are highly speculative. AIG continues to monitor the develop-
stable profit margins, but year-on-year comparisons in ing facts. A significant global outbreak could have a material
U.S. dollars are affected by the weakening Yen exchange rate adverse effect on Life Insurance & Retirement Services oper-
given the large concentration of that product line in Japan. ating results and liquidity from increased mortality and mor-
Group results grew across all segments and were greatly im- bidity rates.
proved against last year. The largest contributor to the

AIG’s Foreign Life Insurance & Retirement Services
growth in group products is the pension profit center which

companies generally limit their maximum underwriting expo-
experienced higher growth in fee income emanating from

sure on life insurance of a single life to approximately
increased assets under management. Growth of individual

$1.7 million of coverage. AIG’s Domestic Life Insurance &
fixed annuities operating income, emanating primarily from

Retirement Services companies limit their maximum under-
Japan, is in line with the growth in average assets under

writing exposure on life insurance of a single life to $10 mil-
management and the greater benefits from increasing scale.

lion of coverage in certain circumstances by using yearly
The growth of individual variable annuities reflects strong

renewable term reinsurance. (See also the discussion under
growth in assets under management related to the increased

‘‘Liquidity’’ herein.)
demand for that product in Japan.

AIRCO acts primarily as an internal reinsurance com-
The contribution of Life Insurance & Retirement Ser-

pany for AIG’s foreign life operations. This facilitates insur-
vices operating income to AIG’s consolidated income before

ance risk management (retention, volatility, concentrations)
income taxes, minority interest and cumulative effect of an

and capital planning locally (branch and subsidiary). It also
accounting change amounted to 53 percent in the first three

allows AIG to pool its insurance risks and purchase reinsur-
months of 2006, compared to 39 percent in the same period

ance more efficiently at a consolidated level, manage global
of 2005.

counterparty risk and relationships and manage global life
catastrophe risks.

Underwriting  and Investment  Risk
AIG’s domestic Life Insurance & Retirement Services

The risks associated with life and accident and health prod-
operations utilize internal and third-party reinsurance rela-

ucts are underwriting risk and investment risk. The risk asso-
tionships to manage insurance risks and to facilitate capital

ciated with the financial and investment contract products is
management strategies. Pools of highly-rated third-party

primarily investment risk.
reinsurers are utilized to manage net amounts at risk in excess

Underwriting risk represents the exposure to loss result- of retention limits. AIG’s domestic life insurance companies
ing from the actual policy experience adversely emerging in also cede excess, non-economic reserves carried on a statu-
comparison to the assumptions made in the product pricing tory-basis only on certain term and universal life insurance
associated with mortality, morbidity, termination and ex- policies and certain fixed annuities to AIG Life of Bermuda
penses. The emergence of significant adverse experience Ltd., a wholly owned Bermuda reinsurer.
would require an adjustment to DAC and benefit reserves

AIG generally obtains letters of credit in order to obtain
that could have a substantial effect on AIG’s results of

statutory recognition of these intercompany reinsurance
operations.

transactions. For this purpose, AIG entered into a $2.5 billion
Natural disasters such as hurricanes, earthquakes and syndicated letter of credit facility in December 2004. Letters

other catastrophes have the potential to adversely affect of credit totaling $2.50 billion were outstanding as of
AIG’s operating results. Other risks, such as an outbreak of a March 31, 2006. The letter of credit facility has a ten-year
pandemic disease, such as the Avian Influenza A Virus term, but the facility can be reduced or terminated by the
(H5N1), could adversely affect AIG’s business and operating lenders beginning after seven years.
results to an extent that may be only minimally offset by

In November 2005, AIG entered into a revolving credit
reinsurance programs.

facility for an aggregate amount of $3 billion. The facility can
While outbreaks of the Avian Flu continue to occur be drawn in the form of letters of credit with terms of up to

among poultry or wild birds in a number of countries in Asia, ten years. As of March 31, 2006, $1.99 billion principal
Europe, and Africa, transmission to humans has been rare to amount of letters of credit are outstanding under this facility,
date. If the virus mutates to a form that can be transmitted of which approximately $620 million relates to life intercom-
from human to human, it has the potential to spread rapidly pany reinsurance transactions. AIG also obtained approxi-
worldwide. If such an outbreak were to take place, early mately $273 million letters of credit on a bilateral basis.
quarantine and vaccination could be critical to containment.

Investment risk represents the exposure to loss resulting
from the cash flows from the invested assets, primarily long-
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term fixed rate investments, being less than the cash flows environment and the volatile exchange rate of the NT dollar,
required to meet the obligations of the expected policy and Nan Shan is emphasizing new products with lower implied
contract liabilities and the necessary return on investments. guarantees, including participating endowments and variable
(See also the discussion under ‘‘Liquidity’’ herein.) universal life. Although the risks of a continued low interest

rate environment coupled with a volatile NT dollar could
To minimize its exposure to investment risk, AIG tests

increase net liabilities and require additional capital to main-
the cash flows from the invested assets and policy and con-

tain adequate local solvency margins, Nan Shan currently
tract liabilities using various interest rate scenarios to evalu-

believes it has adequate resources to meet all future policy
ate investment risk and to confirm that assets are sufficient to

obligations.
pay these liabilities.

AIG actively manages the asset-liability relationship in
AIG actively manages the asset-liability relationship in

its domestic operations. This relationship is more easily man-
its foreign operations, as it has been doing throughout AIG’s

aged through the ample supply of qualified long-term
history, even though certain territories lack qualified long-

investments.
term investments or certain local regulatory authorities may
impose investment restrictions. For example, in several AIG uses asset-liability matching as a management tool
Southeast Asian countries, the duration of investments is worldwide to determine the composition of the invested as-
shorter than the effective maturity of the related policy liabili- sets and appropriate marketing strategies. As a part of these
ties. Therefore, there is risk that the reinvestment of the pro- strategies, AIG may determine that it is economically advan-
ceeds at the maturity of the initial investments may be at a tageous to be temporarily in an unmatched position due to
yield below that of the interest required for the accretion of anticipated interest rate or other economic changes. In addi-
the policy liabilities. Additionally, there exists a future invest- tion, the absence of long-dated fixed income instruments in
ment risk associated with certain policies currently in force certain markets may preclude a matched asset-liability posi-
which will have premium receipts in the future. That is, the tion in those markets.
investment of these future premium receipts may be at a yield

A number of guaranteed benefits, such as living benefits
below that required to meet future policy liabilities.

or guaranteed minimum death benefits, are offered on certain
In the first three months of 2006, new money investment variable life and variable annuity products. AIG manages its

yields have been generally rising in some markets, such as exposure resulting from these long-term guarantees through
Japan, Thailand and the U.S., which is generally favorable to reinsurance or capital market hedging instruments.
AIG’s spread-based businesses. In regard to inforce business,

DAC for Life Insurance & Retirement Services products
management focus is required in both the investment and

arises from the deferral of those costs that vary with, and are
product management process to maintain an adequate yield

directly related to, the acquisition of new or renewal business.
to match the interest necessary to support future policy liabil-

Policy acquisition costs for life insurance products are gener-
ities. Business strategies continue to evolve to maintain profit-

ally deferred and amortized over the premium paying period
ability of the overall business. As such, in some countries,

of the policy. Policy acquisition costs that relate to universal
new products are being introduced with minimal investment

life and investment-type products, including variable and
guarantees resulting in a shift toward investment linked sav-

fixed annuities (investment-oriented products) are deferred
ings products and away from traditional savings products

and amortized, with interest, as appropriate, in relation to the
with higher guarantees.

historical and future incidence of estimated gross profits to be
The investment of insurance cash flows and reinvestment realized over the estimated lives of the contracts. Amortiza-

of the proceeds of matured securities and coupons requires tion expense includes the effects of current period realized
active management of investment yields while maintaining capital gains and losses for investment type products. With
satisfactory investment quality and liquidity. respect to investment-oriented products, AIG’s policy is to

adjust amortization assumptions for DAC when estimates of
AIG may use alternative investments in certain foreign

current or future gross profits to be realized from these con-
jurisdictions where interest rates remain low and there are

tracts are revised. With respect to variable annuities sold do-
limited long-dated bond markets, including equities, real es-

mestically (representing the vast majority of AIG’s variable
tate and foreign currency denominated fixed income instru-

annuity business), the assumption for the long-term annual
ments to extend the duration or increase the yield of the

net growth rate of the equity markets used in the determina-
investment portfolio to more closely match the requirements

tion of DAC amortization is approximately ten percent. A
of the policyholder liabilities and DAC recoverability. This

methodology referred to as ‘‘reversion to the mean’’ is used to
strategy has been effectively used in Japan and more recently

maintain this long-term net growth rate assumption, while
by Nan Shan in Taiwan. Foreign assets comprised approxi-

giving consideration to short-term variations in equity mar-
mately 31 percent of Nan Shan’s invested assets at March 31,

kets. Estimated gross profits include investment income and
2006, slightly below the maximum allowable percentage

gains and losses less interest required on policyholder
under current regulation. In response to the low interest rate
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reserves, as well as other charges in the contract less actual projected gross profits requires significant management judg-
mortality and expenses. Current experience and changes in ment. The assumptions with respect to the current and pro-
the expected future gross profits are analyzed to determine jected gross profits are reviewed and analyzed quarterly and
the effect on the amortization of DAC. The estimation of are adjusted accordingly.

The following table summarizes the major components of the changes in deferred acquisition costs and the value of
business acquired (VOBA) for the three months ended March 31, 2006 and 2005:

(in millions) 2006 2005

DAC VOBA Total DAC VOBA Total

Domestic Life Insurance & Retirement Services:
Balance at beginning of year $10,505 $ 865 $11,370 $ 8,830 $ 836 $ 9,666
Acquisition costs deferred 557 – 557 541 – 541
Amortization (charged) or credited to operating income:

Related to realized capital gains (losses) 13 6 19 10 (2) 8
Related to unlocking future assumptions 2 – 2 – – –
All other amortization (365) (26) (391) (362) (21) (383)

Change in unrealized gains (losses) on securities 1,094 91 1,185 826 65 891
Increase (decrease) due to foreign exchange (1) – (1) (2) – (2)
Balance at end of period $11,805 $ 936 $12,741 $ 9,843 $ 878 $10,721
Foreign Life Insurance & Retirement Services:
Balance at beginning of year $16,552 $1,278 $17,830 $14,472 $1,681 $16,153
Acquisition costs deferred 1,206 – 1,206 1,163 – 1,163
Amortization (charged) or credited to operating income:

Related to realized capital gains (losses) 1 – 1 – – –
Related to unlocking future assumptions 17 – 17 31 – 31
All other amortization (524) (44) (568) (487) (60) (547)

Change in unrealized gains (losses) on securities 5 (4) 1 (81) 1 (80)
Increase (decrease) due to foreign exchange 473 41 514 149 (19) 130
Balance at end of period $17,730 $1,271 $19,001 $15,247 $1,603 $16,850
Total Life Insurance & Retirement Services:
Balance at beginning of year $27,057 $2,143 $29,200 $23,302 $2,517 $25,819
Acquisition costs deferred 1,763 – 1,763 1,704 – 1,704
Amortization (charged) or credited to operating income:

Related to realized capital gains (losses) 14 6 20 10 (2) 8
Related to unlocking future assumptions 19 – 19 31 – 31
All other amortization (889) (70) (959) (849) (81) (930)

Change in unrealized gains (losses) on securities 1,099 87 1,186 745 66 811
Increase (decrease) due to foreign exchange 472 41 513 147 (19) 128
Balance at end of period $29,535 $2,207 $31,742 $25,090 $2,481 $27,571

AIG’s variable annuity earnings will be affected by reviewed for recoverability, which involves estimating the fu-
changes in market returns because separate account revenues, ture profitability of current business. This review also in-
primarily composed of mortality and expense charges and volves significant management judgment. If the actual
asset management fees, are a function of asset values. emergence of future profitability were to be substantially dif-

ferent than that estimated, AIG’s results of operations could
DAC for both insurance-oriented and investment-ori-

be significantly affected in future periods.
ented products as well as retirement services products are
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Invested  Assets

The following tables summarize the composition of AIG’s invested assets by segment, at March 31, 2006 and Decem-
ber 31, 2005:

Life
Insurance &

General Retirement Asset Financial
(in millions) Insurance Services Management Services Other Total

2006
Fixed maturities:

Bonds available for sale, at market value $ 55,348 $275,955 $31,894 $ 1,313 $ – $364,510
Bonds held to maturity, at amortized cost 21,520 – – – – 21,520
Bond trading securities, at market value – 1,226 4,003 – – 5,229

Equity securities:
Common stocks available for sale, at market

value 4,753 8,510 243 – 63 13,569
Common stocks trading, at market value 434 9,435 401 – – 10,270
Preferred stocks available for sale, at market

value 1,690 757 – 9 – 2,456
Mortgage loans on real estate, net of allowance 14 10,830 4,059 65 – 14,968
Policy loans 2 7,166 48 2 – 7,218
Collateral and guaranteed loans, net of allowance 3 1,202 609 2,202 98 4,114
Financial services assets:

Flight equipment primarily under operating leases,
net of accumulated depreciation – – – 37,580 – 37,580

Securities available for sale, at market value – – – 38,225 – 38,225
Trading securities, at market value – – – 6,350 – 6,350
Spot commodities – – – 230 – 230
Unrealized gain on swaps, options and forward

transactions – – – 17,792 – 17,792
Trading assets – – – 1,411 – 1,411
Securities purchased under agreements to resell,

at contract value – – – 12,297 – 12,297
Finance receivables, net of allowance – – – 27,219 – 27,219

Securities lending collateral, at market value 5,082 45,791 12,034 60 – 62,967
Other invested assets 6,828 8,422 11,083 2,953 10 29,296
Short-term investments, at cost 2,810 6,650 6,589 1,293 1 17,343
Total investments and financial services assets as

shown in the balance sheet 98,484 375,944 70,963 149,001 172 694,564

Cash 243 652 68 282 3 1,248
Investment income due and accrued 1,141 4,163 406 19 4 5,733
Real estate, net of accumulated depreciation 610 2,786 2,229 24 29 5,678

Total invested assets $100,478 $383,545 $73,666 $149,326 $208 $707,223
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Life
Insurance &

General Retirement Asset Financial
(in millions) Insurance Services Management Services Other Total

2005
Fixed maturities:

Bonds available for sale, at market value $50,870 $273,165 $34,174 $ 1,307 $ – $359,516
Bonds held to maturity, at amortized cost 21,528 – – – – 21,528
Bond trading securities, at market value – 1,073 3,563 – – 4,636

Equity securities:
Common stocks available for sale, at market

value 4,505 7,436 227 – 59 12,227
Common stocks trading, at market value 425 8,122 412 – – 8,959
Preferred stocks available for sale, at market

value 1,632 760 – 10 – 2,402
Mortgage loans on real estate, net of allowance 14 10,247 3,968 71 – 14,300
Policy loans 2 6,987 48 2 – 7,039
Collateral and guaranteed loans, net of allowance 3 1,172 578 1,719 98 3,570
Financial services assets:

Flight equipment primarily under operating leases,
net of accumulated depreciation – – – 36,245 – 36,245

Securities available for sale, at market value – – – 37,511 – 37,511
Trading securities, at market value – – – 6,499 – 6,499
Spot commodities – – – 92 – 92
Unrealized gain on swaps, options and forward

transactions – – – 18,695 – 18,695
Trading assets – – – 1,204 – 1,204
Securities purchased under agreements to resell,

at contract value – 28 – 14,519 – 14,547
Finance receivables, net of allowance – – – 27,995 – 27,995

Securities lending collateral, at market value 4,931 42,991 11,549 – – 59,471
Other invested assets 6,272 7,777 10,459 2,751 8 27,267
Short-term investments, at cost 2,482 5,855 5,619 1,382 4 15,342
Total investments and financial services assets as

shown in the balance sheet 92,664 365,613 70,597 150,002 169 679,045

Cash 305 989 196 331 76 1,897
Investment income due and accrued 1,232 4,073 402 18 2 5,727
Real estate, net of accumulated depreciation 603 2,729 1,710 24 32 5,098

Total invested assets $94,804 $373,404 $72,905 $150,375 $279 $691,767

income. Declines that are determined to be other-than-tem-Insurance  and Asset  Management  Invested  Assets
porary are reflected in income in the period in which the

AIG’s investment strategy is to invest primarily in high qual-
intent to hold the securities to recovery no longer exists. See

ity securities while maintaining diversification to avoid signif-
‘‘Valuation of Invested Assets’’. Generally, insurance regula-

icant exposure to issuer, industry and/or country
tions restrict the types of assets in which an insurance com-

concentrations. With respect to Domestic General Insurance,
pany may invest. When permitted by regulatory authorities

AIG’s strategy is to invest in longer duration fixed maturity
and when deemed necessary to protect insurance assets, in-

investments to maximize the yields at the date of purchase.
cluding invested assets, from adverse movements in foreign

With respect to Life Insurance & Retirement Services, AIG’s
currency exchange rates, interest rates and equity prices, AIG

strategy is to produce cash flows required to meet maturing
and its insurance subsidiaries may enter into derivative trans-

insurance liabilities. (See also the discussion under ‘‘Operat-
actions as end users. (See also the discussion under ‘‘Deriva-

ing Review: Life Insurance & Retirement Services Opera-
tives’’ herein.)

tions’’ herein.) AIG invests in equities for various reasons,
In certain jurisdictions, significant regulatory and/or for-including diversifying its overall exposure to interest rate risk.

eign governmental barriers exist which may not permit theAvailable for sale bonds and equity securities are subject to
immediate free flow of funds between insurance subsidiariesdeclines in fair value. Such declines in fair value are presented
or from the insurance subsidiaries to AIG parent.in unrealized appreciation or depreciation of investments, net

of taxes as a component of accumulated other comprehensive
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The following tables summarize the composition of AIG’s insurance and asset management invested assets by segment, at
March 31, 2006 and December 31, 2005:

Life
Insurance &

Percent DistributionGeneral Retirement Asset Percent
(dollars in millions) Insurance Services Management Total of Total Domestic Foreign

2006
Fixed maturities:

Bonds available for sale, at market
value $ 55,348 $275,955 $31,894 $363,197 65.1% 58.0% 42.0%

Bonds held to maturity, at
amortized cost 21,520 – – 21,520 3.9 100.0 –

Bond trading securities, at market
value – 1,226 4,003 5,229 0.9 3.9 96.1

Equity securities:
Common stocks available for sale,

at market value 4,753 8,510 243 13,506 2.4 27.6 72.4
Common stocks trading, at market

value 434 9,435 401 10,270 1.9 4.2 95.8
Preferred stocks available for sale,

at market value 1,690 757 – 2,447 0.4 86.9 13.1
Mortgage loans on real estate, net of

allowance 14 10,830 4,059 14,903 2.7 84.5 15.5
Policy loans 2 7,166 48 7,216 1.3 41.6 58.4
Collateral and guaranteed loans, net of

allowance 3 1,202 609 1,814 0.3 1.3 98.7
Securities lending collateral, at market

value 5,082 45,791 12,034 62,907 11.3 85.8 14.2
Other invested assets 6,828 8,422 11,083 26,333 4.7 85.7 14.3
Short-term investments, at cost 2,810 6,650 6,589 16,049 2.9 26.2 73.8
Cash 243 652 68 963 0.2 19.4 80.6
Investment income due and accrued 1,141 4,163 406 5,710 1.0 57.5 42.5
Real estate, net of accumulated

depreciation 610 2,786 2,229 5,625 1.0 50.7 49.3

Total $100,478 $383,545 $73,666 $557,689 100.0% 61.2% 38.8%
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Life
Insurance &

Percent DistributionGeneral Retirement Asset Percent
(dollars in millions) Insurance Services Management Total of Total Domestic Foreign

2005
Fixed maturities:

Bonds available for sale, at market
value $50,870 $273,165 $34,174 $358,209 66.2% 59.2% 40.8%

Bonds held to maturity, at amortized
cost 21,528 – – 21,528 4.0 100.0 –

Bond trading securities, at market
value – 1,073 3,563 4,636 0.9 3.3 96.7

Equity securities:
Common stocks available for sale, at

market value 4,505 7,436 227 12,168 2.2 28.7 71.3
Common stocks trading, at market

value 425 8,122 412 8,959 1.7 4.8 95.2
Preferred stocks available for sale,

at market value 1,632 760 – 2,392 0.4 88.8 11.2
Mortgage loans on real estate, net of

allowance 14 10,247 3,968 14,229 2.7 84.6 15.4
Policy Loans 2 6,987 48 7,037 1.3 42.8 57.2
Collateral and guaranteed loans, net of

allowance 3 1,172 578 1,753 0.3 1.2 98.8
Securities purchased under agreements

to resell, at contract value – 28 – 28 – – 100.0
Securities lending collateral, at market

value 4,931 42,991 11,549 59,471 11.0 87.3 12.7
Other invested assets 6,272 7,777 10,459 24,508 4.5 85.8 14.2
Short-term investments, at cost 2,482 5,855 5,619 13,956 2.6 27.3 72.7
Cash 305 989 196 1,490 0.2 15.0 85.0
Investment income due and accrued 1,232 4,073 402 5,707 1.1 56.9 43.1
Real estate, net of accumulated

depreciation 603 2,729 1,710 5,042 0.9 45.2 54.8

Total $94,804 $373,404 $72,905 $541,113 100.0% 62.3% 37.7%

Credit  Quality Valuation  of  Invested  Assets

At March 31, 2006, approximately 60 percent of the fixed AIG has the ability to hold any fixed maturity security to its
maturities investments were domestic securities. Approxi- stated maturity, including those fixed maturity securities clas-
mately 36 percent of such domestic securities were rated AAA sified as available for sale. Therefore, the decision to sell any
by one or more of the principal rating agencies. Approxi- such fixed maturity security classified as available for sale
mately six percent were below investment grade or not rated. reflects the judgment of AIG’s management that the security

sold is unlikely to provide, on a relative value basis, as attrac-
A significant portion of the foreign fixed income portfo-

tive a return in the future as alternative securities entailing
lio is rated by Moody’s Investors Service (Moody’s), S&P or

comparable risks. With respect to distressed securities, the
similar foreign services. Similar credit quality rating services

sale decision reflects management’s judgment that the risk-
are not available in all overseas locations. AIG reviews the

discounted anticipated ultimate recovery is less than the value
credit quality of the foreign portfolio nonrated fixed income

achievable on sale.
investments, including mortgages. At March 31, 2006, ap-
proximately 18 percent of the foreign fixed income invest- The valuation of invested assets involves obtaining a
ments were either rated AAA or, on the basis of AIG’s market value for each security. The source for the market
internal analysis, were equivalent from a credit standpoint to value is generally from market exchanges or dealer quota-
securities so rated. Approximately six percent were below tions, with the exception of nontraded securities.
investment grade or not rated at that date. A large portion of

If AIG chooses to hold a security, it evaluates the security
the foreign fixed income portfolio are sovereign fixed matur-

for an other-than-temporary impairment in valuation. As a
ity securities supporting the policy liabilities in the country of
issuance.

Any fixed income security may be subject to downgrade
for a variety of reasons subsequent to any balance sheet date.
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matter of policy, the determination that a security has in- No impairment charge with respect to any one single
curred an other-than-temporary decline in value and the credit was significant to AIG’s consolidated financial condi-
amount of any loss recognition requires the judgment of tion or results of operations, and no individual impairment
AIG’s management and a continual review of its investments. loss exceeded 1.0 percent of consolidated net income for the

first three months of 2006.
In general, a security is considered a candidate for

other-than-temporary impairment if it meets any of the fol- Excluding the other-than-temporary impairments noted
lowing criteria: above, the changes in market value for AIG’s available for

sale portfolio, which constitutes the vast majority of AIG’s
) Trading at a significant (25 percent or more) discount to

investments, were recorded in accumulated other comprehen-
par or amortized cost (if lower) for an extended period

sive income as unrealized gains or losses, net of tax.
of time (nine months or longer);

At March 31, 2006, the fair value of AIG’s fixed maturi-
) The occurrence of a discrete credit event resulting in

ties and equity securities aggregated to $417.9 billion. At
(i) the issuer defaulting on a material outstanding obliga-

March 31, 2006, aggregate unrealized gains after taxes for
tion; or (ii) the issuer seeking protection from creditors

fixed maturity and equity securities were $9.5 billion. At
under the bankruptcy laws or any similar laws intended

March 31, 2006, the aggregate unrealized losses after taxes of
for the court supervised reorganization of insolvent en-

fixed maturity and equity securities were approximately
terprises; or (iii) the issuer proposing a voluntary reor-

$3.7 billion.
ganization pursuant to which creditors are asked to
exchange their claims for cash or securities having a fair The effect on net income of unrealized losses after taxes
value substantially lower than par value of their claims; will be further mitigated upon realization, because certain
or realized losses will be charged to participating policyholder

accounts, or realization will result in current decreases in the
) In the opinion of AIG’s management, it is probable that

amortization of certain deferred policy acquisition costs.
AIG may not realize a full recovery on its investment,
irrespective of the occurrence of one of the foregoing At March 31, 2006, unrealized losses for fixed maturity
events. securities and equity securities did not reflect any significant

industry concentrations.
At each balance sheet date, AIG evaluates its securities

holdings in an unrealized loss position. Where AIG does not The amortized cost of fixed maturities available for sale in
intend to hold such securities until they have fully recovered an unrealized loss position at March 31, 2006, by contrac-
their carrying value based on the circumstances present at the tual maturity, is shown below:
date of evaluation, AIG records the unrealized loss in income.

Amortized
If events or circumstances change, such as unexpected (in millions)  Cost
changes in creditworthiness of the obligor, general interest Due in one year or less $ 4,876
rate environment, tax circumstances, liquidity events, and Due after one year through five years 31,523

Due after five years through ten years 74,930statutory capital management considerations among others,
Due after ten years 75,950AIG revisits its intent to determine if a loss should be re-
Total $187,279corded in income. Further, if a loss is recognized from a sale

subsequent to a balance sheet date pursuant to these changes
in circumstances, the loss is recognized in the period in which In the three months ended March 31, 2006, the pretax
the intent to hold the securities to recovery no longer exists. realized losses incurred with respect to the sale of fixed matu-

rities and equity securities were $380 million. The aggregateOnce a security has been identified as other-than-tempo-
fair value of securities sold was $13.9 billion, which wasrarily impaired, the amount of such impairment is determined
approximately 97 percent of amortized cost. The averageby reference to that security’s contemporaneous market price
period of time that securities sold at a loss during the threeand recorded as a charge to earnings.
months ended March 31, 2006 were trading continuously at

As a result of these policies, AIG recorded other-than- a price below book value was approximately four months.
temporary impairment losses, net of taxes, of $147 million
and $61 million in the first three months of 2006 and 2005,
respectively.
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At March 31, 2006, aggregate pretax unrealized gains were $14.7 billion, while the pretax unrealized losses with respect
to investment grade bonds, below investment grade bonds and equity securities were $5.2 billion, $270 million and
$206 million, respectively. Aging of the pretax unrealized losses with respect to these securities, distributed as a
percentage of cost relative to unrealized loss (the extent by which the market value is less than amortized cost or cost),
including the number of respective items, was as follows:

Less than or equal to Greater than 20% to Greater than
Total20% of Cost(a) 50% of Cost(a) 50% of Cost(a)

UnrealizedAging Unrealized Unrealized Unrealized
(dollars in millions) Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss(b) Items

Investment grade
bonds
0-6 months $118,849 $2,558 14,911 $ 2 $ 1 1 $32 $23 5 $118,883 $2,582 14,917
7-12 months 38,129 1,480 4,804 1 – 2 – – 3 38,130 1,480 4,809
H12 months 23,053 1,046 3,595 179 38 16 5 4 4 23,237 1,088 3,615

Total $180,031 $5,084 23,310 $182 $39 19 $37 $27 12 $180,250 $5,150 23,341
Below investment

grade bonds
0-6 months $ 3,868 $ 71 806 $ 64 $16 16 $14 $11 6 $ 3,946 $ 98 828
7-12 months 1,527 60 256 49 12 11 – – – 1,576 72 267
H12 months 1,476 91 312 30 8 5 1 1 25 1,507 100 342

Total $ 6,871 $ 222 1,374 $143 $36 32 $15 $12 31 $ 7,029 $ 270 1,437
Total bonds

0-6 months $122,717 $2,629 15,717 $ 66 $17 17 $46 $34 11 $122,829 $2,680 15,745
7-12 months 39,656 1,540 5,060 50 12 13 – – 3 39,706 1,552 5,076
H12 months 24,529 1,137 3,907 209 46 21 6 5 29 24,744 1,188 3,957

Total $186,902 $5,306 24,684 $325 $75 51 $52 $39 43 $187,279 $5,420 24,778
Equity securities

0-6 months $ 2,986 $ 105 1,659 $ 50 $13 76 $25 $15 23 $ 3,061 $ 133 1,758
7-12 months 597 42 386 78 23 152 8 5 22 683 70 560
H12 months 22 2 14 4 1 2 – – – 26 3 16

Total $ 3,605 $ 149 2,059 $132 $37 230 $33 $20 45 $ 3,770 $ 206 2,334

(a) For bonds, represents amortized cost.

(b) As more fully described above, upon realization, certain realized losses will be charged to participating policyholder accounts, or realization will result in a

current decrease in the amortization of certain deferred policy acquisition costs.

As stated previously, the valuation for AIG’s investment Financial Assets.’’ The change in carrying value is recognized
portfolio comes from market exchanges or dealer quotations, in income.
with the exception of nontraded securities. AIG considers

Hedge funds and limited partnerships in which AIG
nontraded securities to mean certain fixed income invest-

holds in the aggregate less than a five percent interest are
ments, certain structured securities, direct private equities,

reported at fair value. The change in fair value is recognized
limited partnerships and hedge funds. The aggregate carrying

as a component of accumulated other comprehensive income,
value of these securities at March 31, 2006 was approxi-

net of tax.
mately $65 billion.

With respect to hedge funds and limited partnerships in
The methodology used to estimate fair value of nontraded

which AIG holds in the aggregate a five percent or greater
fixed income investments is by reference to traded securities

interest, AIG uses the equity method to record these invest-
with similar attributes and using a matrix pricing methodol-

ments. The changes in such net asset values are recorded in
ogy. This technique takes into account such factors as the

income.
industry, the security’s rating and tenor, its coupon rate, its

AIG obtains the fair value of its investments in limitedposition in the capital structure of the issuer, and other rele-
partnerships and hedge funds from information provided byvant factors. The change in fair value is recognized as a compo-
the general partner or manager of each of these investments,nent of accumulated other comprehensive income, net of tax.
the accounts of which are generally audited on an annual

For certain structured securities, the carrying value is
basis.

based on an estimate of the security’s future cash flows pursu-
Each of these investment categories is regularly tested toant to the requirements of Emerging Issues Task Force Issue

determine if impairment in value exists. Various valuationNo. 99-20, ‘‘Recognition of Interest Income and Impairment
on Purchased and Retained Beneficial Interests in Securitized
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techniques are used with respect to each category in this prised of the most efficient aircraft in the airline industry,
determination. continues to be in high demand from such carriers.

ILFC typically contracts to re-lease aircraft before the
Financial  Services  Operations

end of the existing lease term. For aircraft returned before the
AIG’s Financial Services subsidiaries engage in diversified ac- end of the lease term, ILFC has generally been able to re-lease
tivities including aircraft and equipment leasing, capital mar- such aircraft within two to six months of its return. As a
kets transactions, consumer finance and insurance premium lessor, ILFC considers an aircraft ‘‘idle’’ or ‘‘off lease’’ when
financing. (See also Note 2 of Notes to Consolidated Finan- the aircraft is not subject to a signed lease agreement or
cial Statements.) signed letter of intent. ILFC had no aircraft off lease at

March 31, 2006, and all new aircraft deliveries in 2006 have
Aircraft  Finance been leased. (See also the discussions under ‘‘Capital Re-

sources’’ and ‘‘Liquidity’’ herein.)AIG’s Aircraft Finance operations represent the operations of
ILFC, which generates its revenues primarily from leasing Management formally reviews regularly, and no less fre-
new and used commercial jet aircraft to domestic and foreign quently than quarterly, issues affecting ILFC’s fleet, including
airlines. Revenues also result from the remarketing of com- events and circumstances that may cause impairment of air-
mercial jets for its own account, and remarketing and fleet craft values. Management evaluates aircraft in the fleet as
management for airlines and financial institutions. necessary, based on these events and circumstances in accor-

dance with Statement of Financial Accounting StandardsILFC finances its purchases of aircraft primarily through
No. 144, ‘‘Accounting for the Impairment or Disposal ofthe issuance of a variety of debt instruments. The composite
Long-Lived Assets’’ (FAS 144). ILFC has not recognized anyborrowing rates, which include the effect of economic hedges,
impairment related to its fleet. ILFC has been able to re-leaseat the end of the first three months of 2006 and 2005 were
the aircraft without diminution in lease rates to an extent that5.12 percent and 4.49 percent, respectively. (See also the dis-
would require an impairment write-down. (See also the dis-cussions under ‘‘Capital Resources’’ and ‘‘Liquidity’’ herein
cussions under ‘‘Liquidity’’ herein.)and Note 2 of Notes to Consolidated Financial Statements.)

ILFC’s sources of revenue are principally from scheduled Capital  Markets
and charter airlines and companies associated with the airline

Capital Markets represents the operations of AIGFP, whichindustry. The airline industry is sensitive to changes in eco-
engages as principal in a wide variety of financial transac-nomic conditions, cyclical and highly competitive. Airlines
tions, including standard and customized financial productsand related companies may be affected by political or eco-
involving commodities, credit, currencies, energy, equitiesnomic instability, terrorist activities, changes in national pol-
and rates. AIGFP also invests in a diversified portfolio oficy, competitive pressures on certain air carriers, fuel prices
securities and engages in borrowing activities involving issu-and shortages, labor stoppages, insurance costs, recessions,
ing standard and structured notes and other securities, andworld health issues and other political or economic events
entering into guaranteed investment agreements.adversely affecting world or regional trading markets. ILFC’s

revenues and income will be affected by its customers’ ability As Capital Markets is a transaction-oriented operation,
to react and cope with the volatile competitive environment current and past revenues and operating results may not pro-
in which they operate, as well as ILFC’s own competitive vide a basis for predicting future performance. Also, AIG’s
environment. Capital Markets operations may be adversely affected by the

downgrades in AIG’s credit ratings. See Item 1A. in Part II ofILFC is exposed to operating loss and liquidity strain
this Quarterly Report, for a further discussion of the poten-through nonperformance of aircraft lessees, through owning
tial effect of the rating downgrades on AIG’s Capital Marketsaircraft which it would be unable to sell or re-lease at accept-
businesses herein.able rates at lease expiration and, in part, through commit-

ting to purchase aircraft which it would be unable to lease. AIG’s Capital Markets operations derive substantially
all their revenues from hedged financial positions entered inILFC manages the risk of nonperformance by its lessees
connection with counterparty transactions rather than fromwith security deposit requirements, through repossession
speculative transactions. AIGFP participates as a dealer in arights, overhaul requirements, and closely monitoring indus-
wide variety of financial derivatives transactions.try conditions through its marketing force. However, there

can be no assurance that ILFC would be able to successfully As a dealer in financial derivatives, AIGFP marks all
manage the risks relating to the effect of possible future dete- derivative and trading transactions to fair value daily. Thus, a
rioration in the airline industry. Approximately 90 percent of gain or loss on each transaction is recognized daily. Under
ILFC’s fleet is leased to non-U.S. carriers, and the fleet, com- GAAP, in certain instances, gains and losses are required to

be recorded in earnings immediately, whereas in other in-
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stances, they are required to be recognized over the life of the are marked to market with the resulting unrealized gains or
underlying instruments. AIGFP economically hedges the mar- losses reflected in accumulated other comprehensive income.
ket risks arising from its transactions, although hedge ac- U.S. dollar denominated borrowings are carried at cost, while
counting is not currently being applied to any of the borrowings in any currency other than the U.S. dollar result
derivatives and related assets and liabilities. Accordingly, rev- in unrealized foreign exchange gains or losses reported in
enues and operating income are exposed to volatility result- income. AIGFP hedges the economic exposure on its invest-
ing from differences in the timing of revenue recognition ments and borrowings on a portfolio basis using derivatives
between the derivatives and the hedged assets and liabilities. and other financial instruments. While these hedges are
Revenues and operating income of the Capital Markets oper- highly effective economic hedges, the requirements under
ations and the percentage change in these amounts for any FAS 133 hedge accounting were not met. The change in the
given period are also significantly affected by the number, size fair value of the derivatives used to hedge these economic
and profitability of transactions entered into by these subsidi- exposures is therefore included in other revenues while the
aries during that period relative to those entered into during offsetting change in fair value of the hedged items is not
the prior period. Generally, the realization of transaction rev- recognized in earnings.
enues as measured by the receipt of funds is not a significant

Consumer  Financereporting event as the gain or loss on AIGFP’s trading trans-
actions is currently reflected in operating income as the fair Domestically, AIG’s Consumer Finance operations are princi-
values change from period to period. pally conducted through American General Finance, Inc.

(AGF). AGF derives a substantial portion of its revenues fromDerivative transactions are entered into in the ordinary
finance charges assessed on outstanding real estate loans, se-course of Capital Markets operations. Therefore, income on
cured and unsecured non-real estate loans and retail salesderivatives is recorded at fair value, determined by reference
finance receivables. The real estate loans include first or sec-to the mark to market value of the derivative or their esti-
ond mortgages on residential real estate generally having amated fair value where market prices are not readily availa-
maximum term of 360 months, and are considered non-con-ble. The resulting aggregate unrealized gains or losses from
forming. These loans may be closed-end accounts or open-the derivative are reflected in the income statement. Where
end home equity lines of credit and may be fixed-rate orCapital Markets cannot verify significant model inputs to
adjustable rate products. The non-real estate loans are se-observable market data and verify the model value to market
cured by consumer goods, automobiles, or other personaltransactions, Capital Markets values the contract at the
property or are unsecured. Both secured and unsecured non-transaction price at inception and, consequently, records no
real estate loans generally have a maximum term of 60initial gain or loss in accordance with Emerging Issues Task
months. The core of AGF’s originations is sourced through itsForce Issue No. 02-03, ‘‘Issues Involved in Accounting for
branches. However, a significant volume of real estate loansDerivative Contracts Held for Trading Purposes and Con-
is also originated through broker relationships, and to lessertracts Involved in Energy Trading and Risk Management Ac-
extents, through correspondent relationships and direct mailtivities’’ (EITF 02-03). Such initial gain or loss is recognized
solicitations. In the first three months of 2006, two wholly-over the life of the transaction. Capital Markets periodically
owned subsidiaries of AGF discontinued originating real es-reevaluates its revenue recognition under EITF 02-03 based
tate loans through an arrangement with AIG Bank and beganon the observability of market parameters. The mark to fair
originating such loans under their own state licenses.value of derivative transactions is reflected in the balance

sheet in the captions ‘‘Unrealized gain on swaps, options and Many of AGF’s borrowers are non-prime or sub-prime.
forward transactions,’’ ‘‘Unrealized loss on swaps, options Current economic conditions, such as interest rate and em-
and forward transactions,’’ ‘‘Trading assets’’ and ‘‘Trading ployment, have a direct effect on the borrowers’ ability to
liabilities.’’ Unrealized gains represent the present value of the repay these loans. AGF manages the credit risk inherent in its
aggregate of each net receivable by counterparty, and the portfolio by using credit scoring models at the time of credit
unrealized losses represent the present value of the aggregate applications, established underwriting criteria, and in certain
of each net payable by counterparty as of March 31, 2006. cases, individual loan reviews. AGF’s Credit Strategy and
These amounts will change from one period to the next due Policy Committee monitors the quality of the finance receiv-
to changes in interest rates, currency rates, equity and com- ables portfolio on a monthly basis when determining the ap-
modity prices and other market variables, as well as cash propriate level of the allowance for losses. The Credit
movements, execution of new transactions and the maturing Strategy and Policy Committee bases its conclusions on quan-
of existing transactions. (See also the discussion under ‘‘De- titative analyses, qualitative factors, current economic condi-
rivatives’’ herein.) tions and trends, and each committee member’s experience in

the consumer finance industry. Through the first threeSpread income on investments and borrowings is re-
months of 2006, the credit quality of AGF’s finance receiv-corded on an accrual basis over the life of the transaction.
ables continues to be strong. However, declines in theInvestments are classified as securities available for sale and
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strength of the U.S. housing market or economy may ad-
from interest rate and foreign currency derivatives hedging available for

versely affect the future credit quality of these receivables. sale securities and borrowings.

(b) Revenues are primarily from ILFC aircraft lease rentals.Internationally, AIG’s Consumer Finance operations are
(c) Revenues, shown net of interest expense, are primarily from hedged finan-

principally conducted through AIG Consumer Finance
cial positions entered into in connection with counterparty transactions

Group (CFG). CFG operates primarily in emerging and devel- and the effect of hedging activities that do not qualify for hedge account-
oping markets. CFG has operations in Hong Kong, Taiwan, ing treatment under FAS 133 described in (a) above.
the Philippines, Thailand, Poland, Argentina, and Mexico. (d) Certain transactions entered into by AIGFP generate tax credits and benefits

which are included in income taxes in the consolidated statement of income.While products vary by market, the businesses generally pro-
The amount of such tax credits and benefits for the first three months ofvide credit cards, unsecured and secured non-real estate
2006 and 2005 are $18 million, and $19 million, respectively.loans, term deposits, savings accounts, retail sales finance and

(e) Revenues are primarily finance charges.real estate loans.
(f) Includes $44 million in additional allowance for losses from AIG Credit

Card Company (Taiwan) in 2006.Consumer Finance operations are exposed to loss when
contractual payments are not received. Credit loss exposure is

Financial  Services  Resultsmanaged through underwriting controls, mix of finance re-
ceivables, collateral and collection efficiency. Financial Services operating income decreased in the first

three months of 2006 compared to the same period of 2005CFG monitors the quality of its finance receivable port-
due to the effect of hedging activities that do not qualify forfolio through a combination of a monthly Credit Review and
hedge accounting under FAS 133.quarterly Credit Reserve Committee review when determin-

ing the appropriate level of the allowance for losses. The Fluctuations in revenues and operating income from
Credit Reserve Committee bases its conclusions on quantita- quarter to quarter are not unusual because of the transaction-
tive analysis, qualitative factors, current economic conditions oriented nature of Capital Markets operations and the vola-
and trends, political and regulatory implications, competi- tility resulting from the accounting treatment for the eco-
tion, and the judgment of the committee’s members. As a nomic hedges under FAS 133. The overwhelming majority of
result of such a review and in light of industry-wide deterio- AIG’s financial derivatives are conducted by the Capital Mar-
rating credit conditions and tightening of overall consumer kets operations. Capital Markets enters into derivative trans-
credit, the aggregate allowance for losses in AIG Credit Card actions to hedge the interest rate and foreign currency
Company (Taiwan) was increased by $88 million pre-tax to exposures associated with its available for sale assets and
approximately $130 million, CFG’s best estimate of the over- borrowings. While the derivatives entered into to hedge its
all exposure at March 31, 2006. The allowance, which repre- outstanding transactions and positions are highly effective
sents approximately 20 percent of CFG’s outstanding credit economic hedges, AIG did not meet the requirements for
card receivables for Taiwan at that date, was shared equally hedge accounting under FAS 133. The change in the fair value
by the Financial Services and Life Insurance & Retirement of these derivatives is included in other revenues while the
Services segments. offsetting change in fair value of the hedged items is not

recognized in earnings.
Financial Services operations for the three months ended

The effect of the Capital Markets’ derivatives not quali-March 31, 2006 and 2005 were as follows:
fying for hedge accounting on revenues and operating income

(in millions) 2006 2005
in the first three months of 2006 and 2005 was $(678) million

Revenues(a):
and $468 million, respectively. The majority of the net lossAircraft Finance(b) $ 965 $ 827
on AIGFP’s derivatives recognized in the first three months ofCapital Markets(c)(d) (300) 756

Consumer Finance(e) 924 833 2006 was due to the rise in long-term U.S. interest rates,
Other 26 20 which resulted in a decrease in the fair value of its interest
Total $1,615 $2,436

rate derivatives hedging its borrowings. To a lesser extent, the
Operating income (loss)(a):

net loss was also due to slight weakening in the U.S. dollarAircraft Finance $ 129 $ 187
against other currencies resulting in a decrease in the fairCapital Markets(d) (470) 620

Consumer Finance(f) 175 221 value of the foreign currency derivatives hedging AIGFP’s
Other, including intercompany adjustments 7 17 available for sale securities. The majority of the net gain on
Total $ (159) $1,045

AIGFP’s derivatives in the first three months of 2005 was due
(a) Includes the effect of hedging activities that do not qualify for hedge to the strengthening of the U.S. dollar against the Euro, which

accounting treatment under FAS 133, including the related foreign ex-
increased the fair value of the foreign currency derivatives

change gains and losses. For the first three months of 2006 and 2005, the
hedging available for sale securities. Long-term rates re-effect was $0 and $15 million, respectively, in operating income for Air-
mained relatively flat in the first three months of 2005, thuscraft Finance and $(678) million and $468 million in both revenues and
having minimal effect on the fair value of the derivativesoperating income for Capital Markets. These amounts result primarily

hedging AIGFP’s borrowings.

59



American International Group, Inc. and Subsidiaries

To the extent the Financial Services subsidiaries, other 2006 compared to the same period of 2005 as a result of
than AIGFP, use derivatives to economically hedge their as- growth in the number of aircraft in ILFC’s fleet, continued
sets or liabilities with respect to their future cash flows, and net improvements in lease rates and an increase in overhaul
such hedges do not qualify for hedge accounting treatment revenue.
under FAS 133, the changes in fair value of such derivatives

Consumer Finance’s operating income decreased in the
are recorded in realized capital gains (losses) or other

first three months of 2006 compared to the same period of
revenues.

2005 primarily due to the increase in borrowing costs and
Financial market conditions in the first three months of increases in the allowance for losses related to industry-wide

2006 continued to be characterized by a general flattening of credit deterioration in the Taiwan credit card market, which
interest rate yield curves across fixed income markets glob- is going through credit tightening and uncertain regulatory
ally, tightening of credit spreads and equity valuations that developments.
were slightly higher. The decline in Capital Markets operat-

Domestically, the relatively low interest rate environ-
ing results for the first three months of 2006 was principally

ment throughout 2005 and the first three months of 2006
due to losses on derivatives not qualifying for hedge account-

contributed to a high level of mortgage refinancing activity.
ing under FAS 133, which was partially offset by improved

AGF’s average net finance receivables increased 14 percent in
transaction flow in AIGFP’s credit, commodity index and

the first three months of 2006 when compared to the same
equity products.

period in 2005. However, net originations and purchases of
The most significant component of Capital Markets op- finance receivables in AGF’s centralized real estate business

erating expenses is compensation, which was approximately segment decreased in the first three months of 2006 as com-
$136 million and $111 million in the first three months of pared to the same period in 2005 primarily caused by a less
2006 and 2005, respectively. The amount of compensation robust U.S. housing market. The increase in AGF’s revenues
was not affected by gains and losses not qualifying for hedge that principally resulted from portfolio growth was offset by
accounting treatment under FAS 133. higher interest expense and depressed whole loan sale prices

resulting from a flattened yield curve. Both short-term and
As a result of AIG’s early adoption of FAS 155, AIGFP

long-term market interest rates continued to increase signifi-
elected to apply the fair value option to certain of its struc-

cantly over the past year. AGF’s short-term and long-term
tured notes and other financial liabilities containing embed-

borrowing costs were 4.59 percent and 4.84 percent in the
ded derivatives outstanding as of January 1, 2006. The

first three months of 2006, respectively, compared to 3.03
cumulative effect from the adoption of FAS 155 on these

percent and 4.34 percent in the same period in 2005, respec-
instruments at January 1, 2006 was a loss of approximately

tively. Despite high energy costs, the U.S. economy continued
$29 million pre-tax. The application of the fair value option

to expand during the first three months of 2006, improving
to these hybrid financial instruments did not have a signifi-

consumer credit quality. AGF’s charge-off ratio improved 37
cant effect on AIGFP’s operating income for the three months

basis points in the first three months of 2006 when compared
ended March 31, 2006.

to the same period in 2005. AGF’s delinquency ratio at
ILFC’s operating income decreased in the first three March 31, 2006 improved 24 basis points when compared to

months of 2006 compared to the same period of 2005 as March 31, 2005. At March 31, 2006, AGF’s allowance ratio
improvements in sales environment and increased lease reve- was 2.10 percent compared to 2.12 percent at March 31,
nues were offset by increased borrowing costs and certain 2005.
adjustments for credit and tax reserves and lease-related ac-
cruals. ILFC’s revenues increased in the first three months of
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Financial  Services  Invested  Assets

The following table is a summary of the composition of AIG’s Financial Services invested assets at March 31, 2006 and
December 31, 2005. (See also the discussions under ‘‘Operating Review: Financial Services Operations,’’ ‘‘Capital
Resources’’ and ‘‘Derivatives’’ herein.)

2006 2005
Invested Percent of Invested Percent of

(dollars in millions) Assets Total Assets Total

Fixed maturities:
Bonds available for sale, at market value $ 1,313 0.9% $ 1,307 0.9%

Equity securities:
Preferred stocks available for sale, at market value 9 – 10 –

Mortgage loans on real estate, net of allowance 65 – 71 –
Policy loans 2 – 2 –
Collateral and guaranteed loans, net of allowance 2,202 1.5 1,719 1.2
Financial services assets:

Flight equipment primarily under operating leases, net of accumulated
depreciation 37,580 25.2 36,245 24.1

Securities available for sale, at market value 38,225 25.6 37,511 24.9
Trading securities, at market value 6,350 4.3 6,499 4.3
Spot commodities 230 0.2 92 0.1
Unrealized gain on swaps, options and forward transactions 17,792 11.9 18,695 12.4
Trading assets 1,411 0.9 1,204 0.8
Securities purchased under agreements to resell, at contract value 12,297 8.2 14,519 9.7
Finance receivables, net of allowance 27,219 18.2 27,995 18.6

Securities lending collateral, at market value 60 – – –
Other invested assets 2,953 2.0 2,751 1.9
Short-term investments, at cost 1,293 0.9 1,382 0.9
Cash 282 0.2 331 0.2
Investment income due and accrued 19 – 18 –
Real estate, net of accumulated depreciation 24 – 24 –
Total $149,326 100.0% $150,375 100.0%

As previously discussed, the cash used for the purchase AIG’s Consumer Finance operations provide a wide vari-
of flight equipment is derived primarily from the proceeds of ety of consumer finance products, including real estate loans,
ILFC’s debt financings. The primary sources for the repay- credit card loans, non-real estate loans, retail sales finance
ment of this debt and the interest expense thereon are the and credit-related insurance to customers both domestically
cash flow from operations, proceeds from the sale of flight and overseas, particularly in emerging markets. These prod-
equipment and the rollover and refinancing of the prior debt. ucts are funded through a combination of deposits and vari-
During the first three months of 2006, ILFC acquired flight ous borrowings including commercial paper and medium
equipment costing $1.90 billion. (See also the discussion term notes. AIG’s Consumer Finance operations are exposed
under ‘‘Operating Review: Financial Services Operations’’ to credit risk and risk of loss resulting from adverse fluctua-
and ‘‘Capital Resources’’ herein.) tions in interest rates. Over half of the finance receivable

balance is related to real estate loans which are substantially
At March 31, 2006, ILFC had committed to purchase

collateralized by the related properties.
308 new and used aircraft deliverable from 2006 through
2015 at an estimated aggregate purchase price of $21.4 bil- With respect to credit losses, the allowance for losses is
lion and had options to purchase 16 new aircraft at an esti- maintained at a level considered adequate to absorb antici-
mated aggregate purchase price of $1.5 billion. As of pated credit losses existing in that portfolio.
March 31, 2006, ILFC has entered into leases for all of the

Capital Markets derivative transactions are carried at
new aircraft to be delivered in 2006. ILFC will be required to

market value or at estimated fair value when market prices
find customers for any aircraft currently on order and any

are not readily available. AIGFP reduces its economic risk
aircraft to be ordered, and it must arrange financing for por-

exposure through similarly valued offsetting transactions in-
tions of the purchase price of such equipment. ILFC has been

cluding swaps, trading securities, options, forwards and fu-
successful to date both in placing its new aircraft on lease or

tures. The estimated fair values of these transactions
under sales contract and obtaining adequate financing, but

represent assessments of the present value of expected future
there can be no assurance that such success will continue in

cash flows. These transactions are exposed to liquidity risk if
future environments.

AIGFP were required to sell or close out the transactions
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prior to maturity. AIG believes that the effect of any such realized gain or loss with respect to this security is then re-
event would not be significant to AIG’s financial condition or corded in operating income.
its overall liquidity. (See also the discussion under ‘‘Operating

Securities purchased under agreements to resell are
Review: Financial Services Operations’’ and ‘‘Derivatives’’

treated as collateralized financing transactions. AIGFP takes
herein.)

possession of or obtains a security interest in securities pur-
AIGFP uses the proceeds from the issuance of notes and chased under agreements to resell. AIGFP further minimizes

bonds and borrowings under guaranteed investment agree- its credit risk by monitoring counterparty credit exposure
ments (GIAs) to invest in a diversified portfolio of securities, and, when it deems necessary, it requires additional collateral
including securities available for sale, at market, and deriva- to be deposited.
tive transactions. The funds may also be temporarily invested

AIGFP owns inventories in certain commodities in which
in securities purchased under agreements to resell. The pro-

it trades, and may reduce the exposure to market risk through
ceeds from the disposal of the aforementioned securities

the use of swaps, forwards, futures and option contracts.
available for sale and securities purchased under agreements

Physical commodities held in AIGFP’s wholly-owned broker
to resell have been used to fund the maturing GIAs or other

dealer subsidiary are recorded at market value. All other
AIGFP financings, or invest in new assets. (See also the dis-

commodities are recorded at the lower of cost or market.
cussion under ‘‘Capital Resources’’ herein.)

Trading securities, at market value, and securities and
Securities available for sale is predominantly a portfolio of

spot commodities sold but not yet purchased, at market value
fixed income securities, where the individual securities have va-

are marked to market daily with the unrealized gain or loss
rying degrees of credit risk. At March 31, 2006, the average

being recognized in income at that time. These trading securi-
credit rating of this portfolio was AA+ or the equivalent thereto

ties are held to meet the short-term risk management objec-
as determined through rating agencies or internal review.

tives of Capital Markets operations.
AIGFP has also entered into credit derivative transactions to

The gross unrealized gains and gross unrealized losses ofeconomically hedge its credit risk associated with $105 million
Capital Markets operations included in the financial ser-of these securities. Securities deemed below investment grade at
vices assets and liabilities at March 31, 2006 were asMarch 31, 2006 amounted to approximately $154 million in
follows:fair value representing 0.3 percent of the total AIGFP securities

available for sale. There have been no significant downgrades Gross Gross
through March 31, 2006. If its securities available for sale port- Unrealized Unrealized

(in millions) Gains Lossesfolio were to suffer significant default and the collateral held
Securities available for sale, at marketdeclined significantly in value with no replacement or the credit

value $ 1,193 $ 1,414default swap counterparty failed to perform, AIGFP could have
Unrealized gain/loss on swaps, optionsa liquidity strain. AIG guarantees AIGFP’s payment obligations,

and forward transactions* 17,792 11,267
including its debt obligations.

* These amounts are also presented as the respective balance sheet amounts.

AIGFP’s risk management objective is to minimize inter-
The senior management of AIG defines the policies andest rate, currency, commodity and equity risks associated

establishes general operating parameters for Capital Marketswith its securities available for sale. That is, when AIGFP
operations. AIG’s senior management has established variouspurchases a security for its securities available for sale invest-
oversight committees to review the various financial market,ment portfolio, it simultaneously enters into an offsetting
operational and credit issues of the Capital Markets opera-internal hedge such that the payment terms of the hedging
tions. The senior management of AIGFP reports the results oftransaction offset the payment terms of the investment secur-
its operations to and reviews future strategies with AIG’sity, which achieves the economic result of converting the re-
senior management.turn on the underlying security to U.S. dollar LIBOR plus or

minus a spread based on the underlying profit on each secur- AIG actively manages the exposures to limit potential
ity on the initial trade date. The market risk associated with losses, while maximizing the rewards afforded by these busi-
such internal hedges is managed on a portfolio basis, with ness opportunities. In doing so, AIG must continually man-
third-party hedging transactions executed as necessary. As age a variety of exposures including credit, market, liquidity,
hedge accounting treatment is not achieved in accordance operational and legal risks.
with FAS 133, the unrealized gains and losses on the securi-
ties related economic hedges are reflected in operating in- Asset  Management  Operations
come, whereas the unrealized gains and losses on the

AIG’s Asset Management operations comprise a wide variety
underlying securities resulting from changes in interest rates,

of investment-related services and investment products in-
currency rates, commodity and equity prices, are recorded in

cluding institutional and retail asset management, broker
accumulated other comprehensive income. When a security is

dealer services and spread-based investment business from
sold, the related hedging transaction is terminated, and the
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the sale of guaranteed investment contracts, also known as from the hedges offset the negative trend in operating income.
funding agreements (GICs). Such services and products are GIC revenues include income from Sun America partnerships
offered to individuals and institutions both domestically and supporting the GIC line of business and are significantly af-
overseas. fected by performance in the equity markets. Thus, revenues,

operating income and cash flow attributable to GICs will
Asset Management revenues and operating income for the

vary among reporting periods. The decline in GIC operating
three months ended March 31, 2006 and 2005 were as

income in the first three months of 2006 compared to the
follows:

same period of 2005 reflects tighter spreads in the GIC port-
(in millions) 2006 2005

folio, partially offset by improved net partnership returns.
Revenues:

Spread compression has occurred as the base portfolio yieldGuaranteed investment contracts $ 822 $ 896
declined primarily due to an increase in the cost of funds inInstitutional Asset Management 279 319

Brokerage Services and Mutual Funds 73 63 the short-term floating rate portion of the GIC portfolio, only
Other 65 99 partially offset by increased investment income from the

Total $1,239 $1,377
floating rate assets backing the portfolio. As mentioned

Operating income:
above, the lower level of gains and performance based feesGuaranteed investment contracts(a) $ 218 $ 319
also contributed to the decline in operating income for theInstitutional Asset Management(b)(c) 159 161

Brokerage Services and Mutual Funds 23 13 first three months of 2006. These gains and performance fees
Other 61 97 are contingent upon various fund closings, maturity levels

Total $ 461 $ 590
and market conditions, and by their nature, are not predict-

(a) The effect of hedging activities that do not qualify for hedge accounting able. Therefore, the effect on the segment’s earnings may vary
treatment under FAS 133 was $0 and $62 million for the first three months

from period to period.
of 2006 and 2005, respectively.

(b) Includes the full results of certain AIG managed private equity and real In September 2005, AIG launched a $10 billion medium
estate funds that are consolidated effective December 31, 2003 pursuant term note program in the Euromarkets under which AIG debt
to FIN46R, ‘‘Consolidation of Variable Interest Entities’’. For the first securities are issued primarily for a matched investment pro-
three months of 2006 and 2005, operating income includes $27 million

gram. AIG issued its first debt securities under the matchedand $75 million of third-party limited partner earnings offset in minority
investment program in April 2006, selling Euro 500 millioninterest expense.
principal amount of notes. AIG also expects to launch a(c) Includes the full results of certain AIG managed partnerships that are

consolidated effective January 1, 2006 pursuant to EITF 04-5, ‘‘Determin- matched investment program in the domestic market which,
ing Whether a General Partner, or the General Partners as a Group, along with the Euro program, will become AIG’s principal
Controls a Limited Partnership or Similar Entity When the Limited Part- spread-based investment activity. However, the timing of the
ners Have Certain Rights’’. For the first three months of 2006, operating launch of the domestic program remains uncertain. Because
income includes $69 million of third-party limited partner earnings offset

AIG’s credit spreads in the capital markets have widened
in minority interest expense.

following the ratings declines, there may be a reduction in the
Asset  Management  Results earnings on new business in AIG’s institutional spread based

funding business.Asset Management operating income decreased in the first
three months of 2006 compared to the same period of 2005 Asset Management operating income represented
as a result of the continued run-off of AIG’s GIC portfolio 10 percent of AIG’s consolidated income before income
combined with spread compression. In addition, there was a taxes, minority interest and cumulative effect of an account-
decline in realized gains on sales of real estate investments ing change in the first three months of 2006. This compares
and performance fees earned on various private equity invest- to 10 percent in the same period of 2005.
ments. The revenues and operating income with respect to the

At March 31, 2006 and 2005, AIG’s third party assetssegment are largely affected by the general conditions in the
under management, including both retail mutual funds andequity and credit markets. The decrease for the quarter was
institutional accounts, exceeded $65 billion and $55 billionprimarily due to the decline in the GIC business. GICs were
and the aggregate GIC reserve was $48.1 billion andsold domestically and abroad to both institutions and indi-
$55.8 billion, respectively.viduals. These products were written on an opportunistic

basis when the market conditions were favorable. A signifi-
Other  Operationscant portion of the remaining GIC portfolio consists of float-

ing rate obligations. AIG has entered into hedges to manage Other operations include AIG’s equity in certain partially
against increases in short-term interest rates. AIG continues owned companies, the distributions on the liabilities con-
to believe these hedges are economically effective but do not nected to trust preferred stock, as well as the unallocated
qualify for hedge accounting under FAS 133. As a result, corporate expenses of the parent holding company and other
continued increases in short-term interest rates will negatively miscellaneous income and expenses. Other income (loss)
affect operating income in the segment. Realized capital gains amounted to $(338) million and $36 million in the first three
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months of 2006 and 2005, respectively. Included in the 2006 Borrowings issued or guaranteed by AIG and those borrow-
amount is compensation expense related to the 2006 Starr ings not guaranteed by AIG at March 31, 2006 and Decem-
tender offer of $54 million. See also Note 4 of Notes to the ber 31, 2005 were as follows:
Consolidated Financial Statements. In addition, included in

(in millions) 2006 2005
the 2006 amount is compensation expense with respect to the

AIG borrowings:SICO Plans of $76 million, including various adjustments
Medium term notes $ 89 $ 112

totalling $61 million, primarily relating to stock-split adjust- Notes and bonds payable 4,498 4,495
ments and other miscellaneous items. See also Note 4 of Loans and mortgages payable 2,008 814
Notes to the Consolidated Financial Statements. Total 6,595 5,421

Borrowings guaranteed by AIG:
Other realized capital gains (losses), amounted to AIGFP

$(57) million and $155 million for the three months ended GIAs 21,600 20,811
March 31, 2006 and 2005, respectively. Notes and bonds payable 21,949 26,463

Hybrid financial instrument
liabilities 6,109 —Capital  Resources

Total 49,658 47,274
At March 31, 2006, AIG had total consolidated shareholders’ AIG Funding, Inc. commercial paper 5,089 2,694
equity of $88.39 billion and total consolidated borrowings of

AGC Notes and bonds payable 797 797
$118.8 billion. At that date, $104.1 billion of such borrow-

Liabilities connected to trust preferred
ings were either not guaranteed by AIG or were AIGFP’s stock 1,390 1,391
matched borrowings under obligations of GIAs, liabilities Total borrowings issued or guaranteed
connected to trust preferred stock, or matched notes and by AIG 63,529 57,577
bonds payable. Borrowings not guaranteed by AIG:

ILFC
Commercial paper 2,917 2,615Borrowings
Medium term notes 5,157 4,689

At March 31, 2006, AIG’s net borrowings were $14.67 bil- Notes and bonds payable* 19,451 19,026
lion after reflecting amounts that were matched borrowings Total 27,525 26,330

AGFunder AIGFP’s obligations of GIAs, matched notes and
Commercial paper 4,209 3,423bonds payable, amounts not guaranteed by AIG and liabili-
Medium term notes 16,866 17,736ties connected to trust preferred stock. The following table
Notes and bonds payable 1,692 983summarizes borrowings outstanding at March 31, 2006
Total 22,767 22,142

and December 31, 2005: Commercial paper:
AIG Credit Card Company (Taiwan) 373 476(in millions) 2006 2005
AIG Finance (Taiwan) Limited 1 –

AIG’s net borrowings $ 14,665 $ 10,425
Total 374 476

Liabilities connected to trust preferred
Loans and mortgages payable:

stock 1,390 1,391
AIGCFG 967 864

AIGFP
AIG Finance (Hong Kong) Limited 204 183

GIAs 21,600 20,811
Total 1,171 1,047

Matched notes and bonds payable 25,874 24,950
Other Subsidiaries 935 927

Borrowings not guaranteed by AIG 55,252 52,272
Variable Interest Entity debt:

Total $ 118,781 $ 109,849 A.I. Credit 876 –
AIG Global Investment Group 140 140
AIG Global Real Estate Investment 1,222 977
AIG SunAmerica 242 233

Total 2,480 1,350
Total borrowings not guaranteed by

AIG 55,252 52,272
Total Debt $118,781 $109,849

* Includes borrowings under Export Credit Facility of $2.8 billion and
$2.6 billion, at March 31, 2006 and December 31, 2005, respectively.

AIG intends to continue its customary practice of issuing
debt securities from time to time to meet its financing needs
and those of certain of its subsidiaries for general corporate
purposes, as well as for a matched investment program.
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On April 20, 2006, AIG sold $1.0 billion principal Financial Services Operations,’’ ‘‘Liquidity’’ and ‘‘Deriva-
amount of notes in a Rule 144A/Regulation S offering bear- tives’’ herein.)
ing interest at a rate of 6.250 percent per annum and matur-

AIGFP has a Euro Medium Term Note Program under
ing in 2036. On September 30, 2005, AIG sold $1.5 billion

which an aggregate nominal amount of up to $10.0 billion of
principal amount of notes in a Rule 144A/Regulation S offer-

notes may be outstanding at any one time. The Program
ing, $500 million of which bear interest at a rate of 4.700 per-

provides that additional notes may be issued to replace ma-
cent per annum and mature in 2010 and $1.0 billion of which

tured or redeemed notes. As of March 31, 2006, $8.85 billion
bear interest at a rate of 5.05 percent per annum and mature

of notes had been issued under the program, $3.50 billion of
in 2015. These notes are senior unsecured obligations of AIG

which were outstanding including $317 million resulting
and rank equally with all of AIG’s other senior debt outstand-

from foreign exchange translation into U.S. dollars. Notes
ing. AIG has agreed to use commercially reasonable efforts to

issued under this program are included in Notes and Bonds
consummate an exchange offer for these notes by having

Payable in the preceding table of borrowings.
declared effective a registration statement for the September

AIG Funding, Inc. (AIG Funding), through the issuance2005 and April 2006 notes within 360 days and 240 days,
of commercial paper, helps fulfill the short-term cash require-respectively, of the date on which the notes were issued.
ments of AIG and its subsidiaries. AIG Funding intends to

On April 26, 2006, AIG completed its first offering of continue to meet AIG’s funding requirements through the
debt securities under its European medium term note pro- issuance of commercial paper guaranteed by AIG. The issu-
gram, selling Euro 750 million principal amount of notes ance of AIG Funding’s commercial paper is subject to the
bearing interest at a rate of 4.375 percent and maturing in approval of AIG’s Board of Directors.
2016, Euro 500 million principal amount of floating rate

AIG and AIG Funding are parties to unsecured syndi-
notes maturing in 2011, and British Pound Sterling 500 mil-

cated revolving credit facilities aggregating $2.75 billion,
lion principal amount of notes bearing interest at a rate of

consisting of $1.375 billion in a 364-day revolving credit
5.000 percent and maturing in 2023.

facility that expires in July of 2006 and $1.375 billion in a
Except for the Euro 500 million principal amount of five-year revolving credit facility that expires in July of 2010.

floating rate notes, the proceeds of which were used to fund The 364-day facility allows for the conversion by AIG of any
the matched investment program, the proceeds from each outstanding loans at expiration into one-year term loans. The
issuance of 144A/Regulation S notes and European medium facilities can be used for general corporate purposes and also
term notes were used for general corporate purposes, includ- to provide backup for AIG’s commercial paper programs ad-
ing the repayment of commercial paper. ministered by AIG Funding. AIG expects to replace or extend

these credit facilities on or prior to their expiration. There are
In March 2006, AIG borrowed a total of $1.3 billion on

currently no borrowings outstanding under these facilities,
an unsecured basis pursuant to loan agreements with third-

nor were any borrowings outstanding as of March 31, 2006.
party banks, $500 million of which matures in February

In November 2005, AIG and AIG Funding entered into a2007 but can be extended by AIG for an additional seven-
364-day revolving credit facility for an aggregate amount ofmonth period and $800 million of which matures in March
$3 billion, which can be drawn in the form of loans or letters2007. In September 2005, AIG borrowed a total of $600 mil-
of credit. The credit facility expires in November 2006 butlion on an unsecured basis pursuant to loan agreements with
allows for the issuance of letters of credit with terms of up tothird-party banks, $500 million of which matures in August
ten years and provides for the conversion by AIG of any2006 but can be extended by AIG for an additional seven-
outstanding loans at expiration into one-year term loans. Themonth period and $100 million of which matures in Septem-
facility can be used for general corporate purposes, includingber 2006.
providing backup for AIG’s commercial paper programs ad-

AIGFP uses the proceeds from the issuance of notes and ministered by AIG Funding and obtaining letters of credit to
bonds and GIA borrowings to invest in a diversified portfolio secure obligations under insurance and reinsurance transac-
of securities and derivative transactions. The borrowings may tions. There are currently no loans outstanding under the
also be temporarily invested in securities purchased under facility, nor were any loans outstanding as of March 31,
agreements to resell. AIG guarantees the obligations of 2006. As of such dates, $1.01 billion was available to be
AIGFP under AIGFP’s structured notes and bonds and GIA drawn under the facility, with the remainder having been
borrowings. Certain of AIGFP’s notes contain embedded de- drawn in the form of letters of credit.
rivatives that are required to be accounted for separately

AIG is also a party to an unsecured 364-day inter-com-
under FAS 133. Upon AIG’s early adoption of FAS 155,

pany revolving credit facility provided by certain of its sub-
AIGFP has elected the fair value option for these instruments.

sidiaries aggregating $2 billion that expires in October of
Those notes that are accounted for using the fair value option

2006. The facility allows for the conversion of any outstand-
are reported separately under hybrid financial instrument lia-

ing loans at expiration into one-year term loans. The facility
bilities. (See also the discussions under ‘‘Operating Review:

can be used for general corporate purposes and also to pro-
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vide backup for AIG’s commercial paper programs. AIG ex- ble as the various European Export Credit Agencies provide
pects to replace or extend this credit facility on or prior to its their guarantees for aircraft based on a six-month forward-
expiration. There are currently no borrowings outstanding looking calendar, and the interest rate is determined through
under the inter-company facility, nor were any borrowings a bid process. At March 31, 2006, ILFC had $1.6 billion
outstanding as of March 31, 2006. outstanding under this facility. Borrowings with respect to

these facilities are included in Notes and Bonds Payable in theILFC fulfills its short term cash requirements through the
preceding table of borrowings.issuance of commercial paper. The issuance of commercial

paper is subject to the approval of ILFC’s Board of Directors In August 2004, ILFC received a commitment for an Ex-
and is not guaranteed by AIG. ILFC is a party to unsecured Im Bank comprehensive guarantee in the amount of
syndicated revolving credit facilities aggregating $6.0 billion $1.68 billion to support the financing of up to 30 new Boeing
at March 31, 2006. The facilities can be used for general aircraft. The initial delivery period from September 1, 2004
corporate purposes and also to provide backup for ILFC’s through August 31, 2005 has been extended by ILFC to
commercial paper program. They consist of $2.0 billion in a August 31, 2006. ILFC did not have any borrowings out-
364-day revolving credit facility that expires in October standing under this facility at March 31, 2006. From time to
2006, with a one-year term out option, $2.0 billion in a five- time, ILFC enters into various bank financings. As of
year revolving credit facility that expires in October 2009 and March 31, 2006 the total funded amount was $1.6 billion.
$2.0 billion in a five-year revolving credit facility that expires The financings mature through 2011. One tranche of one of
in October 2010. ILFC expects to replace or extend these the loans totaling $410 million was funded in Japanese yen
credit facilities on or prior to their expiration. There are cur- and swapped to U.S. dollars.
rently no borrowings under these facilities, nor were any bor-

In December of 2005, ILFC entered into two tranches ofrowings outstanding as of March 31, 2006.
junior subordinated debentures totaling $1.0 billion. Both

At March 31, 2006, ILFC had increased the aggregate
mature on December 21, 2065, but each tranche has a differ-

principal amount outstanding of its medium term and long-
ent call option. The $600 million tranche has a call date of

term notes. The foreign exchange adjustment for the foreign
December 21, 2010 and the $400 million tranche has a call

currency denominated debt was $328 million at March 31,
date of December 21, 2015. The debenture with the 2010 call

2006 and $197 million at December 31, 2005. ILFC had
date has a fixed interest rate of 5.90 percent for the first five

$13.13 billion of debt securities registered for public sale at
years. The debenture with the 2015 call date has a fixed

March 31, 2006. As of March 31, 2006, $9.96 billion of debt
interest rate of 6.25 percent for the first ten years. Both

securities were issued. In addition, ILFC has a Euro Medium
tranches have interest rate adjustments if the call option is not

Term Note Program for $7.0 billion, under which $4.98 bil-
exercised. If the call option is not exercised, the new interest

lion in notes were sold through March 31, 2006. ILFC has
rate will be a floating quarterly reset rate based on the initial

substantially eliminated the currency exposure arising from
credit spread plus the highest of (i) 3 month LIBOR, (ii) 10-

foreign currency denominated notes by economically hedging
year constant maturity treasury and (iii) 30-year constant

the portion of the note exposure not already offset by Euro
maturity treasury.

denominated operating lease payments, although such hedges
The proceeds of ILFC’s debt financing are primarily useddo not qualify for hedge accounting treatment under

to purchase flight equipment, including progress paymentsFAS 133. Notes issued under the Euro Medium Term Note
during the construction phase. The primary sources for theprogram are included in Notes and Bonds Payable in the
repayment of this debt and the interest expense thereon arepreceding table of borrowings.
the cash flow from operations, proceeds from the sale of flightILFC had a $4.3 billion Export Credit Facility for use in
equipment and the rollover and refinancing of the prior debt.connection with the purchase of approximately 75 aircraft
AIG does not guarantee the debt obligations of ILFC. (Seedelivered through 2001. This facility was guaranteed by vari-
also the discussions under ‘‘Operating Review: Financial Ser-ous European Export Credit Agencies. The interest rate varies
vices Operations’’ and ‘‘Liquidity’’ herein.)from 5.75 percent to 5.90 percent on these amortizing ten-

year borrowings depending on the delivery date of the air- AGF fulfills its short term cash requirements through the
craft. At March 31, 2006, ILFC had $1.2 billion outstanding issuance of commercial paper. The issuance of commercial
under this facility. The debt is collateralized by a pledge of the paper is subject to the approval of AGF’s Board of Directors
shares of a subsidiary of ILFC, which holds title to the air- and is not guaranteed by AIG. AGF is a party to unsecured
craft financed under the facility. syndicated revolving credit facilities aggregating $4.25 bil-

lion, consisting of $2.125 billion in a 364-day revolvingIn May 2004, ILFC entered into a similarly structured
credit facility that expires in July of 2006 and $2.125 billionExport Credit Facility for up to a maximum of $2.64 billion
in a five-year revolving credit facility that expires in July offor Airbus aircraft to be delivered through May 31, 2005.
2010. The 364-day facility allows for the conversion by AGFThe facility has since been extended to include aircraft to be
of any outstanding loans at expiration into a one-year termdelivered through May 31, 2006. The facility becomes availa-
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loan. The facilities can be used for general corporate purposes ables that AGF accounts for as on-balance-sheet secured
and also to provide backup for AGF’s commercial paper pro- financings and bank financings. In addition, AGF has become
grams. AGF expects to replace or extend these credit facilities an established issuer of long-term debt in the international
on or prior to their expiration. There are currently no bor- capital markets.
rowings under these AGF facilities, nor were any borrowings

In addition to debt refinancing activities, proceeds from
outstanding as of March 31, 2006.

the collection of finance receivables will be used to pay the
During 2005, AGF issued $5.44 billion of fixed rate and principal and interest with respect to AGF’s debt. AIG does

variable rate medium term notes ranging in maturities from not guarantee any of the debt obligations of AGF. See also the
two to ten years. As of March 31, 2006, notes aggregating discussion under ‘‘Operating Review — Financial Services
$16.87 billion were outstanding with maturity dates ranging Operations’’ and ‘‘Liquidity’’ herein.
from 2006 to 2015 at interest rates ranging from 1.84 percent

AIG Credit Card Company (Taiwan) and AIG Finance
to 7.50 percent. To the extent deemed appropriate, AGF may

(Taiwan) Limited, both consumer finance subsidiaries in Tai-
enter into swap transactions to manage its effective borrow-

wan, have issued commercial paper for the funding of their
ing with respect to these notes.

own operations. AIG did not guarantee the commercial paper
AGF’s other funding sources include private placement issued by either of these subsidiaries.

debt, retail note issuances, securitizations of finance receiv-

Contractual  Obligations  and Other  Commercial  Commitments

The maturity schedule of AIG’s contractual obligations at March 31, 2006 was as follows:
(in millions)

Payments due by Period
Less One Four
Than Through Through

Total One Three Five After Five
Payments Year Years Years Years

Borrowings(a) $103,712 $ 43,853 $ 22,024 $ 19,156 $ 18,679
Loss reserves(b) 78,100 21,477 23,821 11,325 21,477
Insurance and investment contract liabilities(c) 628,401 30,819 47,966 45,005 504,611
Aircraft purchase commitments 21,428 4,146 10,523 3,775 2,984
Total $831,641 $100,295 $104,334 $ 79,261 $547,751

(a) Excludes commercial paper and obligations included as debt pursuant to FIN 46R and includes hybrid financial instrument liabilities.

(b) Represents future loss and loss adjustment expense payments estimated based on historical loss development payment patterns.

(c) Insurance and investment contract liabilities include various investment-type products with contractually scheduled maturities including periodic payments

of a term certain nature and guaranteed maturities under guaranteed investment contracts. Insurance and investment contract liabilities also include benefit

and claim liabilities, of which a significant portion represents policies and contracts that do not have stated contractual maturity dates and may not result in

any future payment obligations. For these policies and contracts (i) AIG is currently not making payments until the occurrence of an insurable event, such as

death or disability, (ii) payments are conditional on survivorship, or (iii) the occurrence of a payment due to a surrender or other non-scheduled event out of

AIG’s control. AIG has made significant assumptions to determine the estimated undiscounted cash flows of these contractual policy benefits which include

mortality, morbidity, future lapse rates, expenses, investment returns and interest crediting rates, offset by expected future deposits and premium on in-force

policies. Due to the significance of the assumptions used, the amounts presented could be materially different from actual required payments. The amounts

presented in this table are undiscounted and therefore exceed the future policy benefits and policyholder contract deposits included in the balance sheet.
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The maturity schedule of AIG’s other commercial commitments by segment at March 31, 2006 was as follows:
(in millions)

Amount of Commitment Expiration
Less One Four

Total Than Through Through After
Amounts One Three Five Five

Committed Year Years Years Years

Letters of credit:
Life Insurance & Retirement Services $ 185 $ 50 $ 5 $ 22 $ 108
DBG 250 250 – – –

Standby letters of credit:
Capital Markets 1,749 12 33 49 1,655

Guarantees:
Life Insurance & Retirement Services(a) 3,437 109 388 – 2,940
Aircraft Finance 125 3 40 – 82
Asset Management 88 49 7 32 –
Parent Company(b) 397 396 1 – –

Other commercial commitments(c):
Capital Markets(d) 11,152 2,786 1,277 700 6,389
Aircraft Finance(e) 1,883 – 131 868 884
Life Insurance & Retirement Services(f) 3,424 562 1,193 822 847
Asset Management 549 394 140 15 –
DBG(g) 1,086 – – – 1,086

Total $ 24,325 $ 4,611 $ 3,215 $ 2,508 $13,991

(a) Primarily AIG SunAmerica construction guarantees connected to affordable housing investments.

(b) Represents reimbursement obligations under letters of credit issued by commercial banks.

(c) Excludes commitments with respect to pension plans. The annual pension contribution for 2006 is expected to be approximately $70 million for U.S. and

non-U.S. Plans.

(d) Primarily liquidity facilities provided in connection with certain municipal swap transactions and collateralized bond obligations.

(e) Primarily in connection with options to acquire aircraft.

(f) Primarily AIG SunAmerica commitments to invest in partnerships.

(g) Primarily commitments to invest in limited partnerships.

‘‘Rating triggers’’ have been defined by one independent $896 million of additional collateral. Further, additional down-
rating agency to include clauses or agreements the outcome of grades could result in requirements for substantial additional
which depends upon the level of ratings maintained by one or collateral, which could have a material effect on how AIG man-
more rating agencies. Rating triggers generally relate to ages its liquidity. The actual amount of additional collateral that
events which (i) could result in the termination or limitation AIG would be required to post to counterparties in the event of
of credit availability, or require accelerated repayment, such downgrades depends on market conditions, the market
(ii) could result in the termination of business contracts or value of the outstanding affected transactions and other factors
(iii) could require a company to post collateral for the benefit prevailing at the time of the downgrade. Any additional obliga-
of counterparties. tions to post collateral will increase the demand on AIG’s

liquidity.
AIG believes that any of its or its subsidiaries’ contrac-

tual obligations that are subject to ‘‘ratings triggers’’ or finan-
Shareholders’  Equity

cial covenants relating to ‘‘ratings triggers’’ would not have a
AIG’s consolidated shareholders’ equity increased $2.07 bil-material adverse effect on its financial condition or liquidity.
lion during the first three months of 2006. Retained earnings

As a result of the downgrades of AIG’s long-term senior
increased $3.10 billion, resulting from net income of $3.2 bil-

debt ratings, AIG was required to post approximately $1.16 bil-
lion and $308 million reflecting the cumulative effect of ac-

lion of collateral with counterparties to municipal guaranteed
counting changes relating to the adoption of FSP 85-4-1 and

investment agreements and financial derivatives transactions. In
FAS 155 less dividends of $400 million. Unrealized apprecia-

the event of a further downgrade, AIG will be required to post
tion of investments, net of taxes decreased $1.50 billion and

additional collateral. It is estimated that, as of the close of busi-
the cumulative translation adjustment loss, net of taxes, de-

ness on April 30, 2006 based on AIG’s outstanding municipal
creased $260 million. During the first three months of 2006

guaranteed investment agreements and financial derivatives
there was a gain of $17 million, net of taxes, relating to

transactions as of such date, a further downgrade of AIG’s long-
derivative contracts designated as cash flow hedging instru-

term senior debt ratings to ‘Aa3’ by Moody’s or ‘AA–’ by S&P
ments. (See also the discussion under ‘‘Operating Review’’

would permit counterparties to call for approximately
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and ‘‘Liquidity’’ herein and the Consolidated Statement of lates an individual insurance company’s statutory surplus to
Comprehensive Income.) the risk inherent in its overall operations.

AIG has in the past reinvested most of its unrestricted AIG’s insurance subsidiaries file financial statements pre-
earnings in its operations and believes such continued rein- pared in accordance with statutory accounting practices pre-
vestment in the future will be adequate to meet any foresee- scribed or permitted by domestic and foreign insurance
able capital needs. However, AIG may choose from time to regulatory authorities. The principal differences between stat-
time to raise additional funds through the issuance of addi- utory financial statements and financial statements prepared
tional securities. in accordance with U.S. GAAP for domestic companies are

that statutory financial statements do not reflect deferred pol-
Stock  Purchase icy acquisition costs, some bond portfolios may be carried at

amortized cost, assets and liabilities are presented net of rein-During the period January 1, 2006 through March 31, 2006,
surance, policyholder liabilities are valued using more con-AIG did not purchase any shares of its common stock under
servative assumptions and certain assets are non-admitted.its existing share repurchase authorization. AIG from time to

time may buy shares of its common stock in the open market AIG recently filed the 2005 statutory financial state-
for general corporate purposes, including to satisfy its obliga- ments for its domestic General Insurance companies after
tions under various employee benefit plans. At March 31, reviewing and agreeing with the relevant state insurance regu-
2006, an additional 36,542,700 shares could be purchased lators on the statutory accounting treatment of various items.
under the then current authorization by AIG’s Board of The regulatory authorities have also permitted certain of the
Directors. domestic and foreign insurance subsidiaries to support the

carrying value of their investments in certain non-insurance
Dividends  from Insurance  Subsidiaries and foreign insurance subsidiaries by utilizing the AIG au-

dited consolidated financial statements to satisfy the require-Payments of dividends to AIG by its insurance subsidiaries are
ment that the U.S. GAAP-basis equity of such entities besubject to certain restrictions imposed by regulatory authorities.
audited. In addition, the regulatory authorities have permit-With respect to AIG’s domestic insurance subsidiaries, the pay-
ted the domestic General Insurance companies to utilize au-ment of any dividend requires formal notice to the insurance
dited financial statements prepared on a basis of accountingdepartment in which the particular insurance subsidiary is dom-
other than U.S. GAAP to value investments in joint ventures,iciled. Under the laws of many states, an insurer may pay a
limited partnerships and hedge funds. These permitted prac-dividend without prior approval of the insurance regulator
tices did not affect the domestic General Insurance compa-when the amount of the dividend is below certain regulatory
nies’ compliance with minimum regulatory capitalthresholds. To enhance their current capital positions, dividends
requirements.from the DBG companies were suspended in the fourth quarter

of 2005, and AIG has taken various other actions. See ‘‘Regula- Statutory capital of each company continued to exceed
tion and Supervision’’ below. Furthermore, AIG cannot predict minimum company action level requirements following the
how recent regulatory investigations may affect the ability of its adjustments, but AIG nonetheless contributed an additional
regulated subsidiaries to pay dividends. $750 million of capital into American Home effective Sep-

tember 30, 2005 and contributed a further $2.25 billion ofWith respect to AIG’s foreign insurance subsidiaries, the
capital in February 2006 for a total of approximately $3 bil-most significant insurance regulatory jurisdictions include
lion of capital into Domestic General Insurance subsidiariesBermuda, Japan, Hong Kong, Taiwan, the United Kingdom,
effective December 31, 2005. To enhance their current capitalThailand and Singapore.
positions, dividends from the DBG companies were sus-

AIG cannot predict whether the regulatory investiga- pended in the fourth quarter of 2005. AIG believes it has the
tions currently underway or future regulatory issues will im- capital resources and liquidity to fund any necessary statu-
pair AIG’s financial condition, results of operations or tory capital contributions. AIG will review the capital posi-
liquidity. To AIG’s knowledge, no AIG company is currently tion of its insurance company subsidiaries with various rating
on any regulatory or similar ‘‘watch list’’ with regard to sol- agencies and regulators to determine if additional capital con-
vency. (See also the discussion under ‘‘Liquidity’’ herein.) tributions or other actions are warranted.

As discussed above, various regulators have commencedRegulation  and Supervision
investigations into certain insurance business practices. In ad-

AIG’s insurance subsidiaries, in common with other insurers, dition, the OTS and other regulators routinely conduct exam-
are subject to regulation and supervision by the states and inations of AIG and its subsidiaries, including AIG’s
jurisdictions in which they do business. In the U.S. the Na- consumer finance operations. AIG cannot predict the ulti-
tional Association of Insurance Commissioners (NAIC) has mate effect that these investigations and examinations, or any
developed Risk-Based Capital (RBC) requirements. RBC re- additional regulation arising therefrom, might have on its
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business. Federal, state or local legislation may affect AIG’s Liquidity
ability to operate and expand its various financial services

AIG’s liquidity is primarily derived from the operating cashbusinesses, and changes in the current laws, regulations or
flows of its General and Life Insurance & Retirement Servicesinterpretations thereof may have a material adverse effect on
operations. Management believes that AIG’s liquid assets, itsthese businesses. See ‘‘Risk Factors — Regulatory Investiga-
net cash provided by operations, and access to short-termtions’’ in Item 1A. of Part I of AIG’s 2005 Annual Report on
funding through commercial paper and bank credit facilitiesForm 10-K for a further discussion of the effect these investi-
will enable it to meet any anticipated cash requirements.gations may have on AIG’s businesses.

At March 31, 2006, AIG’s consolidated invested assetsAIG’s U.S. operations are negatively affected under guar-
included $18.59 billion of cash and short-term investments.antee fund assessment laws which exist in most states. As a
Consolidated net cash provided by operating activities in theresult of operating in a state which has guarantee fund assess-
first three months of 2006 amounted to $3.07 billion.ment laws, a solvent insurance company may be assessed for

certain obligations arising from the insolvencies of other in- The liquidity of the combined insurance operations is
surance companies which operated in that state. AIG gener- derived both domestically and abroad. The combined insur-
ally records these assessments upon notice. Additionally, ance operating cash flow is derived from two sources, under-
certain states permit at least a portion of the assessed amount writing operations and investment operations. Cash flow
to be used as a credit against a company’s future premium tax includes periodic premium collections, including policyhold-
liabilities. Therefore, the ultimate net assessment cannot rea- ers’ contract deposits, cash flows from investment operations
sonably be estimated. The guarantee fund assessments net of and paid loss recoveries less reinsurance premiums, losses,
credits for the first three months of 2006 were $3 million. benefits, and acquisition and operating expenses. Generally,

there is a time lag from when premiums are collected and,AIG is also required to participate in various involuntary
when as a result of the occurrence of events specified in thepools (principally workers compensation business) which
policy, the losses and benefits are paid. Investment incomeprovide insurance coverage for those not able to obtain such
cash flow is primarily derived from interest and dividendscoverage in the voluntary markets. This participation is also
received and includes realized capital gains net of realizedrecorded upon notification, as these amounts cannot reasona-
capital losses. (See also the discussions under ‘‘Operating Re-bly be estimated.
view: General Insurance Operations’’ and ‘‘Life Insurance &

A substantial portion of AIG’s General Insurance busi- Retirement Services Operations’’ herein.)
ness and a majority of its Life Insurance & Retirement Ser-

With respect to General Insurance operations, if paidvices business are conducted in foreign countries. The degree
losses accelerated beyond AIG’s ability to fund such paidof regulation and supervision in foreign jurisdictions varies.
losses from current operating cash flows, AIG might need toGenerally, AIG, as well as the underwriting companies oper-
liquidate a portion of its General Insurance investment port-ating in such jurisdictions, must satisfy local regulatory re-
folio and/or arrange for financing. Potential events causingquirements. Licenses issued by foreign authorities to AIG
such a liquidity strain could be the result of several significantsubsidiaries are subject to modification and revocation. Thus,
catastrophic events occurring in a relatively short period ofAIG’s insurance subsidiaries could be prevented from con-
time. Additional strain on liquidity could occur if the invest-ducting future business in certain of the jurisdictions where
ments sold to fund such paid losses were sold into a depressedthey currently operate. AIG’s international operations in-
market place and/or reinsurance recoverable on such paidclude operations in various developing nations. Both current
losses became uncollectible or collateral supporting such rein-and future foreign operations could be adversely affected by
surance recoverable significantly decreased in value. (See alsounfavorable political developments up to and including na-
the discussions under ‘‘Operating Review: General Insurancetionalization of AIG’s operations without compensation. Ad-
Operations’’ herein.)verse effects resulting from any one country may affect AIG’s

results of operations, liquidity and financial condition de- With respect to Life Insurance & Retirement Services
pending on the magnitude of the event and AIG’s net finan- operations, if a substantial portion of the Life Insurance &
cial exposure at that time in that country. Retirement Services operations bond portfolio diminished

significantly in value and/or defaulted, AIG might need toForeign operations are individually subject to local sol-
liquidate other portions of its Life Insurance & Retirementvency margin requirements that require maintenance of ade-
Services investment portfolio and/or arrange financing. Po-quate capitalization, which AIG complies with by country. In
tential events causing such a liquidity strain could be theaddition, certain foreign locations, notably Japan, have estab-
result of economic collapse of a nation or region in whichlished regulations that can result in guarantee fund assessments.
AIG Life Insurance & Retirement Services operations exist,These have not had a material effect on AIG’s operations.
nationalization, terrorist acts, or other such economic or po-
litical upheaval. In addition, a significant rise in interest rates
leading to a significant increase in policyholder surrenders
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could also create a liquidity strain. (See also the discussions year revolving bank credit facility that expires in July 2010
under ‘‘Operating Review: Life Insurance & Retirement Ser- and a $3 billion 364-day revolving credit facility that expires
vices Operations’’ herein.) in November 2006, of which $1.01 billion is currently availa-

ble as back-up liquidity. AIG parent’s primary sources of cash
In addition to the combined insurance pretax operating

flow are dividends and loans from its subsidiaries. AIG par-
cash flow, AIG’s insurance operations held $10.36 billion in

ent’s primary uses of cash flow are for debt service, capital
cash and short-term investments at March 31, 2006. Operat-

contributions to subsidiaries and the payment of dividends to
ing cash flow and the cash and short-term balances held pro-

shareholders. As of March 31, 2006, including debt obliga-
vided AIG’s insurance operations with a significant amount

tions of AGC that are guaranteed by AIG, remaining debt
of liquidity. AIG subsidiaries have also issued debt securities

and loan maturities due in 2006 are $0, $600 million and $0
to meet capital needs. In December 2005, Transatlantic is-

for the second, third and fourth quarters, respectively. Ac-
sued $750 million of debt securities in a public offering, of

cording to the terms of the Zero Coupon Convertible Senior
which $450 million were purchased by other AIG subsidiar-

Debentures issued by AIG on November 9, 2001, holders can
ies. Transatlantic contributed the proceeds of the offering to a

require AIG to repurchase the debentures once every five
reinsurance company subsidiary.

years beginning on November 9, 2006. Assuming that all of
This liquidity is available, among other things, to the outstanding debentures are required to be repurchased by

purchase predominately high quality and diversified fixed in- AIG on November 9, 2006, the aggregate repurchase price
come securities and, to a lesser extent, marketable equity payable by AIG on that date will be approximately $1.10 bil-
securities, and to provide mortgage loans on real estate, pol- lion. See also Note 9 of Notes to Consolidated Financial
icy loans and collateral loans. This cash flow coupled with Statements in AIG’s 2005 Annual Report on Form 10-K for
proceeds of approximately $30 billion from the maturities, additional information on debt maturities for AIG and its
sales and redemptions of fixed income securities and from the subsidiaries.
sale of equity securities was used to purchase approximately
$39 billion of fixed income securities and marketable equity Special  Purpose Vehicles and Off Balance
securities during the first three months of 2006. Sheet Arrangements

AIG’s major Financial Services operating subsidiaries AIG uses special purpose vehicles (SPVs) and off balance
consist of AIGFP, ILFC, AGF and AIGCFG. Sources of funds sheet arrangements in the ordinary course of business. As a
considered in meeting the liquidity needs of AIGFP’s opera- result of recent changes in accounting, a number of SPVs and
tions include guaranteed investment agreements, issuance of off balance sheet arrangements have been reflected in AIG’s
long-term and short-term debt, proceeds from maturities and consolidated financial statements. In January 2003, FASB is-
sales of securities available for sale, securities sold under re- sued Interpretation No. 46, ‘‘Consolidation of Variable Inter-
purchase agreements, and securities and spot commodities est Entities’’ (FIN 46). FIN 46 addressed the consolidation
sold but not yet purchased. ILFC, AGF and AIGCFG all and disclosure rules for nonoperating entities that are now
utilize the commercial paper markets, retail and wholesale defined as Variable Interest Entities (VIEs). In December
deposits, bank loans and bank credit facilities as sources of 2003, FASB issued a revision to Interpretation No. 46
liquidity. ILFC and AGF also fund in the domestic and inter- (FIN 46R).
national capital markets without reliance on any guarantee

AIG has guidelines with respect to the formation of and
from AIG. An additional source of liquidity for ILFC is the

investment in SPVs and off balance sheet arrangements. In
use of export credit facilities. AIGCFG also uses wholesale

addition, AIG has expanded the responsibility of its Complex
and retail bank deposits as sources of funds. On occasion,

Structured Financial Transaction Committee (CSFT) to in-
AIG has provided equity capital to ILFC, AGF and AIGCFG

clude the review of any transaction that could subject AIG to
and provides intercompany loans to AIGCFG. An AIG sub-

heightened legal, reputational, regulatory, accounting or
sidiary purchased additional shares of ILFC in the amount of

other risk. See ‘‘Management’s Report on Internal Control
$400 million during the third quarter of 2005. Cash flow

Over Financial Reporting’’ in Item 9A. of Part II included in
provided from operations is a major source of liquidity for

AIG’s 2005 Annual Report on Form 10-K for a further dis-
AIG’s primary Financial Services operating subsidiaries.

cussion of the CSFT.
AIG, the parent company, funds its short-term working

For additional information related to AIG’s activities
capital needs through commercial paper issued by AIG Fund-

with respect to VIEs and certain guarantees see ‘‘Recent Ac-
ing. As of March 31, 2006, AIG Funding had $5.09 billion of

counting Standards’’ herein and also Note 8 of Notes to Con-
commercial paper outstanding with an average maturity of

solidated Financial Statements. Also, for additional
25 days. As additional liquidity, AIG parent has a $2 billion

disclosure regarding AIG’s commercial commitments (includ-
inter-company revolving credit facility provided by certain of

ing guarantors), see ‘‘Contractual Obligations and Other
its subsidiaries, a $1.375 billion 364-day revolving bank

Commercial Commitments’’ herein.
credit facility that expires in July 2006, a $1.375 billion five
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except those derivative transactions entered into by AIGFP withDerivatives
third parties. The committee examines, among other things, the

Derivatives are financial instruments among two or more par- nature and purpose of the derivative transaction, its potential
ties with returns linked to or ‘‘derived’’ from some underlying credit exposure, if any, and the estimated benefits.
equity, debt, commodity or other asset, liability, or index.
Derivatives payments may be based on interest rates and ex- Managing Market Risk
change rates and/or prices of certain securities, commodities, Market risk is the risk of loss of fair value resulting from
financial or commodity indices, or other variables. The more adverse fluctuations in interest rates, foreign currencies, equi-
significant types of derivative arrangements in which AIG ties and commodity prices. AIG has exposures to these risks.
transacts are swaps, forwards, futures and options. In the

AIG analyzes market risk using various statistical tech-normal course of business, with the agreement of the original
niques including Value at Risk (VaR). VaR is a summary statis-counterparty, these contracts may be terminated early or as-
tical measure that applies the estimated volatility andsigned to another counterparty.
correlation of market factors to AIG’s market positions. The

The overwhelming majority of AIG’s derivatives activi- output from the VaR calculation is the maximum loss that
ties are conducted by the Capital Markets operations, thus could occur over a defined period of time given a certain
permitting AIG to participate in the derivatives dealer market probability. While VaR models are relatively sophisticated, the
acting primarily as principal. In these derivative operations, quantitative market risk information generated is limited by
AIG structures transactions that generally allow its the assumptions and parameters established in creating the
counterparties to obtain or hedge exposure to changes in related models. AIG believes that statistical models alone do
interest and foreign currency exchange rates, credit events, not provide a reliable method of monitoring and controlling
securities’ prices and certain commodities and financial or market risk. Therefore, such models are tools and do not sub-
commodity indices. AIG’s customers – such as corporations, stitute for the experience or judgment of senior management.
financial institutions, multinational organizations, sovereign

Insuranceentities, government agencies and municipalities – use deriva-
tives to hedge their own market exposures. For example, a AIG has performed a separate VaR analysis for the General
futures, forward or option contract can be used to protect the Insurance and Life Insurance & Retirement Services segments
customers’ assets or liabilities against price fluctuations. and for each market risk within each segment. For purposes of

the VaR calculation, the insurance assets and liabilities fromA counterparty may default on any obligation to AIG,
GICs are included in the Life Insurance & Retirement Servicesincluding a derivative contract. Credit risk is a consequence
segment. For the calculations in the analyses the financial instru-of extending credit and/or carrying trading and investment
ment assets included are the insurance segments’ invested assets,positions. Credit risk exists for a derivative contract when
excluding real estate and investment income due and accrued,that contract has a positive fair value to AIG. To help manage
and the financial instrument liabilities included are reserve forthis risk, AIGFP’s credit department operates within the
losses and loss expenses, reserve for unearned premiums, futureguidelines set by the AIG Credit Risk Committee. This com-
policy benefits for life and accident and health insurance con-mittee establishes the credit policy, sets limits for counterpar-
tracts and other policyholders’ funds.ties and provides limits for derivative transactions with

counterparties having different credit ratings. In addition to AIG calculated the VaR with respect to the net fair value
credit ratings, this committee takes into account other fac- of each of AIG’s insurance segments as of March 31, 2006
tors, including the industry and country of the counterparty. and December 31, 2005. The VaR number represents the
Transactions which fall outside these pre-established guide- maximum potential loss as of those dates that could be in-
lines require the specific approval of the AIG Credit Risk curred with a 95 percent confidence (i.e., only five percent of
Committee. It is also AIG’s policy to establish reserves for historical scenarios show losses greater than the VaR figure)
potential credit impairment when necessary. within a one-month holding period. AIG uses the historical

simulation methodology that entails repricing all assets andIn addition, AIGFP utilizes various credit enhancements,
liabilities under explicit changes in market rates within a spe-including letters of credit, guarantees, collateral, credit trig-
cific historical time period. AIG uses the most recent threegers, credit derivatives, and margin agreements to reduce the
years of historical market information for interest rates, for-credit risk relating to its outstanding financial derivative
eign exchange rates, and equity index prices. For each scena-transactions. AIGFP requires credit enhancements in connec-
rio, each transaction was repriced. Portfolio, business unittion with specific transactions based on, among other things,
and finally AIG-wide scenario values are then calculated bythe creditworthiness of the counterparties, and the transac-
netting the values of all the underlying assets and liabilities.tion’s size and maturity.

AIG’s Derivatives Review Committee provides an indepen-
dent review of any proposed derivative transaction or program
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The following table presents the VaR on a combined basis and of each component of market risk for each of AIG’s
insurance segments as of March 31, 2006 and December 31, 2005. Due to diversification effects, the combined VaR is
always smaller than the sum of its components.

Life Insurance &
Retirement

General Insurance Services
(in millions) 2006 2005 2006 2005

Market risk:
Combined $1,673 $1,617 $5,260 $4,515
Interest rate 1,636 1,717 5,032 4,382
Currency 119 130 597 541
Equity 560 535 795 762

The following table presents the average, high and low VaRs on a combined basis and of each component of market risk for
each of AIG’s insurance segments as of March 31, 2006 and December 31, 2005. Due to diversification effects, the
combined VaR is always smaller than the sum of its components.

2006 2005
(in millions) Average High Low Average High Low

General Insurance:
Market risk:

Combined $1,645 $1,673 $1,617 $1,585 $1,672 $1,396
Interest rate 1,677 1,717 1,636 1,746 1,931 1,563
Currency 125 130 119 125 139 111
Equity 547 560 535 651 727 535

Life Insurance & Retirement Services:
Market risk:

Combined $4,888 $5,260 $4,515 $4,737 $5,024 $4,515
Interest rate 4,707 5,032 4,382 4,488 4,750 4,382
Currency 569 597 541 511 560 442
Equity 778 795 762 953 1,024 762

In the Life Insurance & Retirement Services segment, the fair value through the application of a VaR model. In this
increase in Combined VaR and Interest rate VaR in 2006 was analysis, the net fair value of Aircraft Finance operations was
primarily the result of growth in the Foreign Life business. In determined using the financial instrument assets which in-
most Asian markets, interest rates and interest rate volatilities cluded the tax adjusted future flight equipment lease revenue,
were stable during the quarter. and the financial instrument liabilities which included the

future servicing of the current debt. The estimated effect of
Financial  Services the current derivative positions was also taken into account.

AIG generally manages its market exposures within Financial AIG calculated the VaR with respect to the net fair value
Services by maintaining offsetting positions. Capital Markets of Aircraft Finance operations using the historical simulation
seeks to minimize or set limits for open or uncovered market methodology, as previously described. As of March 31, 2006
positions. Credit exposure is managed separately. (See the and December 31, 2005, the average VaR with respect to the
discussion on the management of credit risk above.) net fair value of Aircraft Finance operations was approxi-

mately $196 million and $129 million, respectively. In lateAIG’s Market Risk Management Department provides
2005, ILFC lengthened the average maturity of its debt, lead-detailed independent review of AIG’s market exposures, par-
ing to an increase in its VaR.ticularly those market exposures of the Capital Markets oper-

ations. This department determines whether AIG’s market Capital Markets operations are exposed to market risk
risks, as well as those market risks of individual subsidiaries, due to changes in the level and volatility of interest rates,
are within the parameters established by AIG’s senior man- foreign currency exchange rates, equity prices and commod-
agement. Well established market risk management tech- ity prices. AIGFP hedges its exposure to these risks primarily
niques such as sensitivity analysis are used. Additionally, this through swaps, options, forwards and futures. To economi-
department verifies that specific market risks of each of cer- cally hedge interest rate risks, AIGFP may also purchase U.S.
tain subsidiaries are managed and hedged by that subsidiary. and foreign government obligations.

ILFC is exposed to market risk and the risk of loss of fair AIGFP does not seek to manage the market risk of each
value and possible liquidity strain resulting from adverse fluc- transaction through an individual third party offsetting trans-
tuations in interest rates. As of March 31, 2006 and action. Rather, AIGFP takes a portfolio approach to the man-
December 31, 2005, AIG statistically measured the loss of agement of its market risk exposures. AIGFP values the
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predominant portion of its market-sensitive transactions by Capital Markets asset and liability portfolios for which
marking them to market currently through income. A smaller the VaR analyses were performed included over the counter
portion is priced by estimated fair value based upon an extra- and exchange traded investments, derivative instruments and
polation of market factors. There is another limited portion commodities. Because the market risk with respect to securi-
of transactions where the initial fair value is not recorded ties available for sale, at market, is substantially hedged, seg-
through income currently and gains or losses are recognized regation of market sensitive instruments into trading and
over the life of the transactions. These valuations represent an other than trading was not deemed necessary. The VaR calcu-
assessment of the present values of expected future cash flows lation is unaffected by the accounting treatment of hedged
and may include reserves for such risks as are deemed appro- transactions under FAS 133.
priate by AIGFP and AIG management. In the calculation of VaR for Capital Markets opera-

The recorded values of these transactions may be differ- tions, AIG uses the same historical simulation methodology,
ent from the values that might be realized if AIGFP were described under Insurance above, which entails repricing all
required to sell or close out the transactions prior to maturity. assets and liabilities under explicit changes in market rates
AIG believes that such differences are not significant to its within a specific historical time period. AIGFP has recently
financial condition or liquidity. Such differences would be enhanced its library of factors by including implied option
immediately recognized when the transactions are sold or volatilities to construct the historical scenarios for
closed out prior to maturity. simulation.

AIGFP attempts to secure reliable and independent cur- The following table presents the VaR on a combined basis
rent market prices, such as published exchange prices, exter- and of each component of market risk for Capital Markets
nal subscription services such as from Bloomberg or Reuters operations as of March 31, 2006 and December 31, 2005.
or third-party broker quotes for use in this model. When such Due to diversification effects, the combined VaR is always
prices are not available, AIGFP use an internal methodology smaller than the sum of its components.

(in millions) 2006 2005which includes extrapolation from observable and verifiable
prices nearest to the dates of the transactions. Historically, Combined $20 $22

Interest rate 8 9actual results have not materially deviated from these models
Currency 6 3in any material respect. 
Equity 12 14

Systems used by Capital Markets operations can moni- Commodity 16 9
tor each unit’s respective market positions on an intraday

The following table presents the average, high and lowbasis. AIGFP operates in major business centers overseas and
VaRs on a combined basis and of each component of mar-therefore is open for business essentially 24 hours a day.
ket risk for Capital Markets operations as of March 31,Thus, the market exposure and offset strategies are moni-
2006 and December 31, 2005. Due to diversification ef-tored, reviewed and coordinated around the clock.
fects, the combined VaR is always smaller than the sum ofAIGFP applies various testing techniques which reflect
its components.significant potential market movements in interest rates, for-

2006 2005
eign exchange rates, commodity and equity prices, volatility (in millions) Average High Low Average High Low
levels and the effect of time. These techniques vary by cur-

Combined $21 $22 $20 $17 $22 $13
rency and are regularly changed to reflect factors affecting the Interest rate 8 9 8 9 11 6
derivatives portfolio. The results from these analyses are reg- Currency 5 6 3 4 6 3
ularly reviewed by AIG management. Equity 13 14 12 9 16 5

Commodity 13 16 9 8 10 7As described above, Capital Markets operations are ex-
posed to the risk of loss of fair value from adverse fluctua- Recent Accounting Standards
tions in interest rate and foreign currency exchange rates and

At the March 2004 meeting, the Emerging Issue Task Forceequity and commodity prices as well as implied volatilities
(EITF) reached a consensus with respect to Issue No. 03-1,thereon. AIG statistically measures the losses of fair value
‘‘The Meaning of Other-Than Temporary Impairment and Itsthrough the application of a VaR model across Capital
Application to Certain Investments.’’ On September 30,Markets.
2004, the FASB issued FASB Staff Position (FSP) EITF Issue
03-1-1, Effective Date of Paragraphs 10-20 of EITF Issue
No. 03-1, ‘‘The Meaning of Other-Than-Temporary Impair-
ment and Its Application to Certain Investments.’’ In Novem-
ber 2005, FASB issued FSP FAS 115-1, ‘‘The Meaning of
Other-Than-Temporary Impairment and Its Application to
Certain Investments,’’ which replaces the measurement and
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recognition guidance set forth in Issue No. 03-1 and codifies FAS 123R. The modified prospective application method pro-
certain existing guidance on impairment. vides for the recognition of the fair value with respect to

share-based compensation for shares subscribed for orIn March 2005, FASB issued FSP FIN46R-5 ‘‘Implicit
granted on or after January 1, 2006 and all previouslyVariable Interests under FASB Interpretation No. 46 (revised
granted but unvested awards as of January 1, 2006.December 2003), Consolidation of Variable Interest

Entities.’’ The adoption of FAS 123R resulted in share-based com-
pensation expense of approximately $8 million during theOn June 1, 2005, the FASB issued Statement No. 154,
first three months of 2006, related to awards which were‘‘Accounting Changes and Error Corrections’’ (FAS 154).
accounted for under the provisions of Accounting PrinciplesFAS 154 replaces APB Opinion No. 20, ‘‘Accounting
Board Opinion No. 25, ‘‘Accounting for Stock Issued to Em-Changes’’ and FASB Statement No. 3, ‘‘Reporting Account-
ployees.’’ Consistent with AIG’s prospective adoption of theing Changes in Interim Financial Statements.’’
requirements of FAS 123, AIG did not include the compensa-

At the June 2005 meeting, the EITF reached a consensus tion expense related to these awards in its Consolidated State-
with respect to Issue No. 04-5, ‘‘Determining Whether a Gen- ment of Income. Instead, the effect of these awards was
eral Partner, or the General Partners as a Group, Controls a disclosed in the pro forma disclosures required by FAS 123.
Limited Partnership or Similar Entity When the Limited Part- AIG expects this expense to approximate $31 million for
ners have Certain Rights.’’ fiscal 2006. FAS 123R also requires AIG to estimate forfeit-

On June 29, 2005, FASB issued Statement 133 Imple- ures in calculating the expense relating to share-based com-
mentation Issue No. B38, ‘‘Embedded Derivatives: Evalua- pensation, rather than recognizing these forfeitures and
tion of Net Settlement with Respect to the Settlement of a corresponding reductions in expense as they occur. The pre-
Debt Instrument through Exercise of an Embedded Put Op- tax cumulative effect of adoption, recognized as a reduction
tion or Call Option.’’ in stock-based compensation of $46 million, was recorded as

a cumulative effect of an accounting change net of tax.On June 29, 2005, FASB issued Statement 133 Imple-
FAS 123R requires AIG to reflect the cash savings resultingmentation issue No. B39, ‘‘Application of Paragraph 13(b) to
from excess tax benefits in its financial statements as cashCall Options That Are Exercisable Only by the Debtor.’’
flow from financing activities, rather than as cash flow from

On September 19, 2005, FASB issued Statement of Posi- operating activities as in prior periods. The amount of this
tion 05-1, ‘‘Accounting by Insurance Enterprises for Deferred excess tax benefit for the three months ending March 31,
Acquisition Costs in Connection with Modifications or Ex- 2006 was $1.7 million.
changes of Insurance Contracts.’’

As a result of FAS 123R, excluding the cumulative effect
On February 16, 2006, FASB issued FAS No. 155, ‘‘Ac- of adoption, AIG’s income before income taxes and net in-

counting for Certain Hybrid Financial Instruments.’’ come for the three months ended March 31, 2006 was
On March 27, 2006, the FASB issued FSP FTB 85-4-1, $8 million and $5 million, respectively, lower than if AIG had

‘‘Accounting for Life Settlement Contracts by Third-Party continued to account for share-based compensation under
Investors’’ (FSP 85-4-1), an amendment of FTB 85-4, ‘‘Ac- FAS 123. The effect on basic and diluted earnings for the
counting for Purchases of Life Insurance.’’ three months ended March 31, 2006 was less than $0.01 per

share.On April 13, 2006, the FASB issued FSP FIN 46(R)-6,
‘‘Determining the Variability to be Considered in Applying AIG uses a variety of assumptions and a binomial model
FASB Interpretation No. 46(R).’’ to calculate the fair value of share-based compensation

programs.From January 1, 2003 through December 31, 2005, AIG
accounted for share-based payment transactions with em- The contractual term of options granted is generally
ployees under FAS 123, ‘‘Accounting for Stock-Based Com- 10 years with an expected term of 7 years calculated based on
pensation.’’ Share-based employee compensation expense an analysis of historical employee exercise behavior and em-
was not recognized in the statement of income in prior peri- ployee turnover (post-vesting terminations).
ods. Effective January 1, 2006, AIG adopted the fair value Expected volatility is the average of historical volatility
recognition provisions of Statement of Financial Accounting and the implied volatility of actively traded options on
Standards No. 123R ‘‘Share-Based Payments’’ (FAS 123R). AIG shares.
FAS 123R requires that companies use a fair value method to

Dividend yield is based on the twelve month period priorvalue share-based payments and recognize the related com-
to the grant date. Interest rate curves used in the valuationpensation expense in net earnings. AIG adopted FAS 123R
model were the US Treasury STRIP rates with terms fromusing the Modified Prospective Application method, and ac-
3 months to 10 years.cordingly, financial statement amounts for the prior periods

presented have not been restated to reflect the fair value As of March 31, 2006, the total unrecognized compensa-
method of expensing share-based compensation under tion costs (net of expected forfeitures) related to
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share-based awards granted and not yet vested under AIG’s rather than cash. On that date, AIG modified its accounting
plans, and the blended weighted-average period over which for the SICO Plans (as described in Note 4 of Notes to the
those costs are expected to be recognized, are as follows: Consolidated Financial Statements) from variable to fixed

Unrecognized measurement accounting. See Note 10 herein and Note 16 of
Pre-Tax Blended Notes to the Consolidated Financial Statements in the 2005Compensation Weighted-

Annual Report on Form 10-K. Using fixed measurement ac-Cost Average
(in millions) Period counting, the compensation expense relating to the SICO

1996 Employee Stock Purchase Plans for the three months ending March 31, 2006 was ap-
Plan, as amended $ 4 0.5 years proximately $14 million. In addition, various adjustments

1999 Stock Option Plan, as totalling $61 million, primarily relating to stock-split adjust-
amended $204 1.40 years

ments and other miscellaneous items, were recorded in the
2002 Stock Incentive Plan $196 1.83 years

three months ending March 31, 2006.SICO Deferred Compensation
Profit Participation Plans $357 6.08 years In December, 2005 and January, 2006, Starr made

2005-2006 AIG Deferred tender offers to AIG employees holding Starr common and
Compensation Profit preferred stock. In conjunction with AIG’s adoption of
Participation Plan $248 11.62 years

FAS 123R, Starr is considered to be an ‘‘economic interest
holder’’ in AIG. As a result, the compensation expense relatedThe total cost for awards outstanding under each plan as
to the 2006 tender offer is included in AIG’s consolidatedof March 31, 2006 is expected to be recognized over approxi-
financial statements for the three months ending March 31,mately double the respective plan’s blended weighted average
2006. The amount of one-time compensation cost attributa-period.
ble to the 2006 tender offer is approximately $54 million.Historically, SICO’s Board of Directors could elect to

For further discussion of these recent accounting stan-pay a participant cash in lieu of shares of AIG common stock.
dards and their application to AIG, see Note 10 of Notes toOn December 9, 2005, SICO notified plan participants that
Consolidated Financial Statements.substantially all future payments would be settled with shares
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nancial Officer, to allow timely decisions regarding requiredCONTROLS AND PROCEDURES
disclosures. Based on its evaluation, and in light of the previ-

In connection with the preparation of this First Quarter
ously identified material weaknesses in internal control over

Form 10-Q, an evaluation was carried out by AIG’s manage-
financial reporting, as of December 31, 2005, described

ment, with the participation of AIG’s current Chief Executive
within the 2005 Annual Report on Form 10-K, AIG’s Chief

Officer and Chief Financial Officer, of the effectiveness of
Executive Officer and Chief Financial Officer concluded that,

AIG’s disclosure controls and procedures (as defined in
as of March 31, 2006, AIG’s disclosure controls and proce-

Rules 13a-15(e) and 15d-15(e) under the Securities Exchange
dures were ineffective. In addition, there has been no change

Act of 1934 (Exchange Act)). Disclosure controls and proce-
in AIG’s internal control over financial reporting (as defined

dures are designed to ensure that information required to be
in Rule 13a-15(f) under the Exchange Act) that occurred

disclosed in reports filed or submitted under the Exchange
during the first three months of 2006 that has materially

Act is recorded, processed, summarized and reported within
affected, or is reasonably likely to materially affect, AIG’s

the time periods specified in SEC rules and forms and that
internal control over financial reporting.

such information is accumulated and communicated to man-
agement, including the Chief Executive Officer and Chief Fi-
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Part II from ‘A++’ to ‘A+’ (second highest of fourteen rating levels)
and the issuer credit ratings from ‘aa+’ to ‘aa–’ (remainingITEM 1A. Risk  Factors
within the second highest of nine rating levels) and placed the

The following discussion supplements and amends the signifi- ratings under review with negative implications. An under
cant risk factors that may affect AIG as described in detail review modifier by A.M. Best is assigned to a company whose
under ‘‘Risk Factors’’ in Item 1A. of Part I of the 2005 An- rating opinion is under review and may be subject to change
nual Report on Form 10-K. in the near-term, generally defined as six months. Negative

implications indicates a potential downgrade.
AIG’s  Credit  Ratings

In addition, S&P changed the outlook on the ‘AA–’ long-
The downgrades in AIG’s credit ratings will increase AIG’s term senior debt rating (second highest out of eight rating
borrowing costs, may lessen AIG’s ability to compete in cer- categories) of ILFC (a wholly owned subsidiary of AIG) to
tain business and will require AIG to post additional negative. Moody’s affirmed ILFC’s long-term and short-term
collateral. senior debt ratings (‘A1’/‘P-1’) (third highest of nine, and

highest of three, rating categories, respectively). Fitch down-From March through June of 2005, the major rating
graded ILFC’s long-term senior debt rating from ‘AA–’ toagencies downgraded AIG’s ratings in a series of actions.
‘A+’ (third highest of nine rating categories), placed it onStandard & Poor’s, a division of the McGraw-Hill Compa-
Rating Watch Negative and downgraded ILFC’s short-termnies, Inc. (S&P), lowered the long-term senior debt and
debt rating from ‘F1+’ to ‘F1’ (remaining within the highestcounterparty ratings of AIG from ‘AAA’ to ‘AA’ (second
of five rating categories). In April 2006, Fitch removed ILFC’shighest of eight rating categories) and changed the rating
long-term senior debt rating from Rating Watch Negativeoutlook to negative. S&P’s outlook indicates the potential
and affirmed it with a stable outlook.direction of a rating over the intermediate term (typically six

months to two years). A negative outlook means that a rating These debt and financial strength ratings are current
may be lowered; however, an outlook is not necessarily a opinions of the rating agencies. As such, they may be
precursor to a rating change. Moody’s Investors Service changed, suspended or withdrawn at any time by the rating
(Moody’s) lowered AIG’s long-term senior debt rating from agencies as a result of changes in, or unavailability of, infor-
‘Aaa’ to ‘Aa2’ (second highest of nine rating categories) with mation or based on other circumstances. Ratings may also be
a stable outlook. Moody’s appends numerical modifiers 1, 2, withdrawn at AIG management’s request. This discussion of
and 3 to the generic rating categories to show relative posi- ratings is not a complete list of ratings of AIG and its
tion within rating categories. Fitch Ratings (Fitch) down- subsidiaries.
graded the long-term senior debt ratings of AIG from ‘AAA’

These ratings actions have affected and will continue toto ‘AA’ (second highest of nine rating categories) and placed
affect AIG’s business and results of operations in a number ofthe ratings on Rating Watch Negative. A Fitch Rating Watch
ways.notifies investors that there is a reasonable probability of a

rating change and the likely direction of such change. A Rat-
m Downgrades in AIG’s debt ratings will adversely affect

ing Watch Negative indicates a potential downgrade. Rating AIG’s results of operations. AIG relies on external sources
Watch is typically resolved over a relatively short period. In of financing to fund several of its operations. The cost and
April 2006, Fitch removed AIG from Rating Watch Negative availability of unsecured financing are generally dependent
and affirmed its rating with a stable outlook. on the issuer’s long-term and short-term debt ratings.

These downgrades and any future downgrades in AIG’sThe agencies also took rating actions on AIG’s insurance
debt ratings may adversely affect AIG’s borrowing costssubsidiaries. S&P lowered the financial strength ratings of
and therefore adversely affect AIG’s results of operations.AIG’s insurance subsidiaries to ‘AA+’ (second highest rating

of eight rating categories) and assigned a negative rating out-
m The downgrade in AIG’s long-term senior debt ratings will

look. Fitch also lowered the financial strength ratings of adversely affect AIGFP’s ability to compete for certain
AIG’s insurance companies to ‘AA+’ (second highest of nine businesses. Credit ratings are very important to the ability
rating categories) and placed them on Rating Watch Nega- of financial institutions to compete in the derivative and
tive. In April 2006, Fitch removed the financial strength rat- structured transaction marketplaces. Historically, AIG’s
ings from Rating Watch Negative and affirmed them with a triple-A ratings provided AIGFP a competitive advantage.
stable outlook. S&P and Fitch ratings may be modified by the The downgrades have reduced this advantage and, for spe-
addition of a plus or minus sign to show relative standing cialized financial transactions that generally are conducted
within the major rating categories. Moody’s lowered the in- only by triple-A rated financial institutions, counterparties
surance financial strength ratings generally to either ‘Aa1’ or may be unwilling to transact business with AIGFP except
‘Aa2’ (both within the second highest of nine rating catego- on a secured basis. This could require AIGFP to post more
ries) with a stable outlook. A.M. Best downgraded the finan- collateral to counterparties in the future. See below for a
cial strength ratings of most of AIG’s insurance subsidiaries
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further discussion of the effect that posting collateral may AIG’s outstanding municipal guaranteed investment
have on AIG’s liquidity. agreements and financial derivatives transactions as of

such date, a further downgrade of AIG’s long-term senior
m Although the financial strength ratings of AIG’s insurance

debt ratings to ‘Aa3’ by Moody’s or ‘AA–’ by S&P would
company subsidiaries remain high compared to many of

permit counterparties to call for approximately $896 mil-
their competitors, the downgrades have reduced the previ-

lion of additional collateral. Further, additional down-
ous ratings differential. The competitive advantage of the

grades could result in requirements for substantial
ratings to AIG’s insurance company subsidiaries may be

additional collateral, which could have a material effect on
lessened accordingly.

how AIG manages its liquidity. The actual amount of ad-
m As a result of the downgrades of AIG’s long-term senior ditional collateral that AIG would be required to post to

debt ratings, AIG was required to post approximately counterparties in the event of such downgrades depends
$1.16 billion of collateral with counterparties to municipal on market conditions, the market value of the outstanding
guaranteed investment contracts and financial derivatives affected transactions and other factors prevailing at the
transactions. In the event of a further downgrade, AIG will time of the downgrade. Any additional obligations to post
be required to post additional collateral. It is estimated collateral will increase the demand on AIG’s liquidity.
that, as of the close of business on April 30, 2006 based on

ITEM 2. Unregistered  Sales  of  Equity  Securities  and  Use  of  Proceeds

The table below provides information with respect to purchases of AIG Common stock during the three months ended
March 31, 2006.

Maximum Number
Total Number of of Shares that May

Shares Purchased Yet Be Purchased
Total Average as Part of Publicly Under the Plans

Number of Price Paid Announced Plans or Programs
Period Shares Purchased(1) per Share or Programs at End of Month(2)

January 1 - 31 – $ – – 36,542,700
February 1 - 28 – – – 36,542,700
March 1 - 31 – – – 36,542,700
Total – $ – –

(1) Does not include 29,514 shares delivered or attested to in satisfaction of the exercise price by holders of AIG employee stock options exercised during the

three months ended March 31, 2006.

(2) On July 19, 2002, AIG announced that its Board of Directors had authorized the open market purchase of up to 10 million shares of common stock. On

February 13, 2003, AIG announced that the Board had expanded the existing program through the authorization of an additional 50 million shares. The

purchase program has no set expiration or termination date.

ITEM 6. Exhibits

See accompanying Exhibit Index.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

AMERICAN INTERNATIONAL GROUP, INC.
(Registrant)

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

/s / DAVID L. HERZOG

David L. Herzog
Senior Vice President and Comptroller

(Principal Accounting Officer)

Dated: May 10, 2006
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EXHIBIT INDEX
Exhibit
Number Description Location

11 Statement re computation of per share earnings Included in Note (3) of Notes to
Consolidated Financial Statements.

12 Statement re computation of ratios Filed herewith.
31 Rule 13a-14(a)/15d-14(a) Certifications Filed herewith.
32 Section 1350 Certifications Filed herewith.
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Exhibit 12

American International Group, Inc.

Computation of Ratios of Earnings to Fixed Charges

Three Months Ended March 31, (in millions, except ratios) 2006 2005

Income before income taxes, minority interest and cumulative effect of an accounting change $ 4,793 $ 5,649
Less – Equity income of less than 50% owned persons 20 63
Add – Dividends from less than 50% owned persons 3 3

4,776 5,589
Add – Fixed charges 1,948 1,730
Less – Capitalized interest 15 15
Income before income taxes, minority interest, cumulative effect of an accounting change and fixed charges $ 6,709 $ 7,304
Fixed charges:

Interest costs $ 1,896 $ 1,679
Rental expense* 52 51

Total fixed charges $ 1,948 $ 1,730
Ratio of earnings to fixed charges 3.44 4.22

Secondary Ratio
Interest credited to GIC and GIA policy and contract holders $(1,090) $(1,094)
Total fixed charges excluding interest credited to GIC and GIA policy and contract holders $ 858 $ 636

Secondary ratio of earnings to fixed charges 6.55 9.76

*The proportion deemed representative of the interest factor.

The secondary ratio is disclosed for the convenience of fixed GIAs are entered into by AIG’s insurance subsidiaries, princi-
income investors and the rating agencies that serve them and pally Sun America Life Insurance Company and AIG Finan-
is more comparable to the ratios disclosed by all issuers of cial Products Corp. and its subsidiaries, respectively. The
fixed income securities. The secondary ratio removes interest proceeds from GICs and GIAs are invested in a diversified
credited to guaranteed investment contract (GIC) policyhold- portfolio of securities, primarily investment grade bonds. The
ers and guaranteed investment agreement (GIA) con- assets acquired yield rates greater than the rates on the related
tractholders. Such expenses are also removed from income policyholders obligation or agreement, with the intent of
before income taxes, minority interest and cumulative effect earning operating income from the spread.
of an accounting change used in this calculation. GICs and
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Exhibit 31

CERTIFICATIONS

I, Martin J. Sullivan, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consoli-
dated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summa-
rize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

/s / MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

Date: May 10, 2006



CERTIFICATIONS

I, Steven J. Bensinger, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consoli-
dated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summa-
rize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: May 10, 2006



Exhibit 32

CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended March 31, 2006, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’),
I, Martin J. Sullivan, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that
to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

Date: May 10, 2006

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.



CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended March 31, 2006, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’),
I, Steven J. Bensinger, Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, that to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: May 10, 2006

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.
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American International Group, Inc. and Subsidiaries

Part I – FINANCIAL  INFORMATION

ITEM 1.  Financial  Statements (unaudited)

CONSOLIDATED BALANCE SHEET

(in millions) (unaudited)

June 30, December 31,
2006 2005

Assets:

Investments and financial services assets:

Fixed maturities:

Bonds available for sale, at market value (amortized cost: 2006 – $362,825; 2005 –

$349,612) (includes hybrid financial instruments: 2006 – $495) $362,183 $359,516

Bonds held to maturity, at amortized cost (market value: 2006 – $21,522; 2005 – $22,047) 21,510 21,528

Bond trading securities, at market value (cost: 2006 – $6,565; 2005 – $4,623) 6,487 4,636

Equity securities:

Common stocks available for sale, at market value (cost: 2006 – $12,008; 2005 – $10,125) 13,829 12,227

Common and preferred stocks trading, at market value (cost: 2006 – $9,589; 2005 –

$7,746) 10,857 8,959

Preferred stocks available for sale, at market value (cost: 2006 – $2,464; 2005 – $2,282) 2,447 2,402

Mortgage loans on real estate, net of allowance (2006 – $55; 2005 – $54) 16,180 14,300

Policy loans 7,366 7,039

Collateral and guaranteed loans, net of allowance (2006 – $10; 2005 – $10) 4,058 3,570

Financial services assets:

Flight equipment primarily under operating leases, net of accumulated depreciation (2006 –

$8,100; 2005 – $7,419) 39,307 36,245

Securities available for sale, at market value (cost: 2006 – $38,386; 2005 – $37,572) 38,678 37,511

Trading securities, at market value 5,165 6,499

Spot commodities 797 92

Unrealized gain on swaps, options and forward transactions 18,901 18,695

Trading assets 1,345 1,204

Securities purchased under agreements to resell, at contract value 14,085 14,547

Finance receivables, net of allowance (2006 – $713; 2005 – $670) 27,515 27,995

Securities lending collateral, at market value (which approximates cost) 68,732 59,471

Other invested assets 29,410 27,267

Short-term investments, at cost (which approximates market value) 21,186 15,342

Total investments and financial services assets 710,038 679,045

Cash 2,140 1,897

Investment income due and accrued 5,732 5,727

Premiums and insurance balances receivable, net of allowance (2006 – $869; 2005 – $1,011) 18,236 15,333

Reinsurance assets, net of allowance (2006 – $932; 2005 – $992) 24,271 24,978

Deferred policy acquisition costs 38,301 33,248

Investments in partially owned companies 1,375 1,158

Real estate and other fixed assets, net of accumulated depreciation (2006 – $5,307; 2005 – $4,990) 8,415 7,446

Separate and variable accounts 67,596 63,797

Goodwill 8,425 8,093

Other assets 16,141 12,329

Total assets $900,670 $853,051

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEET (continued)

(in millions, except share data) (unaudited)

June 30, December 31,
2006 2005

Liabilities:
Reserve for losses and loss expenses $ 78,966 $ 77,169

Unearned premiums 26,113 24,243

Future policy benefits for life and accident and health insurance contracts 117,645 108,807

Policyholders’ contract deposits 233,865 227,027

Other policyholders’ funds 11,157 10,870

Commissions, expenses and taxes payable 5,060 4,769

Insurance balances payable 4,362 3,564

Funds held by companies under reinsurance treaties 3,221 4,174

Income taxes payable 5,101 6,288

Financial services liabilities:

Borrowings under obligations of guaranteed investment agreements 21,571 20,811

Securities sold under agreements to repurchase, at contract value 7,803 11,047

Trading liabilities 2,273 2,546

Hybrid financial instrument liabilities, at fair value 6,652 –

Securities and spot commodities sold but not yet purchased, at market value 5,727 5,975

Unrealized loss on swaps, options and forward transactions 11,956 12,740

Trust deposits and deposits due to banks and other depositors 4,542 4,877

Commercial paper 9,833 6,514

Notes, bonds, loans and mortgages payable 70,561 71,313

Commercial paper 3,230 2,694

Notes, bonds, loans and mortgages payable 12,851 7,126

Liabilities connected to trust preferred stock 1,399 1,391

Separate and variable accounts 67,596 63,797

Securities lending payable 69,754 60,409

Minority interest 6,038 5,124

Other liabilities (includes hybrid financial instruments: 2006 — $138) 25,492 23,273

Total liabilities 812,768 766,548

Preferred shareholders’ equity in subsidiary companies 193 186

Commitments and Contingent Liabilities (See Note 6)

Shareholders’ equity:
Common stock, $2.50 par value; 5,000,000,000 shares authorized; shares issued 2006 and

2005 – 2,751,327,476 6,878 6,878

Additional paid-in capital 2,533 2,339

Retained earnings 78,192 72,330

Accumulated other comprehensive income (loss) 2,201 6,967

Treasury stock, at cost; 2006 – 153,134,393; 2005 – 154,680,704 shares of common stock (2,095) (2,197)

Total shareholders’ equity 87,709 86,317

Total liabilities, preferred shareholders’ equity in subsidiary companies and shareholders’ equity $900,670 $853,051

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF INCOME

(in millions, except per share data) (unaudited)

Three Months Six Months
Ended June 30, Ended June 30,
2006 2005 2006 2005

Revenues:
Premiums and other considerations $18,303 $17,536 $36,545 $35,216
Net investment income 5,912 5,227 11,739 10,559
Realized capital gains (losses) (214) (125) (45) 12
Other revenues 2,742 5,265 5,763 9,318

Total revenues 26,743 27,903 54,002 55,105

Benefits and expenses:
Incurred policy losses and benefits 13,988 14,283 28,988 29,156
Insurance acquisition and other operating expenses 7,514 6,919 14,980 13,599

Total benefits and expenses 21,502 21,202 43,968 42,755

Income before income taxes, minority interest and cumulative effect of an
accounting change 5,241 6,701 10,034 12,350

Income taxes 1,688 2,083 3,123 3,789

Income before minority interest and cumulative effect of an accounting change 3,553 4,618 6,911 8,561

Minority interest (363) (129) (560) (273)

Income before cumulative effect of an accounting change 3,190 4,489 6,351 8,288

Cumulative effect of an accounting change, net of tax – – 34 –

Net income $ 3,190 $ 4,489 $ 6,385 $ 8,288

Earnings per common share:
Basic

Income before cumulative effect of an accounting change $ 1.23 $ 1.73 $ 2.44 $ 3.19
Cumulative effect of an accounting change, net of tax – – 0.01 –
Net income $ 1.23 $ 1.73 $ 2.45 $ 3.19

Diluted
Income before cumulative effect of an accounting change $ 1.21 $ 1.71 $ 2.42 $ 3.16
Cumulative effect of an accounting change, net of tax – – 0.01 –
Net income $ 1.21 $ 1.71 $ 2.43 $ 3.16

Dividends declared per common share $ 0.165 $ 0.125 $ 0.315 $ 0.30

Average shares outstanding:
Basic 2,606 2,596 2,606 2,596
Diluted 2,625 2,623 2,624 2,623

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS

(in millions) (unaudited)

Six Months Ended June 30, 2006 2005

Summary:
Net cash provided by (used in) operating activities $ 6,978 $ 13,689

Net cash used in investing activities (40,048) (35,230)

Net cash provided by financing activities 32,243 22,097
Effect of exchange rate changes on cash 1,070 (827)

Change in cash 243 (271)

Cash at beginning of period 1,897 2,009

Cash at end of period $ 2,140 $ 1,738

Cash flows from operating activities:
Net income $ 6,385 $ 8,288

Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Noncash revenues, expenses, gains and losses included in income:

Change in:

General and life insurance reserves 12,434 7,562

Premiums and insurance balances receivable and payable – net (1,229) 87

Reinsurance assets 707 137

Deferred policy acquisition costs (3,150) (1,267)

Investment income due and accrued (5) (91)

Funds held under reinsurance treaties (953) 376

Other policyholders’ funds 287 52

Income taxes payable 918 1,170

Commissions, expenses and taxes payable 291 119

Other assets and liabilities – net (1,869) (235)

Bonds, common and preferred stocks trading, at market value (3,749) (1,775)

Trading assets and liabilities – net (414) 1,111

Trading securities, at market value 1,334 (1,181)

Spot commodities (705) 80

Net unrealized (gain) loss on swaps, options and forward transactions (990) (788)

Securities purchased under agreements to resell 462 13,696

Securities sold under agreements to repurchase (3,244) (13,084)

Securities and spot commodities sold but not yet purchased, at market value (248) (534)

Realized capital (gains) losses 45 (12)

Equity in income of partially owned companies and other invested assets (1,410) (899)

Amortization of premium and discount on securities 201 187

Depreciation expenses, principally flight equipment 1,137 836

Provision for finance receivable losses 245 175

Finance receivables held for sale – originations and purchases (4,911) (5,144)

Finance receivables sold 5,250 4,775

Other – net 159 48

Total adjustments 593 5,401

Net cash provided by (used in) operating activities $ 6,978 $ 13,689

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS (continued)

(in millions) (unaudited)

Six Months Ended June 30, 2006 2005

Cash flows from investing activities:
Cost of bonds, at market sold $ 50,578 $ 62,719

Cost of bonds, at market matured or redeemed 8,087 7,717

Cost of equity securities sold 6,739 5,896

Realized capital gains (losses) (45) 12

Purchases of fixed maturities (71,965) (86,153)

Purchases of equity securities (8,615) (7,151)

Mortgage, policy, collateral and guaranteed loans granted (4,343) (2,702)

Repayments of mortgage, policy, collateral and guaranteed loans 1,648 1,520

Sales of securities available for sale 2,608 1,949

Maturities of securities available for sale 210 2,451

Purchases of securities available for sale (3,604) (7,350)

Sales of flight equipment 354 243

Purchases of flight equipment (4,171) (4,243)

Change in securities lending collateral (9,261) (7,156)

Net additions to real estate and other fixed assets (739) (400)

Sales or distributions of other invested assets 7,814 5,835

Other invested assets (7,970) (7,169)

Change in short-term investments (6,529) 1,992

Investments in partially owned companies (21) (3)

Finance receivables held for investment – originations and purchases (7,053) (9,267)

Finance receivable principal payments received 6,230 6,030

Net cash used in investing activities $(40,048) $(35,230)

Cash flows from financing activities:
Receipts from policyholders’ contract deposits $ 27,069 $ 26,038

Withdrawals from policyholders’ contract deposits (20,231) (17,032)

Change in trust deposits and deposits due to banks and other depositors (335) (94)

Change in commercial paper 2,979 3,171

Proceeds from notes, bonds, loans and mortgages payable, and hybrid financial instrument liabilities 22,392 25,645

Repayments on notes, bonds, loans and mortgages payable, and hybrid  financial instrument liabilities (9,037) (23,903)

Proceeds from guaranteed investment agreements 6,471 6,760

Maturities of guaranteed investment agreements (5,711) (4,880)

Change in securities lending payable 9,345 7,156

Proceeds from common stock issued 63 36

Cash dividends to shareholders (780) (641)

Acquisition of treasury stock (4) (168)

Other – net 22 9

Net cash provided by financing activities $ 32,243 $ 22,097

Supplementary information:
Taxes paid $ 2,100 $ 1,466

Interest paid $ 2,870 $ 2,649

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)

(in millions, except per share data) (unaudited)

Three Months Six Months
Ended June 30, Ended June 30,
2006 2005 2006 2005

Comprehensive income (loss):
Net income $ 3,190 $ 4,489 $ 6,385 $ 8,288

Other comprehensive income (loss):
Unrealized appreciation (depreciation) of investments – net of reclassification

adjustments (5,734) 4,817 (8,333) 2,282
Deferred income tax benefit (expense) on above changes 1,743 (1,759) 2,843 (503)

Foreign currency translation adjustments 520 (773) 1,070 (826)
Deferred income tax benefit (expense) on above changes (59) 497 (349) 501

Net derivative gains (losses) arising from cash flow hedging activities 4 (80) 8 70
Deferred income tax (expense) benefit on above changes (16) 40 (3) (71)

Retirement plan liabilities adjustment, net of tax 34 2 (2) (28)
Other comprehensive income (loss) (3,508) 2,744 (4,766) 1,425
Comprehensive income (loss) $ (318) $ 7,233 $ 1,619 $ 9,713

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

‘‘Consolidation of Variable Interest Entities’’ and APB Opin-1. Financial  Statement Presentation
ion No. 18, ‘‘The Equity Method of Accounting for Invest-

These unaudited condensed consolidated financial statements ments in Common Stock’’. These investments had previously
do not include certain financial information required by been accounted for as available for sale securities, with
U.S. generally accepted accounting principles (GAAP) for changes in market values being reflected in other comprehen-
complete financial statements and should be read in conjunc- sive income, net of deferred income taxes. Beginning with the
tion with the audited consolidated financial statements and second quarter of 2006, the changes in market values are
the related notes, included in the Annual Report on included in AIG’s net investment income. The adjustment
Form 10-K/A of American International Group, Inc. (AIG) decreased Unrealized appreciation (depreciation) of invest-
for the year ended December 31, 2005 (2005 Annual Report ments – net of reclassification adjustments, and the related
on Form 10-K/A). Deferred income tax benefit (expense), in the Consolidated

Statement of Comprehensive Income (Loss) by approxi-In the opinion of management, the consolidated financial
mately $576 million and approximately $202 million, respec-statements contain the normal recurring adjustments neces-
tively, for the three and six-month periods ended June 30,sary for a fair statement of the results presented herein. In-
2006 and increased Net investment income by $653 million,tercompany accounts and transactions have been eliminated.
increased Incurred policy losses and benefits, related to cer-Certain accounts have been reclassified in the 2005 financial
tain participating policyholder funds, by $77 million, andstatements to conform to their 2006 presentation. See also
increased Income taxes by $202 million in the ConsolidatedNote 11 herein.
Statement of Income for the three and six-month periods

During the second quarter of 2006, as part of its continuing ended June 30, 2006. There was no effect on Total sharehold-
remediation efforts, AIG identified and recorded an out of ers’ equity as of June 30, 2006 or December 31, 2005.
period adjustment related to the accounting for certain inter-
ests in unit investment trusts in accordance with FIN 46(R),
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information
AIG identifies its reportable segments by product line consistent with its management structure. AIG’s major product and
service groupings are general insurance, life insurance & retirement services, financial services and asset management. The
following table summarizes the operations by major operating segment for the three and six-month periods ended June 30,
2006 and 2005:

Six MonthsThree Months
Ended June 30,Ended June 30,Operating Segments

(in millions) 2006 2005 2006 2005
Revenues(a):

General Insurance(b)(h) $12,167 $11,405 $23,823 $22,624
Life Insurance & Retirement Services(c)(h) 11,705 11,517 24,344 23,292
Financial Services(d) 1,226 3,778 2,841 6,214
Asset Management(e) 1,621 1,219 2,860 2,596
Other 24 (16) 134 379

Consolidated $26,743 $27,903 $54,002 $55,105
Operating income (loss)(a)(f):

General Insurance(h) $ 2,863 $ 1,885 $ 5,194 $ 3,527
Life Insurance & Retirement Services(g)(h) 2,302 2,324 4,857 4,505
Financial Services(g) (548) 2,214 (707) 3,259
Asset Management 811 524 1,272 1,114
Other(i) (187) (246) (582) (55)

Consolidated $ 5,241 $ 6,701 $10,034 $12,350

(a) Includes the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses.
For the three-month periods ended June 30, 2006 and 2005, the effect was $(1.08) billion and $1.63 billion, respectively, in revenues and $(1.08) billion and
$1.61 billion, respectively, in operating income. For the six-month periods ended June 30, 2006 and 2005, the effect was $(1.30) billion and $2.56 billion,
respectively, in revenues and $(1.30) billion and $2.62 billion, respectively, in operating income. These amounts result primarily from interest rate and foreign
currency derivatives which are hedging available for sale securities and borrowings.

(b) Represents the sum of General Insurance net premiums earned, net investment income and realized capital gains (losses).
(c) Represents the sum of Life Insurance & Retirement Services GAAP premiums, net investment income and realized capital gains (losses). Included in realized

capital gains (losses) is the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133 and the application of FAS 52 of
$(21) million and $(103) million in the three-month periods ended June 30, 2006 and 2005, respectively, and $335 million and $(183) million in the six-month
periods ended June 30, 2006 and 2005, respectively.

(d) Represents interest, lease and finance charges.
(e) Represents management and advisory fees and net investment income with respect to Guaranteed Investment Contracts (GICs).
(f) Represents income before income taxes, minority interest and cumulative effect of an accounting change.
(g) Results of operations of AIG Credit Card Company (Taiwan) are shared equally by the Life Insurance & Retirement Services segment and the Financial

Services segment. Additional allowances of $44 million were recorded in the first quarter of 2006, by each segment, for losses in these credit card operations.
(h) Includes the effect of an out of period adjustment related to the accounting for certain interests in unit investment trusts. For the three and six-month periods

ended June 30, 2006 the effect was an increase of $432 million in revenues and operating income for General Insurance and an increase of $221 million and
$144 million in revenues and operating income, respectively, for Life Insurance & Retirement Services.

(i) The operating loss for the Other category is as follows:

Three Months Six Months
Ended June 30, Ended June 30,

(in millions) 2006 2005 2006 2005
Operating income (loss):

Equity earnings in unconsolidated subsidiaries $ 111 $ 36 $ 130 $ 96
Compensation expense – SICO Plans (14) (60) (90) (67)
Compensation expense – C.V. Starr tender offer – – (54) –
Interest expense (223) (127) (406) (251)
Unallocated corporate expenses (71) (108) (261) (195)
Realized capital gains (losses) 24 (16) 134 379
Other miscellaneous, net (14) 29 (35) (17)

Total Other $ (187) $ (246) $ (582) $ (55)
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

Each of the General Insurance sub-segments is comprised of groupings of major products and services as follows: Domestic
Brokerage Group is comprised of domestic commercial insurance products and services; Transatlantic is comprised of reinsurance
products and services sold to other general insurance companies; Personal Lines are comprised of general insurance products and
services sold to individuals; Mortgage Guaranty is comprised of products insuring against losses arising under certain loan
agreements; and Foreign General is comprised of general insurance products sold overseas.

The following table summarizes AIG’s General Insurance operations by major internal reporting unit for the three and six-
month periods ended June 30, 2006 and 2005:

Six MonthsThree Months
Ended June 30,Ended June 30,General Insurance

(in millions) 2006 2005 2006 2005
Revenues:

Domestic Brokerage Group $ 6,605 $ 6,241 $13,160 $12,530
Transatlantic 1,015 948 2,031 1,930
Personal Lines 1,223 1,209 2,438 2,380
Mortgage Guaranty 212 173 410 342
Foreign General(a) 3,112 2,835 5,782 5,437
Reclassifications and Eliminations – (1) 2 5

Total General Insurance $12,167 $11,405 $23,823 $22,624
Operating Income(b):

Domestic Brokerage Group $ 1,534 $ 805 $ 2,891 $ 1,518
Transatlantic 143 99 284 213
Personal Lines 118 102 219 211
Mortgage Guaranty 107 109 216 213
Foreign General(a) 961 771 1,582 1,367
Reclassifications and Eliminations – (1) 2 5

Total General Insurance $ 2,863 $ 1,885 $ 5,194 $ 3,527
(a) Includes the effect of an out of period adjustment related to the accounting for certain interests in unit investment trusts. For the three and six-month periods ended

June 30, 2006 the effect was an increase of $412 million in revenues and operating income.
(b) Includes additional (reduction in) losses incurred and net reinstatement premiums primarily related to prior year catastrophes of $(51) million and $27 million, in the

three-month periods ended June 30, 2006 and 2005, respectively. Such losses and premiums were $48 million and $198 million in the six-month periods ended June 30,
2006 and 2005, respectively.

Life Insurance & Retirement Services is comprised of two major groupings of products and services: insurance-oriented products
and services and retirement savings products and services. Substantially all of the retirement savings products are reported in the
VALIC, AIG Annuity and AIG SunAmerica sub-segment.

The following table summarizes AIG’s Life Insurance & Retirement Services operations by major internal reporting unit for the
three and six-month periods ended June 30, 2006 and 2005:

Six MonthsThree Months
Ended June 30,Ended June 30,Life Insurance & Retirement Services

(in millions) 2006 2005 2006 2005
Revenues:

Foreign:
AIA, AIRCO and Nan Shan(a) (e) $ 4,165 $ 3,858 $ 8,517 $ 7,924
ALICO, AIG Star Life and AIG Edison Life(b) 3,652 3,609 7,747 7,128
Philamlife and Other 153 127 277 257

Domestic:
AGLA and AG Life(c) 2,222 2,114 4,589 4,502
VALIC, AIG Annuity and AIG SunAmerica(d) 1,513 1,809 3,214 3,481

Total Life Insurance & Retirement Services $11,705 $11,517 $24,344 $23,292

Operating Income:
Foreign:

AIA, AIRCO and Nan Shan(a) (e) $ 736 $ 649 $ 1,436 $ 1,237
ALICO, AIG Star Life and AIG Edison Life(b) 955 798 1,913 1,394
Philamlife and Other 30 17 41 33

Domestic:
AGLA and AG Life(c) 235 240 601 706
VALIC, AIG Annuity and AIG SunAmerica(d) 346 620 866 1,135

Total Life Insurance & Retirement Services $ 2,302 $ 2,324 $ 4,857 $ 4,505

(a) Represents the operations of American International Assurance Company, Limited together with American International Assurance Company (Bermuda) Limited
(AIA), American International Reinsurance Company, Ltd. (AIRCO),  and Nan Shan Life Insurance Company, Ltd. (Nan Shan). Revenues and operating income
include realized capital gains (losses) of $(15) million and $110 million for the three-month periods ended June 30, 2006 and 2005, respectively, and $198 million and
$176 million for the six-month periods ended June 30, 2006 and 2005, respectively. The effects of FAS 133 and the application of FAS 52 included in realized capital
gains (losses) are losses of $(131) million and gains of $50 million for the three-month periods ended June 30, 2006 and 2005, respectively, and gains of $112 million and
$61 million for the six-month periods ended June 30, 2006 and 2005, respectively. Includes $44 million in additional allowances for losses recorded in the first quarter of
2006 from AIG Credit Card Company (Taiwan).
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

(b) Represents the operations of American Life Insurance Company (ALICO), AIG Star Life Insurance Co., Ltd. (AIG Star Life), and AIG Edison Life

Insurance Company (AIG Edison Life). Revenues and operating income include realized capital gains of $162 million and $11 million for the three-month

periods ended June 30, 2006 and 2005, respectively, and gains of $311 million and losses of $(128) million for the six-month periods ended June 30, 2006

and 2005, respectively. The effects of FAS 133 and the application of FAS 52 included in realized capital gains (losses) are gains of $111 million and losses of

$(78) million for the three-month periods ended June 30, 2006 and 2005, respectively, and gains of $157 million and losses of $(263) million for the six-

month periods ended June 30, 2006 and 2005, respectively.

(c) Includes the life operations of American General Life Insurance Company (AG Life), AIG Life Insurance Company and American International Life

Assurance Company of New York. Also includes the operations of American General Life and Accident Insurance Company (AGLA). Revenues and

operating income include realized capital losses of $(75) million and $(135) million for the three-month periods ended June 30, 2006 and 2005, respectively,

and losses of $(67) million and $(63) million for the six-month periods ended June 30, 2006 and 2005, respectively. The effects of FAS 133 and the

application of FAS 52 included in realized capital gains (losses) are gains of $29 million and losses of $(171) million for the three-month periods ended

June 30, 2006 and 2005, respectively, and gains of $115 million and losses of $(66) million for the six-month periods ended June 30, 2006 and 2005,

respectively.

(d) ‘‘AIG SunAmerica’’ represents the annuity operations of AIG SunAmerica Life Assurance Company, as well as those of First SunAmerica Life Insurance

Company and SunAmerica Life Insurance Company. Also includes the operations of The Variable Annuity Life Insurance Company (VALIC) and AIG

Annuity Insurance Company (AIG Annuity). Revenues and operating income include realized capital losses of $(307) million and gains of $57 million for the

three-month periods ended June 30, 2006 and 2005, respectively, and losses of $(509) million and $(22) million for the six-month periods ended June 30,

2006 and 2005, respectively. The effects of FAS 133 and the application of FAS 52 included in realized capital gains (losses) are losses of $(42) million and

gains of $96 million for the three month periods ended June 30, 2006 and 2005, respectively, and losses of $(36) million and gains of $85 million for the six-

month periods ended June 30, 2006 and 2005, respectively.

(e) Includes the effect of an out of period adjustment related to the accounting for certain interests in unit investment trusts. For the three and six-month periods

ended June 30, 2006 the effect was an increase of $221 million in revenues and $144 million in operating income.

The following table summarizes AIG’s Financial Services operations by major internal reporting unit for the three and six-month
periods ended June 30, 2006 and 2005:

Three Months Six Months
Ended June 30, Ended June 30,Financial Services

(in millions) 2006 2005 2006 2005

Revenues(a):
Aircraft Finance(b) $1,042 $ 891 $ 2,007 $1,718
Capital Markets(c)(d) (788) 1,975 (1,088) 2,731
Consumer Finance(e) 939 891 1,863 1,724
Other 33 21 59 41

Total Financial Services $1,226 $3,778 $ 2,841 $6,214

Operating income (loss)(a):
Aircraft Finance $ 189 $ 124 $ 318 $ 311
Capital Markets(d) (952) 1,836 (1,422) 2,456
Consumer Finance(f) 199 238 374 459
Other 16 16 23 33

Total Financial Services $ (548) $2,214 $ (707) $3,259

(a) Includes the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses. For

the three and six-month periods ended June 30, 2005, the effect was $(64) million and $(49) million, respectively, in operating income for Aircraft Finance. During 2006,

Aircraft Finance’s derivative gains and losses are reported as part of the Other category and not reported in Aircraft Finance’s operating income. For the three-month

periods ended June 30, 2006 and 2005, the effect was $(1.16) billion and $1.70 billion in both revenues and operating income, respectively, for Capital Markets. For the

six-month periods ended June 30, 2006 and 2005, the effect was $(1.84) billion and $2.16 billion in both revenues and operating income, respectively, for Capital

Markets. These amounts result primarily from interest rate and foreign currency derivatives which are hedging available for sale securities and borrowings.

(b) Revenues are primarily from International Lease Finance Corporation (ILFC) aircraft lease rentals.

(c) Revenues, shown net of interest expense, are primarily from hedged financial positions entered into in connection with counterparty transactions and the effect of

hedging activities that do not qualify for hedge accounting treatment under FAS 133 described in (a) above.

(d) Certain transactions entered into by AIGFP generate tax credits and benefits which are included in income taxes in the consolidated statement of income. The amount of

such tax credits and benefits for the three-month periods ended June 30, 2006 and 2005 are $8 million and $21 million, respectively. The amount of such tax credits and

benefits for the six-month periods ended June 30, 2006 and 2005 are $26 million and $40 million, respectively.

(e) Revenues are primarily finance charges.

(f) Includes $44 million in additional allowances for losses recorded in the first quarter of 2006 from AIG Credit Card Company (Taiwan).
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

The following table summarizes AIG’s Asset Management revenues and operating income for the three and six-month
periods ended June 30, 2006 and 2005:

Six MonthsThree Months
Ended June 30,Ended June 30,Asset Management

(in millions) 2006 2005 2006 2005

Revenues:
Guaranteed Investment Contracts $ 850 $ 903 $1,672 $1,799
Institutional Asset Management 619 178 898 497
Brokerage Services and Mutual Funds 73 62 146 125
Other 79 76 144 175

Total Asset Management $1,621 $1,219 $2,860 $2,596

Operating income:
Guaranteed Investment Contracts(a) $ 242 $ 326 $ 460 $ 645
Institutional Asset Management(b)(c) 473 108 632 269
Brokerage Services and Mutual Funds 21 17 44 30
Other 75 73 136 170

Total Asset Management $ 811 $ 524 $1,272 $1,114

(a) Includes the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and

losses. For the three and six-month periods ended June 30, 2005, the effect was $47 million and $109 million, respectively, in operating income. During

2006, these derivative gains and losses are reported as part of the Other category, and not reported in Asset Management operating income.

(b) Includes the full results of certain AIG managed private equity and real estate funds that are consolidated pursuant to FIN 46(R), ‘‘Consolidation of Variable

Interest Entities’’. Also includes $183 million and $37 million for the three-month periods ended June 30, 2006 and 2005, respectively, and $210 million and

$112 million for the six-month periods ended June 30, 2006 and 2005, respectively, of third-party limited partner earnings offset in minority interest expense,

which is not a component of operating income.

(c) Includes the full results of certain AIG managed partnerships that are consolidated effective January 1, 2006 pursuant to EITF 04-5, ‘‘Determining Whether a

General Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights.’’ For

the three and six-month periods ended June 30, 2006, operating income includes $87 million and $156 million, respectively, of third-party limited partner

earnings offset in minority interest expense, which is not a component of operating income.

3. Earnings Per Share

Earnings per share of AIG are based on the weighted average number of common shares outstanding during the period. See
also Note 10 herein.

Computation of Earnings Per Share (EPS):

Six MonthsThree Months
Ended June 30,Ended June 30,

(in millions, except per share data) 2006 2005 2006 2005

Numerator for earnings per share:
Income before cumulative effect of an accounting change $3,190 $4,489 $6,351 $8,288
Cumulative effect of an accounting change, net of tax – – 34 –

Net income applicable to common stock for basic EPS $3,190 $4,489 $6,385 $8,288
Interest on contingently convertible bonds, net of tax(a) 3 2 6 5

Net income applicable to common stock for diluted EPS $3,193 $4,491 $6,391 $8,293
Cumulative effect of an accounting change, net of tax – – 34 –

Income before cumulative effect of an accounting change applicable to common stock for
diluted EPS $3,193 $4,491 $6,357 $8,293

Denominator for earnings per share:
Weighted-average shares outstanding used in the computation of EPS:

Common stock issued 2,752 2,752 2,752 2,752
Common stock in treasury (153) (156) (153) (156)
Deferred shares 7 – 7 –
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

3. Earnings Per Share (continued)

Six MonthsThree Months
Ended June 30,Ended June 30,

(in millions, except per share data) 2006 2005 2006 2005

Weighted-average shares outstanding — basic 2,606 2,596 2,606 2,596
Incremental shares from potential common stock:
Weighted-average number of shares arising from outstanding employee stock plans (treasury

stock method)(b) 10 18 9 18
Contingently convertible bonds(a) 9 9 9 9

Weighted-adjusted average shares outstanding — diluted(b) 2,625 2,623 2,624 2,623

Earnings per share:
Basic:
Income before cumulative effect of an accounting change $ 1.23 $ 1.73 $ 2.44 $ 3.19
Cumulative effect of an accounting change, net of tax – – 0.01 –

Net Income $ 1.23 $ 1.73 $ 2.45 $ 3.19

Diluted:
Income before cumulative effect of an accounting change $ 1.21 $ 1.71 $ 2.42 $ 3.16
Cumulative effect on an accounting change, net of tax – – 0.01 –

Net income $ 1.21 $ 1.71 $ 2.43 $ 3.16

(a) Assumes conversion of contingently convertible bonds due to the adoption of EITF Issue No. 04-8 ‘‘Accounting Issues Related to Certain Features of

Contingently Convertible Debt and the Effect on Diluted Earnings per Share.’’

(b) Certain share equivalents arising from employee stock plans were not included in the computation of diluted earnings per share where the exercise price of the

options exceeded the average market price and would have been antidilutive. The number of share equivalents excluded were 15 million and 23 million for

the first six months of 2006 and 2005, respectively.

offsetting amount credited to additional paid-in capital re-
From time to time, AIG may buy shares of its common

flecting amounts deemed contributed by SICO. The SICO
stock in the open market for general corporate purposes,

Plans provide that shares currently owned by SICO are set
including to satisfy its obligations under various employee

aside by SICO for the benefit of the participant and distrib-
benefit plans. At June 30, 2006 and December 31, 2005, an

uted upon retirement. The SICO Board of Directors currently
additional 36,542,700 shares could be purchased under the

may permit an early payout of units under certain circum-
then current authorization by AIG’s Board of Directors. Al-

stances. Prior to payout, the participant is not entitled to
though AIG has authorization to purchase additional shares,

vote, dispose of or receive dividends with respect to such
AIG has not repurchased shares in 2006. During the six

shares, and shares are subject to forfeiture under certain con-
months ended June 30, 2005, AIG purchased in the open

ditions, including but not limited to the participant’s volun-
market 2,477,100 shares of its common stock.

tary termination of employment with AIG prior to normal
retirement age. Under the SICO Plans, SICO’s Board of Di-4. Benefits  Provided by Starr
rectors may elect to pay a participant cash in lieu of shares ofInternational Company, Inc.  and C.V.
AIG common stock. Following notification from SICO toStarr & Co.,  Inc.
participants in the SICO Plans that it will settle specific future

Starr International Company, Inc. (SICO) has provided a se- awards under the SICO Plans with shares rather than cash,
ries of two-year Deferred Compensation Profit Participation AIG modified its accounting for the SICO Plans from variable
Plans (SICO Plans) to certain AIG employees. The SICO to fixed measurement accounting, although variable account-
Plans came into being in 1975 when the voting shareholders ing will continue to be applied where SICO makes cash pay-
and Board of Directors of SICO, a private holding company ments pursuant to elections made prior to March 2005. AIG
whose principal asset is AIG common stock, decided that a gave effect to this change in settlement method beginning on
portion of the capital value of SICO should be used to pro- December 9, 2005, the date of SICO’s notice to participants
vide an incentive plan for the current and succeeding manage- in the SICO Plans. See also Note 6(f) herein.
ments of all American International companies, including

Compensation expense with respect to the SICO Plans
AIG.

aggregated $14 million and $60 million for the three-month
None of the costs of the various benefits provided under periods ended June 30, 2006 and 2005, respectively, and

the SICO Plans has been paid by AIG, although AIG has $90 million and $67 million for the six-month periods ended
recorded a charge to reported earnings for the deferred com- June 30, 2006 and 2005, respectively. Compensation expense
pensation amounts paid to AIG employees by SICO, with an in the first quarter of 2006 included various out of period
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

consolidated balance sheet. The vast majority of AIG’s deriv-4. Benefits  Provided by Starr Interna-
ative activity is transacted by AIGFP. (See also Note 20 oftional  Company, Inc. (continued) 
Notes to Consolidated Financial Statements in AIG’s 2005

adjustments totaling $61 million, primarily relating to stock- Annual Report on Form 10-K/A.)
splits and other miscellaneous items. See also Note 10 herein.

(b) Securities sold, but not yet purchased and spot com-
In January 2006, C.V. Starr & Co., Inc. (Starr) com- modities sold but not yet purchased represent obligations of

pleted its tender offer to purchase Starr interests from AIG AIGFP to deliver specified securities and spot commodities at
employees. In conjunction with AIG’s adoption of FAS 123R, their contracted prices. AIGFP records a liability to repur-
Starr is considered to be an ‘‘economic interest holder’’ in chase the securities and spot commodities in the market at
AIG. As a result, compensation expense of $54 million re- prevailing prices.
corded in the first quarter with respect to the Starr offer, was

AIG has issued unconditional guarantees with respect toincluded in the first six months of 2006.
the prompt payment, when due, of all present and future

As a result of its changing relationship with Starr and payment obligations and liabilities of AIGFP arising from
SICO, AIG has established new executive compensation transactions entered into by AIGFP.
plans to replace the SICO plans and investment opportunities

(c) At June 30, 2006, ILFC had committed to purchasepreviously provided by Starr. The replacement plans include
266 new aircraft deliverable from 2006 through 2015 at anboth share-based plans and cash-based plans. In addition,
estimated aggregate purchase price of $18.9 billion and hadthese replacement plans generally include performance as
options to purchase 13 new aircraft at an estimated aggregatewell as service conditions. See also Note 10 herein.
purchase price of $1.4 billion. ILFC will be required to find
customers for any aircraft acquired, and it must arrange fi-5. Ownership and Transactions With
nancing for portions of the purchase price of such equipment.Related Parties

(d) AIG and its subsidiaries, in common with the insur-(a) Ownership: According to the Schedule 13D filed on
ance industry in general, are subject to litigation, includingMay 26, 2006 by Starr, SICO, Edward E. Matthews, Mau-
claims for punitive damages, in the normal course of their busi-rice R. Greenberg, the Maurice R. and Corinne P. Greenberg
ness. The trend of increasing jury awards and settlements makesFamily Foundation, Inc., the Universal Foundation, Inc. and
it difficult to assess the ultimate outcome of such litigation.the Maurice R. and Corinne P. Greenberg Joint Tenancy

Company, LLC, these reporting persons may be deemed to Although AIG regularly reviews the adequacy of the es-
beneficially own 393,157,543 shares of common stock. tablished reserve for losses and loss expenses, there can be no
Based on the shares of common stock outstanding as of assurance that AIG’s ultimate loss reserves will not develop
July 31, 2006, this ownership represents approximately adversely and materially exceed AIG’s current loss reserves.
15 percent of the voting stock of AIG. Estimation of ultimate net losses, loss expenses and loss

reserves is a complex process for long-tail casualty lines of(b) Transactions with Related Parties: In the ordinary
business, which include excess and umbrella liability, direc-course of business during the first six months of 2006, AIG and
tors and officers liability (D&O), professional liability, medi-its subsidiaries paid commissions to Starr and its subsidiaries for
cal malpractice, workers compensation, general liability,the production and management of insurance business. As of
products liability and related classes, as well as for asbestosJuly 25, 2006, none of the Starr agencies serve as agents for AIG
and environmental exposures. Generally, actual historicalcompanies. There were no significant receivables from/payables
loss development factors are used to project future loss devel-to related parties at June 30, 2006.
opment. However, there can be no assurance that future loss
development patterns will be the same as in the past. Moreo-6. Commitments and Contingent
ver, any deviation in loss cost trends or in loss developmentLiabilities
factors might not be discernible for an extended period of

In the normal course of business, various commitments and
time subsequent to the recording of the initial loss reserve

contingent liabilities are entered into by AIG and certain of its
estimates for any accident year. Thus, there is the potential

subsidiaries. In addition, AIG guarantees various obligations
for reserves with respect to a number of years to be signifi-

of certain subsidiaries.
cantly affected by changes in loss cost trends or loss develop-

(a) AIG and certain of its subsidiaries become parties to ment factors that were relied upon in setting the reserves.
derivative financial instruments with market risk resulting These changes in loss trends or loss development factors
from both dealer and end user activities and to reduce cur- could be attributable to changes in inflation in labor and
rency, interest rate, equity and commodity exposures. These material costs or in the judicial environment, or in other
instruments are carried at their estimated fair values in the social or economic phenomena affecting claims.
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(h) On December 30, 2004, an arbitration panel issued6. Commitments and Contingent
its ruling in connection with a 1998 workers compensationLiabilities (continued)
quota share reinsurance agreement under which Superior Na-

(e) SAI Deferred Compensation Holdings, Inc., a tional Insurance Company, among others, was reinsured by
wholly-owned subsidiary of AIG, has established a deferred The United States Life Insurance Company in the City of
compensation plan for registered representatives of certain New York (USLIFE), a subsidiary of American General Cor-
AIG subsidiaries, pursuant to which participants have the poration. In its 2-1 ruling the arbitration panel refused to
opportunity to invest deferred commissions and fees on a rescind the contract as requested by USLIFE. Instead, the
notional basis. The value of the deferred compensation fluc- panel reformed the contract to reduce USLIFE’s participation
tuates with the value of the deferred investment alternatives by ten percent. USLIFE is pursuing certain reinsurance
chosen. AIG has provided a full and unconditional guarantee recoverables in connection with the contract. Further, the
of the obligations of SAI Deferred Compensation Holdings, arbitration ruling established a second phase of arbitration
Inc. to pay the deferred compensation under the plan. for USLIFE to present its challenges to certain cessions to the

contract. AIG holds a reserve of approximately $374 million(f) On June 27, 2005, AIG entered into an agreement
related to this matter as of June 30, 2006.pursuant to which AIG agrees, subject to certain conditions,

to make any payment that is not promptly paid with respect (i) Regulators from several states have commenced investi-
to the benefits accrued by certain employees of AIG and its gations into insurance brokerage practices related to contingent
subsidiaries under the SICO Plans (as defined in Note 4). commissions and other broker-related conduct, such as alleged

bid rigging. Various parties, including insureds and sharehold-(g) AIG and certain of its subsidiaries have been named
ers, have also asserted putative class action and other claimsdefendants in two putative class actions in state court in Ala-
against AIG or its subsidiaries alleging, among other things,bama that arise out of the 1999 settlement of class and deriva-
violations of the antitrust and federal securities laws, and AIGtive litigation involving Caremark Rx, Inc. (Caremark). An
expects that additional claims may be made.excess policy issued by a subsidiary of AIG with respect to the

1999 litigation was expressly stated to be without limit of In February 2006, AIG reached a resolution of claims and
liability. In the current actions, plaintiffs allege that the judge matters under investigation with the United States Department
approving the 1999 settlement was misled as to the extent of of Justice (DOJ), the Securities and Exchange Commission
available insurance coverage and would not have approved the (SEC), the Office of the New York Attorney General (NYAG)
settlement had he known of the existence and/or unlimited and the New York State Department of Insurance (DOI). The
nature of the excess policy. They further allege that AIG, its settlements resolved outstanding litigation filed by the SEC,
subsidiaries, and Caremark are liable for fraud and suppres- NYAG and DOI against AIG and concluded negotiations with
sion for misrepresenting and/or concealing the nature and ex- these authorities and the DOJ in connection with the account-
tent of coverage. In their complaint, plaintiffs request ing, financial reporting and insurance brokerage practices of
compensatory damages for the 1999 class in the amount of AIG and its subsidiaries, as well as claims relating to the un-
$3.2 billion, plus punitive damages. AIG and its subsidiaries derpayment of certain workers compensation premium taxes
deny the allegations of fraud and suppression and have as- and other assessments. In the fourth quarter of 2005 AIG re-
serted, inter alia, that information concerning the excess policy corded an after-tax charge of $1.15 billion for the settlements.
was publicly disclosed months prior to the approval of the

As a result of these settlements, AIG made payments orsettlement. AIG and its subsidiaries further assert that the cur-
placed amounts in escrow in the first six months of 2006rent claims are barred by the statute of limitations and that
totaling approximately $1.64 billion, $225 million of whichplaintiffs’ assertions that the statute was tolled cannot stand
represented fines and penalties. Amounts held in escrow to-against the public disclosure of the excess coverage. Plaintiffs,
taling $685 million, including interest thereon, are includedin turn, have asserted that the disclosure was insufficient to
in other assets and other liabilities at June 30, 2006. A sub-inform them of the nature of the coverage and did not start the
stantial portion of the money will be available to resolverunning of the statute of limitations. On January 28, 2005, the
claims asserted in various regulatory and civil proceedings,Alabama trial court determined that one of the current actions
including shareholder lawsuits.may proceed as a class action on behalf of the 1999 classes that

were allegedly defrauded by the settlement. AIG, its subsidiar- Also, as part of the settlements, AIG has agreed to retain
ies, and Caremark are seeking appellate relief from the Ala- for a period of three years an independent consultant who
bama Supreme Court. AIG cannot now estimate either the will conduct a review that will include the adequacy of AIG’s
likelihood of its prevailing in these actions or the potential internal control over financial reporting and the remediation
damages in the event liability is determined. plan that AIG has implemented as a result of its own internal

review.
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On November 29, 2005, the AIG defendants, along with6. Commitments and Contingent
other insurer defendants and the broker defendants filed mo-Liabilities (continued)
tions to dismiss both the Commercial and Employee Benefits

Various federal and state regulatory agencies are review- Complaints. Plaintiffs have filed a motion for class certifica-
ing certain transactions and practices of AIG and its subsidi- tion in the consolidated action, in response to which defend-
aries in connection with industry-wide and other inquiries. ants have filed an opposition. On April 4, 2006, a complaint
AIG has cooperated, and will continue to cooperate, in pro- against AIG and several of its subsidiaries was filed in the
ducing documents and other information in response to the United States District Court for the Northern District of
subpoenas. Georgia alleging claims similar to what was alleged in the

consolidated complaint. A conditional transfer order was is-A number of lawsuits have been filed regarding the sub-
sued on May 31, 2006. In addition, complaints were filedject matter of the investigations of insurance brokerage prac-
against AIG and several of its subsidiaries in Massachusettstices, including derivative actions, individual actions and
and Florida state courts, which have both been stayed. In theclass actions under the federal securities laws, Racketeer In-
Florida action, the plaintiff has filed a petition for a writ offluenced and Corrupt Organizations Act (RICO), Employee
certiorari with the District Court of Appeals of the State ofRetirement Income Security Act (ERISA) and state common
Florida, Fourth District with respect to the stay order. Onand corporate laws in both federal and state courts, including
February 9, 2006, a complaint against AIG and several of itsthe United States District Court for the Southern District of
subsidiaries was filed in Texas state court, making claimsNew York (Southern District of New York), in the Common-
similar to those in the federal cases above. On April 17, 2006,wealth of Massachusetts Superior Court and in Delaware
the AIG defendants moved to stay this action pending resolu-Chancery Court. All of these actions generally allege that AIG
tion of the consolidated action.and its subsidiaries violated the law by allegedly concealing a

scheme to ‘‘rig bids’’ and ‘‘steer’’ business between insurance In April and May 2005, amended complaints were filed
companies and insurance brokers. in the consolidated derivative and securities cases, as well as

in one of the ERISA lawsuits, pending in the Southern DistrictSince October 19, 2004, AIG or its subsidiaries have been
of New York adding allegations concerning AIG’s accountingnamed as a defendant in sixteen complaints that were filed in
treatment for non-traditional insurance products.federal court and two that were originally filed in state court

(Massachusetts and Florida) and removed to federal court. In September 2005, a second amended complaint was
These cases generally allege that AIG and its subsidiaries vio- filed in the consolidated securities cases adding allegations
lated federal and various state antitrust laws, as well as federal concerning AIG’s first restatement of its financial statements
RICO laws, various state deceptive and unfair practice laws described in the 2005 Annual Report on Form 10-K (the
and certain state laws governing fiduciary duties. The alleged ‘‘First Restatement’’), and a new securities action complaint
basis of these claims is that there was a conspiracy between was filed in the Southern District of New York, asserting
insurance companies and insurance brokers with regard to the claims premised on the same allegations made in the consoli-
use of contingent commission agreements, bidding practices, dated cases. In April 2006, motions to dismiss were denied in
and other broker-related conduct concerning coverage in cer- the securities actions. AIG filed answers in both securities
tain sectors of the insurance industry. The Judicial Panel on actions in June 2006, as did other defendants.
Multidistrict Litigation entered an order on February 17,

Also in September 2005, a class action complaint was2005, consolidating most of these cases and transferring them
filed to consolidate the ERISA cases pending in the Southernto the United States District Court for the District of New
District of New York. Motions to dismiss in the consolidatedJersey (District of New Jersey). The remainder of these cases
action were filed in January 2006.have been transferred to the District of New Jersey. On Au-

gust 15, 2005, the plaintiffs in the multidistrict litigation filed a In April 2005, new derivative actions were filed in Dela-
Corrected First Consolidated Amended Commercial Class Ac- ware Chancery Court, and in July and August 2005, two new
tion Complaint, which, in addition to the previously named derivative actions were filed in the Southern District of New
AIG defendants, names new AIG subsidiaries as defendants. York asserting claims duplicative of the claims made in the
Also on August 15, 2005, AIG and two subsidiaries were consolidated derivative action.
named as defendants in a Corrected First Consolidated

In July 2005, a second amended complaint was filed inAmended Employee Benefits Class Action Complaint filed in
the consolidated derivative case in the Southern District ofthe District of New Jersey, which asserts similar claims with
New York, expanding upon accounting-related allegations,respect to employee benefits insurance and a claim under ER-
based upon the First Restatement. In June 2005, the deriva-ISA on behalf of putative classes of employers and employees. 
tive cases in Delaware were consolidated and, in August
2005, an amended consolidated complaint was filed. AIG’s
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SICO’s breach of its commitment to use its AIG shares for the6. Commitments and Contingent
benefit of AIG and its employees. On October 17, 2005, SICOLiabilities (continued)
replied to AIG’s counter-claims and additionally sought a

Board of Directors has appointed a special committee of inde- judgment declaring that SICO is neither a control person nor
pendent directors to review the matters asserted in the deriva- an affiliate of AIG for purposes of Schedule 13D under the
tive complaints. The courts have approved agreements Securities Exchange Act of 1934, as amended (the Exchange
staying the derivative cases pending in the Southern District Act), and Rule 144 under the Securities Act of 1933, as
of New York and in Delaware Chancery Court while the amended (the Securities Act), respectively. AIG responded to
special committee of independent directors performs its the SICO claims on November 7, 2005.
work. In September 2005, a shareholder filed suit in Dela-

(k) AIG understands that some of its employees haveware Chancery Court seeking documents relating to some of
received Wells notices in connection with previously disclosedthe allegations made in the derivative suits. The court ap-
SEC investigations of certain of AIG’s transactions or ac-proved a stipulation dismissing that action on May 15, 2006.
counting practices. Under SEC procedures, a Wells notice is

On June 20, 2006, SICO filed suit in Delaware Chancery an indication that the SEC staff has made a preliminary deci-
Court seeking the inspection of certain books and records of sion to recommend enforcement action that provides recipi-
AIG. ents with an opportunity to respond to the SEC staff before a

formal recommendation is finalized. AIG anticipates that ad-In late 2002, a derivative action was filed in Delaware
ditional current and former employees could receive similarChancery Court in connection with AIG’s transactions with
notices in the future as the regulatory investigations proceed.certain entities affiliated with Starr and SICO. In May 2005,

(l) AIG generates income tax credits as a result of invest-the plaintiff filed an amended complaint which adds addi-
ing in synthetic fuel production. Tax credits generated fromtional claims premised on allegations relating to insurance
the production and sale of synthetic fuel under the Internalbrokerage practices and AIG’s non-traditional insurance
Revenue Code are subject to an annual phase-out provisionproducts. On February 16, 2006, the Delaware Chancery
that is based on the average wellhead price of domestic crudeCourt entered an order dismissing the litigation with
oil. The price range within which the tax credits are phased-prejudice with respect to AIG’s outside directors and dis-
out was originally established in 1980 and is adjusted annu-missing the claims against the remaining AIG defendants
ally for inflation. Depending on the price of domestic crudewithout prejudice. In response to an order, dated July 5,
oil for a particular year, all or a portion of the tax credits2006, dismissing certain of its claims, the plaintiff filed a
generated in that year might be eliminated. Tax credits re-second amended complaint on July 21, 2006, which adds
flected in the income tax provision for the first six months ofadditional claims against Starr.
2006 have been reduced to reflect an estimated phase-out of

AIG cannot predict the outcome of the matters described the tax credits from 2006 synthetic fuel production based on
above or estimate the potential costs related to these matters the observed price of domestic crude oil. Since the phase-out
and, accordingly, no reserve is being established in AIG’s of tax credits from 2006 synthetic fuel production will de-
financial statements at this time. In the opinion of AIG man- pend on the average wellhead price of domestic crude oil for
agement, AIG’s ultimate liability for the matters referred to the entire 2006 calendar year, it is not possible to determine
above is not likely to have a material adverse effect on AIG’s the extent to which the 2006 tax credits actually will be
consolidated financial condition, although it is possible that phased-out. As a result, the actual level of tax credits from
the effect would be material to AIG’s consolidated results of 2006 synthetic fuel production may be higher or lower than
operations for an individual reporting period. the current estimate. AIG evaluates the production levels of

(j) On July 8, 2005, SICO filed a complaint against AIG its synthetic fuel production facilities in light of the risk of
in the Southern District of New York. The complaint alleges phase-out of the associated tax credits. As a result of the
that AIG is in the possession of items, including artwork, current high domestic crude oil prices, AIG has determined to
which SICO claims it owns, and seeks an order causing AIG to reduce its production levels for the month of August 2006
release those items as well as actual, consequential, punitive and intends to continue to evaluate and possibly adjust pro-
and exemplary damages. On September 27, 2005, AIG filed its duction levels in light of this risk for the remainder of 2006.
answer to SICO’s complaint denying SICO’s allegations and Regardless of oil prices, the tax credits expire after 2007.
asserting counter-claims for breach of contract, unjust enrich-
ment, conversion and breach of fiduciary duty relating to
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7. Employee Benefits

The following table presents the components of the net periodic benefit costs with respect to pensions and other benefits
for the three and six-month periods ended June 30, 2006 and 2005:

Pensions Postretirement
Non-U.S. U.S. Non-U.S. U.S.

(in millions) Plans Plans Total Plans Plans Total

Three Months Ended June 30, 2006
Components of net period benefit cost:
Service cost $ 18 $ 31 $ 49 $ 1 $ 2 $ 3
Interest cost 8 41 49 – 2 2
Expected return on assets (7) (49) (56) – – –
Amortization of prior service cost (2) – (2) – (1) (1)
Recognized actuarial loss 4 19 23 – – –

Net period benefit cost $ 21 $ 42 $ 63 $ 1 $ 3 $ 4

Three Months Ended June 30, 2005
Components of net period benefit cost:
Service cost $ 19 $ 26 $ 45 $ 1 $ 2 $ 3
Interest cost 8 37 45 – 4 4
Expected return on assets (5) (41) (46) – – –
Amortization of prior service cost (3) – (3) – (2) (2)
FAS 88 loss due to settlements 1 – 1 – – –
Recognized actuarial loss 6 16 22 – 1 1

Net period benefit cost $ 26 $ 38 $ 64 $ 1 $ 5 $ 6

Six Months Ended June 30, 2006
Components of net period benefit cost:
Service cost $ 37 $ 62 $ 99 $ 2 $ 3 $ 5
Interest cost 17 81 98 1 5 6
Expected return on assets (14) (97) (111) – – –
Amortization of prior service cost (4) (1) (5) – (3) (3)
Recognized actuarial loss 8 38 46 – – –

Net period benefit cost $ 44 $ 83 $ 127 $ 3 $ 5 $ 8

Six Months Ended June 30, 2005
Components of net period benefit cost:
Service cost $ 37 $ 52 $ 89 $ 2 $ 3 $ 5
Interest cost 16 74 90 1 7 8
Expected return on assets (11) (82) (93) – – –
Amortization of prior service cost (5) (2) (7) – (3) (3)
FAS 88 loss due to settlements 3 – 3 – – –
Amortization of transition liability 1 – 1 – – –
Recognized actuarial loss 11 33 44 – 1 1

Net period benefit cost $ 52 $ 75 $ 127 $ 3 $ 8 $ 11
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shorter of age 65 or the vesting period. The effect of this8. Recent Accounting Standards
change is not material to AIG’s consolidated financial posi-Accounting  Changes
tion or results of operations. Awards granted prior to Janu-

At the March 2004 meeting, the Emerging Issue Task Force ary 1, 2006 will continue to be recognized over the vesting
(EITF) reached a consensus with respect to Issue No. 03-1, period with accelerated expense recognition upon an actual
‘‘The Meaning of Other-Than-Temporary Impairment and Its retirement. SICO compensation expense for participants re-
Application to Certain Investments.’’ On September 30, 2004, tiring after age 65 had been reflected in prior years’ results
the FASB issued FASB Staff Position (FSP) EITF No. 03-1-1, consistent with vested status under the SICO Plans.
Effective Date of Paragraphs 10-20 of EITF Issue No. 03-1,

On June 1, 2005, the FASB issued Statement No. 154,‘‘The Meaning of Other-Than-Temporary Impairment and Its
‘‘Accounting Changes and Error Corrections’’ (FAS 154).Application to Certain Investments’’ delaying the effective date
FAS 154 replaces APB Opinion No. 20, ‘‘Accounting Changes’’of this guidance until the FASB has resolved certain implemen-
and FASB Statement No. 3, ‘‘Reporting Accounting Changes intation issues with respect to this guidance, but the disclosures
Interim Financial Statements.’’ FAS 154 requires that a volun-remain effective. This FSP, retitled FSP FAS 115-1, ‘‘The
tary change in accounting principles be applied retrospectivelyMeaning of Other-Than-Temporary Impairment and Its Appli-
with all prior period financial statements presented based on thecation to Certain Investments,’’ replaces the measurement and
new accounting principle, unless it is impracticable to do so.recognition guidance set forth in Issue No. 03-1 and codifies
FAS 154 also provides that a correction of errors in previouslycertain existing guidance on impairment and accretion of in-
issued financial statements should be termed a ‘‘restatement.’’come. AIG’s adoption of FSP FAS 115-1 on January 1, 2006
The new standard is effective for accounting changes and cor-did not have a material effect on AIG’s consolidated financial
rection of errors beginning January 1, 2006.condition or results of operations.

At the June 2005 meeting, the EITF reached a consensusIn December 2004, the FASB issued Statement No. 123
with respect to Issue No. 04-5, ‘‘Determining Whether a Gen-(revised 2004), ‘‘Share-Based Payment’’ (FAS 123R).
eral Partner, or the General Partners as a Group, Controls aFAS 123R and its related interpretive guidance replaces FAS
Limited Partnership or Similar Entity When the Limited Part-No. 123, ‘‘Accounting for Stock-Based Compensation’’
ners Have Certain Rights’’. The Issue addresses what rights held(FAS 123), supersedes Accounting Principles Board Opinion
by the limited partner(s) preclude consolidation in circum-No. 25, ‘‘Accounting for Stock Issued to Employees’’
stances in which the sole general partner would consolidate the(APB 25) and amends FAS 95, ‘‘Statement of Cash Flows.’’
limited partnership in accordance with generally accepted ac-FAS 123, as originally issued in 1995, established as
counting principles absent the existence of the rights held by thepreferable a fair-value-based method of accounting for share-
limited partner(s). Based on that consensus, the EITF alsobased payment transactions with employees. On January 1,
agreed to amend the consensus in Issue No. 96-16, ‘‘Investor’s2003, AIG adopted the recognition provisions of FAS 123.
Accounting for an Investee When the Investor Has a Majority ofSee also Note 10 herein. AIG adopted the provisions of the
the Voting Interest but the Minority Shareholders Have Certainrevised FAS 123R and its related interpretive guidance on
Approval or Veto Rights.’’ The guidance in this Issue is effectiveJanuary 1, 2006.
after June 29, 2005 for general partners of all new limited part-

For its service-based awards under the 1999 Stock Option nerships formed and for existing limited partnerships for which
Plan, 2002 Stock Incentive Plan and 1996 Employee Stock the partnership agreements are modified. For general partners in
Purchase Plan, AIG recognizes compensation on a straight-line all other limited partnerships, the guidance in this Issue is effec-
basis over the scheduled vesting period. Unrecognized unvested tive beginning January 1, 2006. The effect of the adoption of
compensation expense for stock option awards granted under this EITF Issue was not material to AIG’s consolidated financial
APB 25 (i.e., before January 1, 2003) will be recognized from condition or results of operations.
January 1, 2006 to the vesting date. However, for the SICO

On June 29, 2005, FASB issued Statement 133 Implemen-Plans, the AIG Deferred Compensation Profit Participant Plan
tation Issue No. B38, ‘‘Embedded Derivatives: Evaluation ofand the AIG Partners Plan, which contain both performance
Net Settlement with Respect to the Settlement of a Debt Instru-and service conditions, AIG recognizes compensation utilizing a
ment through Exercise of an Embedded Put Option or Callgraded vesting expense attribution method. The effect of this
Option.’’ This implementation guidance relates to the potentialapproach is to recognize compensation cost over the requisite
settlement of the debtor’s obligation to the creditor that wouldservice period for each separately vesting tranche of the award.
occur upon exercise of the put option or call option, which

AIG’s share-based plans generally provide for acceler- meets the net settlement criterion in FAS 133. The effective date
ated vesting after the participant turns 65 and retires. For of the implementation guidance is January 1, 2006. The adop-
awards granted after January 1, 2006, compensation expense tion of this guidance did not have a material effect on AIG’s
is recognized ratably from the date of grant through the consolidated financial condition or results of operations.
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ble. AIG elected to early adopt FSP 85-4-1 as of January 1,8. Recent Accounting Standards (continued)
2006 using the investment method for pre-existing invest-

On June 29, 2005, the FASB issued Statement 133 Imple- ments held at December 31, 2005. The effect of this adoption
mentation Issue No. B39, ‘‘Application of Paragraph 13(b) to resulted in a $319 million after tax ($487 million pre-tax)
Call Options That Are Exercisable Only by the Debtor.’’ The increase to opening retained earnings.
conditions in FAS 133 paragraph 13(b) do not apply to an

On June 29, 2006, AIG restructured its ownership of lifeembedded call option in a hybrid instrument containing a debt
settlement contracts with no effect on the economic substancehost contract if the right to accelerate the settlement of the debt
of these investments. At the same time, AIG paid $610 mil-can be exercised only by the debtor (issuer/borrower). This gui-
lion to its former co-investors to acquire all the remainingdance does not apply to other embedded derivative features that
interests in life settlement contracts held in previously non-may be present in the same hybrid instrument. The effective date
consolidated trusts.of the implementation guidance is January 1, 2006. The adop-

At June 30, 2006, the carrying value of AIG’s life settle-tion of this guidance did not have a material effect on AIG’s
ment contracts was $1.20 billion, and is included in Otherconsolidated financial condition or results of operations.
invested assets on the consolidated balance sheet. These in-

On February 16, 2006, the FASB issued FAS No. 155, vestments are monitored for impairment on a contract by
‘‘Accounting for Certain Hybrid Financial Instruments’’ contract basis quarterly. During the three month period en-
(FAS 155), an amendment of FAS 140 and FAS 133. FAS 155 ded June 30, 2006, income recognized on life settlement con-
allows AIG to include changes in fair value in earnings on an tracts previously held in non-consolidated trusts was
instrument-by-instrument basis for any hybrid financial instru- $5 million, and is included in net investment income on the
ment that contains an embedded derivative that would other- consolidated statement of income. Such income totaled
wise be required to be bifurcated and accounted for separately $13 million for the six month period then ended. Further
under FAS 133. The election to measure the hybrid instrument information regarding life settlement contracts as of June 30,
at fair value is irrevocable at the acquisition or issuance date. 2006 is as follows:

AIG elected to early adopt FAS 155 as of January 1, 2006,
(dollars in millions)

and apply FAS 155 fair value measurement to certain structured Remaining Life
Expectancy Number of Carrying Face Valuenote liabilities and structured investments in AIG’s available for
of Insureds Contracts Value (Death Benefits)sale portfolio that existed at December 31, 2005. The effect of
0 – 1 year 2 $ 3 $ 4this adoption resulted in an $11 million after-tax ($18 million
1 – 2 years 20 12 15pre-tax) decrease to opening retained earnings as of January 1,
2 – 3 years 83 69 111

2006, representing the difference between the fair value of these 3 – 4 years 132 115 208
hybrid financial instruments and the prior carrying value as of 4 – 5 years 136 72 154
December 31, 2005. The effect of adoption on after-tax gross Thereafter 1,501 925 3,454
gains and losses was $218 million ($336 million pre-tax) and Total 1,874 $1,196 $3,946
$229 million ($354 million pre-tax), respectively.

As of June 30, 2006, the anticipated life insurance premi-
In connection with AIG’s early adoption of FAS 155, struc- ums required to keep the life settlement contracts in force,

tured note liabilities of $6.7 billion, other structured liabilities in payable in the ensuing twelve months ending June 30, 2007,
conjunction with equity derivative transactions of $138 million, and the four succeeding years ending June 30, 2011 are
and hybrid financial instruments of $495 million at June 30, $80 million, $83 million, $88 million, $89 million, and
2006 are now carried at fair value. The effect on earnings for the $89 million, respectively.
three and six-month periods ended June 30, 2006, for changes

Future  Application  of  Accounting  Standardsin the fair value of hybrid financial instruments, was a pre-tax
loss of $153 million and $123 million, respectively, and is re- On September 19, 2005, the FASB issued Statement of
flected in income. Position 05-1, ‘‘Accounting by Insurance Enterprises for De-

ferred Acquisition Costs in Connection with Modifications orOn March 27, 2006, the FASB issued FSP FTB 85-4-1,
Exchanges of Insurance Contracts’’ (SOP 05-1). SOP 05-1‘‘Accounting for Life Settlement Contracts by Third-Party
provides guidance on accounting for deferred acquisitionInvestors’’ (FSP 85-4-1), an amendment of FTB 85-4, ‘‘Ac-
costs on internal replacements of insurance and investmentcounting for Purchases of Life Insurance.’’ Life settlements
contracts other than those specifically described in FASBare designed to assist life insurance policyholders in monetiz-
Statement No. 97, ‘‘Accounting and Reporting by Insuranceing the existing value of life insurance policies. FSP 85-4-1
Enterprises for Certain Long-Duration Contracts and for Re-allows AIG to measure life settlement contracts using either
alized Gains and Losses from the Sale of Investments.’’ Thethe investment method or fair value method. The election is
SOP defines an internal replacement as a modification inmade on an instrument-by-instrument basis and is irrevoca-
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unless a reconsideration event occurs. The adoption of this8. Recent Accounting Standards (continued)
guidance is not expected to have a material effect on AIG’s

product benefits, features, rights, or coverage that occurs by consolidated financial condition or results of operations.
the exchange of a contract for a new contract, or by amend-

On July 13, 2006, the FASB issued FASB Interpretationment, endorsement, or rider to a contract, or by the election
No. 48, ‘‘Accounting for Uncertainty in Income Taxes – an in-of a feature or coverage within a contract. The effective date
terpretation of FASB Statement No. 109’’ (FIN 48), which clari-of the implementation guidance is January 1, 2007. AIG is
fies the accounting for uncertainty in tax positions. Thiscurrently assessing the effect of implementing this guidance.
Interpretation prescribes a recognition threshold and measure-

On April 13, 2006, the FASB issued FSP FIN 46(R)-6, ment attribute for the financial statement recognition and mea-
‘‘Determining the Variability to be Considered in Applying surement of an income tax position taken or expected to be
FASB Interpretation No. 46(R)’’ (FIN 46(R)-6 or FSP). The taken in a tax return. This Interpretation also provides guidance
FSP affects the identification of which entities are variable on derecognition, classification, interest and penalties, account-
interest entities through a ‘‘by design’’ approach in identifying ing in interim periods, and additional disclosures. The effective
and measuring the variable interests of the variable interest date of this implementation guidance is January 1, 2007, with
entity and its primary beneficiary. The requirements are effec- the cumulative effect of the change in accounting principle re-
tive beginning in the third quarter of 2006 and are to be ap- corded as an adjustment to opening retained earnings. AIG is
plied to all new variable interest entities with which AIG currently assessing the effect of implementing this guidance.
becomes involved. The new requirements need not be applied
to entities that have previously been analyzed under FIN 46(R)
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt

The following condensed consolidating financial statements are provided in compliance with Regulation S-X of the
Securities and Exchange Commission.

(a) American General Corporation (AGC) is a holding company and a wholly owned subsidiary of AIG. AIG provides a full
and unconditional guarantee of all outstanding debt of AGC.

American General Corporation, as issuer:

Condensed  Consolidating  Balance  Sheet

American
International

June 30, 2006 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries Eliminations AIG

Assets:
Invested assets $ 3,151 $ – $722,978 $ (16,091) $710,038
Cash 53 – 2,087 – 2,140
Carrying value of subsidiaries and partially owned

companies, at equity 95,249 25,747 14,784 (134,405) 1,375
Other assets 3,788 2,607 183,147 (2,425) 187,117

Total assets $102,241 $28,354 $922,996 $ (152,921) $900,670
Liabilities:

Insurance liabilities $ 355 $ – $480,098 $ (64) $480,389
Debt 9,190 2,096 129,383 (14,572) 126,097
Other liabilities 4,987 3,841 201,413 (3,959) 206,282

Total liabilities 14,532 5,937 810,894 (18,595) 812,768
Preferred shareholders’ equity in subsidiary companies – – 193 – 193
Total shareholders’ equity 87,709 22,417 111,909 (134,326) 87,709
Total liabilities, preferred shareholders’ equity in subsidiary

companies and shareholders’ equity $102,241 $28,354 $922,996 $ (152,921) $900,670

American
International

December 31, 2005 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries Eliminations AIG

Assets:
Invested assets $ 1,392 $ – $691,349 $ (13,696) $679,045
Cash 190 – 1,707 – 1,897
Carrying value of subsidiaries and partially owned

companies, at equity 90,723 27,027 15,577 (132,169) 1,158
Other assets 2,768 2,577 166,933 (1,327) 170,951

Total assets $95,073 $29,604 $875,566 $(147,192) $853,051

Liabilities:
Insurance liabilities $ 408 $ – $460,271 $ (56) $460,623
Debt 4,607 2,087 115,212 (12,057) 109,849
Other liabilities 3,741 4,110 191,279 (3,054) 196,076

Total liabilities 8,756 6,197 766,762 (15,167) 766,548

Preferred shareholders’ equity in subsidiary companies – – 186 – 186
Total shareholders’ equity 86,317 23,407 108,618 (132,025) 86,317

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $95,073 $29,604 $875,566 $(147,192) $853,051
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Income

American
International

Three Months Ended June 30, 2006 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries Eliminations AIG

Operating income (loss) $ (436) $ (48) $5,725 $ – $5,241
Equity in undistributed net income of consolidated subsidiaries 3,507 309 – (3,816) –
Dividend income from consolidated subsidiaries 380 154 – (534) –
Income taxes (benefits) 261 (17) 1,444 – 1,688
Minority interest – – (363) – (363)
Net income (loss) $3,190 $432 $3,918 $(4,350) $3,190

American
International

Three Months Ended June 30, 2005 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries Eliminations AIG

Operating income (loss) $ 150 $ (40) $6,591 $ – $6,701
Equity in undistributed net income of consolidated subsidiaries 3,784 590 – (4,374) –
Dividend income from consolidated subsidiaries 657 – – (657) –
Income taxes (benefits) 102 (14) 1,995 – 2,083
Minority interest – – (129) – (129)
Net income (loss) $4,489 $564 $4,467 $(5,031) $4,489

American
International

Six Months Ended June 30, 2006 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries Eliminations AIG

Operating income (loss) $ (722) $ (86) $10,842 $ – $10,034
Equity in undistributed net income of consolidated subsidiaries 6,767 668 – (7,435) –
Dividend income from consolidated subsidiaries 567 458 – (1,025) –
Income taxes (benefits) 261 (30) 2,892 – 3,123
Minority interest – – (560) – (560)
Cumulative effect of an accounting change, net of tax 34 – – – 34
Net income (loss) $6,385 $1,070 $ 7,390 $(8,460) $ 6,385

American
International

Six Months Ended June 30, 2005 Group, Inc. AGC Other Consolidated
(in millions) Guarantor Issuer Subsidiaries Eliminations AIG

Operating income (loss) $ 140 $ (76) $12,286 $ – $12,350
Equity in undistributed net income of consolidated subsidiaries 7,430 1,291 – (8,721) –
Dividend income from consolidated subsidiaries 928 – – (928) –
Income taxes (benefits) 210 (26) 3,605 – 3,789
Minority interest – – (273) – (273)
Net income (loss) $8,288 $1,241 $ 8,408 $(9,649) $ 8,288
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statements  of  Cash  Flow

American
International

Six Months Ended June 30, 2006 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries AIG

Net cash provided by operating activities $(1,106) $112 $ 7,972 $ 6,978
Cash flows from investing:

Invested assets disposed – – 77,673 77,673
Invested assets acquired (1,577) – (115,405) (116,982)
Other (2,629) (17) 1,907 (739)

Net cash used in investing activities (4,206) (17) (35,825) (40,048)
Cash flows from financing activities:

Change in debts 5,733 – 11,361 17,094
Other (557) (95) 15,801 15,149

Net cash (used in) provided by financing activities 5,176 (95) 27,162 32,243
Effect of exchange rate changes on cash (1) – 1,071 1,070
Change in cash (137) – 380 243
Cash at beginning of period 190 – 1,707 1,897
Cash at end of period $ 53 $ – $ 2,087 $ 2,140

American
International

Six Months Ended June 30, 2005 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries AIG

Net cash provided by operating activities $ 721 $ 642 $ 12,326 $ 13,689
Cash flows from investing:

Invested assets disposed 158 – 96,203 96,361
Invested assets acquired – – (131,191) (131,191)
Other (173) (270) 43 (400)

Net cash used in investing activities (15) (270) (34,945) (35,230)
Cash flows from financing activities:

Change in debts (35) (299) 7,127 6,793
Other (657) (73) 16,034 15,304

Net cash (used in) provided by financing activities (692) (372) 23,161 22,097
Effect of exchange rate changes on cash 40 – (867) (827)
Change in cash 54 – (325) (271)
Cash at beginning of period 17 – 1,992 2,009
Cash at end of period $ 71 $ – $ 1,667 $ 1,738
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

(b) AIG Liquidity Corp. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all
obligations of AIG Liquidity Corp., which commenced operations in 2003.

AIG Liquidity Corp., as issuer:

Condensed  Consolidating  Balance  Sheet

American
International AIG

June 30, 2006 Group, Inc. Liquidity Other Consolidated
(in millions)  Guarantor Corp. Subsidiaries Eliminations AIG

Assets:
Invested assets $ 3,151 $ * $722,978 $ (16,091) $710,038
Cash 53 * 2,087 – 2,140
Carrying value of subsidiaries and partially owned

companies, at equity 95,249 – 40,531 (134,405) 1,375
Other assets 3,788 * 185,754 (2,425) 187,117

Total assets $102,241 $ * $951,350 $ (152,921) $900,670
Liabilities:

Insurance liabilities $ 355 $ – $480,098 $ (64) $480,389
Debt 9,190 * 131,479 (14,572) 126,097
Other liabilities 4,987 * 205,254 (3,959) 206,282

Total liabilities 14,532 * 816,831 (18,595) 812,768
Preferred shareholders’ equity in subsidiary companies – – 193 – 193
Total shareholders’ equity 87,709 * 134,326 (134,326) 87,709
Total liabilities, preferred shareholders’ equity in subsidiary

companies and shareholders’ equity $102,241 $ * $951,350 $ (152,921) $900,670

* Amounts significantly less than $1 million.

American
International AIG

December 31, 2005 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

Assets:
Invested assets $ 1,392 $ * $691,349 $ (13,696) $679,045
Cash 190 * 1,707 – 1,897
Carrying value of subsidiaries and partially owned

companies, at equity 90,723 – 42,604 (132,169) 1,158
Other assets 2,768 * 169,510 (1,327) 170,951

Total assets $95,073 $ * $905,170 $(147,192) $853,051
Liabilities:

Insurance liabilities $ 408 $ – $460,271 $ (56) $460,623
Debt 4,607 * 117,299 (12,057) 109,849
Other liabilities 3,741 * 195,389 (3,054) 196,076

Total liabilities 8,756 * 772,959 (15,167) 766,548
Preferred shareholders’ equity in subsidiary companies – – 186 – 186
Total shareholders’ equity 86,317 * 132,025 (132,025) 86,317
Total liabilities, preferred shareholders’ equity in subsidiary

companies and shareholders’ equity $95,073 $ * $905,170 $(147,192) $853,051

*Amounts significantly less than $1 million.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Income

American
International AIG

Three Months Ended June 30, 2006 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

Operating income (loss) $ (436) $ * $5,677 $ – $5,241
Equity in undistributed net income of consolidated subsidiaries 3,507 – 309 (3,816) –
Dividend income from consolidated subsidiaries 380 – 154 (534) –
Income taxes 261 * 1,427 – 1,688
Minority interest – – (363) – (363)
Net income (loss) $3,190 $ * $4,350 $(4,350) $3,190

*Amounts significantly less than $1 million.

American
International AIG

Three Months Ended June 30, 2005 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

Operating income $ 150 $ * $6,551 $ – $ 6,701
Equity in undistributed net income of consolidated subsidiaries 3,784 – 590 (4,374) –
Dividend income from consolidated subsidiaries 657 – – (657) –
Income taxes 102 * 1,981 – 2,083
Minority interest – – (129) – (129)
Net income (loss) $4,489 $ * $5,031 $(5,031) $ 4,489

*Amounts significantly less than $1 million.
American

International AIG
Six Months Ended June 30, 2006 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

Operating income (loss) $ (722) $ * $10,756 $ – $10,034
Equity in undistributed net income of consolidated subsidiaries 6,767 – 668 (7,435) –
Dividend income from consolidated subsidiaries 567 – 458 (1,025) –
Income taxes 261 * 2,862 – 3,123
Minority interest – – (560) – (560)
Cumulative effect of an accounting change, net of tax 34 – – – 34

Net income (loss) $6,385 $ * $ 8,460 $(8,460) $ 6,385

* Amounts significantly less than $1 million.

American
International AIG

Six Months Ended June 30, 2005 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

Operating income $ 140 $ * $12,210 $ – $ 12,350
Equity in undistributed net income of consolidated subsidiaries 7,430 – 1,291 (8,721) –
Dividend income from consolidated subsidiaries 928 – – (928) –
Income taxes 210 * 3,579 – 3,789
Minority interest – – (273) – (273)

Net income (loss) $8,288 $ * $ 9,649 $(9,649) $ 8,288

*Amounts significantly less than $1 million.

25



American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statements  of  Cash  Flow
American

International AIG
Six Months Ended June 30, 2006 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries AIG

Net cash provided by operating activities $(1,106) $ * $ 8,084 $ 6,978
Cash flows from investing:

Invested assets disposed – – 77,673 77,673
Invested assets acquired (1,577) – (115,405) (116,982)
Other (2,629) * 1,890 (739)

Net cash used in investing activities (4,206) * (35,842) (40,048)
Cash flows from financing activities:

Change in debts 5,733 – 11,361 17,094
Other (557) * 15,706 15,149

Net cash (used in) provided by financing activities 5,176 * 27,067 32,243
Effect of exchange rate changes on cash (1) – 1,071 1,070
Change in cash (137) * 380 243
Cash at beginning of period 190 – 1,707 1,897
Cash at end of period $ 53 $ * $ 2,087 $ 2,140

*Amounts significantly less than $1 million.
American

International AIG
Six Months Ended June 30, 2005 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries AIG

Net cash (used in) provided by operating activities $ 721 $ * $ 12,968 $ 13,689

Cash flows from investing:
Invested assets disposed 158 – 96,203 96,361
Invested assets acquired – – (131,191) (131,191)
Other (173) * (227) (400)

Net cash used in investing activities (15) * (35,215) (35,230)

Cash flows from financing activities:
Change in debts (35) – 6,828 6,793
Other (657) * 15,961 15,304

Net cash (used in) provided by financing activities (692) * 22,789 22,097

Effect of exchange rate changes on cash 40 – (867) (827)

Change in cash 54 * (325) (271)
Cash at beginning of period 17 – 1,992 2,009

Cash at end of period $ 71 $ * $ 1,667 $ 1,738

*Amounts significantly less than $1 million.

compensation earned under the AIG DCPPP and the AIG Part-10. Stock Compensation Plans
ners Plan is issued as awards under the 2002 Plan. AIG currently

At June 30, 2006, AIG employees could be awarded compensa- settles share option exercises and other share awards to partici-
tion pursuant to six different stock-based compensation plan pants through the issuance of shares it has previously acquired
arrangements: (i) AIG 1999 Stock Option Plan, as amended and holds in its treasury account, except for share awards made
(1999 Plan); (ii) AIG 1996 Employee Stock Purchase Plan, as by SICO, which are settled by SICO.
amended (the 1996 Plan); (iii) AIG 2002 Stock Incentive Plan,

At June 30, 2006, AIG’s non-employee directors received
as amended (2002 Plan) under which AIG has issued only re-

stock-based compensation in two forms, options granted pursu-
stricted stock units (RSUs) and performance restricted stock

ant to the 1999 Plan and grants of AIG common stock with
units (Performance RSUs); (iv) SICO’s Deferred Compensation

delivery deferred until retirement from the Board, pursuant to
Profit Participation Plans (SICO Plans); (v) AIG’s 2005-2006

the AIG Director Stock Plan, which was approved by the share-
Deferred Compensation Profit Participation Plan (AIG DCPPP)

holders at the 2004 Annual Meeting of Shareholders.
and (vi) the AIG Partners Plan. The AIG DCPPP was adopted as

From January 1, 2003 through December 31, 2005, AIGa replacement for the SICO Plans for the 2005-2006 period, and
accounted for share-based payment transactions with employ-the AIG Partners Plan replaces the AIG DCPPP. Stock-based
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

The adoption of FAS 123R resulted in share-based com-10. Stock Compensation Plans (continued)
pensation expense of approximately $9 million during the first

ees under FAS 123, ‘‘Accounting for Stock-Based Compensa- six months of 2006, related to awards which were accounted
tion.’’ Share-based employee compensation expense from op- for under the provisions of Accounting Principles Board Opin-
tion awards was not recognized in the statement of income in ion No. 25, ‘‘Accounting for Stock Issued to Employees.’’ AIG
prior periods. Effective January 1, 2006, AIG adopted the fair expects this expense to approximate $19 million for fiscal 2006.
value recognition provisions of Statement of Financial Ac- FAS 123R also requires AIG to estimate forfeitures in calculat-
counting Standards No. 123R ‘‘Share-Based Payments’’ ing the expense relating to share-based compensation, rather
(FAS 123R). FAS 123R requires that companies use a fair than recognizing these forfeitures and corresponding reductions
value method to value share-based payments and recognize in expense as they occur. The pre-tax cumulative effect of adop-
the related compensation expense in net earnings. AIG tion, recognized as a reduction in stock-based compensation of
adopted FAS 123R using the modified prospective applica- $46 million, was recorded as a cumulative effect of an account-
tion method, and accordingly, financial statement amounts ing change, net of tax, in the first quarter of 2006. FAS 123R
for the prior periods presented have not been restated to requires AIG to reflect the cash savings resulting from excess tax
reflect the fair value method of expensing share-based com- benefits in its financial statements as cash flow from financing
pensation under FAS 123R. The modified prospective appli- activities, rather than as cash flow from operating activities as in
cation method provides for the recognition of the fair value prior periods. The amount of this excess tax benefit for the three
with respect to share-based compensation for shares sub- and six-month periods ended June 30, 2006 was $0.6 million
scribed for or granted on or after January 1, 2006 and all and $2.3 million, respectively.
previously granted but unvested awards as of January 1,
2006.

The effect of the adoption of FAS 123R on the consolidated statements of income and cash flows was as follows:

Three Months Ended June 30, 2006 Six Months Ended June 30, 2006
Including Including

Effect of Effect of Effect of Effect of
Pre-adoption of Adoption of Adoption of Pre-adoption of Adoption of Adoption of

(in millions, except per share data) FAS 123R FAS 123R FAS 123R FAS 123R FAS 123R FAS 123R

Income before income taxes, minority interest and cumulative
effect of an accounting change $ 5,242 $(1) $ 5,241 $10,043 $ (9) $10,034

Provision for income taxes $ 1,686 $ 2 $ 1,688 $ 3,124 $ (1) $ 3,123
Income before minority interest and cumulative effect of an

accounting change $ 3,556 $(3) $ 3,553 $ 6,919 $ (8) $ 6,911
Cumulative effect of an accounting change, net of tax $ – $ – $ – $ – $ 34 $ 34
Net income $ 3,193 $(3) $ 3,190 $ 6,359 $ 26 $ 6,385
Net cash provided by operating activities $ 2,923 $ – $ 2,923 $ 6,980 $ (2) $ 6,978
Net cash provided by financing activities $16,571 $ – $16,571 $32,241 $ 2 $32,243
Basic earnings per share $ 1.23 $ – $ 1.23 $ 2.44 $0.01 $ 2.45
Diluted earnings per share $ 1.21 $ – $ 1.21 $ 2.42 $0.01 $ 2.43

The following table presents share-based compensation expenses, including the cumulative effect of adoption of
FAS 123R, included in AIG’s consolidated statement of income:

Three Months Ended Six Months Ended
(in millions) June 30, 2006 June 30, 2006

Share-based compensation expense before tax $57 $211
Income tax benefit $16 $ 28

After-tax share-based compensation expense $41 $183

Included in share-based compensation expense of and Note 8 herein for discussion of the prospective change to
$211 million for the six months ended June 30, 2006 was a one- the accounting for retiree eligibility provisions and forfeiture
time compensation cost of approximately $54 million related to treatment.
the Starr tender offer and various out of period adjustments

If AIG had adopted the FAS 123 provisions for recogniz-
totalling $61 million, primarily relating to stock-splits and other

ing compensation expense commencing at the date of grant of
miscellaneous items for the SICO plans, offset by a $46 million

the awards, the effect would not have been material to net
pre-tax adjustment for the cumulative effect of the adoption of

income or basic or diluted earnings per share for the three
FAS 123R. These items were recorded in the first quarter of

and six-month periods ended June 30, 2005.
2006. See Note 4 herein for a discussion of the Starr tender offer
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

At June 30, 2006, there were 20,761,320 shares reserved10. Stock Compensation Plans (continued)
for future grants under the 1999 Plan and 28,321,678 shares

1999  Stock  Option  Plan reserved for issuance under the 1999 and 1991 Plans.

The 1999 Plan provides that options to purchase a maximum
Deferralsof 45,000,000 shares of common stock can be granted to

certain key employees and members of the Board of Directors During 2005, options with respect to 1,731,471 shares were
at prices not less than fair market value at the date of grant. exercised with delivery deferred. At December 31, 2005 op-

tionees had made valid elections to defer delivery ofThe 1999 Plan was approved by the shareholders at the
2,067,643 shares of AIG common stock upon exercise of2000 Annual Meeting of Shareholders, with certain amend-
options expiring during 2006. In addition, non-employee di-ments approved at the 2003 Annual Meeting of Shareholders.
rectors of AIG had made valid elections to defer delivery ofThe 1999 Plan superseded the 1991 employee stock option
21,093 shares of AIG common stock upon exercise of optionsplan (the 1991 Plan), although outstanding options granted
expiring during 2006.under the 1991 Plan continue in force until exercise or expi-

ration. The maximum number of shares that may be granted
Valuation  Methodologyto any employee in any one year under the 1999 Plan is

900,000. Options granted under the 1999 Plan generally vest In 2004, AIG developed a binomial lattice model to cal-
over four years (25 percent vesting per year) and expire culate the fair value of stock option grants. In prior years, a
10 years from the date of grant. Black-Scholes model was used. A more detailed description of

the valuation methodology is provided below.

The following weighted average assumptions were used for stock options granted in the first six months of 2006 and 2005:

2006 2005

Expected annual dividend yield(a) 0.71% 0.36%
Expected volatility(b) 27.3% 34.4%
Risk-free interest rate(c) 4.17% 3.87%
Expected term(d) 7 years 7 years

(a) The dividend yield is based on the dividend yield over the twelve month period prior to the grant date.

(b) In 2006, expected volatility is the average of historical volatility (based on seven years of daily stock price changes) and the implied volatility of actively

traded options on AIG shares and in 2005, expected volatility is the historical volatility based on five years of daily stock price changes.

(c) The interest rate curves used in the valuation model were the U.S. Treasury STRIP rates with terms from 3 months to 10 years.

(d) The contractual term of the option is generally 10 years with an expected term of 7 years calculated based on an analysis of historical employee exercise

behavior and employee turnover (post-vesting terminations). The early exercise rate is a function of time elapsed since the grant. Fifteen years of historical

data was used to estimate the early exercise rate.

Additional information with respect to AIG’s stock option plans at June 30, 2006, and changes for the six months then ended,
were as follows:

Weighted Average
Options: Shares Exercise Price

Outstanding at beginning of year 52,545,425 $54.84
Granted 103,000 $65.43
Exercised (858,053) $42.80
Forfeited or expired (805,027) $68.50
Outstanding at end of period 50,985,345 $54.85
Options exercisable at end of period 39,907,861 $52.54
Weighted average fair value per share of options granted $21.28
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

10. Stock Compensation Plans (continued)

Information about stock options outstanding at June 30, 2006, is summarized as follows:

Options Outstanding Options Exercisable

Weighted Weighted
Average Weighted Average Weighted

Remaining Average Aggregate Intrinsic Number Remaining Average Aggregate
Range of Number Contractual Exercise Values Exercisable Contractual Exercise Intrinsic Values
Exercise Prices Outstanding Life Price (in millions) (vested) Life Price (in millions)

$11.28-$27.14 6,685,805 0.81 $21.31 $252 6,685,805 0.81 $21.31 $252
$30.44-$41.51 5,374,574 2.04 36.86 119 5,374,574 2.04 36.86 119
$43.31-$53.40 6,936,485 4.34 48.59 73 6,136,895 4.03 48.80 63
$54.11-$59.99 8,337,923 4.58 57.84 11 6,280,376 3.06 57.34 11
$60.13-$63.95 9,083,916 6.44 62.33 – 5,974,994 6.02 61.92 –
$64.01-$69.63 8,208,831 7.30 65.45 – 3,822,360 5.35 65.67 –
$70.35-$98.00 6,357,811 4.91 83.87 – 5,632,857 4.82 84.47 –

Total 50,985,345 4.60 $54.85 $455 39,907,861 3.61 $52.54 $445

Vested and expected-to-vest options as of June 30, 2006, award that a grantee may receive under the 2002 Plan per
included in the table above, totaled 45,531,044, with a year is rights with respect to 250,000 shares. For the six-
weighted average exercise price of $53.65, a weighted aver- month periods ended June 30, 2006 and 2005, 3,663,835
age contractual life of 4.06 years and an aggregate intrinsic RSUs, including performance RSUs, and 31,500 RSUs, re-
value of $455 million. spectively, were granted by AIG. There were

6,443,028 shares reserved for issuance in connection with
As of June 30, 2006, total unrecognized compensation

future awards at June 30, 2006. Substantially all RSUs
cost (net of expected forfeitures) was $153 million, and

granted to date under the 2002 Plan other than Performance
$3 million related to non-vested share-based compensation

RSUs granted under the Partners Plan vest on the fourth
awards granted under the 1999 Plan and the 1996 Plan, re-

anniversary of the date of grant.
spectively, with blended weighted average periods of
1.38 years and 0.41 years, respectively. The cost of awards

Director  Stock  Awards
outstanding under these plans at June 30, 2006 is expected to

The methodology used for valuing employee stock options isbe recognized over approximately three years and one year,
also used to value director stock options. Director stock op-respectively, for the 1999 Plan and the 1996 Plan.
tions vest one year after the grant date, but are otherwise the

The intrinsic value of options exercised during the six
same as employee stock options. Options with respect to

months ended June 30, 2006 was approximately $20 million.
37,500 shares were granted during the six months ended

The fair value of options vesting for the six months ended
June 30, 2006, and no shares were granted during the first six

June 30, 2006 was approximately $42 million. AIG received
months of 2005.

$40 million and $22 million for the six-month periods ended
AIG also granted 7,500 shares and 3,000 shares, withJune 30, 2006 and 2005, respectively, from the exercise of

delivery deferred, to directors for the six-month periods en-stock options. AIG did not cash-settle any share-based pay-
ded June 30, 2006 and 2005, respectively, under the Directorment awards for the six-month periods ended June 30, 2006
Stock Plan. At June 30, 2006, there were 77,500 shares re-and 2005. The tax benefits realized as a result of stock option
served for future grants under the Director Stock Plan.exercises were $5 million and $6 million for the six-month

periods ended June 30, 2006 and 2005, respectively.
Employee  Stock  Purchase  Plan

2002  Stock  Incentive  Plan AIG’s 1996 Plan provides that eligible employees (those em-
ployed at least one year) may receive privileges to purchaseAIG’s 2002 Plan was adopted at the 2002 shareholders meet-
up to an aggregate of 10,000,000 shares of AIG commoning and amended and restated by the AIG Board of Directors
stock, at a price equal to 85 percent of the fair market valueon September 18, 2002 (the 2002 Plan). The 2002 Plan pro-
on the date of the grant of the purchase privilege. Purchasevides that equity-based or equity-related awards with respect
privileges are granted quarterly and are limited to the numberto shares of common stock can be issued to employees in any
of whole shares that can be purchased on an annual basis byyear up to a maximum of that number of shares equal to
an amount equal to the lesser of 10 percent of an employee’s(a) 1,000,000 shares plus (b) the number of shares available
annual salary or $10,000.but not issued in the prior calendar year. The maximum
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

The AIG DCPPP contingently allocates a fixed number10. Stock Compensation Plans (continued)
of shares to each participant if AIG’s cumulative adjusted

SICO  Plans earnings per share for 2005 and 2006 exceed that for 2003
and 2004. The performance period is September 21, 2005 toThe SICO Plans provide that shares of AIG common stock
December 31, 2006. At the end of the performance period,currently held by SICO are set aside for the benefit of the
common shares are contingently allocated. The service periodparticipant and distributed upon retirement. The SICO Board
and related vesting consists of three pre-retirement tranchesof Directors currently may permit an early payout of units
and a final retirement tranche at age 65.under certain circumstances. Prior to payout, the participant

is not entitled to vote, dispose of or receive dividends with At June 30, 2006, there were units representing
respect to such shares, and shares are subject to forfeiture 4,674,382 shares granted to participants.
under certain conditions, including but not limited to the
participant’s termination of employment with AIG prior to AIG  Partners  Plan
normal retirement age.

On June 26, 2006, AIG’s Compensation Committee ap-
Historically, SICO’s Board of Directors could elect to proved two grants under the AIG Partners Plan. The first

pay a participant cash in lieu of shares of AIG common stock. grant has a performance period which runs from January 1,
On December 9, 2005, SICO notified participants that essen- 2006 through December 31, 2007. The second grant has a
tially all subsequent distributions would be made only in performance period which runs from January 1, 2007
shares, and not cash. As of that date, AIG modified its ac- through December 31, 2008. Both grants vest 50 percent on
counting for the SICO Plans from variable to fixed measure- the fourth and sixth anniversaries of the first day of the re-
ment accounting. Variable measurement accounting is used lated performance period. In addition, the Compensation
for those few awards for which cash elections had been made Committee approved the performance metrics for the two
prior to March 2005. The SICO Plans are also described in grants prior to the date of grant. The measurement of the
Note 4 herein. grants is deemed to have occurred on June 26, 2006 when

there was mutual understanding of the key terms and condi-Although none of the costs of the various benefits pro-
tions of the grants. Consistent with this treatment:vided under the SICO Plans has been paid by AIG, AIG has
a) 1,069,355 Performance RSUs for the first grant andrecorded a charge to reported earnings for the deferred com-
2,490,365 Performance RSUs for the second grant andpensation amounts paid to AIG employees by SICO, with an
b) Unrecognized Compensation of $60 million for the firstoffsetting amount credited to additional paid-in capital re-
grant and $139 million for the second grant are included inflecting amounts deemed contributed by SICO.
the related disclosure tables. Performance RSUs related to the

As of December 9, 2005, there were 12,650,292 non- first grant are excluded from AIG’s diluted shares calculation
vested AIG shares under the SICO Plans with a weighted- because an insufficient amount of time has elapsed to conclu-
average fair value per share of $61.92. As of June 30, 2006, sively determine that the performance metric will be achieved
there were 11,740,679 non-vested AIG shares under the at the end of the related performance period. Because the
SICO Plans with a weighted-average fair value per share of performance period for the second grant does not begin until
$61.76. January 1, 2007, compensation expense for the second grant

is not included in AIG’s 2006 results and diluted sharesA significant portion of the awards under the SICO Plans
calculation.vest upon retirement if the participant reaches age 65. The

portion of the awards for which early payout is available vest
VALUATIONon the applicable payout date.

The fair value of each award granted under the
AIG  DCPPP 2002 Plan, the AIG DCPPP, the AIG Partners Plan, and the

SICO Plans is based on the closing price of AIG stock on theEffective September 21, 2005, AIG adopted the AIG DCPPP,
date of grant.which provides equity-based compensation to key AIG em-

ployees, including senior executive officers. The AIG DCPPP
was modeled on the SICO Plans.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

10. Stock Compensation Plans (continued)

A summary of shares relating to outstanding awards unvested under the foregoing plans as of June 30, 2006, and changes
during the six months ended June 30, 2006 is presented below:

Number of Shares Weighted Average Grant-Date Fair Value

AIG AIG Partners Total SICO AIG AIG Partners SICO
2002 Plan DCPPP Plan 2002 Plan Plan 2002 Plan DCPPP Plan Plan

Unvested at January 1, 2006 4,322,265 4,898,880 – 9,221,145 12,650,292 $63.63 $52.55 $ – $61.92
Granted 104,115 – 3,559,720 3,663,835 – 67.33 – 55.89 –
Vested (5,080) – – (5,080) (617,064) 64.25 – – 65.53
Forfeited (105,610) (224,498) – (330,108) (292,549) 61.95 59.40 – 58.92

Unvested at June 30, 2006 4,315,690 4,674,382 3,559,720 12,549,792 11,740,679 $63.76 $52.22 $55.89 $61.76

At June 30, 2006, the total unrecognized compensation cost (net of expected forfeitures) related to non-vested share-based
compensation awards granted under the 2002 Plan, the AIG DCPPP, the AIG Partners Plan and the SICO plans and the
blended weighted-average period over which that cost is expected to be recognized is as follows:

Unrecognized Blended
Compensation Weighted-

Cost Average
(in millions) Period

2002 Plan $183 1.71 years
AIG DCPPP $239 11.12 years
AIG Partners Plan $199 2.89 years

Total 2002 Plan $621 —

SICO Plans $327 6.07 years

The total cost for awards outstanding as of June 30, 2006 under the 2002 Plan, the AIG DCPPP, the AIG Partners Plan, and the
SICO Plans is expected to be recognized over approximately 4 years, 12 years, 6 years and 23 years, respectively.

11. Cash Flows

During the second quarter of 2006, AIG began presenting cash flows related to the origination and sale of finance receivables
held for sale as cash flows within operating activities in the Consolidated Statement of Cash Flows. Previously these amounts
were presented as cash flows within investing activities. In addition, certain intercompany transactions included in Finance
receivables held for sale — originations and purchases and Finance receivable principal payments received in the Consolidated
Statement of Cash Flows were not eliminated in 2005. After evaluating the effect of these items during the second quarter of
2006, AIG has revised the 2005 presentation to conform to the 2006 presentation.

The effect of these revisions are summarized in the table below:

(in millions)
AsFor the Three Months Ended As Previously

March 31, 2006 Reported Revisions Revised

Cash flows from operating activities
Finance receivables held for sale — originations and purchases $ — $ (2,267) $ (2,267)
Finance receivables sold $ — $ 2,671 $ 2,671
Other assets and liabilities — net $ (3,125) $ 585 $ (2,540)
Net cash provided by (used in) operating activities $ 3,066 $ 989 $ 4,055

Cash flows from investing activities
Finance receivables held for investment — originations and purchases $ (7,696) $ 4,295 $ (3,401)
Finance receivable principal payments received $ 8,312 $ (5,284) $ 3,028
Net cash used in investing activities $(19,937) $ (989) $(20,926)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

11. Cash Flows (continued)

(in millions)
AsFor the Six Months Ended As Previously

June 30, 2005 Reported Revisions Revised

Cash flows from operating activities
Finance receivables held for sale — originations and purchases $ — $ (5,144) $ (5,144)
Finance receivables sold $ — $ 4,775 $ 4,775
Other assets and liabilities — net $ (476) $ 241 $ (235)
Net cash provided by (used in) operating activities $ 13,817 $ (128) $ 13,689

Cash flows from investing activities
Finance receivables held for investment — originations and purchases $(23,778) $ 14,511 $ (9,267)
Finance receivable principal payments received $ 20,413 $(14,383) $ 6,030
Net cash used in investing activities $(35,358) $ 128 $(35,230)

(in millions)
For the Year Ended As Previously As
December 31, 2005 Reported Revisions Revised

Cash flows from operating activities
Finance receivables held for sale — originations and purchases $ — $(13,070) $(13,070)
Finance receivables sold $ — $ 12,821 $ 12,821
Other assets and liabilities — net $ 2,535 $ 162 $ 2,697
Net cash provided by (used in) operating activities $ 25,138 $ (87) $ 25,051

Cash flows from investing activities
Finance receivables held for investment — originations and purchases $(52,281) $ 35,005 $(17,276)
Finance receivable principal payments received $ 47,425 $(34,918) $ 12,507
Net cash used in investing activities $(57,321) $ 87 $(57,234)
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide the reader
a narrative with respect to AIG’s operations, financial condition and liquidity and certain other significant matters.
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Cautionary Statement Regarding Projections and Other Information About Future Events

This Quarterly Report and other publicly available documents may include, and AIG’s officers and representatives may from
time to time make, projections concerning financial information and statements concerning future economic performance and
events, plans and objectives relating to management, operations, products and services, and assumptions underlying these
projections and statements. These projections and statements are not historical facts but instead represent only AIG’s belief
regarding future events, many of which, by their nature, are inherently uncertain and outside AIG’s control. These projections
and statements may address, among other things, the status and potential future outcome of the current regulatory and civil
proceedings against AIG and their potential effect on AIG’s businesses, financial position, results of operations, cash flows and
liquidity, the effect of the credit rating downgrades on AIG’s businesses and competitive position, the unwinding and resolving
of various relationships between AIG and Starr and SICO, and AIG’s strategy for growth, product development, market
position, financial results and reserves. It is possible that AIG’s actual results and financial condition may differ, possibly
materially, from the anticipated results and financial condition indicated in these projections and statements. Factors that
could cause AIG’s actual results to differ, possibly materially, from those in the specific projections and statements are
discussed throughout this Management’s Discussion and Analysis of Financial Condition and Results of Operations and in
‘‘Risk Factors’’ in Item 1A. of Part I of AIG’s 2005 Annual Report on Form 10-K and Item 1A. of Part II of AIG’s Quarterly
Report on Form 10-Q for the quarter ended March 31, 2006. AIG is not under any obligation (and expressly disclaims any
such obligations) to update or alter any projections or other statement, whether written or oral, that may be made from time to
time, whether as a result of new information, future events or otherwise.
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Throughout this Management’s Discussion and Analysis of als. As part of its spread-based business activities, AIG issues
Financial Condition and Results of Operations, AIG presents various debt instruments in the public and private markets.
its operations in the way it believes will be most meaningful.

AIG’s operating performance reflects implementation of
Statutory loss ratios and combined ratios are presented in

various long-term strategies and defined goals in its various
accordance with accounting principles prescribed by insur-

operating segments. A primary goal of AIG in managing its
ance regulatory authorities because these are standard mea-

General Insurance operations is to achieve an underwriting
sures of performance filed with insurance regulatory

profit. To achieve this goal, AIG must be disciplined in its risk
authorities and used for analysis in the insurance industry

selection and premiums must be adequate and terms and
and thus allow more meaningful comparisons with AIG’s

conditions appropriate to cover the risk accepted. AIG also
insurance competitors. AIG has also incorporated into this

believes in strict control of expenses.
discussion a number of cross-references to additional infor-

A central focus of AIG operations in recent years is themation included throughout this Form 10-Q and its 2005
development and expansion of new distribution channels. InAnnual Report on Form 10-K/A for the year ended Decem-
2005 and the first six months of 2006, AIG expanded itsber 31, 2005 (2005 Annual Report on Form 10-K/A) to assist
distribution channels, which now include banks, credit cardreaders seeking related information on a particular subject.
companies and television-media home shopping in many

Overview of Operations and Business Asian countries. Examples of new distribution channels used
Results both domestically and overseas include banks, affinity

groups, direct response and e-commerce.
AIG identifies its reportable segments by product line, consis-
tent with its management structure. AIG’s major product and AIG patiently builds relationships in markets around the
service groupings are General Insurance, Life Insurance & world where it sees long-term growth opportunities. For ex-
Retirement Services, Financial Services and Asset Manage- ample, the fact that AIG has the only wholly-owned foreign
ment. AIG’s operations in 2006 are conducted by its subsidi- life insurance operations in eight cities in China is the result
aries principally through these segments. Through these of relationships developed over nearly 30 years. AIG’s more
segments, AIG provides insurance and investment products recent extensions of operations into India, Vietnam, Russia
and services to both businesses and individuals in more than and other emerging markets reflect the same growth strategy.
130 countries and jurisdictions. This geographic, product Moreover, AIG believes in investing in the economies and
and service diversification is one of AIG’s major strengths infrastructures of these countries and growing with them.
and sets it apart from its competitors. The Other category When AIG companies enter a new jurisdiction, they typically
consists of items not allocated to AIG’s operating segments. offer both basic protection and savings products. As the econ-

omies evolve, AIG’s products evolve with them, to more so-
AIG’s subsidiaries serve commercial, institutional and in-

phisticated and investment-oriented models.
dividual customers through an extensive property-casualty and
life insurance and retirement services network. In the United Growth for AIG may be generated both internally and
States, AIG companies are the largest underwriters of commer- through acquisitions which both fulfill strategic goals and
cial and industrial insurance and one of the largest life insur- offer adequate return on capital. Recently AIG acquired
ance and retirement services operations as well. AIG’s Travel Guard International, one of the nation’s leading prov-
Financial Services businesses include commercial aircraft and iders of travel insurance programs and emergency travel as-
equipment leasing, capital markets operations and consumer sistance, and acquired Central Insurance Co., Ltd., a leading
finance, both in the United States and abroad. AIG also pro- general insurance company in Taiwan.
vides asset management services to institutions and individu-

Consolidated  Results

The following table summarizes AIG’s revenues, income before income taxes, minority interest and cumulative effect of an
accounting change and net income for the three and six-month periods ended June 30, 2006 and 2005:

Three Months Six Months
Ended June 30, Ended June 30,

(in millions) 2006 2005 2006 2005

Total revenues $26,743 $27,903 $54,002 $55,105

Income before income taxes, minority interest and cumulative effect of an accounting change 5,241 6,701 10,034 12,350

Net income $ 3,190 $ 4,489 $ 6,385 $ 8,288

Revenues in the second quarter and first six months of accounting treatment under FAS 133, the effects of which are
2006 decreased 4 percent and 2 percent, respectively, largely reported in other revenues. The decrease was offset by the
as a result of decreased revenues in the Financial Services growth in net premiums earned from global General Insur-
segment from hedging activities that do not qualify for hedge ance operations as well as growth in both General Insurance
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and Life Insurance & Retirement Services net investment in- and the related Deferred income tax benefit (expense), in the
come, Life Insurance & Retirement Services GAAP premiums Consolidated Statement of Comprehensive Income (Loss) by
and increased revenues from Asset Management activities. approximately $576 million and approximately $202 million,

respectively, for the three and six-month periods ended June 30,
Income before income taxes, minority interest and cu-

2006 and increased Net investment income by $653 million,
mulative effect of an accounting change in the three and six-

increased Incurred policy losses and benefits, related to certain
month periods ended June 30, 2006 decreased 22 percent and

participating policyholder funds, by $77 million, and increased
19 percent, respectively. Increases in General Insurance and

Income taxes by $202 million in the Consolidated Statement of
Asset Management operating income were more than offset

Income for the three and six-month periods ended June 30,
by an operating loss in Financial Services driven by the effects

2006. There was no effect on Total shareholders’ equity as of
of hedging activities that do not qualify for hedge accounting

June 30, 2006 or December 31, 2005.
treatment under FAS 133. Life Insurance & Retirement Ser-
vices operating income decreased slightly in the second quar- In the second quarter of 2006, AIG also recorded other
ter of 2006 from the comparable prior year period, and out of period adjustments of $85 million ($55 million after
increased 8 percent on a year-to-date basis. tax) of interest income related to interest earned on deposit

contracts and $32 million ($21 million after tax) of expenses
Results for the first six months of 2006 were negatively

related to the remediation of a material weakness in controls
affected by a one-time charge relating to the Starr tender offer

over certain balance sheet reconciliations. AIG also recorded
($54 million before and after tax) and an additional allow-

other out of period adjustments in the first quarter of 2006 of
ance for losses in AIG Credit Card Company (Taiwan)

$61 million (before and after tax) of expenses related to the
($88 million before and after tax), both of which were re-

SICO plans, $59 million ($38 million after tax) of expenses
corded in first quarter of 2006.

related to deferred advertising costs in General Insurance,
During the second quarter of 2006, as part of its continuing $300 million ($145 million after tax) of revenues related to

remediation efforts, AIG identified and recorded an out of pe- the remediation of a material weakness in accounting for
riod adjustment related to the accounting for certain interests in certain derivative transactions under FAS 133, and $126 mil-
unit investment trusts in accordance with FIN 46(R), ‘‘Consoli- lion of income tax expense related to AIG’s remediation of a
dation of Variable Interest Entities’’ and APB Opinion No. 18, material weakness in controls over income tax accounting.
‘‘The Equity Method of Accounting for Investments in Com-

The effective income tax rate increased from 29.9 per-
mon Stock.’’ These investments had previously been accounted

cent in the first quarter of 2006 to 32.2 percent and 31.1 per-
for as available for sale securities, with changes in market values

cent for the three and six-month periods ended June 30,
being reflected in other comprehensive income, net of deferred

2006, respectively, reflecting changes in the sources of foreign
income taxes. Beginning with the second quarter of 2006, the

taxable income and the effect of the phase out of synfuel tax
changes in market values are included in AIG’s net investment

credits on the estimated full year tax rate.
income. The adjustment decreased Unrealized appreciation (de-
preciation) of investments — net of reclassification adjustments,

The following table summarizes the operations of each principal segment for the three and six-month periods ended
June 30, 2006 and 2005. (See also Note 2 of Notes to Consolidated Financial Statements).

Three Months Six Months
Ended June 30, Ended June 30,

(in millions) 2006 2005 2006 2005

Revenues(a):
General Insurance(b)(h) $12,167 $11,405 $23,823 $22,624
Life Insurance & Retirement Services(c)(h) 11,705 11,517 24,344 23,292
Financial Services(d) 1,226 3,778 2,841 6,214
Asset Management(e) 1,621 1,219 2,860 2,596
Other 24 (16) 134 379

Consolidated $26,743 $27,903 $54,002 $55,105
Operating Income (loss)(a)(f):

General Insurance(h) $ 2,863 $ 1,885 $ 5,194 $ 3,527
Life Insurance & Retirement Services(g)(h) 2,302 2,324 4,857 4,505
Financial Services(g) (548) 2,214 (707) 3,259
Asset Management 811 524 1,272 1,114
Other (187) (246) (582) (55)

Consolidated $ 5,241 $ 6,701 $10,034 $12,350

(a) Includes the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses.

For the three-month periods ended June 30, 2006 and 2005, the effect was $(1.08) billion and $1.63 billion, respectively, in revenues and $(1.08) billion and

$1.61 billion, respectively, in operating income. For the six-month periods ended June 30, 2006 and 2005, the effect was $(1.30) billion and $2.56 billion,

respectively, in revenues and $(1.30) billion and $2.62 billion, respectively, in operating income. These amounts result primarily from interest rate and foreign

currency derivatives which are hedging available for sale securities and borrowings.
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(b) Represents the sum of General Insurance net premiums earned, net investment income and realized capital gains (losses).

(c) Represents the sum of Life Insurance & Retirement Services GAAP  premiums, net investment income and realized capital gains (losses).

(d) Represents interest, lease and finance charges.

(e) Represents management and advisory fees and net investment income with respect to GICs.

(f) Represents income before income taxes, minority interest and cumulative effect of an accounting change.

(g) Results of operations of AIG Credit Card Company (Taiwan) are shared equally by the Life Insurance & Retirement Services segment and the Financial

Services segment. Additional allowances of $44 million were recorded in the first quarter of 2006, by each segment, for losses in these credit card operations.

(h) Includes the effect of an out of period adjustment related to the accounting for certain interests in unit investment trusts. For the three and six-month periods

ended June 30, 2006 the effect was an increase of $432 million in revenues and operating income for General Insurance and an increase of $221 million and

$144 million in revenues and operating income, respectively, for Life Insurance & Retirement Services.

General  Insurance Financial  Services

AIG’s General Insurance operations provide property and AIG’s Financial Services subsidiaries engage in diversified ac-
casualty products and services throughout the world. The tivities including aircraft and equipment leasing, capital mar-
increase in General Insurance operating income in the three ket transactions, consumer finance and insurance premium
and six-month periods ended June 30, 2006 compared to the financing.
same periods of 2005 was primarily attributable to improve-

Financial Services incurred operating losses in the three
ment in underwriting results for the Domestic Brokerage

and six-month periods ended June 30, 2006 compared to the
Group (DBG). General Insurance operating income included

same periods of 2005, due to the effect of hedge activities that
adverse development in the first six months of 2006 and 2005

do not qualify for hedge accounting treatment under
from catastrophes in prior years, which were more than offset

FAS 133. Fluctuations in revenues and operating income
by favorable development on non-catastrophe losses. Operat-

from quarter to quarter are not unusual because of the trans-
ing income for the three and six-month periods ended

action-oriented nature of Capital Markets operations and the
June 30, 2006 also increased due to the effect of the out of

effect of not qualifying for hedge accounting treatment under
period adjustment related to the accounting for certain inter-

FAS 133 for hedges on securities available for sale and
ests in unit investment trusts.

borrowings.
Life  Insurance & Retirement  Services

Asset  Management
AIG’s Life Insurance & Retirement Services operations pro-

AIG’s Asset Management operations include institutional
vide insurance, financial and investment products throughout

and retail asset management and broker dealer services and
the world. Foreign operations provided approximately

AIG’s spread-based investment businesses. The AIG Matched
75 percent and 63 percent of AIG’s Life Insurance & Retire-

Investment Program (MIP), which was launched in Septem-
ment Services operating income for the three months ended

ber of 2005, is replacing AIG’s GIC program as AIG’s princi-
June 30, 2006 and 2005, respectively, and 70 percent and

pal spread-based investment activity. The GIC program
59 percent, respectively, for the first six months of 2006 and

products and services are offered to individuals and institu-
2005.

tions, both domestically and overseas.
Life Insurance & Retirement Services operating income

Asset Management operating income increased 55 per-
decreased slightly in the second quarter of 2006 when com-

cent for the second quarter of 2006 when compared to the
pared to the same period of 2005 as a result of lower earnings

same period of 2005 due to continued strong asset flows and
in the Domestic Life Operations and higher realized capital

increased transaction driven fees and the effects of FIN 46(R)
losses, which were partially offset by the effect of an out of

and EITF 04-5 which are offset in minority interest expense,
period adjustment related to the accounting for certain inter-

which is not a component of operating income; operating
ests in unit investment trusts and growth in earnings from

income also increased 14 percent in the first six months of
Foreign Life and Domestic Retirement Services. Realized capi-

2006 when compared to the same period of 2005 reflecting
tal losses included in revenues and operating income were

strong results in the segment’s core businesses and the effects
$218 million in the second quarter of 2006 compared to real-

of FIN 46(R) and EITF 04-5 which are offset in minority
ized capital gains of $46 million in the same period of 2005.

interest expense, which is not a component of operating
Life Insurance & Retirement Services operating income income.

increased by 8 percent in the first six months of 2006 when
Capital  Resourcescompared to the same period of 2005 due, in part, to the effect

of an out of period adjustment related to the accounting for At June 30, 2006, AIG had total consolidated shareholders’
certain interests in unit investment trusts. Realized capital equity of $87.71 billion and total consolidated borrowings of
losses included in revenues and operating income were $126.1 billion. At that date, $110.8 billion of such borrow-
$60 million in the first six months of 2006 compared to real- ings were either not guaranteed by AIG or were AIGFP’s
ized capital losses of $36 million in the same period of 2005.
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matched borrowings under obligations of guaranteed invest- ship position in the distribution of annuities through banks in
ment agreements (GIAs), liabilities connected to trust pre- both Japan and Korea. Also, American Life Insurance Com-
ferred stock, or matched notes and bonds payable. pany (ALICO) has launched new life products to the Japan

bank market after further deregulation of banks in December
AIG has not purchased any shares of its common stock

2005. AIG is a leader in direct marketing through sponsors
under its existing common stock repurchase authorization

and in the broad market in Japan and Korea. AIG also is
during 2006.

investing in expanding distribution channels with emphasis
in India, Korea and Vietnam.Liquidity

Domestically, AIG anticipates its Life Insurance & Re-At June 30, 2006, AIG’s consolidated invested assets included
tirement Services businesses to continue growing in 2006$23.33 billion in cash and short-term investments. Consoli-
through distribution channel expansion and new and en-dated net cash provided from operating activities in the first
hanced products. The home service operation, which is ex-six months of 2006 amounted to $7.0 billion. AIG believes
pected to be a slow growth business, has not met businessthat its liquid assets, cash provided by operations and access
objectives, although its cash flow has been strong. Domesticto the capital markets will enable it to meet any anticipated
group life/health results continue to be weak, reflecting thecash requirements.
ongoing restructuring activities which may result in the exit-
ing of certain product lines. AIG Retirement Services individ-Outlook
ual fixed annuities business will continue to be challenged

Despite industry price erosion in some classes of general in- due to the interest rate environment and increased competi-
surance, AIG expects to continue to identify profitable op- tion from bank products, while variable annuity products
portunities and build attractive new General Insurance with living benefits will continue to be the product of con-
businesses as a result of AIG’s broad product line and exten- sumer choice.
sive distribution networks. In December 2005, American In-

Changes in market conditions in the aircraft leasing busi-ternational Underwriters Overseas, Ltd. (AIUO) received a
ness are not immediately apparent in operating results. Leaselicense from the government of Vietnam to operate a wholly
rates have firmed as a result of strong demand from theowned general insurance company in Vietnam. This license,
global commercial aviation market, especially in Asia. Salesthe first general insurance license granted by Vietnam to a
have increased and AIG expects an increasing level of interestU.S.-based insurance organization, permits AIG to operate a
from a variety of purchasers. However, higher interest ratesgeneral insurance company throughout Vietnam.
are expected to continue to compress lease margins. AIG’s

During the second quarter of 2006, the Canadian Parlia- Consumer Finance operations overseas were negatively af-
ment passed legislation that will allow UGC to begin writing fected in the first quarter of 2006 by industry-wide credit
business in Canada, the world’s second largest mortgage deterioration in the Taiwan credit card market. The operating
guaranty market, when provincial licenses are issued. results of AIG’s Consumer Finance operations in the U.S.

could be affected by the residential housing market, interestIn China, AIG currently has wholly-owned life insurance
rates and unemployment.operations in eight cities. In April 2006, applications for pro-

vincial expansion of AIG’s life insurance operations in AIG’s GIC program is in runoff and is being replaced by
Guangdong and Jiangsu and of general insurance operations the new MIP, which was launched in September 2005. AIG
in Guangdong were approved. AIG’s operations are ex- expects the MIP to be AIG’s principal spread-based invest-
panding resources in these regions with the opening of addi- ment activity. AIG’s credit spreads will affect the profitability
tional sales and service centers. AIG’s application to serve the of this business.
group insurance market was also approved.

AIG has many promising growth initiatives underway
In Japan, earnings growth for AIG Star Life Insurance around the world. Cooperative agreements such as those with

Co., Ltd. and AIG Edison Life Insurance Company reflects PICC Property and Casualty Company Limited and various
the runoff of the more profitable in-force business in compar- banks in the U.S., Japan and Korea are expected to expand
ison to new business currently being generated. In May 2006, distribution networks for AIG’s products and provide models
AIG announced the merger of these companies, which is ex- for future growth.
pected to be completed by October 2007 after meeting all
regulatory requirements. The merger is expected to enhance Critical  Accounting Estimates
the combined entity’s ability to grow new business by ex-

AIG considers its most critical accounting estimates thosepanding distribution and gaining efficiency of scale. In the
with respect to reserves for losses and loss expenses, futurefiscal year ended March 31, 2006, AIG’s life operations in
policy benefits for life and accident and health contracts,Japan retained their position as the largest foreign life opera-

tion on a total premium basis. AIG has developed a leader-
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Deferred  Policy  Acquisition  Costs  (General  Insurance):deferred policy acquisition costs, estimated gross profits for
) Recoverability and eligibility based upon the currentinvestment-oriented products, fair value determinations for

terms and profitability of the underlying insurancecertain Capital Markets assets and liabilities, other-than-tem-
contracts.porary declines in the value of investments and flight equip-

ment recoverability. These accounting estimates require the
Fair  Value  Determinations  of  Certain  Assets  anduse of assumptions about matters, some of which are highly
Liabilities  (Financial  Services – Capital  Markets):uncertain at the time of estimation. To the extent actual expe-
) Valuation models: utilizing factors, such as market li-rience differs from the assumptions used, AIG’s results of

quidity and current interest, foreign exchange and vola-operations would be directly affected.
tility rates.

Throughout this Management’s Discussion and Analysis of
) AIG attempts to secure reliable and independent current

Financial Condition and Results of Operations, AIG’s critical market price data, such as published exchange rates
accounting estimates are discussed in detail. The major catego- from external subscription services such as Bloomberg or
ries for which assumptions are developed and used to establish Reuters or third-party broker quotes for use in its model.
each critical accounting estimate are highlighted below. When such prices are not available, AIG uses an internal
Reserves  for  Losses  and  Loss  Expenses and  Reinsurance methodology, which includes interpolation and extrapo-
Recoverable (General  Insurance): lation from verifiable prices from trades occurring on
) Loss trend factors: used to establish expected loss ra- dates nearest to the dates of the transactions.

tios for subsequent accident years based on premium
rate adequacy and the projected loss ratio with respect to Other-Than-Temporary  Declines  in  the  Value  of
prior accident years. Investments:

) Expected loss ratios for the latest accident year: for A security is considered a candidate for other-than-temporary
example, accident year 2005 for the year end 2005 loss impairment based upon the following criteria:
reserve analysis. For low frequency, high severity classes ) Trading at a significant (25 percent or more) discount to
such as excess casualty, expected loss ratios generally are par or amortized cost (if lower) for an extended period
utilized for at least the three most recent accident years. of time (nine months or longer).

) Loss development factors: used to project the reported ) The occurrence of a discrete credit event resulting in the
losses for each accident year to an ultimate amount. debtor defaulting or seeking bankruptcy or insolvency

) Reinsurance recoverable on unpaid losses: the ex- protection or voluntary reorganization.
pected recoveries from reinsurers on losses that have not ) The probability of non-realization of a full recovery on
yet been reported and/or settled. its investment, irrespective of the occurrence of one of

the foregoing events.Future  Policy  Benefits  for  Life  and  Accident  and  Health

Contracts  (Life  Insurance &  Retirement  Services): At each balance sheet date, AIG evaluates its securities
) Interest rates: which vary by geographical region, year holdings in an unrealized loss position. Where AIG does not

of issuance and products. intend to hold such securities until they have fully recovered
) Mortality, morbidity and surrender rates: based upon their carrying value, based on the circumstances present at

actual experience by geographical region modified to al- the date of evaluation, AIG records the unrealized loss in
low for variation in policy form. income. If events or circumstances change, such as unex-

pected changes in creditworthiness of the obligor, generalEstimated  Gross  Profits  (Life  Insurance &  Retirement
interest rate environment, tax circumstances, liquidity events,Services):
and statutory capital management considerations among) Estimated gross profits to be realized over the estimated
others, AIG revisits its intent to determine if a loss should beduration of the contracts (investment-oriented products)
recorded in income. Further, if a loss is recognized from a saleaffect the carrying value of deferred policy acquisition
subsequent to a balance sheet date pursuant to these changescosts under FAS 97. Estimated gross profits include in-
in circumstances, the loss is recognized in the period in whichvestment income and gains and losses on investments less
the intent to hold the securities to recovery no longer exists.required interest, actual mortality and other expenses.

Deferred  Policy  Acquisition  Costs  (Life  Insurance  & Flight  Equipment — Recoverability  (Financial  Services):
Retirement  Services):

) Expected undiscounted future net cash flows: based
) Recoverability based on current and future expected prof-

upon current lease rates, projected future lease rates anditability, which is affected by interest rates, foreign ex-
estimated terminal values of each aircraft based on thirdchange rates, mortality experience, and policy persistency.
party information.
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The AIG Worldsource Division introduces and coordi-Operating Review
nates AIG’s products and services to U.S.-based multinational

General  Insurance  Operations clients and foreign corporations doing business in the U.S.
AIG’s General Insurance subsidiaries are multiple line com- Transatlantic subsidiaries offer reinsurance capacity on
panies writing substantially all lines of property and casualty both a treaty and facultative basis both in the U.S. and abroad.
insurance both domestically and abroad. Transatlantic structures programs for a full range of property

and casualty products with an emphasis on specialty risk.Domestic General Insurance operations are comprised of
DBG, which includes the operations of The Hartford Steam AIG’s Personal Lines operations provide automobile in-
Boiler Inspection and Insurance Company (HSB); Transatlan- surance through AIG Direct, the mass marketing operation of
tic Holdings, Inc. (Transatlantic); Personal Lines, including AIG, Agency Auto Division and 21st Century, as well as a
21st Century Insurance Group (21st Century); and United broad range of coverages for high net-worth individuals
Guaranty Corporation (UGC). through the AIG Private Client Group.

The main business of the UGC subsidiaries is the issu-AIG’s primary domestic division is DBG. DBG’s business
ance of residential mortgage guaranty insurance, both domes-in the United States and Canada is conducted through its
tically and internationally, on conventional first lienGeneral Insurance subsidiaries including American Home As-
mortgages for the purchase or refinance of one to four familysurance Company (American Home), National Union Fire
residences. UGC subsidiaries also write second lien and pri-Insurance Company of Pittsburgh, Pa. (National Union),
vate student loan guaranty insurance.Lexington Insurance Company (Lexington) and certain other

General Insurance company subsidiaries of AIG. AIG’s Foreign General Insurance group accepts risks pri-
marily underwritten through American International Under-DBG writes substantially all classes of business insur-
writers (AIU), a marketing unit consisting of wholly ownedance, accepting such business mainly from insurance brokers.
agencies and insurance companies. The Foreign General In-This provides DBG the opportunity to select specialized mar-
surance group also includes business written by AIG’s for-kets and retain underwriting control. Any licensed broker is
eign-based insurance subsidiaries. The Foreign General groupable to submit business to DBG without the traditional agent-
uses various marketing methods and multiple distributioncompany contractual relationship, but such broker usually
channels to write both commercial and consumer lines insur-has no authority to commit DBG to accept a risk.
ance with certain refinements for local laws, customs and

In addition to writing substantially all classes of business needs. AIU operates in Asia, the Pacific Rim, the United King-
insurance, including large commercial or industrial property dom, Europe, Africa, the Middle East and Latin America.
insurance, excess liability, inland marine, environmental, As previously noted, AIG believes it should present and
workers compensation and excess and umbrella coverages, discuss its financial information in a manner most meaningful
DBG offers many specialized forms of insurance such as avia- to its investors. Accordingly, in its General Insurance busi-
tion, accident and health, equipment breakdown, directors and ness, AIG uses certain regulatory measures, where AIG has
officers liability (D&O), difference-in-conditions, kidnap-ran- determined these measurements to be useful and meaningful.
som, export credit and political risk, and various types of pro-

A critical discipline of a successful general insurance bus-fessional errors and omissions coverages. The AIG Risk
iness is the objective to produce profit from underwritingManagement operation provides insurance and risk manage-
activities exclusive of investment-related income. When un-ment programs for large corporate customers. The AIG Risk
derwriting is not profitable, premiums are inadequate to payFinance operation is a leading provider of customized struc-
for insured losses and underwriting related expenses. In thesetured insurance products. Also included in DBG are the opera-
situations, the addition of general insurance related invest-tions of AIG Environmental, which focuses specifically on
ment income and realized capital gains may, however, enableproviding specialty products to clients with environmental ex-
a general insurance business to produce operating income.posures. Lexington writes surplus lines, those risks for which
For these reasons, AIG views underwriting results to be criti-conventional insurance companies do not readily provide in-
cal in the overall evaluation of performance.surance coverage, either because of complexity or because the

coverage does not lend itself to conventional contracts. Statutory underwriting profit is derived by reducing net
premiums earned by net losses and loss expenses incurred andCertain of the products of the DBG companies include
net expenses incurred. Statutory accounting generally re-funding components or have been structured in a manner
quires immediate expense recognition and ignores the match-such that little or no insurance risk is actually transferred.
ing of revenues and expenses as required by GAAP. That is,Funds received in connection with these products are re-
for statutory purposes, expenses are recognized immediately,corded as deposits and included in other liabilities, rather
not over the same period that the revenues are earned. Thus,than premiums and incurred losses.
statutory expenses exclude changes in deferred acquisition
costs (DAC).
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GAAP provides for the recognition of expenses at the the total cost per $100 of premium production. A combined
same time revenues are earned, the accounting principle of ratio below 100 demonstrates underwriting profit; a com-
matching. Therefore, acquisition expenses are deferred and bined ratio above 100 demonstrates underwriting loss.
amortized over the period the related net premiums written

Net premiums written are initially deferred and earned
are earned. DAC is reviewed for recoverability, and such

based upon the terms of the underlying policies. The net
review requires management judgment. (See also ‘‘Critical

unearned premium reserve constitutes deferred revenues
Accounting Estimates’’ herein.)

which are generally earned ratably over the policy period.
AIG, along with most General Insurance companies, Thus, the net unearned premium reserve is not fully recog-

uses the loss ratio, the expense ratio and the combined ratio nized in income as net premiums earned until the end of the
as measures of underwriting performance. The loss ratio is policy period.
the sum of losses and loss expenses incurred divided by net

The underwriting environment varies from country to
premiums earned. The expense ratio is statutory underwrit-

country, as does the degree of litigation activity. Regulation,
ing expenses divided by net premiums written. The combined

product type and competition have a direct effect on pricing
ratio is the sum of the loss ratio and the expense ratio. These

and consequently on profitability as reflected in underwriting
ratios are relative measurements that describe, for every $100

profit and statutory general insurance ratios.
of net premiums earned or written, the cost of losses and
statutory expenses, respectively. The combined ratio presents

General Insurance operating income is comprised of statutory underwriting results, changes in DAC, net investment
income and realized capital gains and losses. Operating income, as well as net premiums written, net premiums earned,
net investment income and realized capital gains (losses) and statutory ratios for the three and six-month periods ended
June 30, 2006 and 2005 were as follows:

Three Months Six Months
Ended June 30, Ended June 30,

(in millions, except ratios) 2006 2005 2006 2005

Net premiums written:
Domestic General

DBG $ 6,480 $ 5,846 $12,380 $11,566
Transatlantic 914 884 1,828 1,769
Personal Lines 1,180 1,173 2,378 2,359
Mortgage Guaranty 193 145 390 310

Foreign General 2,867 2,596 5,913 5,430

Total $11,634 $10,644 $22,889 $21,434

Net premiums earned:
Domestic General

DBG $ 5,836 $ 5,587 $11,599 $11,160
Transatlantic 909 862 1,817 1,750
Personal Lines 1,167 1,157 2,326 2,277
Mortgage Guaranty 179 143 345 283

Foreign General(a) 2,587 2,483 5,061 4,902

Total $10,678 $10,232 $21,148 $20,372

Net investment income:
Domestic General

DBG $ 813 $ 555 $ 1,558 $ 1,214
Transatlantic 108 84 210 169
Personal Lines 55 54 112 106
Mortgage Guaranty 36 31 68 59
Intercompany adjustments and eliminations – net – (1) – –

Foreign General(b) 602 337 784 527

Total $ 1,614 $ 1,060 $ 2,732 $ 2,075
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Three Months Six Months
Ended June 30, Ended June 30,

(in millions, except ratios) 2006 2005 2006 2005

Realized capital gains (losses) (125) 113 (57) 177
Operating Income(c):

Domestic General
DBG $ 1,534 $ 805 $ 2,891 $ 1,518
Transatlantic 143 99 284 213
Personal Lines 118 102 219 211
Mortgage Guaranty 107 109 216 213

Foreign General(b)(d) 961 771 1,582 1,367
Reclassifications and Eliminations – (1) 2 5

Total $ 2,863 $ 1,885 $ 5,194 $ 3,527

Statutory underwriting profit(c)(f)

Domestic General
DBG $ 696 $ 190 $ 1,223 $ 246
Transatlantic 33 12 63 32
Personal Lines 53 44 93 85
Mortgage Guaranty 73 83 143 152

Foreign General(d) 368 411 658 741

Total $ 1,223 $ 740 $ 2,180 $ 1,256

Domestic General:
Loss Ratio 67.79 75.07 69.36 76.15
Expense Ratio 19.97 19.93 20.07 19.85

Combined Ratio 87.76 95.00 89.43 96.00

Foreign General:
Loss Ratio(a) 49.43 52.31 51.04 53.35
Expense Ratio(d)(e) 32.82 29.75 30.77 28.44

Combined ratio 82.25 82.06 81.81 81.79

Consolidated:
Loss Ratio(c) 63.34 69.55 64.98 70.66
Expense Ratio 23.13 22.33 22.84 22.03

Combined Ratio 86.47 91.88 87.82 92.69

(a) Income statement accounts expressed in non-functional currencies are translated into U.S. dollars using average exchange rates.

(b) Includes the effect of an out of period adjustment related to the accounting for certain interests in unit investment trusts. For the three and six-month periods

ended June 30, 2006 the effect was an increase of $412 million.

(c) Includes a reduction in incurred losses in the three-month period ended June 30, 2006 of $51 million and additional losses incurred and net reinstatement

premiums in the three-month period ended June 30, 2005 of $27 million, related primarily to prior year catastrophes, resulting in (decreases) increases of

(0.49) points and 0.26 points, respectively, in the consolidated General Insurance loss ratio. The effect on the six-month periods ended June 30, 2006 and

2005 included $48 million and $198 million, respectively, of additional losses incurred and net reinstatement premiums primarily relating to prior year

catastrophes, resulting in increases of 0.22 points and 0.96 points, respectively, in the consolidated General Insurance loss ratio.

(d) Includes the results of wholly owned AIU agencies.

(e) Includes amortization of advertising costs.
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(f) Statutory underwriting profit (loss) is a measure that U.S. domiciled insurance companies are required to report to their regulatory authorities. The following

table reconciles statutory underwriting profit (loss) to income before income taxes, minority interest and cumulative effect of an accounting change for the

General Insurance segment for the three and six month periods ended June 30, 2006 and 2005.

Domestic
Brokerage Personal Mortgage Foreign Reclassifications

(in millions) Group Transatlantic Lines Guaranty General and Eliminations Total

Three months ended June 30, 2006:
Statutory underwriting profit $ 696 $ 33 $ 53 $ 73 $ 368 $ – $1,223
Increase in deferred acquisition costs 69 4 9 1 68 – 151
Net investment income 813 108 55 36 602 – 1,614
Realized capital gains (losses) (44) (2) 1 (3) (77) – (125)

Income before income taxes, minority
interest and cumulative effect of an
accounting change $1,534 $143 $118 $107 $ 961 $ – $2,863

Three months ended June 30, 2005:
Statutory underwriting profit $ 190 $ 12 $ 44 $ 83 $ 411 $ – $ 740
Increase (decrease) in deferred

acquisition costs (39) 1 6 (4) 8 – (28)
Net investment income 555 84 54 31 337 (1) 1,060
Realized capital gains (losses) 99 2 (2) (1) 15 – 113

Income before income taxes, minority
interest and cumulative effect of an
accounting change $ 805 $ 99 $102 $109 $ 771 $ (1) $1,885

Six months ended June 30, 2006:
Statutory underwriting profit $1,223 $ 63 $ 93 $143 $ 658 $ – $2,180
Increase in deferred acquisition costs 107 7 14 8 203 – 339
Net investment income 1,558 210 112 68 784 – 2,732
Realized capital gains (losses) 3 4 – (3) (63) 2 (57)

Income before income taxes, minority
interest and cumulative effect of an
accounting change $2,891 $284 $219 $216 $1,582 $ 2 $5,194

Six months ended June 30, 2005:
Statutory underwriting profit $ 246 $ 32 $ 85 $152 $ 741 $ – $1,256
Increase (decrease) in deferred

acquisition costs (98) 1 23 2 91 – 19
Net investment income 1,214 169 106 59 527 – 2,075
Realized capital gains (losses) 156 11 (3) – 8 5 177

Income before income taxes, minority
interest and cumulative effect of an
accounting change $1,518 $213 $211 $213 $1,367 $ 5 $3,527

AIG transacts business in most major foreign currencies. The following table summarizes the effect of changes in foreign
currency exchange rates on the growth of General Insurance net premiums written for the three and six-month periods
ended June 30, 2006:

Three Months Ended Six Months Ended
June 30, 2006 June 30, 2006

Growth in original currency 9.7% 7.9%
Foreign exchange effect (0.4) (1.1)
Growth as reported in U.S. dollars 9.3% 6.8%

effect of an out of period adjustment related to the account-General  Insurance  Results
ing for certain interests in unit investment trusts. The com-

General Insurance operating income increased 52 percent in
bined ratio improved to 86.5 during the second quarter of

the second quarter of 2006 compared to the same period in
2006, a reduction of 5.4 points from the prior period in 2005,

2005 due primarily to improvement in statutory underwrit-
led by a reduction in the loss ratio of 6.2 points. Net premi-

ing profit for DBG as a result of improved loss ratios for the
ums written increased 9 percent in the second quarter of 2006

current accident year compared to the loss ratios recorded in
compared to the same period in 2005 as domestic property

the second quarter of 2005 for accident year 2005, as well as
rates improved and submission activity increased in the after-

growth in net investment income. Included in net investment
math of the 2005 hurricanes and through the expansion of

income in the second quarter of 2006 is the $432 million
distribution channels within Foreign General. The increase in
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net premiums written was tempered by an increase in ceded DBG’s expense ratio decreased slightly in the second quarter
reinsurance necessary to manage the increase in property ex- of 2006 to 17.9 compared to 18.1 in the same period of 2005.
posures retained by AIG. AIG is evaluating additional rein- Direct acquisition expenses declined, reflecting an increase in
surance programs to manage retained property exposures as lines of business, such as property, that have a lower commis-
direct property business increases. sion rate, as well as a modest decrease in overall commission

rates. Net acquisition expenses declined due to the items cited
General Insurance operating income increased 47 percent in

above as well as the new quota share reinsurance program
the first six months of 2006 compared to the same period of

added in 2006 to manage the level of property exposures
2005 due to improvement in statutory underwriting profit for

retained by DBG. Other operating expense as a percent of net
DBG as a result of improved loss ratios for the current acci-

premium written increased primarily due to an increase in
dent year compared to the loss ratios recorded in the first six

bad debt expense, due largely to an out of period adjustment
months of 2005 for accident year 2005, as well as growth in

of $32 million relating to reconciliation remediation
net investment income. Included in net investment income for

activities.
the first six months of 2006 is the $432 million effect of the
aforementioned out of period adjustment. The combined ra-

Year-to-date DBG Results
tio improved to 87.8, a reduction of 4.9 points from the first

DBG’s net premiums written increased 7 percent in the firstsix months of 2005, led by a reduction in the loss ratio of 5.7
six months of 2006 compared to the same period of 2005 duepoints. Net premiums written increased 7 percent as domestic
to property rate increases as well as increases in submissionproperty rates improved and submission activity increased in
activity in the aftermath of the 2005 hurricanes. Operatingthe aftermath of the 2005 hurricanes and through the expan-
income increased 90 percent to $2.89 billion in the first sixsion of distribution channels within Foreign General.
months of 2006 reflecting increases in statutory underwriting

Quarterly DBG  Results profit and net investment income. The improvement in
DBG’s statutory underwriting profit for 2006 was due to

DBG’s net premiums written increased 11 percent in the sec-
lower accident year loss ratios for the 2006 accident year

ond quarter of 2006 compared to the same period in 2005 as
compared to the loss ratios recorded in the first six months of

property rates improved and submission activity increased in
2005 for accident year 2005. In addition, year to date 2006

the aftermath of the 2005 hurricanes. DBG attributes the
operating income includes a $25 million reduction in the

increase in submissions to its strong distribution channels and
estimated ultimate losses related to prior year hurricanes

overall financial strength in comparison to many insurers that
compared to the same period of 2005 which included

experienced significant losses and reductions of surplus as a
$118 million of increased losses related to prior year hurri-

result of the hurricanes. This increase was tempered by an
canes. Favorable reserve development on non-catastrophic

increase in ceded reinsurance necessary to manage the level of
prior year losses totaled $62 million for the first six months

property exposures retained by DBG.
of 2006 compared to adverse development of $215 million

Operating income increased 91 percent to $1.53 billion in the for the same period of 2005. The 2006 development relates
second quarter of 2006 compared to the same period in 2005, primarily to classes of business which did not require reserve
reflecting increases in statutory underwriting profit and net strengthening in connection with AIG’s year-end 2005 re-
investment income. The improvement in DBG’s statutory un- serve study.
derwriting profit for the second quarter of 2006 was prima-

DBG’s expense ratio decreased slightly to 18.1 compared to
rily due to lower accident year loss ratios for the 2006

18.3 in the first six months of 2006. Direct acquisition ex-
accident year compared to the loss ratios recorded in the

penses declined, reflecting an increase in lines of business
second quarter of 2005 for accident year 2005. In addition,

such as property that have a lower commission rate as well as
the second quarter of 2006 includes a $53 million reduction

a modest decrease in overall commission rates. Net acquisi-
in the estimated ultimate losses related to prior year hurri-

tion expenses declined due to the items cited above as well as
canes compared to the same period of 2005 which included

the new quota share reinsurance program added in 2006 to
an insignificant increase in losses related to prior year hurri-

manage the level of property exposures retained by DBG.
canes. Favorable reserve development on non-catastrophic

Other operating expenses increased primarily due to an in-
prior year losses totaled $57 million for the second quarter of

crease in bad debt expense, partially offset by a favorable
2006 compared to adverse development of $112 million for

$23 million out of period adjustment relating to reconcilia-
the same period of 2005. The 2006 development relates pri-

tion remediation activities.
marily to classes of business which did not require reserve
strengthening in connection with AIG’s year-end 2005 re-
serve study.
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Quarterly  Transatlantic  Results efforts and higher stock-based compensation. AIG Direct ac-
quisition expenses were up primarily due to lower responseTransatlantic’s net premiums written and net premiums
rates driving up acquisition cost per policy.earned in the second quarter of 2006 increased by 3 percent

and 5 percent, respectively, when compared to the same pe- Year-to-date  Personal  Lines  Results
riod in 2005 primarily due to increases in domestic auto

Personal Lines net premiums written increased slightly in theliability and specialty casualty net premiums written. These
first six months of 2006 compared to the same period inincreases were partially offset by decreases in international
2005, reflecting growth in the Private Client Group andproperty and auto liability premiums. Second quarter 2006
Agency Auto divisions which offset the runoff of the involun-operating income increased $44 million, due largely to in-
tary auto business and a small decline in the AIG Direct andcreased net investment income and lower catastrophe in-
21st Century divisions. Operating income was up slightly forcurred losses and net reinstatement premiums related to prior
the first six months of 2006 compared to the same period ofyear catastrophes.
2005, driven primarily by an increase in net investment in-
come as the combined ratio remained relatively unchanged.Year-to-date  Transatlantic Results
The loss ratio in the first six months of 2006 improved from a

Transatlantic’s net premiums written and net premiums year ago due to favorable prior year loss development in the
earned increased in the first six months of 2006 by 3 percent AIG Direct and 21st Century businesses, while the expense
and 4 percent, respectively, compared to the same period of ratio increased as a result of, among other things, investment
2005 due primarily to increases in domestic specialty casualty in people, technology, national expansion efforts and lower
and property net premiums written. These increases were response rates.
offset, in part, by decreases in international premiums caused,
in part, by the adverse effect of changes in foreign currency Quarterly UGC  Results
exchange rates between periods, with the most significant

UGC’s net premiums written increased in the second quarterdecreases in the auto liability and property lines. Operating
of 2006 when compared to the same period in 2005, prima-income increased in the first six months of 2006 compared to
rily driven by growth in domestic second lien and interna-the same period of 2005 due to increased net investment
tional operations. Operating income during the secondincome and improved statutory underwriting profit, resulting
quarter of 2006 was down slightly when compared to thelargely from reduced net catastrophe costs (including the ef-
same period in 2005 as improved underwriting results in thefect of net reinstatement premiums), and lower net adverse
domestic second lien and international groups and increaseddevelopment on loss reserves, offset, in part, by higher com-
investment income were offset by a decline in the domesticmission costs.
first lien business. The loss ratio increased to 33.1 in the
second quarter of 2006 from 17.4 in the year ago quarter, aQuarterly  Personal  Lines  Results
period with an unusually low frequency of defaults. Operat-

Personal Lines net premiums written increased slightly in the ing income for the second quarter of 2006 includes favorable
second quarter of 2006 compared to the same period in 2005, development on prior accident years, offset by higher 2006
as growth in the Private Client Group and Agency Auto divi- accident year loss ratios. The increase in the loss ratio also
sions was offset by the runoff of the involuntary auto busi- reflects UGC’s change in business mix.
ness and a small decline in the AIG Direct and 21st Century
divisions. The reduction in the involuntary business was a Year-to-date UGC  Results
result of terminating an MGA relationship on December 31,

UGC’s net premiums written were up 26 percent in the first2005. Growth in the Private Client Group spans multiple
six months of 2006 compared to the same period in 2005 onproducts as it continues to penetrate the high net worth mar-
growth from all business units. Operating income was upket. Agency Auto growth was due to expanded agent/broker
slightly for the first six months of 2006 when compared toappointments and enhanced product offerings. AIG Direct
the same period in 2005, primarily due to an increase in netpremiums were down due to a decline in response rates.
investment income, which was offset by a 10.6 point increase21st Century experienced strong growth outside of Califor-
in the loss ratio to 31.8. The loss ratio for the first six monthsnia, but not enough to offset the decline in the soft California
of 2005 was unusually low due to historically low defaults inmarket. Operating income in the second quarter of 2006
the first half of 2005. Operating income for the first sixincreased from the same period in 2005 driven by a lower
months of 2006 includes favorable development on prior ac-combined ratio. The improved loss ratio reflects favorable
cident years, offset by higher 2006 accident year loss ratios.prior year loss reserve development in the direct businesses.
The increase in the loss ratio also reflects UGC’s change inThe expense ratio increased from a year ago as 21st Century
business mix.expenses were up due primarily to its national expansion
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mercial lines business in the United Kingdom, additionalQuarterly  Foreign  General  Insurance  Results
losses incurred relating to 2005 catastrophes and higher than

Foreign General Insurance’s net premiums written as re- expected profit commission payments related to prior under-
ported in U.S. dollars and in original currency increased writing years for Ascot Lloyd’s had a negative effect on oper-
10 percent and 12 percent, respectively, in the second quarter ating income in the first six months of 2006 when compared
of 2006 when compared to the same period in 2005, reflect- to the same period of 2005.
ing growth in both the commercial and consumer lines due to

The combined ratio for Foreign General Insurance for thenew business, as well as new distribution channels. Foreign
first six months of 2006 was 81.81, essentially unchangedGeneral Insurance net premiums written were essentially
from the comparable period of 2005. The Foreign Generalequally derived from the commercial insurance and consumer
Insurance loss ratio decreased 2.31 points in the first sixlines. The personal accident business in the Far East region
months of 2006 from the same period of 2005 due to lowerincreased net premiums written in the second quarter of 2006
current accident year losses for 2006 and favorable loss de-from a year ago, but an increase in loss frequency negatively
velopment from prior accident years, excluding catastropheaffected operating income. Southeast Asia had increased net
losses. The Foreign General Insurance expense ratio increasedpremiums written in the second quarter of 2006 when com-
2.33 points in the first six months of 2006 from the samepared to the same period in 2005 in the personal accident
period in 2005 principally due to higher commissions, em-business which led to increased operating income. The com-
ployee compensation costs and accelerated amortization ofmercial lines business in both Europe and the United King-
advertising costs.dom increased net premiums written from a year ago due to

new business with a resulting increase in operating income
General  Insurance  Net  Investment  Income

compared to the second quarter of 2005. Energy had modest
General Insurance net investment income increased bygrowth in net premiums written, but several high severity
$554 million and $657 million in the second quarter and thelosses caused a reduction in second quarter 2006 operating
first six months of 2006, respectively, when compared to theincome when compared to the same period of 2005. The
same periods of 2005, principally due to the effects of an out ofAscot Lloyd’s syndicate reported strong growth in net premi-
period adjustment of $432 million related to the accountingums written during the second quarter of 2006 due to rate
for certain interests in unit investment trusts and an $85 mil-increases on its U.S. book of business along with contractual
lion out of period adjustment related to interest earned on aterms on renewals that reflect better conditions and higher
DBG deposit contract. The increase also reflects higher interestdeductibles. This led to improved operating income from a
income, strong cash flows, including the effect of capital con-year ago, but higher than expected profit commission pay-
tributions from the parent, higher interest rates and the posi-ments related to prior underwriting years totaling $34 million
tive effect of compounding previously earned and reinvestednegatively affected operating income during the second quar-
net investment income as well as higher dividend and partner-ter of 2006.
ship income for DBG. Foreign General Insurance net invest-

The combined ratio for Foreign General Insurance for the
ment income increased in the three and six-month periods

second quarter of 2006 was 82.25, slightly higher than the
ended June 30, 2006 when compared to the same periods of

82.06 in the comparable period of 2005. The Foreign General
2005 due to the effects of the aforementioned out of period

Insurance loss ratio decreased 2.88 points in the second quar-
adjustment, offset by a decline in partnership income. Foreign

ter of 2006 compared to the same period of 2005 due to
General partnership income in the second quarter and first half

lower current accident year losses and favorable loss develop-
of 2005 benefited from increases in market valuations due to

ment from prior accident years. The Foreign General Insur-
increased initial public offering activity. Foreign General cash

ance expense ratio increased 3.07 points in the second
flows declined for the first six months of 2006 compared to the

quarter of 2006 from the same period in 2005 principally due
year ago period, due to payments related to catastrophe related

to higher commissions, employee compensation costs and ac-
losses incurred in 2005.

celerated amortization of advertising costs.
Realized capital gains and losses resulted from the ongo-

Year-to-date  Foreign  General  Insurance  Results ing investment management of the General Insurance portfo-
lios within the overall objectives of the General InsuranceForeign General Insurance’s net premiums written as re-
operations. See the discussion on ‘‘Valuation of Invested As-ported in U.S. dollars and in original currency increased
sets’’ herein.9 percent and 13 percent, respectively, in the first six months

of 2006 when compared to the same period in 2005, reflect-
Reinsuranceing growth in both the commercial and consumer lines. The

personal accident business in the Far East region, the com- AIG is a major purchaser of reinsurance for its General Insur-
mercial lines business in both Europe and the United King- ance operations. AIG insures risks globally, and its reinsur-
dom, and the Ascot Lloyd’s syndicate all contributed to the ance programs must be coordinated in order to provide AIG
growth in net premiums written. Rate decreases in the com-
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the level of reinsurance protection that AIG desires. Reinsur- ers rated A (excellent) or better, as rated by A.M. Best, or A
ance is an important risk management tool to manage trans- (strong) or better, as rated by Standard & Poor’s, a division
action and insurance line risk retention at prudent levels set of The McGraw-Hill Companies, Inc. (S&P). These ratings
by management. AIG also purchases reinsurance to mitigate are measures of financial strength. Through June 30, 2006,
its catastrophic exposure. AIG is cognizant of the need to there has been no significant deterioration in the rating pro-
exercise good judgment in the selection and approval of both file of AIG’s reinsurers representing more than five percent of
domestic and foreign companies participating in its reinsur- AIG’s reinsurance assets as of December 31, 2005.
ance programs because one or more catastrophe losses could

AIG maintains an allowance for estimated unrecoverable
negatively affect AIG’s reinsurers and result in an inability of

reinsurance. Although AIG has been largely successful in its
AIG to collect reinsurance recoverables. AIG’s reinsurance

previous recovery efforts, at June 30, 2006, AIG had an al-
department evaluates catastrophic events and assesses the

lowance for unrecoverable reinsurance approximating
probability of occurrence and magnitude of catastrophic

$932 million. At that date, AIG had no significant reinsur-
events through the use of state-of-the-art industry recognized

ance recoverables due from any individual reinsurer that was
program models, among other techniques. AIG supplements

financially troubled (e.g., liquidated, insolvent, in receiver-
these models through continually monitoring the risk expo-

ship or otherwise subject to formal or informal regulatory
sure of AIG’s worldwide General Insurance operations and

restriction).
adjusting such models accordingly. For a further discussion

AIG’s Reinsurance Security Department conducts ongo-of catastrophe exposures, see ‘‘Managing Risk – Catastrophe
ing detailed assessments of the reinsurance markets and cur-Exposures’’. Although reinsurance arrangements do not re-
rent and potential reinsurers, both foreign and domestic. Suchlieve AIG from its direct obligations to its insureds, an effi-
assessments include, but are not limited to, identifying if acient and effective reinsurance program substantially limits
reinsurer is appropriately licensed and has sufficient financialAIG’s exposure to potentially significant losses. AIG continu-
capacity, and evaluating the local economic environment inally evaluates the reinsurance markets and the relative attrac-
which a foreign reinsurer operates. This department also re-tiveness of various arrangements for coverage, including
views the nature of the risks ceded and the requirements forstructures such as catastrophe bonds, insurance risk securi-
credit risk mitigants. For example, in AIG’s treaty reinsurancetizations and ‘‘sidecar’’ and similar vehicles. With respect to
contracts, AIG includes provisions that frequently require aits property business, AIG has either renewed existing cover-
reinsurer to post collateral when a referenced event occurs.age or purchased new coverage that, in the opinion of man-
Furthermore, AIG limits its unsecured exposure to reinsurersagement, is adequate to limit AIG’s exposures.
through the use of credit triggers, which include, but are not

AIG’s consolidated general reinsurance assets amounted
limited to, insurer financial strength rating downgrades, poli-

to $22.87 billion at June 30, 2006 and resulted from AIG’s
cyholder surplus declines at or below a certain predetermined

reinsurance arrangements. Thus, a credit exposure existed at
level or a certain predetermined level of a reinsurance recover-

June 30, 2006 with respect to reinsurance recoverable to the
able being reached. In addition, AIG’s Credit Risk Committee

extent that any reinsurer may not be able to reimburse AIG
reviews the credit limits for and concentrations with any one

under the terms of these reinsurance arrangements. AIG man-
reinsurer.

ages its credit risk in its reinsurance relationships by transact-
AIG enters into intercompany reinsurance transactions,ing with reinsurers that it considers financially sound, and

primarily through American International Reinsurance Com-when necessary AIG holds substantial collateral in the form
pany, Ltd. (AIRCO), for its General Insurance and Life Insur-of funds, securities and/or irrevocable letters of credit. This
ance operations. AIG enters into these transactions as acollateral can be drawn on for amounts that remain unpaid
sound and prudent business practice in order to maintainbeyond specified time periods on an individual reinsurer ba-
underwriting control and spread insurance risk among AIG’ssis. At December 31, 2005, approximately 48 percent of the
various legal entities. All material intercompany transactionsgeneral reinsurance assets were from unauthorized reinsurers.
have been eliminated in consolidation. AIG generally obtainsMany of these balances were collateralized, permitting statu-
letters of credit in order to obtain statutory recognition oftory recognition. Additionally, with the approval of its domi-
these intercompany reinsurance transactions. At June 30,ciliary insurance regulators, AIG posted approximately
2006, approximately $3.7 billion of letters of credit were$1.5 billion of letters of credit issued by several commercial
outstanding to cover intercompany reinsurance transactionsbanks in favor of certain Domestic General Insurance compa-
with AIRCO or other General Insurance subsidiaries.nies to permit statutory recognition of balances otherwise

uncollateralized at December 31, 2005. The remaining At June 30, 2006, consolidated general reinsurance as-
52 percent of the general reinsurance assets were from autho- sets of $22.87 billion include reinsurance recoverables for
rized reinsurers. The terms authorized and unauthorized per- paid losses and loss expenses of $1.05 billion and $18.75 bil-
tain to regulatory categories, not creditworthiness. At lion with respect to the ceded reserve for losses and loss
December 31, 2005, approximately 88 percent of the bal- expenses, including ceded losses incurred but not reported
ances with respect to authorized reinsurers are from reinsur-
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(IBNR) (ceded reserves) and $3.07 billion of ceded reserve for lion. The net loss reserves represent loss reserves reduced by
unearned premiums. The ceded reserve for losses and loss reinsurance recoverables, net of an allowance for unrecover-
expenses represent the accumulation of estimates of ultimate able reinsurance and applicable discount for future invest-
ceded losses including provisions for ceded IBNR and loss ment income. The table below classifies the components of
expenses. The methods used to determine such estimates and the General Insurance net loss reserves by business unit as of
to establish the resulting ceded reserves involve significant June 30, 2006 and December 31, 2005.
judgment in projecting the frequency and severity of losses

(in millions) June 30, 2006 December 31, 2005
over multiple years and are continually reviewed and updated

DBG(a) $ 42,508 $40,782
by management. Any adjustments thereto are reflected in in- Transatlantic 5,893 5,690

Personal Lines(b) 2,533 2,578come currently. It is AIG’s belief that the ceded reserves for
Mortgage Guaranty 367 340losses and loss expenses at June 30, 2006 were representative Foreign General(c) 8,913 8,086

of the ultimate losses recoverable. In the future, as the ceded
Total Net Loss Reserve $ 60,214 $57,476

reserves continue to develop to ultimate amounts, the ulti-
(a) At June 30, 2006 and December 31, 2005, DBG loss reserves includemate loss recoverable may be greater or less than the reserves

approximately $3.55 billion and $3.77 billion, respectively, ($3.96 billioncurrently ceded.
and $4.26 billion, respectively, before discount) related to business written

by DBG but ceded to AIRCO and reported in AIRCO’s statutory filings.
Reserve  for  Losses  and  Loss  Expenses DBG loss reserves also include approximately $498 million and $407 mil-

lion related to business included in AIUO’s statutory filings at June 30,The table below classifies as of June 30, 2006 and Decem-
2006 and December 31, 2005, respectively.

ber 31, 2005 the components of the General Insurance
(b) At June 30, 2006 and December 31, 2005, Personal Lines loss reserves

gross reserve for losses and loss expenses (loss reserves) include $885 million and $878 million, respectively, related to business
by major lines of business on a statutory Annual Statement ceded to DBG and reported in DBG’s statutory filings.
basis*: (c) At June 30, 2006 and December 31, 2005, Foreign General loss reserves

include approximately $2.68 billion and $2.15 billion, respectively, re-(in millions) June 30, 2006 December 31, 2005
lated to business reported in DBG’s statutory filings.Other liability occurrence $18,666 $18,116

Other liability claims made 12,526 12,447
The DBG net loss reserve of $42.51 billion is comprisedWorkers compensation 12,318 11,630

Property 7,028 7,217 principally of the business of AIG subsidiaries participating in
Auto liability 6,318 6,569 the American Home/National Union pool (11 companies)International 5,409 4,939

and the surplus lines pool (Lexington, Starr Excess LiabilityReinsurance 3,194 2,886
Medical malpractice 2,196 2,363 Insurance Company and Landmark Insurance Company).
Products liability 1,988 1,937
Accident and health 1,700 1,678 Beginning in 1998, DBG ceded a quota share percentage
Aircraft 1,615 1,844

of its other liability occurrence and products liability occur-Commercial multiple peril 1,449 1,359
Fidelity/surety 1,006 1,072 rence business to AIRCO. The quota share percentage ceded
Other 3,553 3,112 was 40 percent in 1998, 65 percent in 1999, 75 percent in
Total $78,966 $77,169 2000 and 2001, 50 percent in 2002 and 2003, 40 percent in
*Presented by lines of business pursuant to statutory reporting requirements 2004, 35 percent in 2005 and 20 percent in 2006 and covered
as prescribed by the National Association of Insurance Commissioners. all business written in these years for these lines by partici-

pants in the American Home/National Union pool. In 1998
AIG’s gross reserve for losses and loss expenses represents the cession reflected only the other liability occurrence busi-

the accumulation of estimates of ultimate losses, including ness, but in 1999 and subsequent years included products
IBNR and loss expenses. The methods used to determine loss liability occurrence. AIRCO’s loss reserves relating to these
reserve estimates and to establish the resulting reserves are quota share cessions from DBG are recorded on a discounted
continually reviewed and updated by management. Any ad- basis. As of June 30, 2006, AIRCO carried a discount of
justments resulting therefrom are reflected in operating income approximately $410 million applicable to the $3.96 billion in
currently. Because loss reserve estimates are subject to the out- undiscounted reserves it assumed from the American Home/
come of future events, changes in estimates are unavoidable National Union pool via this quota share cession. AIRCO
given that loss trends vary and time is often required for also carries approximately $478 million in net loss reserves
changes in trends to be recognized and confirmed. Reserve relating to Foreign General insurance business. These reserves
changes that increase previous estimates of ultimate cost are are carried on an undiscounted basis.
referred to as unfavorable adverse development or reserve

Beginning in 1997, the Personal Lines division ceded astrengthening. Reserve changes that decrease previous esti-
percentage of all business written by the companies partici-mates of ultimate cost are referred to as favorable
pating in the personal lines pool to the American Home/development.
National Union pool. As noted above, the total reserves car-

At June 30, 2006, General Insurance net loss reserves ried by participants in the American Home/National Union
increased $2.74 billion from the prior year end to $60.21 bil-
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pool relating to this cession amounted to $885 million as of are based on a six percent interest rate and an industry pay-
June 30, 2006. out pattern. For accident years 2002 and subsequent, the

discount is based on the yield of U.S. Treasury securities rang-
The companies participating in the American Home/Na-

ing from one to twenty years and the company’s own payout
tional Union pool have maintained a participation in the bus-

pattern, with the future expected payment for each year using
iness written by AIU for decades. As of June 30, 2006, these

the interest rate associated with the corresponding Treasury
AIU reserves carried by participants in the American Home/

security yield for that time period. The discount is comprised
National Union pool amounted to approximately $2.68 bil-

of the following: $512 million – tabular discount for workers
lion. The remaining Foreign General reserves are carried by

compensation in DBG; $1.19 billion – non-tabular discount
AIUO, AIRCO, and other smaller AIG subsidiaries domiciled

for workers compensation in DBG; and, $410 million – non-
outside the United States. Statutory filings in the U.S. by AIG

tabular discount for other liability occurrence and products
companies reflect all the business written by U.S. domiciled

liability occurrence in AIRCO. The total undiscounted work-
entities only, and therefore exclude business written by

ers compensation loss reserve carried by DBG is approxi-
AIUO, AIRCO, and all other internationally domiciled sub-

mately $10.2 billion as of June 30, 2006. The other liability
sidiaries. The total reserves carried at June 30, 2006 by AIUO

occurrence and products liability occurrence business in
and AIRCO were approximately $4.21 billion and $4.03 bil-

AIRCO that is assumed from DBG is discounted based on the
lion, respectively. AIRCO’s $4.03 billion in total general in-

yield of U.S. Treasury securities ranging from one to twenty
surance reserves consist of approximately $3.55 billion from

years and the DBG payout pattern for this business. The
business assumed from the American Home/National Union

undiscounted reserves assumed by AIRCO from DBG totaled
pool and an additional $478 million relating to Foreign Gen-

approximately $3.96 billion at June 30, 2006.
eral Insurance business.

Quarterly  Reserving  Process
Discounting  of  Reserves

It is management’s belief that the General Insurance net loss
At June 30, 2006, AIG’s overall General Insurance net loss

reserves are adequate to cover General Insurance net losses
reserves reflects a loss reserve discount of $2.11 billion, in-

and loss expenses as of June 30, 2006. While AIG regularly
cluding tabular and non-tabular calculations. The tabular

reviews the adequacy of established loss reserves, there can be
workers compensation discount is calculated using a 3.5 per-

no assurance that AIG’s ultimate loss reserves will not de-
cent interest rate and the 1979-81 Decennial Mortality Table.

velop adversely and materially exceed AIG’s loss reserves as
The non-tabular workers compensation discount is calcu-

of June 30, 2006. In the opinion of management, such ad-
lated separately for companies domiciled in New York and

verse development and resulting increase in reserves is not
Pennsylvania, and follows the statutory regulations for each

likely to have a material adverse effect on AIG’s consolidated
state. For New York companies, the discount is based on a

financial position, although it could have a material adverse
five percent interest rate and the companies’ own payout

effect on AIG’s consolidated results of operations for an indi-
patterns.  For Pennsylvania companies, the statute has speci-

vidual reporting period.
fied discount factors for accident years 2001 and prior, which

The table below presents the reconciliation of General Insurance net loss reserves for the three and six-month periods
ended June 30, 2006 and 2005 as follows:

Three Months Six Months
Ended June 30, Ended June 30,

(in millions) 2006 2005 2006 2005

Net reserve for losses and loss expenses at beginning of period $58,892 $49,334 $57,476 $47,254
Foreign exchange effect 370 (349) 487 (321)
Losses and loss expenses incurred:

Current year 6,911 7,032 13,752 14,071
Prior years, other than accretion of discount* (248) (13) (213) 130
Prior years, accretion of discount 101 97 202 194

Losses and loss expenses incurred 6,764 7,116 13,741 14,395

Losses and loss expenses paid 5,812 5,537 11,490 10,764

Net reserve for losses and loss expenses at end of period $60,214 $50,564 $60,214 $50,564

* Includes $30 million and $35 million in the three-month periods ended June 30, 2006 and 2005, respectively, for the general reinsurance operations of

Transatlantic and $(63) million and $0, respectively, of additional losses incurred resulting from increased costs related to the 2005 and 2004 catastrophes.

Includes $65 million and $90 million in the six-month periods ended June 30, 2006 and 2005, respectively, for the general reinsurance operations of

Transatlantic and $35 million and $118 million, respectively, of additional losses incurred resulting from increased costs related to the 2005 and 2004

catastrophes. Transatlantic includes $10 million of prior year adverse catastrophe development in both the three months and six months ended June 30,

2006.
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The loss ratios recorded by AIG for the first six months throughout AIG. Accident years 2001 and prior continued to
of 2006 take into account the results of the comprehensive develop adversely in the quarter, primarily due to approxi-
reserve reviews that were completed in the fourth quarter of mately $125 million of adverse development from excess cas-
2005. As explained more fully in the 2005 Annual Report on ualty business and approximately $35 million from the excess
Form 10-K/A, AIG’s year-end 2005 reserve review reflected workers compensation class of business. The $215 million of
careful consideration of the reserve analyses prepared by overall net favorable development was comprised of approxi-
AIG’s internal actuarial staff with the assistance of third mately $190 million of adverse development from accident
party actuaries. In determining the appropriate loss ratios for years 2002 and prior, offset by approximately $410 million
accident year 2006 for each class of business, AIG gave ap- of favorable development from accident years 2003 through
propriate consideration to the loss ratios resulting from the 2005.
reserve analyses as well as all other relevant information in-

In the first six months of 2006, net loss development
cluding rate changes, expected changes in loss costs, changes

from prior accident years was favorable by approximately
in coverage, reinsurance or mix of business, and other factors

$213 million. This reflects approximately $35 million of ad-
that may affect the loss ratios.

verse development pertaining to catastrophes in 2004 and
In the first six months of 2006, AIG enhanced its process 2005 and approximately $65 million of adverse development

of determining the quarterly loss development from prior from Transatlantic. Excluding catastrophes and Transatlan-
accident years. In the first quarter of 2006, AIG began con- tic, as well as accretion of discount of approximately
ducting additional analyses to determine the change in esti- $202 million, net loss development from prior accident years
mated ultimate loss for each accident year for each profit in the first six months of 2006 was favorable by approxi-
center. For example, if loss emergence for a profit center is mately $313 million. The majority of the favorable develop-
different than expected for certain accident years in the quar- ment was attributable to shorter tail classes of business
ter, the actuaries now take additional steps to examine the throughout General Insurance. DBG accounted for approxi-
indicated effect such emergence would have on the reserves of mately $62 million of the $313 million of overall favorable
that profit center. In some cases, the higher or lower than development in the first six months of 2006, excluding catas-
expected emergence may result in no clear change in the ulti- trophes. Accident years 2003 through 2005 developed favor-
mate loss estimate for the accident years in question, and no ably in the first six months of 2006 for most classes of
adjustment would be made to the profit center’s reserves for business throughout AIG. Accident years 2002 and prior de-
prior accident years. In other cases, the higher or lower than veloped adversely in the first six months, primarily due to
expected emergence may result in a larger change, either approximately $300 million of adverse development from
favorable or unfavorable, than the difference between the excess casualty business and approximately $70 million from
actual and expected loss emergence. Such additional analyses the excess workers compensation class of business. The
were conducted for each profit center, as appropriate, in the $313 million of overall net favorable development was com-
first and second quarters of 2006 to determine the loss devel- prised of approximately $420 million of adverse development
opment from prior accident years for the first and second from accident years 2002 and prior, offset by approximately
quarters of 2006. $735 million of favorable development from accident years

2003 through 2005.
In the second quarter of 2006, net loss development

from prior accident years was favorable by approximately In the second quarter of 2005, net loss development
$248 million. This reflects approximately $63 million of from prior accident years was favorable by approximately
favorable development pertaining to catastrophes in 2005, $13 million, including negligible development pertaining to
partially offset by adverse development of approximately catastrophes and approximately $35 million of adverse devel-
$30 million from Transatlantic. Excluding catastrophes and opment from Transatlantic. Excluding catastrophes and
Transatlantic, as well as accretion of discount of approxi- Transatlantic, as well as accretion of discount of approxi-
mately $101 million, net loss development from prior acci- mately $97 million, net loss development from prior accident
dent years in the second quarter of 2006 was favorable by years in the second quarter of 2005 was favorable by approx-
approximately $215 million. The majority of the favorable imately $48 million. In the second quarter of 2005, most
development was attributable to shorter tail classes of busi- classes of business experienced favorable development for
ness throughout General Insurance. This favorable develop- accident years 2002 through 2004, with the exception of
ment relates primarily to classes of business which did not D&O which continued to experience adverse development
require reserve strengthening in connection with AIG’s year- for accident year 2002. The $48 million of overall net
end 2005 reserve study. DBG accounted for approximately favorable development was comprised of approximately
$57 million of the $215 million of overall favorable develop- $400 million of adverse development from accident years
ment in the second quarter of 2006, excluding catastrophes. 2001 and prior, offset by approximately $350 million of
Accident years 2003 through 2005 continued to develop fa- favorable development from accident year 2004 and approxi-
vorably in the second quarter for most classes of business mately $100 million of favorable development from accident
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year 2003. The majority of the adverse developments from assumptions made in the review of these lines of business are
accident years 2001 and prior pertained to the excess casualty described in the 2005 Annual Report on Form 10-K/A.
and D&O classes of business.

The process of determining the current loss ratio for each
In the first six months of 2005, net loss development class or business segment is based on a variety of factors and

from prior accident years was adverse by approximately is described in detail in AIG’s 2005 Annual Report on
$130 million, including approximately $118 million pertain- Form 10-K/A. AIG uses the process described above to up-
ing to catastrophes in 2004 and approximately $90 million of date AIG’s reserves on a quarterly basis. AIG’s 2005 Annual
adverse development from Transatlantic. Excluding catastro- Report on Form 10-K/A also includes a discussion and analy-
phes and Transatlantic, as well as accretion of discount of sis of the volatility of AIG’s 2005 reserve estimates and a
approximately $194 million, net loss development from prior sensitivity analysis.
accident years in the first six months of 2005 was favorable

Asbestos  and Environmental  Reservesby approximately $78 million. In the first six months of
2005, most classes of business experienced favorable devel- The estimation of loss reserves relating to asbestos and envi-
opment for accident years 2002 through 2004, with the ex- ronmental claims on insurance policies written many years
ception of D&O which experienced approximately ago is subject to greater uncertainty than other types of
$100 million of adverse development for accident year 2002. claims due to inconsistent court decisions as well as judicial
The $78 million of overall net favorable development in- interpretations and legislative actions that in some cases have
cluded approximately $750 million of adverse development tended to broaden coverage beyond the original intent of
pertaining to accident years 2001 and prior, offset by approx- such policies and in others have expanded theories of
imately $250 million of favorable development from accident liability.
year 2003 and $570 million of favorable development from

As described more fully in the 2005 Annual Report onaccident year 2004. The majority of the adverse development
Form 10-K/A, AIG’s reserves relating to asbestos and envi-from accident years 2001 and prior emanated from the excess
ronmental claims reflect the results of the comprehensivecasualty and D&O classes of business.
ground up analysis which was completed in the fourth quar-
ter of 2005. AIG plans to update the ground up analysis onLoss  Reserving  Process
an annual basis. In the first six months of 2006, AIG main-

The General Insurance loss reserves can generally be catego-
tained the ultimate loss estimates for asbestos and environ-

rized into two distinct groups. One group is long-tail casualty
mental claims resulting from the recently completed reserve

lines of business which include excess and umbrella liability,
analyses. A minor amount of incurred loss emergence per-

D&O, professional liability, medical malpractice, workers
taining to asbestos was reflected in the first six months of

compensation, general liability, products liability, and related
2006, as depicted in the table that follows. This minor devel-

classes. The other group is short-tail lines of business consist-
opment is primarily attributable to the general reinsurance

ing principally of property lines, personal lines and certain
operations of Transatlantic.

classes of casualty lines. These lines of business and actuarial

A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims
separately and combined for the six months ended June 30, 2006 and 2005 follows:

2006 2005
(in millions) Gross Net Gross Net
Asbestos:
Reserve for losses and loss expenses at beginning of year $4,441 $1,840 $2,559 $1,060
Losses and loss expenses incurred* (1) 4 96 27
Losses and loss expenses paid* (277) (96) (151) (51)
Reserve for losses and loss expenses at end of period $4,163 $1,748 $2,504 $1,036
Environmental:
Reserve for losses and loss expenses at beginning of year $ 926 $ 410 $ 974 $ 451
Losses and loss expenses incurred* 1 – (12) (3)
Losses and loss expenses paid* (55) (33) (56) (31)
Reserve for losses and loss expenses at end of period $ 872 $ 377 $ 906 $ 417
Combined:
Reserve for losses and loss expenses at beginning of year $5,367 $2,250 $3,533 $1,511
Losses and loss expenses incurred* – 4 84 24
Losses and loss expenses paid* (332) (129) (207) (82)
Reserve for losses and loss expenses at end of period $5,035 $2,125 $3,410 $1,453

* All amounts pertain to policies underwritten in prior years.
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As indicated in the table above, asbestos loss payments increased significantly in the first six months of 2006 compared to
the same period in the prior years, primarily as a result of payments pertaining to settlements that had been negotiated in earlier
periods. There was negligible development of asbestos and environmental reserves in the first six months of 2006.

The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental
claims separately and combined, at June 30, 2006 and 2005 were estimated as follows:

2006 2005
(in millions) Gross Net Gross Net

Asbestos $3,100 $1,351 $1,710 $ 753
Environmental 562 241 543 264

Combined $3,662 $1,592 $2,253 $1,017

A summary of asbestos and environmental claims count activity for the six months ended June 30, 2006 and 2005 was as
follows:

2006 2005
Asbestos Environmental Combined Asbestos Environmental Combined

Claims at beginning of year 7,293 9,873 17,166 7,575 8,216 15,791
Claims during year:

Opened 453 900 1,353 484 1,324 1,808
Settled (73) (83) (156) (32) (108) (140)
Dismissed or otherwise resolved (493) (893) (1,386) (580) (1,770) (2,350)

Claims at end of period 7,180 9,797 16,977 7,447 7,662 15,109

The table below presents AIG’s survival ratios for asbestos and environmental claims at June 30, 2006 and 2005. The
survival ratio is derived by dividing the current carried loss reserve by the average payments for the three most recent calendar
years for these claims. Therefore, the survival ratio is a simplistic measure estimating the number of years it would be before the
current ending loss reserves for these claims would be paid off using recent year average payments. Many factors, such as
aggressive settlement procedures, mix of business and level of coverage provided, have a significant effect on the amount of
asbestos and environmental reserves and payments and the resultant survival ratio. Thus, caution should be exercised in
attempting to determine reserve adequacy for these claims based simply on this survival ratio.

AIG’s survival ratios for asbestos and environmental claims, separately and combined were based upon a three-year
average payment. These ratios at June 30, 2006 and 2005 were as follows:

(number of years) Gross Net

2006
Survival ratios:

Asbestos 13.2 15.9
Environmental 6.3 5.5
Combined 11.1 11.9

2005
Survival ratios:

Asbestos 9.5 12.6
Environmental 6.4 6.6
Combined 8.4 10.0

Life  Insurance & Retirement  Services  Operations
AIG’s Life Insurance & Retirement Services subsidiaries offer ments and terminal funding annuities. Home service
a wide range of insurance and retirement savings products operations include an array of life insurance, accident and
both domestically and abroad. Insurance-oriented products health and annuity products sold through career agents. In
consist of individual and group life, payout annuities, endow- addition, home service includes a small block of run-off prop-
ment and accident and health policies. Retirement savings erty and casualty coverage. Retirement services include group
products consist generally of fixed and variable annuities. retirement products, individual fixed and variable annuities

sold through banks, broker dealers and exclusive sales repre-
Domestically, AIG’s Life Insurance & Retirement Services

sentatives, and annuity runoff operations, which include
operations offer a broad range of protection products, such

previously-acquired ‘‘closed blocks’’ and other fixed and vari-
as life insurance, group life and health products, including

able annuities largely sold through distribution relationships
disability income products and payout annuities, which in-

that have been discontinued.
clude single premium immediate annuities, structured settle-
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Overseas, AIG’s Life Insurance & Retirement Services opera- and endowments, personal accident and health products,
tions include insurance and investment-oriented products group products including pension, life and health, and fixed
such as whole and term life, investment linked, universal life and variable annuities.

Life Insurance & Retirement Services operations presented on a sub-product basis for the three and six-month periods
ended June 30, 2006 and 2005 were as follows:

Three Months Six Months
Ended June 30, Ended June 30,

(in millions) 2006 2005 2006 2005

GAAP premiums:
Domestic Life:

Life insurance(a) $ 557 $ 503 $ 1,073 $ 1,000
Home service 197 202 397 405
Group life/health 241 265 487 533
Payout annuities(b) 397 346 847 743
Total 1,392 1,316 2,804 2,681

Domestic Retirement Services:
Group retirement products 96 86 190 170
Individual fixed annuities 35 27 64 47
Individual variable annuities 130 114 258 226
Individual fixed annuities-runoff(c) 14 18 34 41
Total 275 245 546 484

Total Domestic 1,667 1,561 3,350 3,165
Foreign Life:

Life insurance 3,936 3,904 8,017 7,993
Personal accident & health 1,380 1,267 2,686 2,488
Group products 507 461 1,080 978
Total 5,823 5,632 11,783 11,459

Foreign Retirement Services:
Individual fixed annuities 94 92 189 176
Individual variable annuities 41 19 75 44
Total 135 111 264 220

Total Foreign 5,958 5,743 12,047 11,679
Total GAAP premiums $7,625 $ 7,304 $ 15,397 $ 14,844

Net investment income:
Domestic Life:

Life insurance $ 313 $ 324 $ 651 $ 696
Home service 145 157 303 304
Group life/health 52 51 106 97
Payout annuities 244 239 481 449
Total 754 771 1,541 1,546

Domestic Retirement Services:
Group retirement products 539 547 1,111 1,096
Individual fixed annuities 880 819 1,812 1,646
Individual variable annuities 50 53 102 111
Individual fixed annuities-runoff(c) 227 250 463 504
Total 1,696 1,669 3,488 3,357

Total Domestic 2,450 2,440 5,029 4,903
Foreign Life:

Life insurance(d) 1,380 1,149 2,590 2,313
Personal accident & health 71 56 135 110
Group products 115 136 292 267
Intercompany adjustments (10) (8) (20) (16)
Total 1,556 1,333 2,997 2,674

Foreign Retirement Services:
Individual fixed annuities 458 377 954 754
Individual variable annuities (166) 17 27 153
Total 292 394 981 907
Total Foreign 1,848 1,727 3,978 3,581

Total net investment income $4,298 $ 4,167 $ 9,007 $ 8,484

Realized capital gains (losses):
Domestic $ (382) $ (78) $ (576) $ (85)
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Three Months Six Months
Ended June 30, Ended June 30,

(in millions) 2006 2005 2006 2005

Foreign 76 24 304 (132)
Pricing net investment gains(e) 88 100 212 181
Total Foreign 164 124 516 49
Total realized capital gains (losses)(e) $ (218) $ 46 $ (60) $ (36)

Operating Income:
Domestic $ 581 $ 860 $ 1,467 $ 1,841
Foreign(d) 1,721 1,464 3,390 2,664

Total operating income $2,302 $ 2,324 $ 4,857 $ 4,505

Life insurance in-force(f):
Domestic $ 879,181 $ 825,151
Foreign 1,097,362 1,027,682

Total $1,976,543 $1,852,833

(a) Effective January 1, 2006, the Broker/Dealer operations of the Domestic Life Insurance companies are being reported and managed within the Asset
Management segment. Included in GAAP premiums were revenues of $40 million and $64 million, respectively, for the three and six-month periods ended
June 30, 2005.

(b) Includes structured settlements, single premium immediate annuities and terminal funding annuities.
(c) Primarily represents runoff annuity business sold through discontinued distribution relationships.
(d) Includes the effect of an out of period adjustment related to the accounting for certain interests in unit investment trusts. For the three and six-month periods

ended June 30, 2006 the effect was an increase of $221 million and $144 million in net investment income and operating income, respectively.
(e) For purposes of this presentation, pricing net investment gains are segregated as a component of total realized capital gains (losses). They represent certain

amounts of realized capital gains where gains are an inherent element in pricing certain life products in some foreign countries.
(f) Amounts presented were as at June 30, 2006 and December 31, 2005.

AIG’s Life Insurance & Retirement Services subsidiaries pany (AIG Annuity) and AIG SunAmerica; Foreign Life —
report their operations through the following operating units: ALICO, AIRCO, AIG Edison Life, AIG Star Life, American
Domestic Life — AIG American General, including American International Assurance Company, Limited together with
General Life Insurance Company (AG Life), United States American International Assurance Company (Bermuda) Lim-
Life Insurance in the City of New York (USLIFE) and Ameri- ited (AIA), Nan Shan Life Insurance Company, Ltd. (Nan
can General Life and Accident Insurance Company (AGLA); Shan) and The Philippine American Life and General Insur-
Domestic Retirement Services — The Variable Annuity Life ance Company (Philamlife).
Insurance Company (VALIC), AIG Annuity Insurance Com-

AIG transacts business in most major foreign currencies. The following table summarizes the effect of changes in foreign
currency exchange rates on the growth of Life Insurance & Retirement Services GAAP premiums for the three and six-
month periods ended June 30, 2006:

Three Months Ended Six Months Ended
June 30, 2006 June 30, 2006

Growth in original currency* 6.8% 7.0%
Foreign exchange effect (2.4) (3.3)
Growth as reported in U.S. dollars 4.4% 3.7%

* Computed using a constant exchange rate for each respective period.

Operating income including realized capital gains (losses) de-Life  Insurance & Retirement  Services  Results
creased slightly in the second quarter of 2006 when com-

Life Insurance & Retirement Services GAAP premiums in-
pared to the same period in 2005. Domestic Life operations

creased 4 percent to $7.6 billion in the second quarter of 2006
continued to perform well in its core life insurance businesses

compared to the same period in 2005. Net investment income
that included growth of retail periodic sales, but operating

increased for the second quarter of 2006 when compared to the
income declined in the quarter due to lower investment in-

same period in 2005. The increase includes the effect of an out
come from calls and tenders, and additional reserves for legal

of period adjustment relating to the accounting for certain inter-
contingencies. Domestic Retirement Services operating in-

ests in unit investment trusts totaling $221 million, reduced by
come grew for the quarter due to strong partnership income,

lower policyholder trading gains (losses), which are linked
lower amortization of deferred policy acquisition costs re-

mainly to equities, and which are offset by an equal change in
lated to realized capital losses and an increase in underlying

incurred policy losses and benefits. In addition, certain opera-
reserves which grew 3 percent in the second quarter. Foreign

tions experienced lower investment income related to short-term
Life Insurance & Retirement Services operating income

volatility of yield enhancement investments in structured notes
growth in the quarter included the effect of the aforemen-

linked to emerging market sovereign debt, which had mark-to-
tioned out of period adjustment and was dampened by a

market losses of $46 million in the quarter.
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Quarterly  Domestic  Life Resultssignificantly weaker Yen exchange rate compared to the same
three month period last year. Realized capital gains (losses) AIG’s Domestic Life operations had continued growth of
for the second quarter of 2006 totaled a net loss of $218 mil- GAAP premiums for the second quarter of 2006 when com-
lion versus a gain of $46 million during the same period last pared to the same period last year. The life insurance product
year. The loss in the current quarter was primarily due to the line had strong periodic universal life sales from the indepen-
write-down of certain fixed income securities for interest dent distribution platform. While not sustainable at this pace
rate-related other-than-temporary declines in value where the in a very competitive environment, this result has positioned
companies’ intent to hold until recovery changed. the Life insurance product line to achieve another solid sales

year. AGLA, the home service business, is diversifying prod-Life Insurance & Retirement Services GAAP premiums in-
uct offerings, enhancing the capabilities and quality of thecreased 4 percent to $15.4 billion for the first six months of
sales force which has resulted in improved agent productivity2006 compared to the same period of 2005. Net investment
and better persistency of in-force business. Strong growth ofincome increased for the first six months of 2006 reflecting a
payout annuities GAAP premiums emanated from sales ofhigher level of invested assets and the effect of the aforemen-
single premium immediate annuities that remained strongtioned out of period adjustment. Operating income, including
during the quarter. GAAP premiums for the group life/healthrealized capital gains (losses), grew 8 percent for the first six
product line were slightly lower in the second quarter of 2006months of 2006 compared to the same period of 2005. Do-
compared to 2005 reflecting slower growth in the credit busi-mestic Life operating income declined for the first six months
ness, and tightened pricing and underwriting in the groupof 2006 primarily due to lower investment income from calls
employer lines. Restructuring efforts in this business continueand tenders and additional reserves for legal contingencies.
to focus on new product introductions, cross selling, otherDomestic Retirement Services operating income declined 22
growth strategies, and may include exiting certain productpercent for the first six months of 2006 primarily due to
lines.significant realized capital losses which more than offset in-

creased income from growth in underlying reserves, higher Operating income for the Domestic Life Insurance line of
partnership income and lower amortization of deferred pol- business declined 2 percent for the second quarter of 2006
icy acquisition costs related to capital losses. Foreign Life due to lower investment income related to yield enhancement
Insurance & Retirement Services operating income grew activities that included mark-to-market losses of $8 million
27 percent for the first six months of 2006 on a U.S. dollar on structured notes linked to emerging market sovereign debt
basis due to higher realized capitalized gains and the effect of and lower call and tender income. Operating income for the
the aforementioned out of period adjustment. Operating in- home service line of business declined from the second quar-
come growth in U.S. dollars is lower than growth on a local ter of 2005 due to lower investment income from calls and
currency basis primarily due to a weaker Japanese Yen in the tenders on fixed maturity securities and mark-to-market
first six months of 2006 compared to the same period last losses of $8 million on structured notes linked to emerging
year. Realized capital losses were $60 million for the first six market sovereign debt. The group life/health business operat-
months of 2006 compared to losses of $36 million during the ing income results for the second quarter of 2006 included a
same period of 2005. $24 million reserve increase related to litigation and contin-

gencies. The payout annuities line of business operating in-
Domestic  Life  Operations

come declined for the quarter primarily due to lower calls and
tenders on fixed maturity securities when compared to theThe following table reflects retail periodic Life insurance
second quarter of 2005.sales by product for the three and six-month periods ended

June 30, 2006 and 2005:
Year-to-date  Domestic  Life ResultsDomestic Life Insurance Periodic Premium Sales*

Three Months Six Months GAAP premiums for the Domestic Life operations grewEnded Ended
June 30, June 30, 5 percent for the first six months of 2006 compared to the

(in millions) 2006 2005 2006 2005 same period of 2005 reflecting strong sales of universal life
By product: and single premium immediate annuities. The life insurance

Universal life $107 $ 54 $243 $112
product line experienced  strong periodic sales from the inde-Variable universal life 18 10 27 24

Term life 63 60 123 113 pendent distribution platform for the first six months of
Whole life/other 3 3 6 6 2006. The home service business GAAP premiums declined
Total $191 $127 $399 $255 for the first six months of 2006 as the reduction of premium

* Periodic premium represents premium from new business expected to be in-force outpaced the positive sales growth for the period.
collected over a one year period. The payout annuities GAAP premiums growth for the first

six months of 2006 reflects strong sales of single premium
annuities when compared to the same period last year. GAAP
premiums for the group life/health product line for the first
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six months of 2006 reflect the restructuring efforts in certain lion on structured notes linked to emerging market sovereign
product lines. debt. Operating income for individual variable annuities

grew 7 percent in the second quarter of 2006 from the year
Operating income for the life insurance product line de-

ago quarter in line with growth in underlying reserves.
clined for the first six months of 2006 due to lower invest-
ment income related to yield enhancement activities,

Year-to-date  Domestic  Retirement  Services  Results
including mark-to-market losses on structured notes linked to

Domestic Retirement Services total deposits declined approx-emerging market debt of $5 million, that offset the positive
imately 6 percent for the first six months of 2006 when com-effect of higher sales. Operating income for the home service
pared to the first six months of 2005. The decrease in totalline of business grew from the same period last year due to
deposits reflects declining fixed annuity sales partially offsetimproved persistency of premium in-force and lower acquisi-
by strong growth in individual variable annuity sales. In addi-tion costs, partially offset by mark-to-market losses of $4 mil-
tion, surrender rates during the first six months of 2006 arelion on structured notes linked to emerging market sovereign
higher when compared to the same period last year. Netdebt. The group life/health business operating income for the
flows for the six months of 2006 were negative $2.2 billionfirst six months of 2006 is lower than the same period last
compared to positive net flows of $1.1 billion last year re-year due to additional reserves related to litigation and con-
flecting lower deposits and higher surrenders. The negativetingencies in the credit life and A&H business and transition
flows primarily reflect runoff annuity business sold throughcosts related to the outsourcing of back office operations. The
discontinued distribution relationships.payout annuities product line operating income declined for

the first six months of 2006 primarily due to lower calls and Group retirement products operating earnings grew
tenders on fixed maturity securities when compared to the 4 percent for the first six months due to higher partnership
same period last year. income and growth in underlying reserves, partially offset by

mark-to-market losses of $9 million on structured notes
Quarterly  Domestic  Retirement  Services  Results

linked to emerging market sovereign debt. Individual fixed
Domestic Retirement Services total deposits declined approx- annuity operating income for the first six months of 2006
imately 6 percent for the second quarter of 2006 when com- grew 38 percent primarily from growth in partnership in-
pared to the year ago quarter. The decline is due to lower come, lower amortization of deferred policy acquisition costs
fixed annuity sales that continued to face increased competi- related to capital losses, growth in average underlying
tion from bank products in the flat yield curve environment. reserves and slightly lower average crediting rates, partially
Individual variable annuity deposits grew 46 percent in the offset by mark-to-market losses of $8 million on structured
second quarter of 2006 from the year ago quarter reflecting notes linked to emerging market sovereign debt. The individ-
strong growth in products with new guarantee features. ual variable annuity product line grew operating earnings for
Group retirement deposits were flat in the quarter compared the first six months as fee income increased on higher sales
to last year reflecting the increased number of policyholders volumes and increased underlying reserves.
nearing retirement age. New products have been launched

Domestic  Retirement  Services  Supplemental  Datathat are designed to meet the needs of retirement age policy-
holders and retain assets under management. The following table reflects deposits for Domestic Retire-

ment Services for the three and six-month periods endedGroup retirement products operating earnings for the
June 30, 2006 and 2005:second quarter of 2006 were lower than the same period last

year principally due to slightly lower investment spreads,
Three Months

mark-to-market losses of $14 million on structured notes Ended Six Months Ended
June 30, June 30,linked to emerging market sovereign debt and higher amorti-

(in millions) 2006 2005 2006 2005zation of deferred acquisition costs related to internal
Group retirement products* $1,608 $1,608 $3,549 $3,239replacements of existing contracts into new contracts. Indi- Individual fixed annuities 1,331 1,951 3,018 4,414

vidual fixed annuity operating income grew 38 percent for Individual variable annuities 1,148 785 2,175 1,676
Individual fixed annuities - runoff 42 58 85 107the second quarter of 2006 compared to last year principally

Total $4,129 $4,402 $8,827 $9,436due to lower amortization of deferred policy acquisition costs
* Includes mutual funds of $256 million and $239 million for the threerelated to realized capital losses, higher partnership income,

months of 2006 and 2005, respectively and $801 million and $462 millionincreased net investment spreads and growth in underlying
for six months of 2006 and 2005, respectively.reserves, partially offset by mark-to-market losses of $14 mil-
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The following chart shows the amount of reserves by sur- nuity-runoff blocks resulted in negative net flows for the
render charge category for Domestic Retirement Services three and six-month periods ended June 30, 2006. The con-
as of June 30, 2006: tinuation of the current interest rate and competitive environ-

ment could prolong this trend.
Group Individual Individual

Retirement Fixed Variable
(in millions) Products* Annuities Annuities Quarterly  Foreign  Life  Insurance &  Retirement  Services
Zero or no surrender charge $41,237 $10,302 $10,259 Results
Between 0 percent - 4 percent 10,762 10,555 8,141
Greater than 4 percent 2,531 30,749 10,239 Foreign Life Insurance & Retirement Services operations
Non-Surrenderable 888 3,154 87

produced 78 percent and 79 percent of Life Insurance &
Total $55,418 $54,760 $28,726

Retirement Services GAAP premiums for the three months
* Excludes mutual funds. ended June 30, 2006 and 2005, respectively. Foreign Life

In the three months and six months ended June 30, 2006 Insurance & Retirement Services GAAP premiums increased
surrender rates increased for individual fixed annuities, indi- in the second quarter of 2006 by approximately 4 percent
vidual variable annuities and group retirement products com- compared to the same period in 2005 on a U.S. dollar basis
pared to the same periods in 2005. The increase in surrender and 7 percent excluding the effect of currency changes. AIG
rate for fixed annuities continues to be driven by the shape of transacts business in most major foreign currencies and there-
the yield curve and general aging of the in-force block; how- fore premiums reported in U.S. dollars will vary both by
ever, less than 20 percent of the individual fixed annuity volume and by changes in foreign currency translation rates.
reserves as of June 30, 2006 are available to be surrendered Foreign life GAAP premiums growth is also affected by a
without charge. Individual variable annuity surrender rates continuing trend for clients to purchase investment-oriented
for the second quarter and first six months of 2006 primarily products. This is particularly true in Southeast Asia, includ-
reflect the higher shock-lapse that occurs following expira- ing Taiwan, where AIG’s life operations in that region have
tion of the surrender charge period on certain 3-year and 7- responded to this trend by offering a wide array of invest-
year contracts. Reflecting a widespread industry phenome- ment-linked products, both periodic pay and single premium,
non, this lapse rate, much of which was anticipated when the with multiple fund selection, but with minimal investment
products were issued, has recently been affected by investor guarantees. For GAAP reporting purposes, only revenues
demand to exchange existing policies for new-generation from policy charges for insurance, administration, and sur-
contracts with living benefits or lower fees. In addition, par- render charges are reported as GAAP premiums for these life
tial withdrawals on certain variable annuity products have products. This product mix shift contributed to the single
increased as AIG has introduced features designed to generate digit growth rate in Foreign Life Insurance & Retirement
a stream of income to the participants. Services GAAP premiums, while continuing to grow total

reserves by double digits.A continued increase in the level of surrenders in any of
these businesses or in the individual fixed annuities runoff Foreign Life Insurance & Retirement Services operating
block could accelerate the amortization of deferred acquisi- income of $1.72 billion for the second quarter of 2006 in-
tion costs in future years and negatively affect fee income cluded $164 million of realized capital gains compared to
earned on assets under management. $124 million of gains in the year ago quarter and the effect of

an out of period adjustment related to the accounting forThe following table reflects the net flows by line of business
certain interests in unit investment trusts that increased oper-for Domestic Retirement Services for the three and six-
ating income by $144 million in the three and six-monthmonth periods ended June 30, 2006 and 2005:
periods ended June 30, 2006. Foreign Life Insurance & Re-

Domestic Retirement Services – Net Flows(a)

tirement Services operating income grew 18 percent on a U.S.
Three Months

dollar basis. Similar to the effect of exchange rates on GAAPEnded Six Months Ended
June 30, June 30, premiums, operating income results for foreign operations

(in millions) 2006 2005 2006 2005
are negatively affected by exchange rates when compared to

Group retirement products(b) $ 194 $ 299 $ 635 $ 578
last year. On a comparable basis, the growth in life insuranceIndividual fixed annuities (736) 448 (737) 1,833

Individual variable annuities 88 (126) (45) (54) product line results for the quarter were generally in line with
Individual fixed annuities - the growth in underlying reserves. Personal accident & health

runoff (1,253) (684) (2,079) (1,250)
results for the second quarter of 2006 reflect continued stable

Total $(1,707) $ (63) $(2,226) $ 1,107
profit margins, but year-on-year comparisons in U.S. dollars

(a) Net flows are defined as deposits received, less benefits, surrenders, with- are affected by the weakening Yen exchange rate given the
drawals and death benefits.

large concentration of that product line in Japan. Group(b) Includes mutual funds.
products operating income results declined slightly in the sec-

The combination of lower deposits and higher surren- ond quarter of 2006 due to higher mortality and morbidity
ders in the individual fixed annuity and individual fixed an- costs when compared to the same period last year. Growth of
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individual fixed annuities operating income for the second agency organizations, provides a powerful distribution plat-
quarter of 2006, emanating primarily from Japan, is in line form for AIG’s diverse product lines. In Japan, distribution of
with the growth in average assets under management and the single premium life insurance products through banks was
greater benefits from increasing scale. The growth of individ- deregulated in December 2005 resulting in strong sales of
ual variable annuities operating income in the second quarter products designed for that market during the first six months
of 2006 reflects continued strong growth in assets under of 2006. This new distribution outlet adds to the existing
management related to the increased demand for those prod- multiple distribution platform in Japan where AIG remains
ucts in Japan and in Europe. the leading foreign provider.

During the second quarter of 2006, Japanese tax author- Foreign Life Insurance & Retirement Services operating
ities announced a reduction in the amount of premium that income for the first six months of 2006 was $3.39 billion,
policyholders may deduct from their Japanese tax returns for which included $516 million of realized capital gains and the
certain accident and health products. Foreign life operations $144 million effect of the aforementioned out of period ad-
in Japan experienced a decline in sales of those products and justment included in life insurance, compared with $2.66 bil-
an increase in terminations during the quarter. The effect on lion of operating income for the same period of 2005, which
second quarter 2006 operating income of higher terminations included $49 million of realized capital gains. The first six
amounted to approximately $10 million of higher expenses. months of 2006 results for the life insurance product line also
If terminations continue at current experience levels, operat- included a $37 million operating loss attributable to this seg-
ing results will continue to be negatively affected. Higher ment’s share of the losses from AIG Credit Card Company
than anticipated terminations result in accelerated amortiza- (Taiwan) compared to a gain of $20 million in the first six
tion of deferred acquisition costs, offset somewhat by the months of 2005, due to the allowance for losses recorded in
release of policy benefit reserves in excess of cash value. The the first quarter of 2006. The positive effect of DAC and
amount of deferred acquisition costs related to the policies in- value of business acquired (VOBA) unlocking for the life
force for these products amounted to $278 million as of insurance product line was $17 million and $58 million for
June 30, 2006. In response to the tax law change, AIG has the first six months of 2006 and 2005, respectively. Personal
developed new products, both life and health, to meet the accident and health product line results for the first six
needs of clients in that market. AIG continues to believe that months of 2006 reflect the growth of underlying premium in-
any increase in policy terminations would not be material to force, although growth is dampened by a weaker Yen ex-
AIG’s consolidated financial condition or results of change rate when compared to the same period last year. The
operations. Foreign Retirement Services business continued to grow in

Japan and Korea by expanding distribution and leveraging
Year-to-date  Foreign  Life  Insurance &  Retirement AIG’s product expertise. Reserves for individual fixed annui-
Services Results ties continue to grow although demand for multi-currency

fixed annuities in Japan has slowed due to currency rate fluc-Foreign Life Insurance & Retirement Services operations
tuations, rising local interest rates and equity markets.produced 78 percent and 79 percent of Life Insurance &
Growth of individual variable annuities has accelerated asRetirement Services GAAP premiums in the first six months
those products have become more popular with consumers inof 2006 and 2005, respectively. GAAP premiums grew ap-
Japan and Europe coupled with improved performance ofproximately 3 percent for the first six months of 2006 on a
equity markets. The largest contributor to the growth inU.S. dollar basis and 7 percent when measured on an original
group products is the pension profit center which experiencedcurrency basis compared to the year ago periods. Globally,
higher growth in fee income emanating from increased assetsAIG’s deep and diverse distribution, which includes bancas-
under management.surance, worksite marketing, direct marketing and strong
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Life  Insurance &  Retirement  Services  Net  Investment  Income  and  Realized  Capital  Gains  (losses)

The following table summarizes the components of net investment income for the three and six-month periods ended
June 30, 2006 and 2005:

Three Months
Ended Six Months Ended

June 30, June 30,

(in millions) 2006 2005 2006 2005

Domestic
Fixed maturities, including short term investments $2,219 $2,317 $4,527 $4,549
Equity securities 2 6 7 6
Interest on mortgage, policy and collateral loans 195 177 384 344
Partnership income – excluding Synfuels 72 25 213 179
Partnership income (loss) – Synfuels (22) (43) (59) (79)
Other 13 (8) 10 (35)
Total investment income 2,479 2,474 5,082 4,964
Investment expenses 29 34 53 61
Net investment income $2,450 $2,440 $5,029 $4,903

Foreign
Fixed maturities, including short term investments $1,718 $1,524 $3,249 $2,897
Equity securities 95 70 166 112
Interest on mortgage, policy and collateral loans 110 109 218 222
Partnership income 23 8 40 20
Other(a) 293 120 366 203
Total investment income before policyholder trading gains (losses) 2,239 1,831 4,039 3,454
Policyholder trading gains (losses)(b) (324) (54) 61 224
Total investment income 1,915 1,777 4,100 3,678
Investment expenses 67 50 122 97
Net investment income $1,848 $1,727 $3,978 $3,581

Total
Fixed maturities, including short term investments $3,937 $3,841 $7,776 $7,446
Equity securities 97 76 173 118
Interest on mortgage, policy and collateral loans 305 286 602 566
Partnership income – excluding Synfuels 95 33 253 199
Partnership income (loss) – Synfuels (22) (43) (59) (79)
Other(a) 306 112 376 168
Total investment income before policyholder trading gains (losses) 4,718 4,305 9,121 8,418
Policyholder trading gains (losses)(b) (324) (54) 61 224
Total investment income 4,394 4,251 9,182 8,642
Investment expenses 96 84 175 158
Net investment income $4,298 $4,167 $9,007 $8,484

(a) Includes the effect of an out of period adjustment relating to the accounting for certain interests in unit investment trusts. For the three and six-month periods

ended June 30, 2006, the effect was an increase of $221 million.

(b) Relates principally to assets held in various trading securities accounts that do not qualify for separate account treatment under SOP 03-1. These amounts are

offset by an equal change included in incurred policy losses and benefits.

The following table summarizes Domestic Life Insurance & Retirement Services partnership income (loss) by line of
business for the three and six-month periods ended June 30, 2006 and 2005:

Three Months
Ended Six Months Ended

June 30, June 30,

(in millions) 2006 2005 2006 2005

Domestic life – excluding Synfuels:
Life insurance $ 2 $ 25 $ 10 $ 104
Home service – 1 2 2

Subtotal 2 26 12 106
Domestic life – Synfuels:

Life insurance (16) (29) (41) (53)
Home service (6) (14) (18) (26)

Subtotal (22) (43) (59) (79)
Total domestic life (20) (17) (47) 27
Retirement services:

Group retirement products 35 – 77 25
Individual fixed annuities 35 (1) 124 48

Total retirement services 70 (1) 201 73
Total $ 50 $ (18) $ 154 $ 100
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Quarterly  Life  Insurance &  Retirement  Services  Net three months ended June 30, 2006 and 2005, respectively.
Investment  Income  and  Realized  Capital  Gains  (Losses) See Note 6(l) of Notes to Consolidated Financial Statements

for a further discussion of the effect of the change in oil pricesNet investment income increased 3 percent for the sec-
on synfuel tax credits. AIG may reduce future productionond quarter of 2006 when compared to the same period in
levels depending upon oil prices which affect the availability2005 as a result of the above mentioned out of period adjust-
of the synthetic fuel tax credit.ment. This adjustment offset a decline which was mostly at-

tributable to lower policyholder trading gains (losses), which
Year-to-date  Life  Insurance &  Retirement  Services  Net

are linked mainly to equities, and are offset by an equal
Investment  Income  and  Realized  Capital  Gains  (Losses)

change in incurred policy losses and benefits. Investment in-
come results for certain operations were reduced in the sec- The growth in net investment income for the first six
ond quarter of 2006 by losses related to investments in months of 2006 compared to a year ago parallels the growth
structured notes linked to emerging market sovereign debt in general account reserves and surplus for both Domestic
that incorporates both interest rate risk and currency risk. and Foreign Life Insurance & Retirement Services companies
Mark-to-market losses related to these structured notes were and the effect of the aforementioned out of period adjust-
$46 million and $28 million for the three and six months ment. Also, net investment income was positively affected by
ended June 30, 2006, respectively. In addition, period to pe- the compounding of previously earned and reinvested invest-
riod comparisons of investment income for some lines of ment cash flows along with the addition of new net cash
business are affected by yield enhancement activity, particu- flows from operations. Investment income includes income
larly partnership income as shown in the above table. generated from traditional fixed income investments as well

as income generated from other sources.
AIG generates income tax credits as a result of investing

in synthetic fuel production (synfuels) related to the invest- The amount of income tax credits generated as a result
ment loss shown in the above table and records those benefits of investing in synthetic fuel production (synfuels) was
in its provision for income taxes. The amount of those in- $59 million and $115 million for the first six months of 2006
come tax credits was $21 million and $61 million for the and 2005, respectively.

The following table summarizes realized capital gains (losses) by major category for the three and six-month periods ended
June 30, 2006 and 2005:

Three Months
Ended Six Months Ended

June 30, June 30,

(in millions) 2006 2005 2006 2005

Domestic life:
Fixed maturities $ (42) $ 28 $ (64) $ 23
Equity securities 4 7 6 7
Other:

FAS 52 1 – – –
FAS 133 28 (171) 115 (66)
Other-than-temporary declines (58) (2) (112) (25)
Other (8) 3 (12) (2)

Total domestic life (75) (135) (67) (63)
Domestic retirement services:

Fixed maturities (22) (14) (94) (44)
Equity securities 17 24 31 31
Other:

FAS 133 (42) 95 (36) 85
Other-than-temporary declines (249) (72) (374) (114)
Other (11) 24 (36) 20

Total domestic retirement services (307) 57 (509) (22)
Foreign:

Fixed maturities (125) 72 (146) 137
Equity securities 250 104 401 157
Other:

FAS 52 (95) (65) (90) (176)
FAS 133 87 38 346 (26)
Other-than-temporary declines (4) (21) (45) (26)
Other 51 (4) 50 (17)

Total foreign 164 124 516 49
Total $(218) $ 46 $ (60) $ (36)

59



American International Group, Inc. and Subsidiaries

Realized capital gains (losses) include normal portfolio renewable term reinsurance. (See also the discussion under
transactions as well as derivative gains (losses) for transac- ‘‘Liquidity’’ herein.)
tions that do not qualify for hedge accounting treatment AIRCO acts primarily as an internal reinsurance com-
under FAS 133, transactional foreign exchange gains and pany for AIG’s foreign life operations. This facilitates insur-
losses and other-than-temporary declines in the value of in- ance risk management (retention, volatility, concentrations)
vestments. Line of business results for Domestic Life Insur- and capital planning locally (branch and subsidiary). It also
ance & Retirement Services exclude the effect of realized allows AIG to pool its insurance risks and purchase reinsur-
capital gains (losses), but include the related effect on the ance more efficiently at a consolidated level, manage global
amortization of deferred acquisition costs. counterparty risk and relationships and manage global life

catastrophe risks.
Life  Insurance  & Retirement  Services

AIG’s domestic Life Insurance & Retirement ServicesUnderwriting  and Investment  Risk
operations utilize internal and third-party reinsurance rela-

The risks associated with life and accident and health prod- tionships to manage insurance risks and to facilitate capital
ucts are underwriting risk and investment risk. The risk asso- management strategies. Pools of highly-rated third-party
ciated with the financial and investment contract products is reinsurers are utilized to manage net amounts at risk in excess
primarily investment risk. of retention limits. AIG’s domestic life insurance companies

also cede excess, non-economic reserves carried on a statu-Underwriting risk represents the exposure to loss resulting
tory-basis only on certain term and universal life insurancefrom the actual policy experience adversely emerging in com-
policies and certain fixed annuities to AIG Life of Bermudaparison to the assumptions made in the product pricing associ-
Ltd., a wholly owned Bermuda reinsurer.ated with mortality, morbidity, termination and expenses. The

emergence of significant adverse experience would require an AIG generally obtains letters of credit in order to obtain
adjustment to DAC and benefit reserves that could have a statutory recognition of these intercompany reinsurance
substantial effect on AIG’s results of operations. transactions. For this purpose, AIG entered into a $2.5 billion

syndicated letter of credit facility in December 2004. LettersNatural disasters such as hurricanes, earthquakes and
of credit totaling $2.5 billion were outstanding as of June 30,other catastrophes have the potential to adversely affect
2006. The letter of credit facility has a ten-year term, but theAIG’s operating results. Other risks, such as an outbreak of a
facility can be reduced or terminated by the lenders beginningpandemic disease, such as the Avian Influenza A Virus
after seven years.(H5N1), could adversely affect AIG’s business and operating

results to an extent that may be only minimally offset by In November 2005, AIG entered into a revolving credit
reinsurance programs. facility for an aggregate amount of $3 billion. The facility can

While outbreaks of the Avian Flu continue to occur be drawn in the form of letters of credit with terms of up to
among poultry or wild birds in a number of countries in Asia, ten years. As of June 30, 2006, $2.33 billion principal
Europe, and Africa, transmission to humans has been rare to amount of letters of  credit are outstanding under this facility,
date. If the virus mutates to a form that can be transmitted of which approximately $939 million relates to life intercom-
from human to human, it has the potential to spread rapidly pany reinsurance transactions. AIG also obtained approxi-
worldwide. If such an outbreak were to take place, early mately $298 million letters of credit on a bilateral basis.
quarantine and vaccination could be critical to containment.

Investment risk represents the exposure to loss resulting
Both the contagion and mortality rate of any mutated from the cash flows from the invested assets, primarily long-

H5N1 virus that can be transmitted from human to human term fixed rate investments, being less than the cash flows
are highly speculative. AIG continues to monitor the develop- required to meet the obligations of the expected policy and
ing facts. A significant global outbreak could have a material contract liabilities and the necessary return on investments.
adverse effect on Life Insurance & Retirement Services oper- (See also the discussion under ‘‘Liquidity’’ herein.)
ating results and liquidity from increased mortality and mor-

To minimize its exposure to investment risk, AIG testsbidity rates. For a further discussion of pandemic influenza,
the cash flows from the invested assets and policy and con-see ‘‘Managing Market Risk – Catastrophe Exposures – Pan-
tract liabilities using various interest rate scenarios to evalu-demic Influenza.’’
ate investment risk and to confirm that assets are sufficient to

AIG’s Foreign Life Insurance & Retirement Services
pay these liabilities.

companies generally limit their maximum underwriting expo-
sure on life insurance of a single life to approximately AIG actively manages the asset-liability relationship in
$1.7 million of coverage. AIG’s Domestic Life Insurance & its foreign operations, as it has been doing throughout AIG’s
Retirement Services companies limit their maximum under- history, even though certain territories lack qualified long-
writing exposure on life insurance of a single life to $10 mil- term investments or certain local regulatory authorities may
lion of coverage in certain circumstances by using yearly impose investment restrictions. For example, in several
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Southeast Asian countries, the duration of investments is aged through the ample supply of qualified long-term
shorter than the effective maturity of the related policy liabili- investments.
ties. Therefore, there is risk that the reinvestment of the pro-

AIG uses asset-liability matching as a management tool
ceeds at the maturity of the initial investments may be at a

worldwide to determine the composition of the invested as-
yield below that of the interest required for the accretion of

sets and appropriate marketing strategies. As a part of these
the policy liabilities. Additionally, there exists a future invest-

strategies, AIG may determine that it is economically advan-
ment risk associated with certain policies currently in force

tageous to be temporarily in an unmatched position due to
which will have premium receipts in the future. That is, the

anticipated interest rate or other economic changes. In addi-
investment of these future premium receipts may be at a yield

tion, the absence of long-dated fixed income instruments in
below that required to meet future policy liabilities.

certain markets may preclude a matched asset-liability posi-
In the first six months of 2006, new money investment tion in those markets.

yields have been generally rising in some markets, such as
A number of guaranteed benefits, such as living benefits

Japan, Thailand and the U.S., which is generally favorable to
or guaranteed minimum death benefits, are offered on certain

AIG’s spread-based businesses. In regard to inforce business,
variable life and variable annuity products. AIG manages its

management focus is required in both the investment and
exposure resulting from these long-term guarantees through

product management process to maintain an adequate yield
reinsurance or capital market hedging instruments.

to match the interest necessary to support future policy liabil-
DAC for Life Insurance & Retirement Services productsities. Business strategies continue to evolve to maintain profit-

arises from the deferral of those costs that vary with, and areability of the overall business. As such, in some countries,
directly related to, the acquisition of new or renewal business.new products are being introduced with minimal investment
Policy acquisition costs for life insurance products are gener-guarantees resulting in a shift toward investment linked sav-
ally deferred and amortized over the premium paying periodings products and away from traditional savings products
of the policy. Policy acquisition costs that relate to universalwith higher guarantees.
life and investment-type products, including variable and

The investment of insurance cash flows and reinvestment
fixed annuities (investment-oriented products) are deferred

of the proceeds of matured securities and coupons requires
and amortized, with interest, as appropriate, in relation to the

active management of investment yields while maintaining
historical and future incidence of estimated gross profits to be

satisfactory investment quality and liquidity.
realized over the estimated lives of the contracts. Amortiza-

AIG may use alternative investments in certain foreign tion expense includes the effects of current period realized
jurisdictions where interest rates remain low and there are capital gains and losses for investment type products. With
limited long-dated bond markets, including equities, real es- respect to investment-oriented products, AIG’s policy is to
tate and foreign currency denominated fixed income instru- adjust amortization assumptions for DAC when estimates of
ments to extend the duration or increase the yield of the current or future gross profits to be realized from these con-
investment portfolio to more closely match the requirements tracts are revised. With respect to variable annuities sold do-
of the policyholder liabilities and DAC recoverability. This mestically (representing the vast majority of AIG’s variable
strategy has been effectively used in Japan and more recently annuity business), the assumption for the long-term annual
by Nan Shan in Taiwan. Foreign assets comprised approxi- net growth rate of the equity markets used in the determina-
mately 29 percent of Nan Shan’s invested assets at June 30, tion of DAC amortization is approximately ten percent. A
2006, slightly below the maximum allowable percentage methodology referred to as ‘‘reversion to the mean’’ is used to
under current regulation. In response to the low interest rate maintain this long-term net growth rate assumption, while
environment and the volatile exchange rate of the NT dollar, giving consideration to short-term variations in equity mar-
Nan Shan is emphasizing new products with lower implied kets. Estimated gross profits include investment income and
guarantees, including participating endowments and variable gains and losses less interest required on policyholder
universal life. Although the risks of a continued low interest reserves, as well as other charges in the contract less actual
rate environment coupled with a volatile NT dollar could mortality and expenses. Current experience and changes in
increase net liabilities and require additional capital to main- the expected future gross profits are analyzed to determine
tain adequate local solvency margins, Nan Shan currently the effect on the amortization of DAC. The estimation of
believes it has adequate resources to meet all future policy projected gross profits requires significant management judg-
obligations. ment. The assumptions with respect to the current and pro-

jected gross profits are reviewed and analyzed quarterly and
AIG actively manages the asset-liability relationship in

are adjusted accordingly.
its domestic operations. This relationship is more easily man-

61



American International Group, Inc. and Subsidiaries

The following table summarizes the major components of the changes in DAC and VOBA for the six months ended June 30,
2006 and 2005:

(in millions) 2006 2005

DAC VOBA Total DAC VOBA Total

Domestic Life Insurance & Retirement Services:
Balance at beginning of year $10,505 $ 865 $11,370 $ 8,830 $ 836 $ 9,666
Acquisition costs deferred 1,104 – 1,104 1,057 – 1,057
Amortization (charged) or credited to operating income:

Related to realized capital gains (losses) 85 16 101 6 – 6
Related to unlocking future assumptions 4 (3) 1 – – –
All other amortization (766) (45) (811) (725) (47) (772)

Related to change in unrealized gains (losses) on securities 1,854 154 2,008 58 (37) 21
Increase (decrease) due to foreign exchange 16 4 20 (4) (2) (6)
Balance at end of period $12,802 $ 991 $13,793 $ 9,222 $ 750 $ 9,972
Foreign Life Insurance & Retirement Services:
Balance at beginning of year $16,552 $1,278 $17,830 $14,472 $1,681 $16,153
Acquisition costs deferred 2,481 – 2,481 2,302 – 2,302
Amortization (charged) or credited to operating income:

Related to realized capital gains (losses) 1 – 1 (2) 1 (1)
Related to unlocking future assumptions 28 – 28 62 – 62
All other amortization (1,168) (95) (1,263) (909) (123) (1,032)

Related to change in unrealized gains (losses) on securities 83 (5) 78 (241) (8) (249)
Increase (decrease) due to foreign exchange 856 78 934 (223) (70) (293)
Balance at end of period $18,833 $1,256 $20,089 $15,461 $1,481 $16,942
Total Life Insurance & Retirement Services:
Balance at beginning of year $27,057 $2,143 $29,200 $23,302 $2,517 $25,819
Acquisition costs deferred 3,585 – 3,585 3,359 – 3,359
Amortization (charged) or credited to operating income:

Related to realized capital gains (losses) 86 16 102 4 1 5
Related to unlocking future assumptions 32 (3) 29 62 – 62
All other amortization (1,934) (140) (2,074) (1,634) (170) (1,804)

Related to change in unrealized gains (losses) on securities 1,937 149 2,086 (183) (45) (228)
Increase (decrease) due to foreign exchange 872 82 954 (227) (72) (299)
Balance at end of period $31,635 $2,247 $33,882 $24,683 $2,231 $26,914

AIG’s variable annuity earnings will be affected by reviewed for recoverability, which involves estimating the fu-
changes in market returns because separate account revenues, ture profitability of current business. This review also in-
primarily composed of mortality and expense charges and volves significant management judgment. If the actual
asset management fees, are a function of asset values. emergence of future profitability were to be substantially dif-

ferent than that estimated, AIG’s results of operations could
DAC for both insurance-oriented and investment-ori-

be significantly affected in future periods.
ented products as well as retirement services products are
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Invested  Assets

The following tables summarize the composition of AIG’s invested assets by segment, at June 30, 2006 and December 31,
2005:

Life
Insurance &

General Retirement Asset Financial
(in millions) Insurance Services Management Services Other Total

2006
Fixed maturities:

Bonds available for sale, at market value $ 58,449 $271,261 $31,175 $ 1,298 $ – $362,183
Bonds held to maturity, at amortized cost 21,510 – – – – 21,510
Bond trading securities, at market value – 1,312 5,175 – – 6,487

Equity securities:
Common stocks available for sale, at market

value 4,522 9,019 227 – 61 13,829
Common and preferred stocks trading, at market

value 344 10,140 373 – – 10,857
Preferred stocks available for sale, at market

value 1,797 644 – 6 – 2,447
Mortgage loans on real estate, net of allowance 13 11,882 4,215 70 – 16,180
Policy loans 2 7,314 48 2 – 7,366
Collateral and guaranteed loans, net of allowance 3 1,204 751 2,002 98 4,058
Financial services assets:

Flight equipment primarily under operating leases,
net of accumulated depreciation – – – 39,307 – 39,307

Securities available for sale, at market value – – – 38,678 – 38,678
Trading securities, at market value – – – 5,165 – 5,165
Spot commodities – – – 797 – 797
Unrealized gain on swaps, options and forward

transactions – – – 18,901 – 18,901
Trading assets – – – 1,345 – 1,345
Securities purchased under agreements to resell,

at contract value – – – 14,085 – 14,085
Finance receivables, net of allowance – – – 27,515 – 27,515

Securities lending collateral, at market value 5,700 49,357 13,611 64 – 68,732
Other invested assets 7,330 8,644 11,566 1,869 1 29,410
Short-term investments, at cost 3,950 8,050 8,125 1,055 6 21,186
Total investments and financial services assets as

shown in the balance sheet 103,620 378,827 75,266 152,159 166 710,038

Cash 635 350 863 284 8 2,140
Investment income due and accrued 1,160 4,182 366 19 5 5,732
Real estate, net of accumulated depreciation 634 2,762 2,470 24 36 5,926

Total invested assets $106,049 $386,121 $78,965 $152,486 $215 $723,836
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Life
Insurance &

General Retirement Asset Financial
(in millions) Insurance Services Management Services Other Total

2005
Fixed maturities:

Bonds available for sale, at market value $50,870 $273,165 $34,174 $ 1,307 $ – $359,516
Bonds held to maturity, at amortized cost 21,528 – – – – 21,528
Bond trading securities, at market value – 1,073 3,563 – – 4,636

Equity securities:
Common stocks available for sale, at market

value 4,505 7,436 227 – 59 12,227
Common stocks trading, at market value 425 8,122 412 – – 8,959
Preferred stocks available for sale, at market

value 1,632 760 – 10 – 2,402
Mortgage loans on real estate, net of allowance 14 10,247 3,968 71 – 14,300
Policy loans 2 6,987 48 2 – 7,039
Collateral and guaranteed loans, net of allowance 3 1,172 578 1,719 98 3,570
Financial services assets:

Flight equipment primarily under operating leases,
net of accumulated depreciation – – – 36,245 – 36,245

Securities available for sale, at market value – – – 37,511 – 37,511
Trading securities, at market value – – – 6,499 – 6,499
Spot commodities – – – 92 – 92
Unrealized gain on swaps, options and forward

transactions – – – 18,695 – 18,695
Trading assets – – – 1,204 – 1,204
Securities purchased under agreements to resell,

at contract value – 28 – 14,519 – 14,547
Finance receivables, net of allowance – – – 27,995 – 27,995

Securities lending collateral, at market value 4,931 42,991 11,549 – – 59,471
Other invested assets 6,272 7,777 10,459 2,751 8 27,267
Short-term investments, at cost 2,482 5,855 5,619 1,382 4 15,342
Total investments and financial services assets as

shown in the balance sheet 92,664 365,613 70,597 150,002 169 679,045

Cash 305 989 196 331 76 1,897
Investment income due and accrued 1,232 4,073 402 18 2 5,727
Real estate, net of accumulated depreciation 603 2,729 1,710 24 32 5,098

Total invested assets $94,804 $373,404 $72,905 $150,375 $279 $691,767

income. Declines that are determined to be other-than-tem-Insurance  and Asset  Management  Invested  Assets
porary are reflected in income in the period in which the

AIG’s investment strategy is to invest primarily in high qual-
intent to hold the securities to recovery no longer exists. See

ity securities while maintaining diversification to avoid signif-
‘‘Valuation of Invested Assets’’. Generally, insurance regula-

icant exposure to issuer, industry and/or country
tions restrict the types of assets in which an insurance com-

concentrations. With respect to Domestic General Insurance,
pany may invest. When permitted by regulatory authorities

AIG’s strategy is to invest in longer duration fixed maturity
and when deemed necessary to protect insurance assets, in-

investments to maximize the yields at the date of purchase.
cluding invested assets, from adverse movements in foreign

With respect to Life Insurance & Retirement Services, AIG’s
currency exchange rates, interest rates and equity prices, AIG

strategy is to produce cash flows required to meet maturing
and its insurance subsidiaries may enter into derivative trans-

insurance liabilities. (See also the discussion under ‘‘Operat-
actions as end users. (See also the discussion under ‘‘Deriva-

ing Review: Life Insurance & Retirement Services Opera-
tives’’ herein.)

tions’’ herein.) AIG invests in equities for various reasons,
In certain jurisdictions, significant regulatory and/or for-including diversifying its overall exposure to interest rate risk.

eign governmental barriers exist which may not permit theAvailable for sale bonds and equity securities are subject to
immediate free flow of funds between insurance subsidiariesdeclines in fair value. Such declines in fair value are presented
or from the insurance subsidiaries to AIG parent.in unrealized appreciation or depreciation of investments, net

of taxes as a component of accumulated other comprehensive
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The following tables summarize the composition of AIG’s insurance and asset management invested assets by segment, at
June 30, 2006 and December 31, 2005:

Life
Insurance &

Percent DistributionGeneral Retirement Asset Percent
(dollars in millions) Insurance Services Management Total of Total Domestic Foreign

2006
Fixed maturities:

Bonds available for sale, at market
value $ 58,449 $271,261 $31,175 $360,885 63.2% 57.4% 42.6%

Bonds held to maturity, at
amortized cost 21,510 – – 21,510 3.8 100.0 –

Bond trading securities, at market
value – 1,312 5,175 6,487 1.1 3.0 97.0

Equity securities:
Common stocks available for sale,

at market value 4,522 9,019 227 13,768 2.4 26.1 73.9
Common and preferred stocks

trading, at market value 344 10,140 373 10,857 1.9 3.2 96.8
Preferred stocks available for sale,

at market value 1,797 644 – 2,441 0.4 83.0 17.0
Mortgage loans on real estate, net of

allowance 13 11,882 4,215 16,110 2.8 83.5 16.5
Policy loans 2 7,314 48 7,364 1.3 40.9 59.1
Collateral and guaranteed loans, net of

allowance 3 1,204 751 1,958 0.4 5.2 94.8
Securities lending collateral, at market

value 5,700 49,357 13,611 68,668 12.0 86.9 13.1
Other invested assets 7,330 8,644 11,566 27,540 4.8 86.4 13.6
Short-term investments, at cost 3,950 8,050 8,125 20,125 3.6 35.4 64.6
Cash 635 350 863 1,848 0.3 27.6 72.4
Investment income due and accrued 1,160 4,182 366 5,708 1.0 55.2 44.8
Real estate, net of accumulated

depreciation 634 2,762 2,470 5,866 1.0 51.2 48.8

Total $106,049 $386,121 $78,965 $571,135 100.0% 61.0% 39.0%
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Life
Insurance &

Percent DistributionGeneral Retirement Asset Percent
(dollars in millions) Insurance Services Management Total of Total Domestic Foreign

2005
Fixed maturities:

Bonds available for sale, at market
value $50,870 $273,165 $34,174 $358,209 66.2% 59.2% 40.8%

Bonds held to maturity, at amortized
cost 21,528 – – 21,528 4.0 100.0 –

Bond trading securities, at market
value – 1,073 3,563 4,636 0.9 3.3 96.7

Equity securities:
Common stocks available for sale, at

market value 4,505 7,436 227 12,168 2.2 28.7 71.3
Common stocks trading, at market

value 425 8,122 412 8,959 1.7 4.8 95.2
Preferred stocks available for sale,

at market value 1,632 760 – 2,392 0.4 88.8 11.2
Mortgage loans on real estate, net of

allowance 14 10,247 3,968 14,229 2.7 84.6 15.4
Policy Loans 2 6,987 48 7,037 1.3 42.8 57.2
Collateral and guaranteed loans, net of

allowance 3 1,172 578 1,753 0.3 1.2 98.8
Securities purchased under agreements

to resell, at contract value – 28 – 28 – – 100.0
Securities lending collateral, at market

value 4,931 42,991 11,549 59,471 11.0 87.3 12.7
Other invested assets 6,272 7,777 10,459 24,508 4.5 85.8 14.2
Short-term investments, at cost 2,482 5,855 5,619 13,956 2.6 27.3 72.7
Cash 305 989 196 1,490 0.2 15.0 85.0
Investment income due and accrued 1,232 4,073 402 5,707 1.1 56.9 43.1
Real estate, net of accumulated

depreciation 603 2,729 1,710 5,042 0.9 45.2 54.8

Total $94,804 $373,404 $72,905 $541,113 100.0% 62.3% 37.7%

Any fixed income security may be subject to downgradeCredit  Quality
for a variety of reasons subsequent to any balance sheet date.

At June 30, 2006, approximately 59 percent of the fixed
maturities investments were domestic securities. Approxi- Valuation  of  Invested  Assets
mately 37 percent of such domestic securities were rated AAA

AIG has the ability to hold any fixed maturity security to itsby one or more of the principal rating agencies. Approxi-
stated maturity, including those fixed maturity securities clas-mately seven percent were below investment grade or not
sified as available for sale. Therefore, the decision to sell anyrated.
such fixed maturity security classified as available for sale

A significant portion of the foreign fixed income portfo-
reflects the judgment of AIG’s management that the security

lio is rated by Moody’s Investors Service (Moody’s), S&P or
sold is unlikely to provide, on a relative value basis, as attrac-

similar foreign services. Similar credit quality rating services
tive a return in the future as alternative securities entailing

are not available in all overseas locations. AIG reviews the
comparable risks. With respect to distressed securities, the

credit quality of the foreign portfolio nonrated fixed income
sale decision reflects management’s judgment that the risk-

investments, including mortgages. At June 30, 2006, approxi-
discounted anticipated ultimate recovery is less than the value

mately 18 percent of the foreign fixed income investments
achievable on sale.

were either rated AAA or, on the basis of AIG’s internal
The valuation of invested assets involves obtaining aanalysis, were equivalent from a credit standpoint to securi-

market value for each security. The source for the marketties so rated. Approximately six percent were below invest-
value is generally from market exchanges or dealer quota-ment grade or not rated at that date. A large portion of the
tions, with the exception of nontraded securities.foreign fixed income portfolio are sovereign fixed maturity

securities supporting the policy liabilities in the country of If AIG chooses to hold a security, it evaluates the security
issuance. for an other-than-temporary impairment in valuation. As a
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matter of policy, the determination that a security has in- and $596 million and $200 million for the six-month periods
curred an other-than-temporary decline in value and the ended June 30, 2006 and 2005, respectively.
amount of any loss recognition requires the judgment of

No impairment charge with respect to any one single
AIG’s management and a continual review of its investments.

credit was significant to AIG’s consolidated financial condi-
In general, a security is considered a candidate for tion or results of operations, and no individual impairment

other-than-temporary impairment if it meets any of the fol- loss exceeded 1.0 percent of consolidated net income for the
lowing criteria: first six months of 2006.

) Trading at a significant (25 percent or more) discount to Excluding the other-than-temporary impairments noted
par or amortized cost (if lower) for an extended period above, the changes in market value for AIG’s available for
of time (nine months or longer); sale portfolio, which constitutes the vast majority of AIG’s

investments, were recorded in accumulated other comprehen-
) The occurrence of a discrete credit event resulting in

sive income as unrealized gains or losses, net of tax.
(i) the issuer defaulting on a material outstanding obliga-
tion; or (ii) the issuer seeking protection from creditors At June 30, 2006, the fair value of AIG’s fixed maturities
under the bankruptcy laws or any similar laws intended and equity securities aggregated to $417.3 billion. At
for the court supervised reorganization of insolvent en- June 30, 2006, aggregate unrealized gains after taxes for
terprises; or (iii) the issuer proposing a voluntary reor- fixed maturity and equity securities were $7.0 billion. At
ganization pursuant to which creditors are asked to June 30, 2006, the aggregate unrealized losses after taxes of
exchange their claims for cash or securities having a fair fixed maturity and equity securities were approximately
value substantially lower than par value of their claims; $6.2 billion.
or

The effect on net income of unrealized losses after taxes
) In the opinion of AIG’s management, it is probable that will be further mitigated upon realization, because certain

AIG may not realize a full recovery on its investment, realized losses will be charged to participating policyholder
irrespective of the occurrence of one of the foregoing accounts, or realization will result in current decreases in the
events. amortization of certain deferred policy acquisition costs.

At each balance sheet date, AIG evaluates its securities At June 30, 2006, unrealized losses for fixed maturity
holdings in an unrealized loss position. Where AIG does not securities and equity securities did not reflect any significant
intend to hold such securities until they have fully recovered industry concentrations.
their carrying value based on the circumstances present at the

The amortized cost of fixed maturities available for sale in
date of evaluation, AIG records the unrealized loss in income.

an unrealized loss position at June 30, 2006, by contrac-
If events or circumstances change, such as unexpected

tual maturity, is shown below:
changes in creditworthiness of the obligor, general interest

Amortizedrate environment, tax circumstances, liquidity events, and
(in millions)  Coststatutory capital management considerations among others,
Due in one year or less $ 5,690AIG revisits its intent to determine if a loss should be re-
Due after one year through five years 36,505corded in income. Further, if a loss is recognized from a sale
Due after five years through ten years 92,162

subsequent to a balance sheet date pursuant to these changes Due after ten years 93,329
in circumstances, the loss is recognized in the period in which Total $227,686
the intent to hold the securities to recovery no longer exists.

Once a security has been identified as other-than-tempo- In the six months ended June 30, 2006, the pretax real-
rarily impaired, the amount of such impairment is determined ized losses incurred with respect to the sale of fixed maturities
by reference to that security’s contemporaneous market price and equity securities were $790 million. The aggregate fair
and recorded as a charge to earnings. value of securities sold was $25.8 billion, which was approxi-

mately 97 percent of amortized cost. The average period ofAs a result of these policies, AIG recorded, in realized
time that securities sold at a loss during the six months endedcapital gains (losses), other-than-temporary impairment pre-
June 30, 2006 were trading continuously at a price belowtax losses of $370 million and $107 million for the three-
book value was approximately five months.month periods ended June 30, 2006 and 2005, respectively,
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At June 30, 2006, aggregate pretax unrealized gains were $10.79 billion, while the pretax unrealized losses with respect
to investment grade bonds, non-investment grade bonds and equity securities were $9.0 billion, $320 million and
$338 million, respectively. Aging of the pretax unrealized losses with respect to these securities, distributed as a
percentage of cost relative to unrealized loss (the extent by which the market value is less than amortized cost or cost),
including the number of respective items, was as follows:

Less than or equal to Greater than 20% to Greater than
Total20% of Cost(a) 50% of Cost(a) 50% of Cost(a)

UnrealizedAging Unrealized Unrealized Unrealized
(dollars in millions) Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss(b) Items

Investment grade
bonds
0-6 months $117,600 $3,355 15,449 $ 46 $10 4 $28 $20 10 $117,674 $3,385 15,463
7-12 months 76,863 4,237 9,561 59 14 5 — — 5 76,922 4,251 9,571
H12 months 23,185 1,267 3,015 172 41 11 8 6 13 23,365 1,314 3,039

Total $217,648 $8,859 28,025 $277 $65 20 $36 $26 28 $217,961 $8,950 28,073
Non-investment

grade bonds
0-6 months $ 7,214 $ 164 1,494 $ 31 $ 9 8 $14 $11 11 $ 7,259 $ 184 1,513
7-12 months 1,401 68 207 6 2 2 — — 1 1,407 70 210
H12 months 1,043 62 214 14 3 4 2 1 16 1,059 66 234

Total $ 9,658 $ 294 1,915 $ 51 $14 14 $16 $12 28 $ 9,725 $ 320 1,957
Total bonds

0-6 months $124,814 $3,519 16,943 $ 77 $19 12 $42 $31 21 $124,933 $3,569 16,976
7-12 months 78,264 4,305 9,768 65 16 7 — — 6 78,329 4,321 9,781
H12 months 24,228 1,329 3,229 186 44 15 10 7 29 24,424 1,380 3,273

Total $227,306 $9,153 29,940 $328 $79 34 $52 $38 56 $227,686 $9,270 30,030
Equity securities

0-6 months $ 4,251 $ 200 2,325 $144 $36 175 $10 $ 6 22 $ 4,405 $ 242 2,522
7-12 months 944 56 415 92 25 132 20 15 27 1,056 96 574
H12 months — — — — — — — — — — — —

Total $ 5,195 $ 256 2,740 $236 $61 307 $30 $21 49 $ 5,461 $ 338 3,096

(a) For bonds, represents amortized cost.

(b) As more fully described above, upon realization, certain realized losses will be charged to participating policyholder accounts, or realization will result in a

current decrease in the amortization of certain deferred policy acquisition costs.

As stated previously, the valuation for AIG’s investment on Purchased and Retained Beneficial Interests in Securitized
portfolio comes from market exchanges or dealer quotations, Financial Assets.’’ The change in carrying value is recognized
with the exception of nontraded securities. AIG considers in income.
nontraded securities to mean certain fixed income invest-

Hedge funds and limited partnerships in which AIG
ments, certain structured securities, direct private equities,

holds in the aggregate less than a five percent interest are
limited partnerships and hedge funds. The aggregate carrying

reported at fair value. The change in fair value is recognized
value of these securities at June 30, 2006 was approximately

as a component of accumulated other comprehensive income,
$68 billion.

net of tax.
The methodology used to estimate fair value of nontraded

With respect to hedge funds and limited partnerships in
fixed income investments is by reference to traded securities

which AIG holds in the aggregate a five percent or greater
with similar attributes and using a matrix pricing methodol-

interest, AIG uses the equity method to record these invest-
ogy. This technique takes into account such factors as the

ments. The changes in such net asset values are recorded in
industry, the security’s rating and tenor, its coupon rate, its

income.
position in the capital structure of the issuer, and other rele-

AIG obtains the fair value of its investments in limitedvant factors. The change in fair value is recognized as a compo-
partnerships and hedge funds from information provided bynent of accumulated other comprehensive income, net of tax.
the general partner or manager of each of these investments,

For certain structured securities, the carrying value is
the accounts of which are generally audited on an annual

based on an estimate of the security’s future cash flows pursu-
basis.

ant to the requirements of Emerging Issues Task Force Issue
No. 99-20, ‘‘Recognition of Interest Income and Impairment
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Each of these investment categories is regularly tested to ILFC’s fleet is leased to non-U.S. carriers, and the fleet, com-
determine if impairment in value exists. Various valuation prised of the most efficient aircraft in the airline industry,
techniques are used with respect to each category in this continues to be in high demand from such carriers.
determination.

ILFC typically contracts to re-lease aircraft before the
end of the existing lease term. For aircraft returned before the

Financial  Services  Operations
end of the lease term, ILFC has generally been able to re-lease

AIG’s Financial Services subsidiaries engage in diversified ac- such aircraft within two to six months of its return. As a
tivities including aircraft and equipment leasing, capital mar- lessor, ILFC considers an aircraft ‘‘idle’’ or ‘‘off lease’’ when
kets transactions, consumer finance and insurance premium the aircraft is not subject to a signed lease agreement or
financing. (See also Note 2 of Notes to Consolidated Finan- signed letter of intent. ILFC had no aircraft off lease at
cial Statements.) June 30, 2006, and all new aircraft deliveries in 2006 have

been leased. (See also the discussions under ‘‘Capital Re-
Aircraft  Finance sources’’ and ‘‘Liquidity’’ herein.)

AIG’s Aircraft Finance operations represent the operations of Management formally reviews regularly, and no less fre-
ILFC, which generates its revenues primarily from leasing quently than quarterly, issues affecting ILFC’s fleet, including
new and used commercial jet aircraft to domestic and foreign events and circumstances that may cause impairment of air-
airlines. Revenues also result from the remarketing of com- craft values. Management evaluates aircraft in the fleet as
mercial jets for its own account, and remarketing and fleet necessary, based on these events and circumstances in accor-
management for airlines and financial institutions. dance with Statement of Financial Accounting Standards

No. 144, ‘‘Accounting for the Impairment or Disposal ofILFC finances its purchases of aircraft primarily through
Long-Lived Assets’’ (FAS 144). ILFC has not recognized anythe issuance of a variety of debt instruments. The composite
impairment related to its fleet. ILFC has been able to re-leaseborrowing rates, which include the effect of economic hedges,
the aircraft without diminution in lease rates to an extent thatat June 30, 2006 and 2005 were 5.24 percent and 4.52 per-
would require an impairment write-down. (See also the dis-cent, respectively. (See also the discussions under ‘‘Capital
cussions under ‘‘Liquidity’’ herein.)Resources’’ and ‘‘Liquidity’’ herein and Note 2 of Notes to

Consolidated Financial Statements.)
Capital  Markets

ILFC’s sources of revenue are principally from scheduled
Capital Markets represents the operations of AIGFP, whichand charter airlines and companies associated with the airline
engages as principal in a wide variety of financial transac-industry. The airline industry is sensitive to changes in eco-
tions, including standard and customized financial productsnomic conditions, cyclical and highly competitive. Airlines
involving commodities, credit, currencies, energy, equitiesand related companies may be affected by political or eco-
and rates. AIGFP also invests in a diversified portfolio ofnomic instability, terrorist activities, changes in national pol-
securities and engages in borrowing activities involving issu-icy, competitive pressures on certain air carriers, fuel prices
ing standard and structured notes and other securities, andand shortages, labor stoppages, insurance costs, recessions,
entering into guaranteed investment agreements (GIAs).world health issues and other political or economic events

adversely affecting world or regional trading markets. ILFC’s As Capital Markets is a transaction-oriented operation,
revenues and income will be affected by its customers’ ability current and past revenues and operating results may not pro-
to react and cope with the volatile competitive environment vide a basis for predicting future performance. AIG’s Capital
in which they operate, as well as ILFC’s own competitive Markets operations derive substantially all their revenues
environment. from hedged financial positions entered in connection with

counterparty transactions rather than from speculative trans-ILFC is exposed to operating loss and liquidity strain
actions. AIGFP also participates as a dealer in a wide varietythrough nonperformance of aircraft lessees, through owning
of financial derivatives transactions. AIGFP economicallyaircraft which it would be unable to sell or re-lease at accept-
hedges the market risks arising from its transactions, al-able rates at lease expiration and, in part, through commit-
though hedge accounting under FAS 133 is not currently be-ting to purchase aircraft which it would be unable to lease.
ing applied to any of the derivatives and related assets and

ILFC manages the risk of nonperformance by its lessees liabilities. Accordingly, revenues and operating income are
with security deposit requirements, through repossession exposed to volatility resulting from differences in the timing
rights, overhaul requirements, and closely monitoring indus- of revenue recognition between the derivatives and the
try conditions through its marketing force. However, there hedged assets and liabilities. Revenues and operating income
can be no assurance that ILFC would be able to successfully of the Capital Markets operations and the percentage change
manage the risks relating to the effect of possible future dete- in these amounts for any given period are also significantly
rioration in the airline industry. Approximately 90 percent of affected by the number, size and profitability of transactions
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entered into by these subsidiaries during that period relative U.S. dollar denominated borrowings are carried at cost, while
to those entered into during the prior period. Generally, the borrowings in any currency other than the U.S. dollar result
realization of transaction revenues as measured by the receipt in unrealized foreign exchange gains or losses reported in
of funds is not a significant reporting event as the gain or loss income. AIGFP hedges the economic exposure on its invest-
on AIGFP’s trading transactions is currently reflected in oper- ments and borrowings on a portfolio basis using derivatives
ating income as the fair values change from period to period. and other financial instruments. While these hedges are

highly effective economic hedges, the requirements under
The overwhelming majority of AIG’s financial deriva-

FAS 133 hedge accounting were not met.
tives are conducted by the Capital Markets operations. Capi-
tal Markets enters into derivative transactions to hedge the To the extent the Financial Services subsidiaries, other
interest rate and foreign currency exposures associated with than AIGFP, use derivatives to economically hedge their as-
its available for sale assets and borrowings. While the deriva- sets or liabilities with respect to their future cash flows, and
tives entered into to hedge its outstanding transactions and such hedges do not qualify for hedge accounting treatment
positions are highly effective economic hedges, AIG did not under FAS 133, the changes in fair value of such derivatives
meet the requirements for hedge accounting under FAS 133. are recorded in realized capital gains (losses) or other reve-
The change in the fair value of these derivatives is included in nues. Amounts recorded in realized capital gains (losses) are
other revenues while the offsetting change in fair value of the reported as part of the Other category.
hedged items is not recognized in earnings.

Consumer  Finance
Derivative transactions are entered into in the ordinary

Domestically, AIG’s Consumer Finance operations are princi-course of Capital Markets operations. Income on derivatives
pally conducted through American General Finance, Inc.is recorded at fair value, determined by reference to the mark
(AGF). AGF derives a substantial portion of its revenues fromto market value of the derivative or their estimated fair value
finance charges assessed on outstanding real estate loans, se-where market prices are not readily available. The resulting
cured and unsecured non-real estate loans and retail salesaggregate unrealized gains or losses from the derivative are
finance receivables. The real estate loans include first or sec-reflected in the income statement. Where Capital Markets
ond mortgages on residential real estate generally having acannot verify significant model inputs to observable market
maximum term of 360 months, and are considered non-con-data and verify the model value to market transactions, Capi-
forming. These loans may be closed-end accounts or open-tal Markets values the contract at the transaction price at
end home equity lines of credit and may be fixed-rate orinception and, consequently, records no initial gain or loss in
adjustable rate products. The non-real estate loans are se-accordance with Emerging Issues Task Force Issue No. 02-03,
cured by consumer goods, automobiles, or other personal‘‘Issues Involved in Accounting for Derivative Contracts Held
property or are unsecured. Both secured and unsecured non-for Trading Purposes and Contracts Involved in Energy Trad-
real estate loans generally have a maximum term of 60ing and Risk Management Activities’’ (EITF 02-03). Such
months. The core of AGF’s originations is sourced through itsinitial gain or loss is recognized over the life of the transac-
branches. However, a significant volume of real estate loanstion. Capital Markets periodically reevaluates its revenue rec-
is also originated through broker relationships, and to lesserognition under EITF 02-03 based on the observability of
extents, through correspondent relationships and direct mailmarket parameters. The mark to fair value of derivative
solicitations. In the first quarter of 2006, two wholly-ownedtransactions is reflected in the balance sheet in the captions
subsidiaries of AGF discontinued originating real estate loans‘‘Unrealized gain on swaps, options and forward transac-
through an arrangement with AIG Federal Savings Bank, ations,’’ ‘‘Unrealized loss on swaps, options and forward
federally chartered thrift, and began originating such loanstransactions,’’ ‘‘Trading assets’’ and ‘‘Trading liabilities.’’ Un-
under their own state licenses.realized gains represent the present value of the aggregate of

each net receivable, by counterparty, and the unrealized Many of AGF’s borrowers are non-prime or sub-prime.
losses represent the present value of the aggregate of each net Current economic conditions, such as interest rate and em-
payable, by counterparty as of June 30, 2006. These amounts ployment, have a direct effect on the borrowers’ ability to
will change from one period to the next due to changes in repay these loans. AGF manages the credit risk inherent in its
interest rates, currency rates, equity and commodity prices portfolio by using credit scoring models at the time of credit
and other market variables, as well as cash movements, exe- applications, established underwriting criteria, and in certain
cution of new transactions and the maturing of existing trans- cases, individual loan reviews. AGF’s Credit Strategy and
actions. (See also the discussion under ‘‘Derivatives’’ herein.) Policy Committee monitors the quality of the finance receiv-

ables portfolio monthly when determining the appropriateSpread income on investments and borrowings is re-
level of the allowance for losses. The Credit Strategy andcorded on an accrual basis over the life of the transaction.
Policy Committee bases its conclusions on quantitative analy-Investments are classified as securities available for sale and
ses, qualitative factors, current economic conditions andare marked to market with the resulting unrealized gains or
trends, and each committee member’s experience in the con-losses reflected in accumulated other comprehensive income.
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sumer finance industry. Through the first six months of 2006, Financial  Services  Results
the credit quality of AGF’s finance receivables continues to be

Financial Services operations for the three and six-monthstrong. However, declines in the strength of the U.S. housing
periods ended June 30, 2006 and 2005 were as follows:market or economy may adversely affect the future credit

quality of these receivables. Three Months Six Months
Ended June 30, Ended June 30,

Internationally, AIG’s Consumer Finance operations are (in millions) 2006 2005 2006 2005
principally conducted through AIG Consumer Finance Revenues(a):
Group (CFG). CFG operates primarily in emerging and devel- Aircraft Finance(b) $1,042 $ 891 $ 2,007 $1,718

Capital Markets(c)(d) (788) 1,975 (1,088) 2,731oping markets. CFG has operations in Hong Kong, Taiwan,
Consumer Finance(e) 939 891 1,863 1,724the Philippines, Thailand, Poland, Argentina, and Mexico.
Other 33 21 59 41While products vary by market, the businesses generally pro-
Total $1,226 $3,778 $ 2,841 $6,214

vide credit cards, unsecured and secured non-real estate
Operating income (loss)(a):

loans, term deposits, savings accounts, retail sales finance and Aircraft Finance $ 189 $ 124 $ 318 $ 311
real estate loans. Capital Markets(d) (952) 1,836 (1,422) 2,456

Consumer Finance(f) 199 238 374 459
Consumer Finance operations are exposed to loss when

Other, including
contractual payments are not received. Credit loss exposure is intercompany
managed through underwriting controls, mix of finance re- adjustments 16 16 23 33

Total $ (548) $2,214 $ (707) $3,259ceivables, collateral and collection efficiency.
(a) Includes the effect of hedging activities that do not qualify for hedge ac-

CFG monitors the quality of its finance receivable port-
counting treatment under FAS 133, including the related foreign exchange

folio through a combination of a monthly Credit Review and gains and losses. For the three and six-month periods ended June 30, 2005,
quarterly Credit Reserve Committee review when determin- the effect was $(64) million and $(49) million, respectively, in operating
ing the appropriate level of the allowance for losses. The income for Aircraft Finance. During 2006, Aircraft Finance’s derivative

gains and losses are reported as part of the Other category, and not reportedCredit Reserve Committee bases its conclusions on quantita-
in Aircraft Finance’s operating income. For the three-month periods endedtive analysis, qualitative factors, current economic conditions
June 30, 2006 and 2005, the effect was $(1.16) billion and $1.70 billion inand trends, political and regulatory implications, competi-
both revenues and operating income, respectively, for Capital Markets. Fortion, and the judgment of the committee’s members. As a
the six-month periods ended June 30, 2006 and 2005, the effect was

result of such a review and in light of industry-wide deterio- $(1.84) billion and $2.16 billion in both revenues and operating income for
rating credit conditions and tightening of overall consumer Capital Markets. These amounts result primarily from interest rate and
credit, the aggregate allowance for losses in AIG Credit Card foreign currency derivatives which are hedging available for sale securities

and borrowings.Company (Taiwan) was increased by $88 million in the first
(b) Revenues are primarily from ILFC aircraft lease rentals.quarter of 2006 to $130 million at March 31, 2006. The
(c) Revenues, shown net of interest expense, are primarily from hedged finan-remaining balance, net of write-offs during the second quar-

cial positions entered into in connection with counterparty transactionster, is approximately $96 million at June 30, 2006. This bal-
and the effect of hedging activities that do not qualify for hedge account-

ance, representing approximately 17 percent of CFG’s
ing treatment under FAS 133 described in (a) above.

outstanding credit card receivables for Taiwan, continues to (d) Certain transactions entered into by AIGFP generate tax credits and benefits
be CFG’s best estimate of the overall exposure and hence no which are included in income taxes in the consolidated statement of income.
additional increases to the allowance for losses were deemed The amount of such tax credits and benefits for the three-month periods ended

June 30, 2006 and 2005 are $8 million and $21 million, respectively. Thenecessary at June 30, 2006. The results of AIG Credit Card
amount of such tax credits and benefits for the six-month periods endedCompany (Taiwan) are shared equally by the Financial Ser-
June 30, 2006 and 2005 are $26 million and $40 million, respectively.vices and Life Insurance & Retirement Services segments.

(e) Revenues are primarily finance charges.

(f) Includes $44 million in additional allowances for losses recorded in the

first quarter of 2006 from AIG Credit Card Company (Taiwan).
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Financial Services operating income decreased in the sec- loss on AIGFP’s derivatives recognized in the second quarter
ond quarter and first six months of 2006 compared to the of 2006 was due to the effect of the weakening of the
same periods of 2005 due to the effect of hedging activities U.S. dollar primarily against the British Pound and Euro re-
that do not qualify for hedge accounting under FAS 133. The sulting in a decrease in the fair value of the foreign currency
effect of not applying hedge accounting under FAS 133 was derivatives which are hedging AIGFP’s available for sale secu-
partially offset by improved results in Capital Markets. rities. To a lesser extent, the increase in long term U.S. interest

rates had a similar effect on AIGFP’s interest rate derivatives
Quarterly  Aircraft  Finance  Results hedging its assets and liabilities. The majority of the net gain

on AIGFP’s derivatives in the second quarter of 2005 was dueILFC’s operating income increased by $65 million, or
to falling long term interest rates which increased the fair52 percent, in the second quarter of 2006 compared to the
value of AIGFP’s derivatives hedging its assets and liabilities.same period of 2005. The increase was due to a 2005 loss of
To a lesser extent, the strengthening of the U.S. dollar prima-$64 million relating to the effect of derivatives not qualifying
rily against the Euro and British Pound increased the fairfor hedge accounting treatment. In 2006, such derivative
value of the foreign currency derivatives hedging available forgains and losses are reported as part of the Other category.
sale securities.Increased lease rental revenues driven by a larger fleet size

and higher utilization of ILFC’s aircraft were almost entirely Financial market conditions in the second quarter of
offset by higher depreciation expense caused by a larger fleet, 2006 continued to be characterized by higher levels of inter-
higher interest expense resulting from the rising cost of funds est rates globally, unchanged credit spreads and equity valua-
and additional outstanding borrowings, and charges related tions that were slightly lower. The decline in Capital Markets
to bankrupt airlines. ILFC’s fleet of aircraft under operating operating income for the second quarter of 2006 was princi-
leases increased by approximately 78 planes from June 30, pally due to losses on derivatives not qualifying for hedge
2005 to June 30, 2006. accounting under FAS 133, which was partially offset by

improved transaction flow in AIGFP’s credit, commodity in-On August 4, 2006, ILFC announced a restatement of
dex and equity products.certain of its financial statements to correct its accounting for

certain derivative transactions under FAS 133. AIG’s consoli- The most significant component of Capital Markets op-
dated financial statements were unaffected by ILFC’s an- erating expenses is compensation, which was approximately
nounced restatement because these derivative transactions $129 million and $110 million in the second quarter of 2006
were eliminated in consolidation. and 2005, respectively. The amount of compensation was not

affected by gains and losses not qualifying for hedge account-
Year-to-date  Aircraft  Finance  Results

ing treatment under FAS 133.
ILFC’s operating income increased slightly in the first six

Year-to-date  Capital  Markets  Resultsmonths of 2006 compared to the same period of 2005. The
increase was due to a 2005 loss of $49 million relating to the Capital Markets’ operating income in the six month pe-
effect of derivatives not qualifying for hedge accounting treat- riod ended June 30, 2006 decreased by $3.88 billion com-
ment. In 2006, such derivative gains and losses are reported pared to the same period of 2005. Improved results, primarily
as part of the Other category. Higher lease rental revenues from increased transaction flow in AIGFP’s credit, commod-
driven by a larger fleet size and higher utilization of ILFC’s ity index and equity products, were more than offset by the
aircraft were more than offset by higher depreciation expense loss resulting from the effect of derivatives not qualifying for
caused by a larger fleet, higher interest expense resulting from hedge accounting treatment of $1.84 billion in the current
the rising cost of funds and additional outstanding borrow- period compared to a gain of $2.16 billion in the comparable
ings, charges related to bankrupt airlines and the settlement period last year, a decrease of $4.0 billion. The majority of
of a tax dispute in Australia related to the restructuring of the net loss on AIGFP’s derivatives recognized in the first six
ownership of aircraft. months of 2006 was due to the weakening in the U.S. dollar

primarily against the British Pound and Euro resulting in a
Quarterly  Capital  Markets  Results

decrease in the fair value of the foreign currency derivatives
Capital Markets’ operating income in the second quarter hedging AIGFP’s available for sale securities. To a lesser ex-

of 2006 decreased by $2.79 billion compared to the same tent, the net loss was due to the rise in long-term U.S. interest
period of 2005. Improved results, primarily from increased rates which resulted in a decrease in the fair value of its
transaction flow in AIGFP’s credit, commodity index and derivatives hedging its assets and liabilities. The majority of
equity products, were more than offset by the loss resulting the net gain on AIGFP’s derivatives in the first six months of
from the effect of derivatives not qualifying for hedge ac- 2005 was due to falling long term U.S. interest rates which
counting treatment of $1.16 billion in the current quarter increased the fair value of AIGFP’s derivatives hedging its
compared to a gain of $1.70 billion in the comparable period assets and liabilities. To a lesser extent, the strengthening of
last year, a decrease of $2.86 billion. The majority of the net the U.S. dollar primarily against the British Pound and Euro
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increased the fair value of the foreign currency derivatives Revenues from the foreign consumer finance operations
hedging available for sale securities. increased by approximately 15 percent in the second quarter

of 2006 compared to the same period in 2005. Portfolio
Financial market conditions in the first six months of

growth was the primary driver behind higher revenues in
2006 continued to be characterized by a general flattening of

2006. These revenues were offset by increasing cost of funds
interest rate yield curves across fixed income markets glob-

and higher expenses in connection with branch expansions
ally, tightening of credit spreads and equity valuations that

and new product promotions, resulting in a lower operating
were slightly higher.

income for the second quarter of 2006 compared to the same
The compensation expense of Capital Markets was ap- period in 2005.

proximately $265 million and $221 million in the first six
months of 2006 and 2005, respectively. The amount of com- Year-to-date  Consumer  Finance  Results

pensation was not affected by gains and losses not qualifying
Consumer Finance’s operating income decreased 19 per-

for hedge accounting treatment under FAS 133.
cent in the first six months of 2006 compared to the same

As a result of AIG’s early adoption of FAS 155, AIGFP period of 2005 in both the domestic and foreign operations.
elected to apply the fair value option to certain of its struc-

Domestically, the relatively low interest rate environ-
tured notes and other financial liabilities containing embed-

ment throughout 2005 contributed to a high level of mort-
ded derivatives outstanding as of January 1, 2006. The

gage refinancing activity. AGF’s average net finance
cumulative effect from the adoption of FAS 155 on these

receivables increased 11 percent in the first six months of
instruments at January 1, 2006 was a loss of approximately

2006 when compared to the same period in 2005. However,
$29 million pre-tax. The application of the fair value option

net originations and purchases of finance receivables in
to these hybrid financial instruments did not have a signifi-

AGF’s centralized real estate business segment decreased in
cant effect on AIGFP’s operating income for the second quar-

the first six months of 2006 compared to the same period in
ter or first six months of 2006.

2005 primarily caused by a less robust U.S. housing market.
The increase in AGF’s revenues that principally resulted from

Quarterly  Consumer  Finance  Results
portfolio growth was offset by higher interest expense and

Consumer Finance’s operating income decreased in the depressed whole loan sale prices resulting from a flattened
second quarter of 2006 compared to the same period of 2005 yield curve. AGF’s short-term and long-term borrowing costs
in both the domestic and foreign operations. were 4.85 percent and 4.89 percent in the first six months of

2006, respectively, compared to 3.25 percent and 4.31 per-Domestically, the relatively low interest rate environ-
cent, respectively, in the same period in 2005. Despite highment throughout 2005 contributed to a high level of mort-
energy costs, the U.S. economy continued to expand duringgage refinancing activity. AGF’s average net finance
the first six months of 2006, improving consumer credit qual-receivables increased 8 percent in the second quarter of 2006
ity. AGF’s charge-off ratio improved 30 basis points in thewhen compared to the same period in 2005. However, net
first six months of 2006 when compared to the same periodoriginations and purchases of finance receivables in AGF’s
in 2005. AGF’s delinquency ratio at June 30, 2006 improvedcentralized real estate business segment decreased in the sec-
10 basis points when compared to June 30, 2005. At June 30,ond quarter of 2006 compared to the same period in 2005
2006, AGF’s allowance ratio was 2.07 percent compared toprimarily caused by a less robust U.S. housing market. The
2.04 percent at June 30, 2005.increase in AGF’s revenues that principally resulted from

portfolio growth was offset by higher interest expense and Revenues from the foreign consumer finance operations
depressed whole loan sale prices resulting from a flattened increased by approximately 20 percent in the first six months
yield curve. Both short-term and long-term market interest of 2006 compared to the same period in 2005. Portfolio
rates continued to increase significantly over the past year. growth was the primary driver behind higher revenues.
AGF’s short-term and long-term borrowing costs were Higher revenues were offset by increases in the allowance for
5.03 percent and 5.01 percent in the second quarter of 2006, losses related to industry-wide credit deterioration in the Tai-
respectively, compared to 3.46 percent and 4.31 percent, re- wan credit card market, increasing cost of funds and higher
spectively, in the same period in 2005. Despite high energy expenses in connection with branch expansions and new
costs, the U.S. economy continued to expand during the sec- product promotions, resulting in a lower operating income
ond quarter of 2006, improving consumer credit quality as for the first six months of 2006 compared to the same period
compared to the second quarter of 2005. AGF’s charge-off in 2005.
ratio improved 23 basis points in the second quarter of 2006
when compared to the same period in 2005.
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Financial  Services  Invested  Assets

The following table is a summary of the composition of AIG’s Financial Services invested assets at June 30, 2006 and
December 31, 2005. (See also the discussions under ‘‘Operating Review: Financial Services Operations,’’ ‘‘Capital
Resources’’ and ‘‘Derivatives’’ herein.)

2006 2005
Invested Percent of Invested Percent of

(dollars in millions) Assets Total Assets Total

Fixed maturities:
Bonds available for sale, at market value $ 1,298 0.9% $ 1,307 0.9%

Equity securities:
Preferred stocks available for sale, at market value 6 – 10 –

Mortgage loans on real estate, net of allowance 70 – 71 –
Policy loans 2 – 2 –
Collateral and guaranteed loans, net of allowance 2,002 1.3 1,719 1.2
Financial services assets:

Flight equipment primarily under operating leases, net of accumulated
depreciation 39,307 25.8 36,245 24.1

Securities available for sale, at market value 38,678 25.4 37,511 24.9
Trading securities, at market value 5,165 3.4 6,499 4.3
Spot commodities 797 0.5 92 0.1
Unrealized gain on swaps, options and forward transactions 18,901 12.4 18,695 12.4
Trading assets 1,345 0.9 1,204 0.8
Securities purchased under agreements to resell, at contract value 14,085 9.2 14,519 9.7
Finance receivables, net of allowance 27,515 18.1 27,995 18.6

Securities lending collateral, at market value 64 – – –
Other invested assets 1,869 1.2 2,751 1.9
Short-term investments, at cost 1,055 0.7 1,382 0.9
Cash 284 0.2 331 0.2
Investment income due and accrued 19 – 18 –
Real estate, net of accumulated depreciation 24 – 24 –
Total $152,486 100.0% $150,375 100.0%

As previously discussed, the cash used for the purchase AIG’s Consumer Finance operations provide a wide vari-
of flight equipment is derived primarily from the proceeds of ety of consumer finance products, including real estate loans,
ILFC’s debt financings. The primary sources for the repay- credit card loans, non-real estate loans, retail sales finance
ment of this debt and the interest expense thereon are the and credit-related insurance to customers both domestically
cash flow from operations, proceeds from the sale of flight and overseas, particularly in emerging markets. These prod-
equipment and the rollover and refinancing of the prior debt. ucts are funded through a combination of deposits and vari-
During the first six months of 2006, ILFC acquired flight ous borrowings including commercial paper and medium
equipment costing $4.17 billion. (See also the discussion term notes. AIG’s Consumer Finance operations are exposed
under ‘‘Operating Review: Financial Services Operations’’ to credit risk and risk of loss resulting from adverse fluctua-
and ‘‘Capital Resources’’ herein.) tions in interest rates. Over half of the finance receivables are

real estate loans which are substantially collateralized by the
At June 30, 2006, ILFC had committed to purchase

related properties.
266 new aircraft deliverable from 2006 through 2015 at an
estimated aggregate purchase price of $18.9 billion and had With respect to credit losses, the allowance for losses is
options to purchase 13 new aircraft at an estimated aggregate maintained at a level considered adequate to absorb antici-
purchase price of $1.4 billion. As of June 30, 2006, ILFC has pated credit losses existing in that portfolio.
entered into leases for all of the new aircraft to be delivered in

Capital Markets derivative transactions are carried at
2006. ILFC will be required to find customers for any aircraft

market value or at estimated fair value when market prices
currently on order and any aircraft to be ordered, and it must

are not readily available. AIGFP reduces its economic risk
arrange financing for portions of the purchase price of such

exposure through similarly valued offsetting transactions in-
equipment. ILFC has been successful to date both in placing

cluding swaps, trading securities, options, forwards and fu-
its new aircraft on lease or under sales contract and obtaining

tures. The estimated fair values of these transactions
adequate financing, but there can be no assurance that such

represent assessments of the present value of expected future
success will continue in future environments.

cash flows. These transactions are exposed to liquidity risk if
AIGFP were required to sell or close out the transactions
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prior to maturity. AIG believes that the effect of any such Securities purchased under agreements to resell are
event would not be significant to AIG’s financial condition or treated as collateralized financing transactions. AIGFP takes
its overall liquidity. (See also the discussion under ‘‘Operating possession of or obtains a security interest in securities pur-
Review: Financial Services Operations’’ and ‘‘Derivatives’’ chased under agreements to resell.
herein.)

AIGFP owns inventories in certain commodities in which
AIGFP uses the proceeds from the issuance of notes and it trades, and may reduce the exposure to market risk through

bonds and GIAs to invest in a diversified portfolio of securi- the use of swaps, forwards, futures and option contracts.
ties, including securities available for sale, at market, and Physical commodities held in AIGFP’s wholly-owned broker
derivative transactions. The funds may also be invested in dealer subsidiary are recorded at market value. All other
securities purchased under agreements to resell. The proceeds commodities are recorded at the lower of cost or market.
from the disposal of the aforementioned securities available

Trading securities, at market value, and securities and
for sale and securities purchased under agreements to resell

spot commodities sold but not yet purchased, at market value
are used to fund the maturing GIAs or other AIGFP financ-

are marked to market daily with the unrealized gain or loss
ings, or invest in new assets. (See also the discussion under

being recognized in income at that time. These trading securi-
‘‘Capital Resources’’ herein.)

ties are purchased and sold as necessary to meet the risk
Securities available for sale is predominantly a diversified management objectives of Capital Markets operations.

portfolio of high grade fixed income securities, where the indi-
The gross unrealized gains and gross unrealized losses of

vidual securities have varying degrees of credit risk. At June 30,
Capital Markets operations included in the financial ser-

2006, the average credit rating of this portfolio was in the AA
vices assets and liabilities at June 30, 2006 were as

category or the equivalent thereto as determined through rating
follows:

agencies or internal review. AIGFP has also entered into credit
Gross Grossderivative transactions to economically hedge its credit risk as-

Unrealized Unrealizedsociated with $130 million of these securities. Securities deemed (in millions) Gains Losses
below investment grade at June 30, 2006 amounted to approxi- Securities available for sale, at market
mately $153 million in fair value representing 0.4 percent of the value $ 490 $ 198
total AIGFP securities available for sale. There have been no Unrealized gain/loss on swaps, options
significant downgrades through June 30, 2006. If its securities and forward transactions* 18,901 11,956

available for sale portfolio were to suffer significant default and * These amounts are also presented as the respective balance sheet amounts.

the collateral held declined significantly in value with no re-
The senior management of AIG defines the policies andplacement or the credit default swap counterparty failed to per-

establishes general operating parameters for Capital Marketsform, AIGFP could have a liquidity strain. AIG guarantees
operations. AIG’s senior management has established variousAIGFP’s payment obligations, including its debt obligations.
oversight committees to monitor on an ongoing basis the

AIGFP’s risk management objective is to minimize inter- various financial market, operational and credit risk attend-
est rate, currency, commodity and equity risks associated ant to the Capital Markets operations. The senior manage-
with its securities available for sale. That is, when AIGFP ment of AIGFP reports the results of its operations to and
purchases a security for its securities available for sale invest- reviews future strategies with AIG’s senior management.
ment portfolio, it simultaneously enters into an offsetting

AIG actively manages the exposures to limit potentialinternal hedge such that the payment terms of the hedging
losses, while maximizing the rewards afforded by these busi-transaction offset the payment terms of the investment secur-
ness opportunities. In doing so, AIG must continually man-ity, which achieves the economic result of converting the re-
age a variety of exposures including credit, market, liquidity,turn on the underlying security to U.S. dollar LIBOR plus or
operational and legal risks.minus a spread based on the underlying profit on each secur-

ity on the initial trade date. The market risk associated with
Asset  Management  Operationssuch internal hedges is managed on a portfolio basis, with

third-party hedging transactions executed as necessary. As AIG’s Asset Management operations comprise a wide variety
hedge accounting treatment is not achieved in accordance of investment-related services and investment products in-
with FAS 133, the unrealized gains and losses on the deriva- cluding institutional and retail asset management, broker
tive transactions with unaffiliated third parties are reflected dealer services and spread-based investment business from
in operating income, whereas the unrealized gains and losses the sale of guaranteed investment contracts, also known as
on the underlying securities resulting from changes in interest funding agreements (GICs). Such services and products are
rates, currency rates, commodity and equity prices, are re- offered to individuals and institutions both domestically and
corded in accumulated other comprehensive income. When a overseas.
security is sold, the realized gain or loss with respect to this
security is then recorded in operating income.
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come during the second quarter of 2006. The revenues andAsset  Management  Results
operating income with respect to Asset Management are

Asset Management revenues and operating income for the largely affected by the general conditions in the equity and
three and six-month periods ended June 30, 2006 and credit markets. Realized gains and performance fees are con-
2005 were as follows: tingent upon various fund closings, maturity levels and mar-

Three Months Six Months ket conditions, and by their nature, are not predictable.
Ended June 30, Ended June 30, Therefore, the effect on Asset Management’s earnings may

(in millions) 2006 2005 2006 2005
vary from period to period.

Revenues:
Guaranteed investment The GIC portfolio, historically AIG’s principal spread-

contracts $ 850 $ 903 $1,672 $1,799 based investment activity, continues to run off as anticipated.Institutional Asset
The MIP has replaced the GIC program as AIG’s principalManagement 619 178 898 497

Brokerage Services and spread-based investment activity. A significant portion of the
Mutual Funds 73 62 146 125 remaining GIC portfolio consists of floating rate obligations.

Other 79 76 144 175 AIG has entered into hedges to manage against increases inTotal $1,621 $1,219 $2,860 $2,596
short-term interest rates. AIG continues to believe these

Operating income:
hedges are economically effective even though they do notGuaranteed investment
qualify for hedge accounting under FAS 133. As a result,contracts(a) $ 242 $ 326 $ 460 $ 645

Institutional Asset continued increases in short-term interest rates will negatively
Management(b)(c) 473 108 632 269 affect operating income in the segment. Realized capital gains

Brokerage Services and
from the hedges offset the negative trend in GIC related oper-Mutual Funds 21 17 44 30
ating income. GIC revenues include income from SunOther 75 73 136 170

Total $ 811 $ 524 $1,272 $1,114 America partnerships supporting the GIC line of business and
(a) Includes the effect of hedging activities that do not qualify for hedge are significantly affected by performance in the equity mar-

accounting treatment under FAS 133, including the related foreign ex- kets. Thus, revenues, operating income and cash flow attribu-
change gains and losses. For the three and six-month periods ended table to GICs will vary among reporting periods.
June 30, 2005, the effect was $47 million and $109 million, respectively,

in operating income. During 2006, these derivative gains and losses are The decrease in GIC operating income in the second
reported as part of the Other category, and not reported in Asset Manage- quarter of 2006 compared to the same period of 2005 also
ment operating income. reflects spread compression in the existing GIC portfolio.

(b) Includes the full results of certain AIG managed private equity and real Spread compression has occurred as the base portfolio yield
estate funds that are consolidated pursuant to FIN 46(R), ‘‘Consolidation

declined primarily due to an increase in the cost of funds in
of Variable Interest Entities’’. Also includes $183 million and $37 million

the short-term floating rate portion of the GIC portfolio, onlyfor the three-month periods ended June 30, 2006 and 2005, respectively,
partially offset by increased investment income from theand $210 million and $112 million for the six-month periods ended
floating rate assets backing the portfolio.June 30, 2006 and 2005, respectively, of third-party limited partner earn-

ings offset in minority interest expense which is not a component of oper-
The MIP, a spread-based investment activity providingating income.

for the issuance of AIG debt securities, was initially launched(c) Includes the full results of certain AIG managed partnerships that are
in the Euromarkets in September 2005 through AIG’sconsolidated effective January 1, 2006 pursuant to EITF 04-5, ‘‘Determin-

ing Whether a General Partner, or the General Partners as a Group, $10 billion Euro medium term note program. Through
Controls a Limited Partnership or Similar Entity When the Limited Part- June 30, 2006, AIG has issued the equivalent of $947.1 mil-
ners Have Certain Rights’’. For the three and six-month periods ended lion under the Euro medium term note program for the MIP,
June 30, 2006, operating income includes $87 million and $156 million, and in addition, in July 2006, AIG issued the equivalent of
respectively, of third-party limited partner earnings offset in minority in-

$635.4 million under the Euro medium term note programterest expense which is not a component of operating income.
for the MIP. Also, in June 2006, AIG issued $750 million
principal amount of notes in a Rule 144A offering for theQuarterly  Asset  Management  Results
MIP. AIG also plans to issue registered debt securities for the

Asset management operating income increased 55 per- MIP in the domestic market under its universal shelf registra-
cent in the second quarter of 2006 compared to the same tion statement.
period of 2005 on revenues that grew 33 percent as increases
in Institutional Asset Management operating income were Year-to-date  Asset  Management  Results
partially offset by lower income on the GIC portfolio. Con-

Asset Management operating income increased 14 per-tinued growth in fees driven by higher levels of assets under
cent in the first six months of 2006 compared to the samemanagement were augmented by increases in realized gains
period of 2005 on revenues that increased 10 percent. Con-on sales of real estate investments, as well as performance fees
tinued growth in fees driven by increasing levels of assetsearned on various private equity and structured fixed income
under management were augmented by increases in realizedinvestments. The MIP began to show positive operating in-
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gains on sales of real estate investments as well as perform- crease in unallocated corporate expenses, reflecting expenses
ance fees earned on various private equity and structured of $29 million in the first six months of 2006 relating to
fixed income investments. The decrease in GIC operating in- certain executive departures (of which approximately
come in the first six months of 2006 compared to the same $18 million related to departures in 2005), and an overall
period of 2005 reflects the continued run-off of GIC balances increase in corporate operating expenses primarily resulting
combined with spread compression in the remaining GIC from on-going efforts to remediate material weaknesses in
portfolio. internal controls. Also reflected in operating loss in the first

six months of 2006 is an out of period adjustment totaling
At June 30, 2006 and 2005, AIG’s third party assets

$61 million with respect to the SICO Plans and a one-time
under management, including both retail mutual funds and

charge related to the Starr tender offer of $54 million, both of
institutional accounts, exceeded $66 billion and $61 billion

which were recorded in the first quarter of 2006. See also
and the aggregate GIC reserve was $48.5 billion and

Note 4 of Notes to the Consolidated Financial Statements for
$51.6 billion, respectively.

further discussion. These declines were partially offset by in-
creased equity earnings in unconsolidated subsidiaries. Real-Other  Operations
ized capital gains declined, primarily reflecting lower levels of

The operating income (loss) for Other operations for the realized gains for the parent holding company.
three and six-month periods ended June 30, 2006 and
2005 was as follows: Capital  Resources

Three Months Six Months At June 30, 2006, AIG had total consolidated shareholders’
Ended June 30, Ended June 30,Other equity of $87.71 billion and total consolidated borrowings of(in millions) 2006 2005 2006 2005

$126.1 billion. At that date, $110.8 billion of such borrow-Operating Income (Loss):
ings were either not guaranteed by AIG or were AIGFP’sEquity earnings in unconsolidated

subsidiaries $ 111 $ 36 $ 130 $ 96 matched borrowings under obligations of GIAs, liabilities
Compensation expense – SICO Plans (14) (60) (90) (67) connected to trust preferred stock, or matched notes and
Compensation expense – C.V. Starr

bonds payable.tender offer – – (54) –
Interest expense (223) (127) (406) (251)
Unallocated corporate expenses (71) (108) (261) (195) Borrowings
Realized capital gains (losses) 24 (16) 134 379

At June 30, 2006, AIG’s net borrowings were $15.32 billionOther miscellaneous, net (14) 29 (35) (17)

after reflecting amounts that were matched borrowingsTotal Other $(187) $(246) $(582) $ (55)

under AIGFP’s obligations of GIAs, matched notes and
Other operating loss amounted to $187 million and bonds payable, amounts not guaranteed by AIG and liabili-

$246 million in the three-month periods ended June 30, 2006 ties connected to trust preferred stock. The following table
and 2005, respectively, as interest expense increased, prima- summarizes borrowings outstanding at June 30, 2006 and
rily reflecting increased borrowings by the parent holding December 31, 2005:
company. This decline was partially offset by increased eq-

(in millions) 2006 2005uity earnings in unconsolidated subsidiaries. The second
AIG’s net borrowings $ 15,323 $ 10,425quarter of 2006 also reflects a decrease in unallocated corpo-
Liabilities connected to trust preferredrate expenses, primarily relating to a reduction in unallocated

stock 1,399 1,391stock compensation expense and pension expense of $39 mil-
AIG Matched Investment Program

lion, and a decrease in compensation expense with respect to Matched notes and bonds payable 1,716 –
the SICO Plans. AIGFP

GIAs 21,571 20,811Other operating loss amounted to $582 million and
Matched notes and bonds payable 28,054 24,950

$55 million in the six-month periods ended June 30, 2006 Borrowings not guaranteed by AIG 58,034 52,272
and 2005, respectively, as interest expense increased, prima-

Total $126,097 $ 109,849
rily reflecting increased borrowings by the parent holding
company. The first six months of 2006 also reflects an in-

77



American International Group, Inc. and Subsidiaries

Borrowings issued or guaranteed by AIG and those borrow- sell up to $25.1 billion of debt securities, preferred and com-
ings not guaranteed by AIG at June 30, 2006 and Decem- mon stock and other securities.
ber 31, 2005 were as follows:

On April 20, 2006, AIG sold $1.0 billion principal
(in millions) 2006 2005 amount of senior notes in a Rule 144A/Regulation S offering

bearing interest at a rate of 6.25 percent per annum andAIG borrowings:
Notes and bonds payable $ 7,474 $ 4,607 maturing in 2036, and on September 30, 2005, AIG sold
Loans and mortgages payable 2,028 814 $1.5 billion principal amount of senior notes in a
AIG Matched Investment Program Rule 144A/Regulation S offering, $500 million of which bear

Matched notes and bonds interest at a rate of 4.7 percent per annum and mature in
payable 1,716 –

2010 and $1.0 billion of which bear interest at a rate ofTotal 11,218 5,421
5.05 percent per annum and mature in 2015. The proceedsBorrowings guaranteed by AIG:
from these offerings were used by AIG for general corporateAIGFP

GIAs 21,571 20,811 purposes. In July 2006, AIG commenced exchange offers for
Notes and bonds payable 23,196 26,463 these notes pursuant to which AIG will issue in exchange
Hybrid financial instrument substantially identical notes that are registered under the Se-

liabilities 6,652 — curities Act.
Total 51,419 47,274

On June 16, 2006, AIG sold $750 million principalAIG Funding, Inc. commercial paper 3,230 2,694
amount of senior, floating rate notes in a Rule 144A offeringAGC Notes and bonds payable 797 797
that matures in 2009. The proceeds of this offering were usedLiabilities connected to trust preferred
to fund the MIP.stock 1,399 1,391

Total borrowings issued or guaranteed AIG has a Euro medium term note program under which
by AIG 68,063 57,577

an aggregate nominal amount of up to $10.0 billion of notesBorrowings not guaranteed by AIG:
may be outstanding at any one time. The program providesILFC
that additional notes may be issued to replace matured orCommercial paper 3,950 2,615

Notes and bonds payable* 25,490 23,715 redeemed notes. AIG completed its first offerings under the
Total 29,440 26,330 program in April 2006, and, as of June 30, 2006, the

AGF equivalent of $2.8 billion principal amount of notes were
Commercial paper 4,670 3,423 outstanding under the program, of which the proceeds from
Notes and bonds payable 18,778 18,719

$1.0 billion of notes were used to fund the matched invest-
Total 23,448 22,142

ment program. The aggregate amount outstanding includesCommercial paper:
$85 million resulting from foreign exchange translation intoAIG Credit Card Company (Taiwan) 334 476
U.S. dollars, of which $67 million relates to notes issued byAIG Finance (Taiwan) Limited 3 –

Total 337 476 AIG for general corporate purposes and $18 million relates to
Loans and mortgages payable: notes issued to fund the MIP. AIG has hedged the currency

AIGCFG 1,011 864 exposure arising from foreign currency denominated notes by
AIG Finance (Hong Kong) Limited 204 183 economically hedging that exposure, although such hedges
Total 1,215 1,047

do not qualify for hedge accounting treatment underOther Subsidiaries 960 927
FAS 133. In addition, in July 2006, AIG sold the equivalent ofVariable Interest Entity debt:
$635.4 million under the program, the proceeds of whichA.I. Credit 876 –

AIG Global Investment Group 54 140 were used to fund the MIP.
AIG Global Real Estate Investment 1,518 977

In March 2006, AIG borrowed a total of $1.3 billion onAIG SunAmerica 186 233
an unsecured basis pursuant to loan agreements with third-Total 2,634 1,350

Total borrowings not guaranteed by party banks, $500 million of which matures in February
AIG 58,034 52,272 2007 but can be extended by AIG for an additional seven-

Total Debt $126,097 $109,849 month period and $800 million of which matures in March
* Includes borrowings under Export Credit Facility of $2.8 billion and 2007. In September 2005, AIG borrowed a total of $600 mil-

$2.6 billion, at June 30, 2006 and December 31, 2005, respectively. lion on an unsecured basis pursuant to loan agreements with
third-party banks, $500 million of which matures in AugustAIG intends to continue its customary practice of issuing
2006 but can be extended by AIG for an additional seven-debt securities from time to time to meet its financing needs
month period and $100 million of which matures in Septem-and those of certain of its subsidiaries for general corporate
ber 2006.purposes, as well as for a matched investment program. In

July 2006, AIG filed and had declared effective a post-effec- AIGFP uses the proceeds from the issuance of notes and
tive amendment to its universal shelf registration statement to bonds and GIA borrowings to invest in a diversified portfolio
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of securities and derivative transactions. The borrowings may of credit. The credit facility expires in November 2006 but
also be temporarily invested in securities purchased under allows for the issuance of letters of credit with terms of up to
agreements to resell. AIG guarantees the obligations of ten years and provides for the conversion by AIG of any
AIGFP under AIGFP’s structured notes and bonds and GIA outstanding loans at expiration into one-year term loans. The
borrowings. Certain of AIGFP’s notes contain embedded de- facility can be used for general corporate purposes, including
rivatives that are required to be accounted for separately providing backup for AIG’s commercial paper programs ad-
under FAS 133. Upon AIG’s early adoption of FAS 155, ministered by AIG Funding and obtaining letters of credit to
AIGFP has elected the fair value option for these instruments. secure obligations under insurance and reinsurance transac-
Those notes that are accounted for using the fair value option tions. There are currently no loans outstanding under the
are reported separately under hybrid financial instrument lia- facility, nor were any loans outstanding as of June 30, 2006.
bilities. (See also the discussions under ‘‘Operating Review: As of such dates, $669 million was available to be drawn
Financial Services Operations,’’ ‘‘Liquidity’’ and ‘‘Deriva- under the facility, with the remainder having been drawn in
tives’’ herein.) the form of letters of credit.

AIG is also a party to an unsecured 364-day inter-com-On June 16, 2006, AIGFP sold an aggregate of $2.0 bil-
pany revolving credit facility provided by certain of its sub-lion principal amount of senior, floating rate notes in
sidiaries aggregating $2 billion that expires in October ofRule 144A offerings, of which $1.0 billion matures in 2007
2006. The facility allows for the conversion of any outstand-and $1.0 billion matures in 2008. AIGFP has a Euro Medium
ing loans at expiration into one-year term loans. The facilityTerm Note Program under which an aggregate nominal
can be used for general corporate purposes and also to pro-amount of up to $10.0 billion of notes may be outstanding at
vide backup for AIG’s commercial paper programs. AIG ex-any one time. The Program provides that additional notes
pects to replace or extend this credit facility on or prior to itsmay be issued to replace matured or redeemed notes. As of
expiration. There are currently no borrowings outstandingJune 30, 2006, $10.09 billion of notes had been issued under
under the inter-company facility, nor were any borrowingsthe program, $4.66 billion of which were outstanding includ-
outstanding as of June 30, 2006.ing $310 million resulting from foreign exchange translation

into U.S. dollars. Notes issued under this program are in- ILFC fulfills its short term cash requirements through the
cluded in Notes and Bonds Payable in the preceding table of issuance of commercial paper. The issuance of commercial
borrowings. paper is subject to the approval of ILFC’s Board of Directors

and is not guaranteed by AIG. ILFC is a party to unsecuredAIG Funding, Inc. (AIG Funding), through the issuance
syndicated revolving credit facilities aggregating $6.0 billionof commercial paper, helps fulfill the short-term cash require-
at June 30, 2006. The facilities can be used for general corpo-ments of AIG and its subsidiaries. AIG Funding intends to
rate purposes and also to provide backup for ILFC’s commer-continue to meet AIG’s funding requirements through the
cial paper program. They consist of $2.0 billion in a 364-dayissuance of commercial paper guaranteed by AIG. The issu-
revolving credit facility that expires in October 2006, with aance of AIG Funding’s commercial paper is subject to the
one-year term out option, $2.0 billion in a five-year revolvingapproval of AIG’s Board of Directors.
credit facility that expires in October 2009 and $2.0 billion in

AIG and AIG Funding are parties to unsecured syndi-
a five-year revolving credit facility that expires in October

cated revolving credit facilities, which as of June 30, 2006,
2010. ILFC expects to replace or extend these credit facilities

aggregated to $2.75 billion, consisting of $1.375 billion in a
on or prior to their expiration. There are currently no bor-

364-day revolving credit facility and $1.375 billion in a five-
rowings under these facilities, nor were any borrowings out-

year revolving credit facility. In July 2006, these credit facili-
standing as of June 30, 2006.

ties were renewed and increased to an aggregate of $3.25 bil-
At June 30, 2006, ILFC had increased the aggregatelion, consisting of $1.625 billion in the 364-day facility that

principal amount outstanding of its medium term and long-expires in July of 2007 and $1.625 billion in the five-year
term notes. The foreign exchange adjustment for the foreignfacility that expires in July of 2011. The 364-day facility
currency denominated debt was $570 million at June 30,allows for the conversion by AIG of any outstanding loans at
2006 and $197 million at December 31, 2005. ILFC hadexpiration into one-year term loans. The facilities can be used
$13.13 billion of debt securities registered for public sale atfor general corporate purposes and also to provide backup
June 30, 2006. As of June 30, 2006, $11.58 billion of debtfor AIG’s commercial paper programs administered by AIG
securities were issued. In addition, ILFC has a Euro MediumFunding. AIG expects to replace or extend these credit facili-
Term Note Program for $7.0 billion, under which $4.28 bil-ties on or prior to their expiration. There are currently no
lion in notes were sold through June 30, 2006. ILFC hasborrowings outstanding under these facilities, nor were any
substantially eliminated the currency exposure arising fromborrowings outstanding as of June 30, 2006.
foreign currency denominated notes by economically hedging

In November 2005, AIG and AIG Funding entered into a
the portion of the note exposure not already offset by Euro

364-day revolving credit facility for an aggregate amount of
denominated operating lease payments, although such hedges

$3 billion, which can be drawn in the form of loans or letters
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do not qualify for hedge accounting treatment under year constant maturity treasury and (iii) 30-year constant
FAS 133. Notes issued under the Euro Medium Term Note maturity treasury.
program are included in Notes and Bonds Payable in the

The proceeds of ILFC’s debt financing are primarily used
preceding table of borrowings.

to purchase flight equipment, including progress payments
ILFC had a $4.3 billion Export Credit Facility for use in during the construction phase. The primary sources for the

connection with the purchase of approximately 75 aircraft repayment of this debt and the interest expense thereon are
delivered through 2001. This facility was guaranteed by vari- the cash flow from operations, proceeds from the sale of
ous European Export Credit Agencies. The interest rate varies flight equipment and the rollover and refinancing of the prior
from 5.75 percent to 5.90 percent on these amortizing ten- debt. AIG does not guarantee the debt obligations of ILFC.
year borrowings depending on the delivery date of the air- (See also the discussions under ‘‘Operating Review: Financial
craft. At June 30, 2006, ILFC had $1.1 billion outstanding Services Operations’’ and ‘‘Liquidity’’ herein.)
under this facility. The debt is collateralized by a pledge of the

AGF fulfills its short term cash requirements through theshares of a subsidiary of ILFC, which holds title to the air-
issuance of commercial paper. The issuance of commercialcraft financed under the facility.
paper is subject to the approval of AGF’s Board of Directors

In May 2004, ILFC entered into a similarly structured
and is not guaranteed by AIG. AGF is a party to unsecured

Export Credit Facility for up to a maximum of $2.64 billion
syndicated revolving committed credit facilities aggregating

for Airbus aircraft to be delivered through May 31, 2005.
$4.25 billion, including a $2.125 billion 364-day revolving

The facility has since been extended to include aircraft to be
credit facility that expires in July of 2007 and a $2.125 billion

delivered through May 31, 2006. The facility was subse-
five-year revolving credit facility that expires in July of 2010.

quently increased to $3.64 billion and extended to include
The 364-day facility allows for the conversion by AGF of any

aircraft to be delivered through May 31, 2007. The facility
outstanding loans at expiration into a one-year term loan.

becomes available as the various European Export Credit
The facilities can be used for general corporate purposes and

Agencies provide their guarantees for aircraft based on a six-
also to provide backup for AGF’s commercial paper pro-

month forward-looking calendar, and the interest rate is de-
grams. AGF expects to replace or extend these credit facilities

termined through a bid process. At June 30, 2006, ILFC had
on or prior to their expiration. There are currently no bor-

$1.7 billion outstanding under this facility. Borrowings with
rowings under these AGF facilities, nor were any borrowings

respect to these facilities are included in Notes and Bonds
outstanding as of June 30, 2006.

Payable in the preceding table of borrowings.
During 2005, AGF issued $5.44 billion of fixed rate and

In August 2004, ILFC received a commitment for an Ex-
variable rate medium term notes ranging in maturities from

Im Bank comprehensive guarantee in the amount of
two to ten years. As of June 30, 2006, notes aggregating

$1.68 billion to support the financing of up to 30 new Boeing
$17.23 billion were outstanding with maturity dates ranging

aircraft. The initial delivery period from September 1, 2004
from 2006 to 2015 at interest rates ranging from 1.90 percent

through August 31, 2005 has been extended by ILFC to
to 7.50 percent. To the extent deemed appropriate, AGF may

August 31, 2006. ILFC did not have any borrowings out-
enter into swap transactions to manage its effective borrow-

standing under this facility at June 30, 2006. From time to
ing with respect to these notes.

time, ILFC enters into various bank financings. As of June 30,
AGF’s other funding sources include private placement2006 the total funded amount was $1.5 billion. The financ-

debt, retail note issuances, securitizations of finance receiv-ings mature through 2011. One tranche of one of the loans
ables that AGF accounts for as on-balance-sheet securedtotaling $410 million was funded in Japanese yen and
financings and bank financings. In addition, AGF has becomeswapped to U.S. dollars.
an established issuer of long-term debt in the international

In December of 2005, ILFC entered into two tranches of
capital markets.

junior subordinated debentures totaling $1.0 billion. Both
In addition to debt refinancing activities, proceeds frommature on December 21, 2065, but each tranche has a differ-

the collection of finance receivables will be used to pay theent call option. The $600 million tranche has a call date of
principal and interest with respect to AGF’s debt. AIG doesDecember 21, 2010 and the $400 million tranche has a call
not guarantee any of the debt obligations of AGF. See also thedate of December 21, 2015. The debenture with the 2010 call
discussion under ‘‘Operating Review — Financial Servicesdate has a fixed interest rate of 5.90 percent for the first five
Operations’’ and ‘‘Liquidity’’ herein.years. The debenture with the 2015 call date has a fixed

interest rate of 6.25 percent for the first ten years. Both AIG Credit Card Company (Taiwan) and AIG Finance
tranches have interest rate adjustments if the call option is not (Taiwan) Limited, both consumer finance subsidiaries in Tai-
exercised. If the call option is not exercised, the new interest wan, have issued commercial paper for the funding of their
rate will be a floating quarterly reset rate based on the initial own operations. AIG did not guarantee the commercial paper
credit spread plus the highest of (i) 3 month LIBOR, (ii) 10- issued by either of these subsidiaries.
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Contractual  Obligations  and Other  Commercial  Commitments

The maturity schedule of AIG’s contractual obligations at June 30, 2006 was as follows:
(in millions)

Payments due by Period
Less One Four
Than Through Through

Total One Three Five After Five
Payments Year Years Years Years

Borrowings(a) $111,276 $31,851 $ 24,258 $20,278 $ 34,889
Loss reserves(b) 78,966 21,716 24,084 11,450 21,716
Insurance and investment contract liabilities(c) 627,747 22,049 49,972 46,068 509,658
Aircraft purchase commitments 18,876 1,601 10,143 4,148 2,984
Total $836,865 $77,217 $108,457 $81,944 $569,247

(a) Excludes commercial paper and obligations included as debt pursuant to FIN 46(R) and includes hybrid financial instrument liabilities recorded at fair value.

(b) Represents future loss and loss adjustment expense payments estimated based on historical loss development payment patterns.

(c) Insurance and investment contract liabilities include various investment-type products with contractually scheduled maturities including periodic payments

of a term certain nature and guaranteed maturities under guaranteed investment contracts. Insurance and investment contract liabilities also include benefit

and claim liabilities, of which a significant portion represents policies and contracts that do not have stated contractual maturity dates and may not result in

any future payment obligations. For these policies and contracts (i) AIG is currently not making payments until the occurrence of an insurable event, such as

death or disability, (ii) payments are conditional on survivorship, or (iii) the occurrence of a payment due to a surrender or other non-scheduled event out of

AIG’s control. AIG has made significant assumptions to determine the estimated undiscounted cash flows of these contractual policy benefits which include

mortality, morbidity, future lapse rates, expenses, investment returns and interest crediting rates, offset by expected future deposits and premium on in-force

policies. Due to the significance of the assumptions used, the amounts presented could be materially different from actual required payments. The amounts

presented in this table are undiscounted and therefore exceed the future policy benefits and policyholder contract deposits included in the balance sheet.

The maturity schedule of AIG’s other commercial commitments by segment at June 30, 2006 was as follows:
(in millions)

Amount of Commitment Expiration
Less One Four

Total Than Through Through After
Amounts One Three Five Five

Committed Year Years Years Years

Letters of credit:
Life Insurance & Retirement Services $ 185 $ 37 $ 24 $ – $ 124
DBG 184 184 – – –

Standby letters of credit:
Capital Markets 1,750 511 75 39 1,125

Guarantees:
Life Insurance & Retirement Services(a) 3,537 109 398 – 3,030
Aircraft Finance 127 2 45 – 80
Asset Management 285 56 59 – 170
Parent Company(b) 533 421 1 111 –

Other commercial commitments(c):
Capital Markets(d) 15,007 4,528 2,460 1,764 6,255
Aircraft Finance(e) 1,752 – – 868 884
Life Insurance & Retirement Services(f) 4,469 1,187 1,394 993 895
Asset Management 632 412 148 57 15
Life Settlement 253 – 253 – –
DBG(g) 913 – – – 913
Parent Company 194 53 108 33 –

Total $ 29,821 $ 7,500 $ 4,965 $ 3,865 $13,491

(a) Primarily AIG SunAmerica construction guarantees connected to affordable housing investments.

(b) Represents reimbursement obligations under letters of credit issued by commercial banks.

(c) Excludes commitments with respect to pension plans. The annual pension contribution for 2006 is expected to be approximately $70 million for U.S. and

non-U.S. Plans.

(d) Primarily liquidity facilities provided in connection with certain municipal swap transactions and collateralized bond obligations.

(e) Primarily in connection with options to acquire aircraft.

(f) Primarily AIG SunAmerica commitments to invest in partnerships.

(g) Primarily commitments to invest in limited partnerships.
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‘‘Rating triggers’’ have been defined by one independent time to raise additional funds through the issuance of addi-
rating agency to include clauses or agreements the outcome of tional securities.
which depends upon the level of ratings maintained by one or

Stock  Purchasemore rating agencies. Rating triggers generally relate to
events which (i) could result in the termination or limitation During 2006, AIG did not purchase any shares of its common
of credit availability, or require accelerated repayment, stock under its existing share repurchase authorization. AIG
(ii) could result in the termination of business contracts or from time to time may buy shares of its common stock in the
(iii) could require a company to post collateral for the benefit open market for general corporate purposes, including to
of counterparties. satisfy its obligations under various employee benefit plans.

At June 30, 2006, an additional 36,542,700 shares could beAIG believes that any of its or its subsidiaries’ contrac-
purchased under the then current authorization by AIG’stual obligations that are subject to ‘‘ratings triggers’’ or finan-
Board of Directors.cial covenants relating to ‘‘ratings triggers’’ would not have a

material adverse effect on its financial condition or liquidity.
Dividends  from Insurance  Subsidiaries

As a result of the downgrades of AIG’s long-term senior
Payments of dividends to AIG by its insurance subsidiaries aredebt ratings, AIG was required to post approximately $1.16 bil-
subject to certain restrictions imposed by regulatory authorities.lion of collateral with counterparties to municipal guaranteed
With respect to AIG’s domestic insurance subsidiaries, the pay-investment agreements and financial derivatives transactions. In
ment of any dividend requires formal notice to the insurancethe event of a further downgrade, AIG will be required to post
department in which the particular insurance subsidiary is dom-additional collateral. It is estimated that, as of the close of busi-
iciled. Under the laws of many states, an insurer may pay aness on July 31, 2006 based on AIG’s outstanding municipal
dividend without prior approval of the insurance regulatorguaranteed investment agreements and financial derivatives
when the amount of the dividend is below certain regulatorytransactions as of such date, a further downgrade of AIG’s long-
thresholds. To enhance their current capital positions, dividendsterm senior debt ratings to ‘Aa3’ by Moody’s or ‘AA–’ by S&P
from the DBG companies were suspended in the fourth quarterwould permit counterparties to call for approximately
of 2005, and AIG has taken various other actions. See ‘‘Regula-$873 million of additional collateral. Further, additional down-
tion and Supervision’’ below. Furthermore, AIG cannot predictgrades could result in requirements for substantial additional
how recent regulatory investigations may affect the ability of itscollateral, which could have a material effect on how AIG man-
regulated subsidiaries to pay dividends.ages its liquidity. The actual amount of additional collateral that

AIG would be required to post to counterparties in the event of With respect to AIG’s foreign insurance subsidiaries, the
such downgrades depends on market conditions, the market most significant insurance regulatory jurisdictions include
value of the outstanding affected transactions and other factors Bermuda, Japan, Hong Kong, Taiwan, the United Kingdom,
prevailing at the time of the downgrade. Any additional obliga- Thailand and Singapore.
tions to post collateral will increase the demand on AIG’s

AIG cannot predict whether the regulatory investiga-liquidity.
tions currently underway or future regulatory issues will im-
pair AIG’s financial condition, results of operations orShareholders’  Equity
liquidity. To AIG’s knowledge, no AIG company is currently

AIG’s consolidated shareholders’ equity increased $1.39 bil- on any regulatory or similar ‘‘watch list’’ with regard to sol-
lion during the first six months of 2006. Retained earnings vency. (See also the discussion under ‘‘Liquidity’’ herein.)
increased $5.86 billion, resulting from net income of
$6.39 billion and $308 million reflecting the cumulative ef- Regulation  and Supervision
fect of accounting changes less dividends of $831 million.

AIG’s insurance subsidiaries, in common with other insurers,Unrealized appreciation of investments, net of taxes, de-
are subject to regulation and supervision by the states andcreased $5.49 billion and the cumulative translation adjust-
jurisdictions in which they do business. In the U.S. the Na-ment loss, net of taxes, decreased $721 million. During the
tional Association of Insurance Commissioners (NAIC) hasfirst six months of 2006 there was a gain of $5 million, net of
developed Risk-Based Capital (RBC) requirements. RBC re-taxes, relating to derivative contracts designated as cash flow
lates an individual insurance company’s statutory surplus tohedging instruments. (See also the discussion under ‘‘Operat-
the risk inherent in its overall operations.ing Review’’ and ‘‘Liquidity’’ herein and the Consolidated

Statement of Comprehensive Income.) AIG’s insurance subsidiaries file financial statements
prepared in accordance with statutory accounting practicesAIG has in the past reinvested most of its unrestricted
prescribed or permitted by domestic and foreign insuranceearnings in its operations and believes such continued rein-
regulatory authorities. The principal differences between stat-vestment in the future will be adequate to meet any foresee-
utory financial statements and financial statements preparedable capital needs. However, AIG may choose from time to
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in accordance with U.S. GAAP for domestic companies are AIG’s U.S. operations are negatively affected under guar-
that statutory financial statements do not reflect deferred pol- antee fund assessment laws which exist in most states. As a
icy acquisition costs, some bond portfolios may be carried at result of operating in a state which has guarantee fund assess-
amortized cost, assets and liabilities are presented net of rein- ment laws, a solvent insurance company may be assessed for
surance, policyholder liabilities are valued using more con- certain obligations arising from the insolvencies of other in-
servative assumptions and certain assets are non-admitted. surance companies which operated in that state. AIG gener-

ally records these assessments upon notice. Additionally,
In connection with the filing of the 2005 statutory finan-

certain states permit at least a portion of the assessed amount
cial statements for AIG’s domestic General Insurance compa-

to be used as a credit against a company’s future premium tax
nies, AIG agreed with the relevant state insurance regulators

liabilities. Therefore, the ultimate net assessment cannot rea-
on the statutory accounting treatment of various items. The

sonably be estimated. The guarantee fund assessments net of
regulatory authorities have also permitted certain of the do-

credits for the first six months of 2006 were $17 million.
mestic and foreign insurance subsidiaries to support the car-
rying value of their investments in certain non-insurance and AIG is also required to participate in various involuntary
foreign insurance subsidiaries by utilizing the AIG audited pools (principally workers compensation business) which
consolidated financial statements to satisfy the requirement provide insurance coverage for those not able to obtain such
that the U.S. GAAP-basis equity of such entities be audited. In coverage in the voluntary markets. This participation is also
addition, the regulatory authorities have permitted the do- recorded upon notification, as these amounts cannot reasona-
mestic General Insurance companies to utilize audited finan- bly be estimated.
cial statements prepared on a basis of accounting other than

A substantial portion of AIG’s General Insurance busi-
U.S. GAAP to value investments in joint ventures, limited

ness and a majority of its Life Insurance & Retirement Ser-
partnerships and hedge funds. These permitted practices did

vices business are conducted in foreign countries. The degree
not affect the domestic General Insurance companies’ compli-

of regulation and supervision in foreign jurisdictions varies.
ance with minimum regulatory capital requirements.

Generally, AIG, as well as the underwriting companies oper-
Statutory capital of each company continued to exceed ating in such jurisdictions, must satisfy local regulatory re-

minimum company action level requirements following the quirements. Licenses issued by foreign authorities to AIG
adjustments, but AIG nonetheless contributed an additional subsidiaries are subject to modification and revocation. Thus,
$750 million of capital into American Home effective Sep- AIG’s insurance subsidiaries could be prevented from con-
tember 30, 2005 and contributed a further $2.25 billion of ducting future business in certain of the jurisdictions where
capital in February 2006 for a total of approximately $3 bil- they currently operate. AIG’s international operations in-
lion of capital into Domestic General Insurance subsidiaries clude operations in various developing nations. Both current
effective December 31, 2005. To enhance their current capital and future foreign operations could be adversely affected by
positions, dividends from the DBG companies were sus- unfavorable political developments up to and including na-
pended in the fourth quarter of 2005. AIG believes it has the tionalization of AIG’s operations without compensation. Ad-
capital resources and liquidity to fund any necessary statu- verse effects resulting from any one country may affect AIG’s
tory capital contributions. AIG will review the capital posi- results of operations, liquidity and financial condition de-
tion of its insurance company subsidiaries with various rating pending on the magnitude of the event and AIG’s net finan-
agencies and regulators to determine if additional capital con- cial exposure at that time in that country.
tributions or other actions are warranted.

Foreign operations are individually subject to local sol-
As discussed above, various regulators have commenced vency margin requirements that require maintenance of ade-

investigations into certain insurance business practices. In ad- quate capitalization, which AIG complies with by country. In
dition, the OTS and other regulators routinely conduct exam- addition, certain foreign locations, notably Japan, have estab-
inations of AIG and its subsidiaries, including AIG’s lished regulations that can result in guarantee fund assess-
consumer finance operations. AIG cannot predict the ulti- ments. These have not had a material effect on AIG’s
mate effect that these investigations and examinations, or any financial condition or results of operations.
additional regulation arising therefrom, might have on its
business. Federal, state or local legislation may affect AIG’s Liquidity
ability to operate and expand its various financial services

AIG’s liquidity is primarily derived from the operating cashbusinesses, and changes in the current laws, regulations or
flows of its General and Life Insurance & Retirement Servicesinterpretations thereof may have a material adverse effect on
operations. Management believes that AIG’s liquid assets, itsthese businesses. See ‘‘Risk Factors — Regulatory Investiga-
net cash provided by operations, and access to the capitaltions’’ in Item 1A. of Part I of AIG’s 2005 Annual Report on
markets will enable it to meet any anticipated cashForm 10-K for a further discussion of the effect these investi-
requirements.gations may have on AIG’s businesses.
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At June 30, 2006, AIG’s consolidated invested assets tential events causing such a liquidity strain could be the
included $23.33 billion of cash and short-term investments. result of economic collapse of a nation or region in which Life
Consolidated net cash provided by operating activities in the Insurance & Retirement Services operations exist, nationali-
first six months of 2006 amounted to $7.0 billion. zation, terrorist acts, or other such economic or political up-

heaval. In addition, a significant rise in interest rates leading
During the second quarter of 2006, AIG began present-

to a significant increase in policyholder surrenders could also
ing cash flows related to the origination and sale of finance

create a liquidity strain. (See also the discussions under ‘‘Op-
receivables held for sale as cash flows within operating activi-

erating Review: Life Insurance & Retirement Services Opera-
ties in the Consolidated Statement of Cash Flows. Previously

tions’’ herein.)
these amounts were presented as cash flows within investing
activities. In addition, certain intercompany transactions in- In addition to the combined insurance pretax operating
cluded in Finance receivables held for sale — originations and cash flow, AIG’s insurance operations held $12.99 billion in
purchases and Finance receivable principal payments received cash and short-term investments at June 30, 2006. Operating
in the Consolidated Statement of Cash Flows were not elimi- cash flow and the cash and short-term balances held provided
nated in 2005. After evaluating the effect of these items dur- AIG’s insurance operations with a significant amount of li-
ing the second quarter of 2006, AIG has revised the 2005 quidity. AIG subsidiaries have also issued debt securities to
presentation to conform to the 2006 presentation. See meet capital needs. In December 2005, Transatlantic issued
Note 11 of Notes to the Consolidated Financial Statements. $750 million of debt securities in a public offering, of which

$450 million were purchased by other AIG subsidiaries.
The liquidity of the combined insurance operations is

Transatlantic contributed the proceeds of the offering to a
derived both domestically and abroad. The combined insur-

reinsurance company subsidiary.
ance operating cash flow is derived from two sources, under-
writing operations and investment operations. Cash flow This liquidity is available, among other things, to
includes periodic premium collections, including policyhold- purchase predominately high quality and diversified fixed in-
ers’ contract deposits, cash flows from investment operations come securities and, to a lesser extent, marketable equity
and paid loss recoveries less reinsurance premiums, losses, securities, and to provide mortgage loans on real estate, pol-
benefits, and acquisition and operating expenses. Generally, icy loans and collateral loans. This cash flow coupled with
there is a time lag from when premiums are collected and, proceeds of approximately $65 billion from the maturities,
when as a result of the occurrence of events specified in the sales and redemptions of fixed income securities and from the
policy, the losses and benefits are paid. Investment income sale of equity securities was used to purchase approximately
cash flow is primarily derived from interest and dividends $81 billion of fixed income securities and marketable equity
received and includes realized capital gains net of realized securities during the first six months of 2006.
capital losses. (See also the discussions under ‘‘Operating Re-

AIG’s major Financial Services operating subsidiaries
view: General Insurance Operations’’ and ‘‘Life Insurance &

consist of AIGFP, ILFC, AGF and AIGCFG. Sources of funds
Retirement Services Operations’’ herein.)

considered in meeting the liquidity needs of AIGFP’s opera-
With respect to General Insurance operations, if paid tions include guaranteed investment agreements, issuance of

losses accelerated beyond AIG’s ability to fund such paid long-term and short-term debt, proceeds from maturities and
losses from current operating cash flows, AIG might need to sales of securities available for sale, securities sold under re-
liquidate a portion of its General Insurance investment port- purchase agreements, and securities and spot commodities
folio and/or arrange for financing. Potential events causing sold but not yet purchased. ILFC, AGF and AIGCFG all
such a liquidity strain could be the result of several significant utilize the commercial paper markets, retail and wholesale
catastrophic events occurring in a relatively short period of deposits, bank loans and bank credit facilities as sources of
time. Additional strain on liquidity could occur if the invest- liquidity. ILFC and AGF also fund in the domestic and inter-
ments sold to fund such paid losses were sold into a depressed national capital markets without reliance on any guarantee
market place and/or reinsurance recoverable on such paid from AIG. An additional source of liquidity for ILFC is the
losses became uncollectible or collateral supporting such rein- use of export credit facilities. AIGCFG also uses wholesale
surance recoverable significantly decreased in value. (See also and retail bank deposits as sources of funds. On occasion,
the discussions under ‘‘Operating Review: General Insurance AIG has provided equity capital to ILFC, AGF and AIGCFG
Operations’’ herein.) and provides intercompany loans to AIGCFG. An AIG sub-

sidiary purchased additional shares of ILFC in the amount of
With respect to Life Insurance & Retirement Services

$400 million during the third quarter of 2005. Cash flow
operations, if a substantial portion of the Life Insurance &

provided from operations is a major source of liquidity for
Retirement Services operations bond portfolio diminished

AIG’s primary Financial Services operating subsidiaries.
significantly in value and/or defaulted, AIG might need to
liquidate other portions of its Life Insurance & Retirement AIG, the parent company, funds its short-term working
Services investment portfolio and/or arrange financing. Po- capital needs through commercial paper issued by AIG Fund-
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ing. As of June 30, 2006, AIG Funding had $3.23 billion of solidated Financial Statements. Also, for additional
commercial paper outstanding with an average maturity of disclosure regarding AIG’s commercial commitments (includ-
28 days. As additional liquidity, AIG parent has a $2 billion ing guarantors), see ‘‘Contractual Obligations and Other
inter-company revolving credit facility provided by certain of Commercial Commitments’’ herein.
its subsidiaries, a $1.625 billion 364-day revolving bank

Derivativescredit facility that expires in July 2007, a $1.625 billion five
year revolving bank credit facility that expires in July 2011 Derivatives are financial instruments among two or more
and a $3 billion 364-day revolving credit facility that expires parties with returns linked to or ‘‘derived’’ from some under-
in November 2006, of which $669 million is currently availa- lying equity, debt, commodity or other asset, liability, or in-
ble as back-up liquidity. AIG parent’s primary sources of cash dex. Derivatives payments may be based on interest rates and
flow are dividends and loans from its subsidiaries. AIG par- exchange rates and/or prices of certain securities, commodi-
ent’s primary uses of cash flow are for debt service, capital ties, financial or commodity indices, or other variables. The
contributions to subsidiaries and the payment of dividends to more significant types of derivative arrangements in which
shareholders. As of June 30, 2006, including debt obligations AIG transacts are swaps, forwards, futures and options. In
of AGC that are guaranteed by AIG, remaining debt and loan the normal course of business, with the agreement of the
maturities due in 2006 are $600 million and $0 for the third original counterparty, these contracts may be terminated
and fourth quarters, respectively. According to the terms of early or assigned to another counterparty.
the Zero Coupon Convertible Senior Debentures issued by

The overwhelming majority of AIG’s derivatives activi-AIG on November 9, 2001, holders can require AIG to repur-
ties are conducted by the Capital Markets operations, thuschase the debentures once every five years beginning on No-
permitting AIG to participate in the derivatives dealer marketvember 9, 2006. Assuming that all of the outstanding
acting primarily as principal. In these derivative operations,debentures are required to be repurchased by AIG on Novem-
AIG structures transactions that generally allow itsber 9, 2006, the aggregate repurchase price payable by AIG
counterparties to obtain or hedge exposure to changes inon that date will be approximately $1.10 billion. See also
interest and foreign currency exchange rates, credit events,Note 9 of Notes to Consolidated Financial Statements in
securities’ prices and certain commodities and financial orAIG’s 2005 Annual Report on Form 10-K/A for additional
commodity indices. AIG’s customers – such as corporations,information on debt maturities for AIG and its subsidiaries. 
financial institutions, multinational organizations, sovereign
entities, government agencies and municipalities – use deriva-Special  Purpose Vehicles and Off Balance
tives to hedge their own market exposures. For example, aSheet Arrangements
futures, forward or option contract can be used to protect the

AIG uses special purpose vehicles (SPVs) and off balance customers’ assets or liabilities against price fluctuations.
sheet arrangements in the ordinary course of business. As a

A counterparty may default on any obligation to AIG,result of recent changes in accounting, a number of SPVs and
including a derivative contract. Credit risk is a consequenceoff balance sheet arrangements have been reflected in AIG’s
of extending credit and/or carrying trading and investmentconsolidated financial statements. In January 2003, FASB is-
positions. Credit risk exists for a derivative contract whensued Interpretation No. 46, ‘‘Consolidation of Variable Inter-
that contract has a positive fair value to AIG. To help manageest Entities’’ (FIN 46). FIN 46 addressed the consolidation
this risk, AIGFP’s credit department operates within theand disclosure rules for nonoperating entities that are now
guidelines set by the AIG Credit Risk Committee. This com-defined as Variable Interest Entities (VIEs). In December
mittee establishes the credit policy, sets limits for counterpar-2003, FASB issued a revision to Interpretation No. 46
ties and provides limits for derivative transactions with(FIN 46(R)).
counterparties having different credit ratings. In addition to

AIG has guidelines with respect to the formation of and credit ratings, this committee takes into account other fac-
investment in SPVs and off balance sheet arrangements. In tors, including the industry and country of the counterparty.
addition, AIG has expanded the responsibility of its Complex Transactions which fall outside these pre-established guide-
Structured Financial Transaction Committee (CSFT) to in- lines require the specific approval of the AIG Credit Risk
clude the review of any transaction that could subject AIG to Committee. It is also AIG’s policy to establish reserves for
heightened legal, reputational, regulatory, accounting or potential credit impairment when necessary.
other risk. See ‘‘Management’s Report on Internal Control

In addition, AIGFP utilizes various credit enhancements,
Over Financial Reporting’’ in Item 9A. of Part II included in

including letters of credit, guarantees, collateral, credit trig-
AIG’s 2005 Annual Report on Form 10-K for a further dis-

gers, credit derivatives, and margin agreements to reduce the
cussion of the CSFT.

credit risk relating to its outstanding financial derivative
For additional information related to AIG’s activities transactions. AIGFP requires credit enhancements in connec-

with respect to VIEs and certain guarantees see ‘‘Recent Ac- tion with specific transactions based on, among other things,
counting Standards’’ herein and also Note 8 of Notes to Con-
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the creditworthiness of the counterparties, and the transac- Insurance
tion’s size and maturity. AIG has performed a separate VaR analysis for the General

AIG’s Derivatives Review Committee provides an indepen- Insurance and Life Insurance & Retirement Services segments
dent review of any proposed derivative transaction or program and for each market risk within each segment. For purposes of
except those derivative transactions entered into by AIGFP with the VaR calculation, the insurance assets and liabilities from
third parties. The committee examines, among other things, the GICs are included in the Life Insurance & Retirement Services
nature and purpose of the derivative transaction, its potential segment. For the calculations in the analyses the financial instru-
credit exposure, if any, and the estimated benefits. ment assets included are the insurance segments’ invested assets,

excluding real estate and investment income due and accrued,
Managing Risk and the financial instrument liabilities included are reserve for
Market Risk losses and loss expenses, unearned premiums, future policy ben-

efits for life and accident and health insurance contracts andMarket risk is the risk of loss of fair value resulting from
other policyholders’ funds.adverse fluctuations in interest rates, foreign currencies, equi-

ties and commodity prices. AIG has exposures to these risks. AIG calculated the VaR with respect to the net fair value
of each of AIG’s insurance segments as of June 30, 2006 andAIG analyzes market risk using various statistical tech-
December 31, 2005. The VaR number represents the maxi-niques including Value at Risk (VaR). VaR is a summary statis-
mum potential loss as of those dates that could be incurredtical measure that applies the estimated volatility and
with a 95 percent confidence (i.e., only five percent of histori-correlation of market factors to AIG’s market positions. The
cal scenarios show losses greater than the VaR figure) withinoutput from the VaR calculation is the maximum loss that
a one-month holding period. AIG uses the historical simula-could occur over a defined period of time given a certain
tion methodology that entails repricing all assets and liabili-probability. While VaR models are relatively sophisticated, the
ties under explicit changes in market rates within a specificquantitative market risk information generated is limited by
historical time period. AIG uses the most recent three years ofthe assumptions and parameters established in creating the
historical market information for interest rates, foreign ex-related models. AIG believes that statistical models alone do
change rates, and equity index prices. For each scenario, eachnot provide a reliable method of monitoring and controlling
transaction was repriced. Portfolio, business unit and finallymarket risk. Therefore, such models are tools and do not sub-
AIG-wide scenario values are then calculated by netting thestitute for the experience or judgment of senior management.
values of all the underlying assets and liabilities.

The following table presents the period-end, average, high and low VaRs on a combined basis and of each component of
market risk for each of AIG’s insurance segments as of June 30, 2006 and December 31, 2005. Due to diversification
effects, the combined VaR is always smaller than the sum of its components.

2006 2005
As ofFor the six months ended For the year ended

As of June 30, December 31,June 30, December 31,
(in millions) Average High Low Average High Low

General Insurance:
Market risk:

Combined $1,776 $1,689 $1,776 $1,617 $1,617 $1,585 $1,672 $1,396
Interest rate 1,716 1,690 1,717 1,636 1,717 1,746 1,931 1,563
Currency 150 133 150 119 130 125 139 111
Equity 553 549 560 535 535 651 727 535

Life Insurance & Retirement
Services:

Market risk:
Combined $4,857 $4,878 $5,260 $4,515 $4,515 $4,737 $5,024 $4,515
Interest rate 4,843 4,752 5,032 4,382 4,382 4,488 4,750 4,382
Currency 475 538 597 475 541 511 560 442
Equity 967 841 967 762 762 953 1,024 762

In the Life Insurance & Retirement Services segment, the Financial  Services
increase in Combined VaR and interest rate VaR in 2006 was

AIG generally manages its market exposures within Financial
primarily the result of growth in the Foreign Life business. In

Services by maintaining offsetting positions. Capital Markets
most Asian markets, interest rates and interest rate volatilities

seeks to minimize or set limits for open or uncovered market
were stable during the first six months of 2006.

positions. Credit exposure is managed separately. (See the
discussion on the management of credit risk above.)
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AIG’s Market Risk Management Department provides required to sell or close out the transactions prior to maturity.
detailed independent review of AIG’s market exposures, par- AIG believes that such differences are not significant to its
ticularly those market exposures of the Capital Markets oper- financial condition or liquidity. Such differences would be
ations. This department determines whether AIG’s market immediately recognized when the transactions are sold or
risks, as well as those market risks of individual subsidiaries, closed out prior to maturity.
are within the parameters established by AIG’s senior man-

AIGFP attempts to secure reliable and independent cur-
agement. Well established market risk management tech-

rent market prices, such as published exchange prices, exter-
niques such as sensitivity analysis are used. Additionally, this

nal subscription services such as from Bloomberg or Reuters
department verifies that specific market risks of each of cer-

or third-party broker quotes for use in this model. When such
tain subsidiaries are managed and hedged by that subsidiary.

prices are not available, AIGFP use an internal methodology
ILFC is exposed to market risk and the risk of loss of fair which includes extrapolation from observable and verifiable

value and possible liquidity strain resulting from adverse fluc- prices nearest to the measurement date of the reporting pe-
tuations in interest rates. As of June 30, 2006 and riod. Historically, actual results have not materially deviated
December 31, 2005, AIG statistically measured the loss of from these models in any material respect. 
fair value through the application of a VaR model. In this

Systems used by Capital Markets operations can moni-
analysis, the net fair value of Aircraft Finance operations was

tor each unit’s respective market positions on an intraday
determined using the financial instrument assets which in-

basis. AIGFP operates in major business centers overseas and
cluded the tax adjusted future flight equipment lease revenue,

therefore is open for business essentially 24 hours a day.
and the financial instrument liabilities which included the

Thus, the market exposure and offset strategies are moni-
future servicing of the current debt. The estimated effect of

tored, reviewed and coordinated around the clock.
the current derivative positions was also taken into account.

AIGFP applies various testing techniques which reflect
AIG calculated the VaR with respect to the net fair value

significant potential market movements in interest rates, for-
of Aircraft Finance operations using the historical simulation

eign exchange rates, commodity and equity prices, volatility
methodology, as previously described. As of June 30, 2006

levels and the effect of time. These techniques vary by cur-
and December 31, 2005, the average VaR with respect to the

rency and are regularly changed to reflect factors affecting the
net fair value of Aircraft Finance operations was approxi-

derivatives portfolio. The results from these analyses are reg-
mately $182 million and $129 million, respectively. In late

ularly reviewed by AIG management.
2005, ILFC lengthened the average maturity of its debt, lead-

As described above, Capital Markets operations are ex-ing to an increase in its VaR.
posed to the risk of loss of fair value from adverse fluctua-

Capital Markets operations are exposed to market risk
tions in interest rate and foreign currency exchange rates and

due to changes in the level and volatility of interest rates,
equity and commodity prices as well as implied volatilities

foreign currency exchange rates, equity prices and commod-
thereon. AIG statistically measures the losses of fair value

ity prices. AIGFP hedges its exposure to these risks primarily
through the application of a VaR model across Capital

through swaps, options, forwards and futures. To economi-
Markets.

cally hedge interest rate risks, AIGFP may also purchase U.S.
Capital Markets asset and liability portfolios for whichand foreign government obligations.

the VaR analyses were performed included over the counter
AIGFP does not seek to manage the market risk of each

and exchange traded investments, derivative instruments and
transaction through an individual third party offsetting trans-

commodities. Because the market risk with respect to securi-
action. Rather, AIGFP takes a portfolio approach to the man-

ties available for sale, at market, is substantially hedged, seg-
agement of its market risk exposures. AIGFP values the

regation of market sensitive instruments into trading and
predominant portion of its market-sensitive transactions by

other than trading was not deemed necessary. The VaR calcu-
marking them to market currently through income. A smaller

lation is unaffected by the accounting treatment of hedged
portion is priced by estimated fair value based upon an extra-

transactions under FAS 133.
polation of market factors. There is another limited portion

In the calculation of VaR for Capital Markets opera-of transactions where the initial fair value is not recorded
tions, AIG uses the same historical simulation methodology,through income currently and gains or losses are recognized
described under Insurance above, which entails repricing allover the life of the transactions. These valuations represent an
assets and liabilities under explicit changes in market ratesassessment of the present values of expected future cash flows
within a specific historical time period.and may include reserves for such risks as are deemed appro-

priate by AIGFP and AIG management.

The recorded values of these transactions may be differ-
ent from the values that might be realized if AIGFP were
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Natural  Catastrophe  ExposuresThe following table presents the VaR on a combined basis
and of each component of market risk for Capital Markets

The modeled results provided in the table below were based
operations as of June 30, 2006 and December 31, 2005.

on the aggregate exceedence probability (AEP) losses which
Due to diversification effects, the combined VaR is always

represent total property and workers compensation losses
smaller than the sum of its components.

that may occur in any single year from one or more natural
(in millions) 2006 2005 events. The model, which has been updated to reflect 2005
Combined $20 $22 catastrophes, generally used 2005 exposure data and the cur-
Interest rate 7 9 rent reinsurance program structure. The values providedCurrency 9 3

were based on 100 year return period losses, which have aEquity 13 14
Commodity 10 9 1 percent likelihood of being exceeded in any single year.

Thus, there is a one percent probability that AIG could incur
The following table presents the average, high and low VaRs in any year losses in excess of the modeled amounts for these
on a combined basis and of each component of market risk perils.
for Capital Markets operations as of June 30, 2006 and

(in millions)
December 31, 2005. Due to diversification effects, the com- % of Consolidated

Net of Net, After Shareholders’ Equitybined VaR is always smaller than the sum of its components. Natural Peril Gross Reinsurance Income Taxes at December 31, 2005

2006 2005 Earthquake $3,412 $2,283 $1,484 1.7%
(in millions) Average High Low Average High Low

Tropical
Combined $21 $22 $20 $17 $22 $13 Cyclone* $5,336 $3,907 $2,540 2.9%
Interest rate 8 9 7 9 11 6 * Includes hurricanes, typhoons and other wind-related events.
Currency 6 9 3 4 6 3
Equity 13 14 12 9 16 5 In addition, AIG also evaluates potential single event earth-
Commodity 12 16 9 8 10 7 quake and hurricane losses that may be incurred. The single

events utilized are a subset of potential events identified and
Catastrophe  Exposures utilized by Lloyd’s1and referred to as Realistic Disaster Sce-

narios (RDSs). The purpose of this analysis was to utilizeThe nature of AIG’s business exposes it to various catastrophic
these RDSs to provide a reference frame and place into con-events in which multiple losses across multiple lines of business
text the model results. However, it is important to note thatcan occur in any calendar year. In order to control this expo-
the specific events used for this analysis do not necessarilysure, AIG uses a combination of techniques, including setting
represent the worst case loss that AIG could incur from thisaggregate limits in key business units, monitoring and model-
type of an event in these regions. The losses associated withing accumulated exposures, and purchasing catastrophe rein-
the RDSs are included in the table below.surance to supplement its other reinsurance protections.

Single event modeled property and workers compensationAIG evaluates catastrophic events and assesses the
losses to AIG’s worldwide portfolio of risk for key geo-probability of occurrence and magnitude of catastrophic
graphic areas. Gross values represent AIG’s liability afterevents through the use of third party models generally recog-
the application of policy limits and deductibles, and netnized as industry standards. Following is an overview of
values represent losses after all reinsurance is applied.modeled losses associated with the more significant natural

perils. The modeled results assume that all reinsurers perform (in millions)

Net oftheir obligations to AIG in accordance with their terms.
Natural Peril Gross Reinsurance

It is important to recognize that there is no standard method- Miami Hurricane $4,530 $2,911
Northeast Hurricane 3,732 2,498ology to project the possible losses from total property and
San Francisco Earthquake 3,628 2,229

workers compensation exposures and that the use of different Los Angeles Earthquake 3,285 2,145
Gulf Coast Hurricane 2,581 1,391models could result in materially different projected losses.
Japanese Earthquake 339 153Further, there are no industry standard assumptions to be European Windstorm 135 41

utilized in projecting these losses. The use of different as- Japanese Typhoon 125 105

sumptions could materially change the projected losses.
ACTUAL RESULTS IN ANY PERIOD ARE LIKELY TOTherefore, these modeled losses may not be comparable to
VARY, PERHAPS MATERIALLY, FROM THE MODELEDestimates made by other companies.
SCENARIOS, AND THE OCCURRENCE OF ONE OR

These estimates are inherently uncertain and may not reflect MORE SEVERE EVENTS COULD HAVE A MATERIAL
AIG’s maximum exposures to these events. It is highly likely ADVERSE EFFECT ON AIG’S FINANCIAL CONDITION,
that AIG’s losses will vary, perhaps significantly, from these RESULTS OF OPERATIONS AND LIQUIDITY.
estimates.

1 Lloyd’s Realistic Disaster Scenarios, Scenario Specifications, April 2006
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Measures  Implemented  to  Control  Hurricane  and under TRIA is $3.3 billion and AIG would share 10 percent
Earthquake  Catastrophic  Risk of certified terrorism losses in excess of the $3.3 billion.

Catastrophic risk from the earthquake and hurricane perils is Recent Accounting Standards
proactively managed through reinsurance programs, and ag-

At the March 2004 meeting, the Emerging Issue Task Forcegregate accumulation monitoring. Catastrophe reinsurance is
(EITF) reached a consensus with respect to Issue No. 03-1,purchased by AIG from financially sound reinsurers. Recov-
‘‘The Meaning of Other-Than Temporary Impairment and Itseries under this program, along with other non-catastrophic
Application to Certain Investments.’’ On September 30,reinsurance protections, are reflected in the net values pro-
2004, the FASB issued FASB Staff Position (FSP) EITF Is-vided in the tables above. In addition to the catastrophic
sue 03-1-1, Effective Date of Paragraphs 10-20 of EITF Is-reinsurance programs, hurricane and earthquake exposures
sue No. 03-1, ‘‘The Meaning of Other-Than-Temporaryare also controlled by monitoring aggregate exposures on a
Impairment and its Application to Certain Investments.’’ Inregular basis. The aggregate exposures are calculated by com-
November 2005, FASB issued FSP FAS 115-1, ‘‘The Meaningpiling total liability within AIG defined hurricane and earth-
of Other-Than-Temporary Impairment and Its Application toquake catastrophe risk zones and therefore represent the
Certain Investments,’’ which replaces the measurement andmaximum that could be lost in any individual zone. These
recognition guidance set forth in Issue No. 03-1 and codifiesaggregate accumulations are tracked over time in order to
certain existing guidance on impairment.monitor both long and short term trends. AIG’s major prop-

erty writers, Lexington and The Private Client Group, have
On June 1, 2005, the FASB issued Statement No. 154,

also implemented catastrophe related underwriting proce-
‘‘Accounting Changes and Error Corrections’’ (FAS 154).

dures and manage their books at an account level. Lexington
FAS 154 replaces APB Opinion No. 20, ‘‘Accounting

individually models most accounts prior to binding in order
Changes’’ and FASB Statement No. 3, ‘‘Reporting Account-

to specifically quantify catastrophic risk for each account.
ing Changes in Interim Financial Statements.’’

At the June 2005 meeting, the EITF reached a consensusPandemic  Influenza
with respect to Issue No. 04-5, ‘‘Determining Whether a Gen-

The potential for a pandemic influenza outbreak has received
eral Partner, or the General Partners as a Group, Controls a

media attention during the past year. AIG continues to ana-
Limited Partnership or Similar Entity When the Limited Part-

lyze its exposure to this serious threat and, as such, has en-
ners have Certain Rights.’’

gaged an external risk management firm to model loss
On June 29, 2005, the FASB issued Statement 133 Imple-scenarios associated with an outbreak of Avian Flu. Using a

mentation Issues No. B38, ‘‘Embedded Derivatives: Evalua-1 in 100 year return period, AIG estimates its after-tax net
tion of Net Settlement with Respect to the Settlement of alosses under its life insurance policies due to Avian Flu at
Debt Instrument through Exercise of an Embedded Put Op-approximately 0.9 percent of consolidated shareholders’ eq-
tion or Call Option’’ and No. B39, ‘‘Application of Para-uity as of December 31, 2005. This estimate was calculated
graph 13(b) to Call Options That are Exercisable Only by theover a 3 year period, although the majority of the losses
Debtor.’’would be incurred in the first year. The modeled losses calcu-

lated were based on 2005 policy data representing approxi-
On September 19, 2005, the FASB issued Statement of

mately 90 percent of AIG’s Individual Life, Group Life, and
Position 05-1, ‘‘Accounting by Insurance Enterprises for De-

Credit Life books of business, net of reinsurance. This esti-
ferred Acquisition Costs in Connection with Modifications or

mate does not include claims that could be made under other
Exchanges of Insurance Contracts.’’

policies, such as business interruption or general liability poli-
On February 16, 2006, the FASB issued FAS No. 155,cies, and does not reflect estimates for losses resulting from

‘‘Accounting for Certain Hybrid Financial Instruments.’’disruption of AIG’s own business operations that may arise
out of such a pandemic. The model used to generate this On March 27, 2006, the FASB issued FASB FTB 85-4-1,
estimate has only recently been developed. The reasonable- ‘‘Accounting for Life Settlement Contracts by Third-Party
ness of the model and its underlying assumptions cannot Investors’’ (FSP 85-4-1), an amendment of FTB 85-4, ‘‘Ac-
readily be verified by reference to comparable historical counting for Purchases of Life Insurance.’’
events. As a result, AIG’s actual losses from a pandemic influ-

On April 13, 2006, the FASB issued FSP FIN 46(R)-6,enza outbreak are likely to vary significantly from those pre-
‘‘Determining the Variability to be Considered in Applyingdicted by the model.
FASB Interpretation No. 46(R).’’

Terrorism On July 13, 2006, the FASB issued FASB Interpretation
No. 48, ‘‘Accounting for Uncertainty in Income Taxes - anTerrorism risk is also monitored to control AIG’s exposure.
interpretation of FASB Statement No. 109’’ (FIN 48).AIG shares its exposures to terrorism risks under the Terror-

ism Risk Insurance Act (TRIA). AIG’s current deductible
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Effective January 1, 2006, AIG adopted the fair value For further discussion of these recent accounting standards
recognition provisions of Statement of Financial Accounting and its application to AIG, see Note 10 of Notes to Consoli-
Standards No. 123R ‘‘Share-Based Payments’’ (FAS 123R). dated Financial Statements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Included in Item 2. Managements Discussion and Analysis of Financial Condition and Results of Operations.

ITEM 4. CONTROLS AND PROCEDURES
In connection with the preparation of this Form 10-Q, an Officer, to allow timely decisions regarding required disclo-
evaluation was carried out by AIG’s management, with the sures. Based on its evaluation, and in light of the previously
participation of AIG’s Chief Executive Officer and Chief Fi- identified material weaknesses in internal control over finan-
nancial Officer, of the effectiveness of AIG’s disclosure con- cial reporting, as of December 31, 2005, described within the
trols and procedures (as defined in Rules 13a-15(e) and 2005 Annual Report on Form 10-K, AIG’s Chief Executive
15d-15(e) under the Securities Exchange Act of 1934 (Ex- Officer and Chief Financial Officer concluded that, as of
change Act)). Disclosure controls and procedures are de- June 30, 2006, AIG’s disclosure controls and procedures
signed to ensure that information required to be disclosed in were ineffective. In addition, there has been no change in
reports filed or submitted under the Exchange Act is re- AIG’s internal control over financial reporting (as defined in
corded, processed, summarized and reported within the time Rule 13a-15(f) under the Exchange Act) that occurred during
periods specified in SEC rules and forms and that such infor- the quarter ended June 30, 2006 that has materially affected,
mation is accumulated and communicated to management, or is reasonably likely to materially affect, AIG’s internal
including the Chief Executive Officer and Chief Financial control over financial reporting.
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Part II – OTHER  INFORMATION

ITEM 2. Unregistered  Sales  of  Equity  Securities  and  Use  of  Proceeds.

The table below provides information with respect to purchases of AIG Common stock during the three months ended June 30,
2006.

Maximum Number
Total Number of of Shares that May

Shares Purchased Yet Be Purchased
Total Average as Part of Publicly Under the Plans

Number of Price Paid Announced Plans or Programs
Period Shares Purchased(1) per Share or Programs at End of Month(2)

April 1 - 30 – $ – – 36,542,700
May 1 - 31 – – – 36,542,700
June 1 - 30 – – – 36,542,700
Total – $ – –

(1) Does not include 30,518 shares delivered or attested to in satisfaction of the exercise price by holders of AIG employee stock options exercised during the

three months ended June 30, 2006.

(2) On July 19, 2002, AIG announced that its Board of Directors had authorized the open market purchase of up to 10 million shares of common stock. On

February 13, 2003, AIG announced that the Board had expanded the existing program through the authorization of an additional 50 million shares. The

purchase program has no set expiration or termination date.

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

At the Annual Meeting of Shareholders held on May 17, 2006, the Shareholders:

(a) Elected fifteen directors as follows:

Nominee Shares For Shares Withheld

Pei-yuan Chia 2,245,278,647 112,943,402
Marshall A. Cohen 1,738,721,381 619,500,668
Martin S. Feldstein 1,780,147,427 578,074,622
Ellen V. Futter 1,801,720,202 556,501,847
Stephen L. Hammerman 2,280,495,958 77,726,091
Richard C. Holbrooke 1,791,353,064 566,868,985
Fred H. Langhammer 2,300,193,254 58,028,795
George L. Miles, Jr. 2,290,670,840 67,551,209
Morris W. Offit 2,251,884,371 106,337,678
James F. Orr III 2,300,512,200 57,709,849
Martin J. Sullivan 1,849,146,165 509,075,884
Michael H. Sutton 2,299,458,677 58,763,372
Edmund S.W. Tse 2,294,329,520 63,892,529
Robert B. Willumstad 2,300,312,892 57,909,157
Frank G. Zarb 1,832,805,886 525,416,163

(b) Approved by a vote of 1,745,063,449 shares to 576,509,051 shares, with 36,649,549 abstaining, a proposal to
ratify the selection of PricewaterhouseCoopers LLP as the independent registered public accounting firm for 2006.

(c) Approved by a vote of 2,169,404,151 shares to 148,588,891 shares, with 40,229,007 abstaining, a proposal to
adopt an Executive Incentive Plan.

ITEM 6. Exhibits.

See accompanying Exhibit Index.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

AMERICAN INTERNATIONAL GROUP, INC.
(Registrant)

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

/s / DAVID L. HERZOG

David L. Herzog
Senior Vice President and Comptroller

(Principal Accounting Officer)

Dated: August 9, 2006
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EXHIBIT INDEX
Exhibit
Number Description Location

11 Statement re computation of per share earnings Included in Note (3) of Notes to
Consolidated Financial Statements.

12 Statement re computation of ratios Filed herewith.
31 Rule 13a-14(a)/15d-14(a) Certifications Filed herewith.
32 Section 1350 Certifications Filed herewith.



Exhibit 12

American International Group, Inc.

Computation of Ratios of Earnings to Fixed Charges

Three Months Six Months
Ended June 30, Ended June 30,

(in millions, except ratios) 2006 2005 2006 2005

Income before income taxes, minority interest and cumulative effect of an
accounting change $ 5,241 $6,701 $10,034 $12,350

Less – Equity income of less than 50% owned persons 110 30 130 93
Add – Dividends from less than 50% owned persons 15 123 18 126

5,146 6,794 9,922 12,383
Add – Fixed charges 2,048 1,739 3,996 3,469
Less – Capitalized interest 14 15 29 30
Income before income taxes, minority interest, cumulative effect of an accounting

change and fixed charges $ 7,180 $8,518 $13,889 $15,822
Fixed charges:

Interest costs $ 1,995 $1,687 $ 3,891 $ 3,366
Rental expense* 53 52 105 103

Total fixed charges $ 2,048 $1,739 $ 3,996 $ 3,469
Ratio of earnings to fixed charges 3.51 4.90 3.48 4.56

Secondary Ratio
Interest credited to GIC and GIA policy and contract holders $ (1,097) $ (968) $ (2,187) $ (2,062)
Total fixed charges excluding interest credited to GIC and GIA policy and contract

holders $ 951 $ 771 $ 1,809 $ 1,407

Secondary ratio of earnings to fixed charges 6.40 9.79 6.47 9.78

*The portion deemed representative of the interest factor.

The secondary ratio is disclosed for the convenience of fixed GIAs are entered into by AIG’s insurance subsidiaries, princi-
income investors and the rating agencies that serve them and pally Sun America Life Insurance Company and AIG Finan-
is more comparable to the ratios disclosed by all issuers of cial Products Corp. and its subsidiaries, respectively. The
fixed income securities. The secondary ratio removes interest proceeds from GICs and GIAs are invested in a diversified
credited to guaranteed investment contract (GIC) policyhold- portfolio of securities, primarily investment grade bonds. The
ers and guaranteed investment agreement (GIA) con- assets acquired yield rates greater than the rates on the related
tractholders. Such expenses are also removed from income policyholders obligation or agreement, with the intent of
before income taxes, minority interest and cumulative effect earning operating income from the spread.
of an accounting change used in this calculation. GICs and



Exhibit 31

CERTIFICATIONS

I, Martin J. Sullivan, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consoli-
dated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summa-
rize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

/s / MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

Date: August 9, 2006



CERTIFICATIONS

I, Steven J. Bensinger, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consoli-
dated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summa-
rize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: August 9, 2006



Exhibit 32

CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended June 30, 2006, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’),
I, Martin J. Sullivan, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that
to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

Date: August 9, 2006

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.



CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended June 30, 2006, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’),
I, Steven J. Bensinger, Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, that to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: August 9, 2006

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.
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American International Group, Inc. and Subsidiaries

Part I – FINANCIAL  INFORMATION

ITEM 1.  Financial  Statements (unaudited)

CONSOLIDATED BALANCE SHEET

(in millions) (unaudited)

September 30, December 31,
2006 2005

Assets:

Investments and financial services assets:

Fixed maturities:

Bonds available for sale, at market value (amortized cost: 2006 – $368,532; 2005 –

$349,612) (includes hybrid financial instruments: 2006 – $407) $376,036 $359,516

Bonds held to maturity, at amortized cost (market value: 2006 – $22,148; 2005 – $22,047) 21,484 21,528

Bond trading securities, at market value (cost: 2006 – $7,267; 2005 – $4,623) 7,238 4,636

Equity securities:

Common stocks available for sale, at market value (cost: 2006 – $10,125; 2005 –

$10,125) 11,835 12,227

Common and preferred stocks trading, at market value (cost: 2006 – $10,098; 2005 –

$7,746) 11,528 8,959

Preferred stocks available for sale, at market value (cost: 2006 – $2,450; 2005 – $2,282) 2,500 2,402

Mortgage loans on real estate, net of allowance (2006 – $57; 2005 – $54) 16,842 14,300

Policy loans 7,385 7,039

Collateral and guaranteed loans, net of allowance (2006 – $7; 2005 – $10) 3,597 3,570

Financial services assets:

Flight equipment primarily under operating leases, net of accumulated depreciation

(2006 – $8,480; 2005 – $7,419) 39,460 36,245

Securities available for sale, at market value (cost: 2006 – $40,501; 2005 – $37,572) 41,232 37,511

Trading securities, at market value 5,822 6,499

Spot commodities 118 92

Unrealized gain on swaps, options and forward transactions 20,235 18,695

Trading assets 2,194 1,204

Securities purchased under agreements to resell, at contract value 27,041 14,547

Finance receivables, net of allowance (2006 – $679; 2005 – $670) (includes finance

receivables held for sale: 2006 – $863; 2005 – $1,110) 28,634 27,995

Securities lending collateral, at market value (which approximates cost) 71,388 59,471

Other invested assets 32,777 27,267

Short-term investments, at cost (which approximates market value) 22,716 15,342

Total investments and financial services assets 750,062 679,045

Cash 1,425 1,897

Investment income due and accrued 6,202 5,727

Premiums and insurance balances receivable, net of allowance (2006 – $881; 2005 – $1,011) 17,540 15,333

Reinsurance assets, net of allowance (2006 – $447; 2005 – $992) 24,364 24,978

Deferred policy acquisition costs 36,342 33,248

Investments in partially owned companies 1,031 1,158

Real estate and other fixed assets, net of accumulated depreciation (2006 – $5,424; 2005 – $4,990) 9,141 7,446

Separate and variable accounts 70,652 63,797

Goodwill 8,576 8,093

Other assets 16,209 12,329

Total assets $941,544 $853,051

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEET (continued)

(in millions, except share data) (unaudited)

September 30, December 31,
2006 2005

Liabilities:
Reserve for losses and loss expenses $ 79,863 $ 77,169

Unearned premiums 26,068 24,243

Future policy benefits for life and accident and health insurance contracts 118,273 108,807

Policyholders’ contract deposits 236,342 227,027

Other policyholders’ funds 10,534 10,870

Commissions, expenses and taxes payable 5,125 4,769

Insurance balances payable 4,722 3,564

Funds held by companies under reinsurance treaties 2,442 4,174

Income taxes payable 8,497 6,288

Financial services liabilities:

Borrowings under obligations of guaranteed investment agreements 21,091 20,811

Securities sold under agreements to repurchase, at contract value 15,071 11,047

Trading liabilities 2,914 2,546

Hybrid financial instrument liabilities, at fair value 8,150 –

Securities and spot commodities sold but not yet purchased, at market value 5,645 5,975

Unrealized loss on swaps, options and forward transactions 12,764 12,740

Trust deposits and deposits due to banks and other depositors 4,813 4,877

Commercial paper 8,814 6,514

Notes, bonds, loans and mortgages payable 79,834 71,313

Commercial paper 4,484 2,694

Notes, bonds, loans and mortgages payable 13,350 7,126

Liabilities connected to trust preferred stock 1,399 1,391

Separate and variable accounts 70,652 63,797

Securities lending payable 72,264 60,409

Minority interest 6,290 5,124

Other liabilities (includes hybrid financial instruments: 2006 – $70) 25,800 23,273

Total liabilities 845,201 766,548

Preferred shareholders’ equity in subsidiary companies 189 186

Commitments and Contingent Liabilities (See Note 6)

Shareholders’ equity:
Common stock, $2.50 par value; 5,000,000,000 shares authorized; shares issued 2006 and

2005 – 2,751,327,476 6,878 6,878

Additional paid-in capital 2,572 2,339

Retained earnings 81,987 72,330

Accumulated other comprehensive income (loss) 6,744 6,967

Treasury stock, at cost; 2006 – 152,107,902; 2005 – 154,680,704 shares of common stock (2,027) (2,197)

Total shareholders’ equity 96,154 86,317

Total liabilities, preferred shareholders’ equity in subsidiary companies and shareholders’ equity $941,544 $853,051

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF INCOME

(in millions, except per share data) (unaudited)

Three Months Nine Months
Ended September 30, Ended September 30,

2006 2005 2006 2005

Revenues:
Premiums and other considerations $18,856 $17,243 $55,401 $52,459
Net investment income 6,263 5,654 18,002 16,213
Realized capital gains (losses) (87) 77 (132) 89
Other income 4,167 3,434 9,930 12,752

Total revenues 29,199 26,408 83,201 81,513

Benefits and expenses:
Incurred policy losses and benefits 14,737 16,501 43,725 45,657
Insurance acquisition and other operating expenses 8,161 7,360 23,141 20,959

Total benefits and expenses 22,898 23,861 66,866 66,616

Income before income taxes, minority interest and cumulative effect of an
accounting change 6,301 2,547 16,335 14,897

Income taxes 1,943 748 5,066 4,537

Income before minority interest and cumulative effect of an accounting change 4,358 1,799 11,269 10,360

Minority interest (134) (54) (694) (327)

Income before cumulative effect of an accounting change 4,224 1,745 10,575 10,033

Cumulative effect of an accounting change, net of tax – – 34 –

Net income $ 4,224 $ 1,745 $10,609 $10,033

Earnings per common share:
Basic

Income before cumulative effect of an accounting change $ 1.62 $ 0.67 $ 4.06 $ 3.86
Cumulative effect of an accounting change, net of tax – – 0.01 –

Net income $ 1.62 $ 0.67 $ 4.07 $ 3.86

Diluted
Income before cumulative effect of an accounting change $ 1.61 $ 0.66 $ 4.03 $ 3.82
Cumulative effect of an accounting change, net of tax – – 0.01 –

Net income $ 1.61 $ 0.66 $ 4.04 $ 3.82

Dividends declared per common share $ 0.165 $ 0.175 $ 0.48 $ 0.475

Average shares outstanding:
Basic 2,607 2,597 2,607 2,597
Diluted 2,626 2,624 2,625 2,624

See Accompanying Notes to Consolidated Financial Statements.

3



American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS

(in millions) (unaudited)

Nine Months Ended September 30, 2006 2005

Summary:
Net cash provided by (used in) operating activities $ 6,004 $ 20,190

Net cash used in investing activities (51,400) (52,577)

Net cash provided by financing activities 44,865 32,576
Effect of exchange rate changes on cash 59 (90)

Change in cash (472) 99

Cash at beginning of period 1,897 2,009

Cash at end of period $ 1,425 $ 2,108

Cash flows from operating activities:
Net income $ 10,609 $ 10,033

Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Noncash revenues, expenses, gains and losses included in income:

Realized capital (gains) losses 394 296

Foreign exchange transaction (gains) losses 845 (2,889)

Equity in income of partially owned companies and other invested assets (2,655) (1,217)

Amortization of premium and discount on securities 100 357

Depreciation expenses, principally flight equipment 1,743 1,311

Provision for finance receivable losses 329 315

Changes in operating assets and liabilities:
General and life insurance reserves 10,507 17,257

Premiums and insurance balances receivable and payable – net (173) 89

Reinsurance assets 614 (2,163)

Deferred policy acquisition costs (3,210) (2,351)

Investment income due and accrued (475) (399)

Funds held under reinsurance treaties (1,732) 544

Other policyholders’ funds (510) 613

Income taxes payable 1,905 2,532

Commissions, expenses and taxes payable 356 516

Other assets and liabilities – net (120) 1,233

Bonds, common and preferred stocks trading, at market value (4,410) (3,532)

Trading assets and liabilities – net (622) 1,711

Trading securities, at market value 677 (3,532)

Spot commodities (26) 82

Net unrealized (gain) loss on swaps, options and forward transactions (966) 694

Securities purchased under agreements to resell (12,494) 14,143

Securities sold under agreements to repurchase 4,024 (12,887)

Securities and spot commodities sold but not yet purchased, at market value (330) 249

Finance receivables held for sale – originations and purchases (7,965) (9,111)

Sales of finance receivables – held for sale 7,888 8,409

Other – net 1,701 (2,113)

Total adjustments (4,605) 10,157

Net cash provided by (used in) operating activities $ 6,004 $ 20,190

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS (continued)

(in millions) (unaudited)

Nine Months Ended September 30, 2006 2005

Cash flows from investing activities:
Cost of bonds, at market sold $ 70,737 $ 93,690

Cost of bonds, at market matured or redeemed 11,794 12,553

Cost of equity securities sold 8,891 9,271

Realized capital gains (losses) (325) 24

Sales of securities available for sale 4,300 4,913

Maturities of securities available for sale 974 2,190

Sales of flight equipment 380 376

Sales or distributions of other invested assets 11,591 7,480

Finance receivable principal payments received 9,131 8,842

Mortgage, policy, collateral and guaranteed loans payments received 3,081 2,715

Purchases of fixed maturity securities (98,852) (130,547)

Purchases of equity securities (11,032) (10,947)

Purchases of securities available for sale (8,162) (12,992)

Purchases of flight equipment (4,860) (5,482)

Purchases of other invested assets (11,935) (8,874)

Net additions to real estate and other assets (1,405) (1,398)

Finance receivables held for investment – originations and purchases (9,947) (13,021)

Mortgage, policy, collateral and guaranteed loans granted (5,793) (3,941)

Change in securities lending collateral (11,917) (8,458)

Change in short-term investments (8,051) 1,029

Net cash used in investing activities $ (51,400) $ (52,577)

Cash flows from financing activities:
Policyholders’ contract deposits 37,998 39,254

Policyholders’ contract withdrawals (30,475) (26,562)

Change in trust deposits and deposits due to banks and other depositors (64) 7

Change in commercial paper 3,216 21

Proceeds from notes, bonds, loans and mortgages payable, and hybrid financial instrument liabilities 40,345 43,791

Repayments on notes, bonds, loans and mortgages payable, and hybrid  financial instrument liabilities (16,851) (32,929)

Proceeds from issuance of guaranteed investment agreements 9,411 9,743

Maturities of guaranteed investment agreements (9,480) (8,059)

Change in securities lending payable 11,855 8,458

Proceeds from issuance of common stock 94 44

Cash dividends paid to shareholders (1,209) (1,031)

Acquisition of treasury stock (7) (170)

Other – net 32 9

Net cash provided by financing activities $ 44,865 $ 32,576

Supplementary disclosure of cash flow information:
Cash paid during the period for:

Interest $ 4,254 $ 3,587

Taxes $ 3,252 $ 2,031

Non-cash activity:
Interest credited to policyholder accounts included in financing activities $ 7,253 $ 7,074

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)

(in millions, except per share data) (unaudited)

Three Months Nine Months
Ended September 30, Ended September 30,

2006 2005 2006 2005

Net income $ 4,224 $ 1,745 $10,609 $10,033
Other comprehensive income (loss):

Unrealized appreciation (depreciation) of investments – net of reclassification
adjustments 7,200 (2,493) (1,133) (211)
Deferred income tax benefit (expense) on above changes (2,562) 993 281 490

Foreign currency translation adjustments (115) 222 955 (604)
Deferred income tax benefit (expense) on above changes 17 (379) (332) 122

Net derivative gains (losses) arising from cash flow hedging activities 4 (63) 12 7
Deferred income tax (expense) benefit on above changes (1) 90 (4) 19

Retirement plan liabilities adjustment, net of tax — (42) (2) (70)
Other comprehensive income (loss) 4,543 (1,672) (223) (247)
Comprehensive income (loss) $ 8,767 $ 73 $10,386 $ 9,786

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

sary for a fair statement of the results presented herein. All1. Financial  Statement Presentation
material intercompany accounts and transactions have been

These unaudited condensed consolidated financial statements eliminated. Certain accounts have been reclassified in the
do not include certain financial information required by 2005 financial statements to conform to their 2006 presenta-
U.S. generally accepted accounting principles (GAAP) for tion. See also Note 11 herein.
complete financial statements and should be read in conjunc-

Information with respect to the three and nine months endedtion with the audited consolidated financial statements and
September 30, 2005 includes the effects of corrections andthe related notes included in the Annual Report on
reclassifications made in conjunction with the Second Re-Form 10-K/A of American International Group, Inc. (AIG)
statement. See also AIG’s 2005 Annual Report onfor the year ended December 31, 2005 (2005 Annual Report
Form 10-K/A.on Form 10-K/A).

In the opinion of management, these consolidated financial
statements contain the normal recurring adjustments neces-

2. Segment Information
AIG identifies its reportable segments by product line consistent with its management structure. AIG’s major product and
service groupings are general insurance, life insurance & retirement services, financial services and asset management. The
following table summarizes the operations by major operating segment for the three and nine-month periods ended
September 30, 2006 and 2005:

Nine MonthsThree Months
Ended September 30,Ended September 30,Operating Segments

(in millions) 2006 2005 2006 2005
Revenues(a):

General Insurance(b)(h) $12,615 $11,192 $36,438 $33,816
Life Insurance & Retirement Services(c)(h) 12,356 11,760 36,819 35,086
Financial Services(d) 3,187 1,926 6,028 8,140
Asset Management(e) 1,238 1,355 4,098 3,951
Other (197) 175 (182) 520

Consolidated $29,199 $26,408 $83,201 $81,513
Operating income (loss)(a)(f)(i)(j):

General Insurance(h) $ 2,625 $ (137) $ 7,819 $ 3,390
Life Insurance & Retirement Services(g)(h) 2,448 2,248 7,424 6,787
Financial Services(g) 1,357 224 650 3,483
Asset Management 341 568 1,613 1,682
Other(k) (470) (356) (1,171) (445)

Consolidated $ 6,301 $ 2,547 $16,335 $14,897

(a) Includes the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses.
For the three-month periods ended September 30, 2006 and 2005, the effect was $165 million and $(353) million, respectively, in revenues and $165 million and
$(345) million, respectively, in operating income. For the nine-month periods ended September 30, 2006 and 2005, the effect was $(1.13) billion and
$2.21 billion, respectively, in revenues and $(1.13) billion and $2.28 billion, respectively, in operating income. These amounts result primarily from interest rate
and foreign currency derivatives which are hedging available for sale securities and borrowings.

(b) Represents the sum of General Insurance net premiums earned, net investment income and realized capital gains (losses).
(c) Represents the sum of Life Insurance & Retirement Services GAAP premiums, net investment income and realized capital gains (losses). Included in realized

capital gains (losses) is the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133 and foreign exchange gains (losses) of
$(190) million and $(264) million in the three-month periods ended September 30, 2006 and 2005, respectively, and $145 million and $(447) million in the nine-
month periods ended September 30, 2006 and 2005, respectively.

(d) Represents interest, lease and finance charges.
(e) Represents net investment income with respect to Guaranteed Investment Contracts (GICs) and management and advisory fees.
(f) Represents income before income taxes, minority interest and cumulative effect of an accounting change.
(g) Results of operations of AIG Credit Card Company (Taiwan) are shared equally by the Life Insurance & Retirement Services segment and the Financial

Services segment. Additional allowances of $44 million were recorded in the first quarter of 2006, by each segment, for losses in these credit card operations.
(h) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts and other mutual funds (unit

investment trusts). For the three and nine-month periods ended September 30, 2006 the effect was an increase of $92 million and $524 million, respectively,
in both revenues and operating income for General Insurance and an increase of $24 million in both revenues and operating income for the three-month
period ended September 30, 2006 and $245 million and $168 million in revenues and operating income, respectively, for the nine-month period ended
September 30, 2006, for Life Insurance & Retirement Services.

(i) Includes current year catastrophe related losses of $2.44 billion in both the third quarter and first nine months of 2005. There were no significant catastrophe
related losses in the third quarter and first nine months of 2006.

(j) Includes additional losses incurred and net reinstatement premiums related to prior year catastrophes of $28 million and $39 million in the three-month
periods ended September 30, 2006 and 2005, respectively. Such losses and premiums were $87 million and $252 million in the nine-month periods ended
September 30, 2006 and 2005, respectively.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

(k) The operating loss for the Other category is as follows:

Three Months Nine Months
Ended September 30, Ended September 30,

(in millions) 2006 2005 2006 2005
Operating income (loss):

Equity earnings in unconsolidated subsidiaries* $ 48 $ (205) $ 178 $ (109)
Compensation expense – SICO Plans (14) (63) (104) (130)
Compensation expense – C.V. Starr tender offer – – (54) –
Interest expense (227) (131) (633) (382)
Unallocated corporate expenses (95) (92) (356) (287)
Realized capital gains (losses) (197) 175 (182) 520
Other miscellaneous, net 15 (40) (20) (57)

Total Other $ (470) $ (356) $ (1,171) $ (445)

* Includes current year catastrophe related losses from unconsolidated subsidiaries of  $246 million for both the third quarter and first nine months of 2005.
There were no significant catastrophe related losses in the third quarter and first nine months of 2006. Also includes unfavorable development from
unconsolidated subsidiaries related to prior year catastrophe related losses of $1 million and $15 million for the first nine months of 2006 and 2005,
respectively.

Each of the General Insurance sub-segments is comprised of groupings of major products and services as follows: Domestic
Brokerage Group is comprised of domestic commercial insurance products and services; Transatlantic is comprised of reinsurance
products and services sold to other general insurance and reinsurance companies; Personal Lines are comprised of general
insurance products and services sold to individuals; Mortgage Guaranty is comprised of products insuring against losses arising
under certain loan agreements; and Foreign General is comprised of general insurance products sold overseas.

The following table summarizes AIG’s General Insurance operations by major internal reporting unit for the three and nine-
month periods ended September 30, 2006 and 2005:

Three Months Nine Months
Ended Ended

September 30, September 30,General Insurance
(in millions) 2006 2005 2006 2005
Revenues(a):

Domestic Brokerage Group $ 7,196 $ 6,282 $20,356 $18,812
Transatlantic 1,004 944 3,035 2,874
Personal Lines 1,214 1,235 3,652 3,615
Mortgage Guaranty 226 146 636 488
Foreign General 2,975 2,580 8,757 8,017
Reclassifications and eliminations – 5 2 10

Total General Insurance $12,615 $11,192 $36,438 $33,816
Operating income (loss)(b)(c):

Domestic Brokerage Group $ 1,557 (283) $ 4,448 $ 1,235
Transatlantic 143 (275) 427 (62)
Personal Lines 133 18 352 229
Mortgage Guaranty 85 72 301 285
Foreign General(a) 707 326 2,289 1,693
Reclassifications and eliminations – 5 2 10

Total General Insurance $ 2,625 $ (137) $ 7,819 $ 3,390
(a) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts. For the three and nine-month periods ended

September 30, 2006 the effect was an increase of $92 million and $524 million, respectively, in both revenues and operating income.
(b) Includes current year catastrophe related losses of $2.11 billion for both the three and nine-month periods ended September 30, 2005. There were no significant

catastrophe related losses in the third quarter and first nine months of 2006.
(c) Includes additional losses incurred and net reinstatement premiums related to prior year catastrophes of $50 million and $39 million in the three-month periods ended

September 30, 2006 and 2005, respectively. Such losses and premiums were $108 million and $237 million in the nine-month periods ended September 30, 2006 and
2005, respectively.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

Life Insurance & Retirement Services is comprised of two major groupings of products and services: insurance-oriented products
and services and retirement savings products and services. Substantially all of the retirement savings products are reported in the
VALIC, AIG Annuity and AIG SunAmerica sub-segment.

The following table summarizes AIG’s Life Insurance & Retirement Services operations by major internal reporting unit for the
three and nine-month periods ended September 30, 2006 and 2005:

Three Months Nine Months
Ended Ended

September 30, September 30,Life Insurance & Retirement Services
(in millions) 2006 2005 2006 2005
Revenues:

Foreign:
AIA, AIRCO and Nan Shan(a) (e) $ 3,998 $ 3,640 $12,515 $11,564
ALICO, AIG Star Life and AIG Edison Life(b) (f) 4,137 3,955 11,884 11,083
Philamlife and Other 127 133 404 390

Domestic:
AGLA and AG Life(c) 2,259 2,291 6,848 6,793
VALIC, AIG Annuity and AIG SunAmerica(d) 1,835 1,741 5,168 5,256

Total Life Insurance & Retirement Services $12,356 $11,760 $36,819 $35,086

Operating Income:
Foreign:

AIA, AIRCO and Nan Shan(a) (e) $ 605 $ 556 $ 2,041 $ 1,793
ALICO, AIG Star Life and AIG Edison Life(b) (f) 969 800 2,882 2,194
Philamlife and Other 10 14 51 47

Domestic:
AGLA and AG Life(c) 261 352 862 1,058
VALIC, AIG Annuity and AIG SunAmerica(d) 603 526 1,588 1,695

Total Life Insurance & Retirement Services $ 2,448 $ 2,248 $ 7,424 $ 6,787

(a) Represents the operations of American International Assurance Company, Limited together with American International Assurance Company (Bermuda) Limited
(AIA), American International Reinsurance Company, Ltd. (AIRCO),  and Nan Shan Life Insurance Company, Ltd. (Nan Shan). Revenues and operating income
include realized capital gains (losses) of $(87) million and $(23) million for the three-month periods ended September 30, 2006 and 2005, respectively, and $111 million
and $154 million for the nine-month periods ended September 30, 2006 and 2005, respectively. The effects of hedging activities that do not qualify for hedge accounting
treatment under FAS 133, including the related foreign exchange gains and losses included in realized capital gains (losses) are losses of $102 million and $174 million for
the three-month periods ended September 30, 2006 and 2005, respectively, and gains of $11 million and losses of $113 million for the nine-month periods ended
September 30, 2006 and 2005, respectively. Includes $44 million in additional allowances for losses recorded in the first quarter of 2006 from AIG Credit Card
Company (Taiwan).

(b) Represents the operations of American Life Insurance Company (ALICO), AIG Star Life Insurance Co., Ltd. (AIG Star Life), and AIG Edison Life

Insurance Company (AIG Edison Life). Revenues and operating income include realized capital gains of $65 million and $44 million for the three-month

periods ended September 30, 2006 and 2005, respectively, and gains of $376 million and losses of $85 million for the nine-month periods ended

September 30, 2006 and 2005, respectively. The effects of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the

related foreign exchange gains and losses included in realized capital gains (losses) are gains of $28 million and losses of $102 million for the three-month

periods ended September 30, 2006 and 2005, respectively, and gains of $184 million and losses of $365 million for the nine-month periods ended

September 30, 2006 and 2005, respectively.

(c) Includes the life operations of American General Life Insurance Company (AG Life), AIG Life Insurance Company and American International Life

Assurance Company of New York. Also includes the operations of American General Life and Accident Insurance Company (AGLA). Revenues and

operating income include realized capital gains (losses) of $(123) million and $41 million for the three-month periods ended September 30, 2006 and 2005,

respectively, and losses of $190 million and $22 million for the nine-month periods ended September 30, 2006 and 2005, respectively. The effects of hedging

activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses included in realized

capital gains (losses) are losses of $104 million and gains of $122 million for the three-month periods ended September 30, 2006 and 2005, respectively, and

gains of $11 million and $56 million for the nine-month periods ended September 30, 2006 and 2005, respectively.

(d) ‘‘AIG SunAmerica’’ represents the annuity operations of AIG SunAmerica Life Assurance Company, as well as those of First SunAmerica Life Insurance

Company and SunAmerica Life Insurance Company. Also includes the operations of The Variable Annuity Life Insurance Company (VALIC) and AIG

Annuity Insurance Company (AIG Annuity). Revenues and operating income include realized capital losses of $24 million and $83 million for the three-

month periods ended September 30, 2006 and 2005, respectively, and losses of $414 million and $71 million for the nine-month periods ended September 30,

2006 and 2005, respectively. The effects of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign

exchange gains and losses included in realized capital gains (losses) are $0 and losses of $110 million for the three month periods ended September 30, 2006

and 2005, respectively, and losses of $36 million and $25 million for the nine-month periods ended September 30, 2006 and 2005, respectively.

(e) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts. For the three-month period ended

September 30, 2006 the effect was an increase of $9 million in both revenues and operating income. For the nine-month period ended September 30, 2006 the

effect was an increase of $230 million in revenues and $153 million in operating income.

(f) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts. For the three and nine-month periods

ended September 30, 2006 the effect was an increase of $15 million in both revenues and operating income.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

The following table summarizes AIG’s Financial Services operations by major internal reporting unit for the three and nine-month
periods ended September 30, 2006 and 2005:

Three Months Nine Months
Ended Ended

September 30, September 30,Financial Services
(in millions) 2006 2005 2006 2005

Revenues(a):
Aircraft Finance(b) $1,060 $ 943 $ 3,067 $2,661
Capital Markets(c)(d) 1,118 23 30 2,754
Consumer Finance(e) 970 940 2,833 2,664
Other 39 20 98 61

Total Financial Services $3,187 $1,926 $ 6,028 $8,140

Operating income (loss)(a):
Aircraft Finance $ 157 $ 165 $ 475 $ 476
Capital Markets(d) 965 (150) (457) 2,306
Consumer Finance(f)(g) 220 190 594 649
Other 15 19 38 52

Total Financial Services $1,357 $ 224 $ 650 $3,483

(a) Includes the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses. For

the three and nine-month periods ended September 30, 2005, the effect was $(10) million and $(59) million, respectively, in operating income for Aircraft Finance.

During 2006, Aircraft Finance derivative gains and losses are reported as part of the Other category and not reported in Aircraft Finance operating income. For the three-

month periods ended September 30, 2006 and 2005, the effect was $783 million and $(365) million in both revenues and operating income, respectively, for Capital

Markets. For the nine-month periods ended September 30, 2006 and 2005, the effect was $(1.06) billion and $1.80 billion in both revenues and operating income,

respectively, for Capital Markets. These amounts result primarily from interest rate and foreign currency derivatives which are hedging available for sale securities and

borrowings.

(b) Revenues are primarily aircraft lease rentals from International Lease Finance Corporation (ILFC).

(c) Revenues, shown net of interest expense, are primarily from hedged financial positions entered into in connection with counterparty transactions and the effect of

hedging activities that do not qualify for hedge accounting treatment under FAS 133 described in (a) above.

(d) Certain transactions entered into by AIGFP generate tax credits and benefits which are included in income taxes in the consolidated statement of income. The amount of

such tax credits and benefits for the three-month periods ended September 30, 2006 and 2005 are $3 million and $23 million, respectively. The amount of such tax

credits and benefits for the nine-month periods ended September 30, 2006 and 2005 are $29 million and $63 million, respectively.

(e) Revenues are primarily finance charges.

(f) Includes $44 million in additional allowances for losses recorded in the first quarter of 2006 from AIG Credit Card Company (Taiwan).

(g) Includes catastrophe related losses of $62 million recorded in the third quarter of 2005 resulting from hurricane Katrina, which were reduced by $22 million in the third

quarter of 2006.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

The following table summarizes AIG’s Asset Management revenues and operating income for the three and nine-month
periods ended September 30, 2006 and 2005:

Nine MonthsThree Months
EndedEnded

September 30,September 30,Asset Management
(in millions) 2006 2005 2006 2005

Revenues:
Guaranteed Investment Contracts $ 845 $ 908 $2,517 $2,707
Institutional Asset Management 265 279 1,163 776
Brokerage Services and Mutual Funds 71 67 217 192
Other 57 101 201 276

Total Asset Management $1,238 $1,355 $4,098 $3,951

Operating income:
Guaranteed Investment Contracts(a) $ 175 $ 294 $ 635 $ 939
Institutional Asset Management(b)(c) 89 155 721 424
Brokerage Services and Mutual Funds 23 20 67 50
Other 54 99 190 269

Total Asset Management $ 341 $ 568 $1,613 $1,682

(a) Includes the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and

losses. For the three and nine-month periods ended September 30, 2005, the effect was $18 million and $127 million, respectively, in operating income.

During 2006, these derivative gains and losses are reported as part of the Other category, and not reported in Asset Management operating income.

(b) Includes the full results of certain AIG managed private equity and real estate funds that are consolidated pursuant to FIN 46(R), ‘‘Consolidation of Variable

Interest Entities’’. Also includes $(3) million and $77 million for the three-month periods ended September 30, 2006 and 2005, respectively, and $207 million and

$189 million for the nine-month periods ended September 30, 2006 and 2005, respectively, of third-party limited partner earnings offset in minority interest

expense, which is not a component of operating income.

(c) Includes the full results of certain AIG managed partnerships that are consolidated effective January 1, 2006 pursuant to EITF 04-5, ‘‘Determining Whether a

General Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights.’’ For

the three and nine-month periods ended September 30, 2006, operating income includes $47 million and $203 million, respectively, of third-party limited

partner earnings offset in minority interest expense, which is not a component of operating income.

3. Earnings Per Share

Earnings per share of AIG are based on the weighted average number of common shares outstanding during the period. See
also Note 10 herein.

Computation of Earnings Per Share (EPS):

Nine MonthsThree Months
EndedEnded

September 30,September 30,
(in millions, except per share data) 2006 2005 2006 2005

Numerator for earnings per share:
Income before cumulative effect of an accounting change $4,224 $1,745 $10,575 $10,033
Cumulative effect of an accounting change, net of tax – – 34 –

Net income applicable to common stock for basic EPS $4,224 $1,745 $10,609 $10,033
Interest on contingently convertible bonds, net of tax(a) 2 3 8 8

Net income applicable to common stock for diluted EPS $4,226 $1,748 $10,617 $10,041
Cumulative effect of an accounting change, net of tax – – 34 –

Income before cumulative effect of an accounting change applicable to common stock for
diluted EPS $4,226 $1,748 $10,583 $10,041

Denominator for earnings per share:
Weighted-average shares outstanding used in the computation of EPS:

Common stock issued 2,751 2,751 2,751 2,751
Common stock in treasury (153) (155) (153) (155)
Deferred shares 9 1 9 1
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

3. Earnings Per Share (continued)

Nine MonthsThree Months
EndedEnded

September 30,September 30,
(in millions, except per share data) 2006 2005 2006 2005

Weighted-average shares outstanding — basic 2,607 2,597 2,607 2,597
Incremental shares from potential common stock:
Weighted-average number of shares arising from outstanding employee stock plans

(treasury stock method)(b) 10 18 9 18
Contingently convertible bonds(a) 9 9 9 9

Weighted-adjusted average shares outstanding — diluted(b) 2,626 2,624 2,625 2,624

Earnings per share:
Basic:
Income before cumulative effect of an accounting change $ 1.62 $ 0.67 $ 4.06 $ 3.86
Cumulative effect of an accounting change, net of tax – – 0.01 –

Net Income $ 1.62 $ 0.67 $ 4.07 $ 3.86

Diluted:
Income before cumulative effect of an accounting change $ 1.61 $ 0.66 $ 4.03 $ 3.82
Cumulative effect on an accounting change, net of tax – – 0.01 –

Net income $ 1.61 $ 0.66 $ 4.04 $ 3.82

(a) Assumes conversion of contingently convertible bonds due to the adoption of EITF Issue No. 04-8 ‘‘Accounting Issues Related to Certain Features of

Contingently Convertible Debt and the Effect on Diluted Earnings per Share.’’

(b) Certain share equivalents arising from employee stock plans were not included in the computation of diluted earnings per share where the exercise price of the

options exceeded the average market price and would have been antidilutive. The number of share equivalents excluded were 14 million and 21 million for

the first nine months of 2006 and 2005, respectively.

whose principal asset is AIG common stock, decided that a
From time to time, AIG may buy shares of its common

portion of the capital value of SICO should be used to pro-
stock in the open market for general corporate purposes,

vide an incentive plan for the current and succeeding manage-
including to satisfy its obligations under various employee

ments of all American International companies, including
benefit plans. At September 30, 2006 and December 31,

AIG.
2005, an additional 36,542,700 shares could be purchased

None of the costs of the various benefits provided underunder the then current authorization by AIG’s Board of Di-
the SICO Plans has been paid by AIG, although AIG hasrectors. Although AIG has authorization to purchase addi-
recorded a charge to reported earnings for the deferred com-tional shares, AIG has not repurchased shares in 2006.
pensation amounts paid to AIG employees by SICO, with anDuring the nine months ended September 30, 2005, AIG
offsetting amount credited to additional paid-in capital re-purchased in the open market 2,477,100 shares of its com-
flecting amounts deemed contributed by SICO. The SICOmon stock, all of which were acquired in the first quarter.
Plans provide that shares currently owned by SICO are set

The quarterly dividend rate per common share, com-
aside by SICO for the benefit of the participant and distrib-

mencing with the dividend declared in May 2006 and paid on
uted upon retirement. The SICO Board of Directors currently

September 15, 2006, is $0.165. The declared dividend
may permit an early payout of units under certain circum-

amount of $0.175 for the three months ended September 30,
stances. Prior to payout, the participant is not entitled to

2005 includes a $0.025 increase to the amount previously
vote, dispose of or receive dividends with respect to such

declared in the second quarter of 2005 for payment in Sep-
shares, and shares are subject to forfeiture under certain con-

tember 2005 as well as the $0.125 dividend declared in May
ditions, including but not limited to the participant’s volun-

2005 for payment in September 2005.
tary termination of employment with AIG prior to normal
retirement age. Under the SICO Plans, SICO’s Board of Di-4. Benefits  Provided by Starr
rectors may elect to pay a participant cash in lieu of shares ofInternational Company, Inc.  and C.V.
AIG common stock. Following notification from SICO toStarr & Co.,  Inc.
participants in the SICO Plans that it will settle specific future

Starr International Company, Inc. (SICO) has provided a se- awards under the SICO Plans with shares rather than cash,
ries of two-year Deferred Compensation Profit Participation AIG modified its accounting for the SICO Plans from variable
Plans (SICO Plans) to certain AIG employees. The SICO to fixed measurement accounting, although variable account-
Plans came into being in 1975 when the voting shareholders ing will continue to be applied where SICO makes cash pay-
and Board of Directors of SICO, a private holding company
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

and its subsidiaries paid commissions to Starr and its subsidiar-4. Benefits  Provided by Starr Interna-
ies for the production and management of insurance business.tional  Company, Inc. (continued)
As of July 25, 2006, none of the Starr agencies serve as agents

ments pursuant to elections made prior to March 2005. AIG for AIG companies. There were no significant receivables from/
gave effect to this change in settlement method beginning on payables to related parties at September 30, 2006.
December 9, 2005, the date of SICO’s notice to participants
in the SICO Plans. See also Note 6(b) ‘‘Commitments’’ 6. Commitments, Contingencies and
herein. Guarantees

Compensation expense with respect to the SICO Plans In the normal course of business, various commitments and
aggregated $14 million and $62 million for the three-month contingent liabilities are entered into by AIG and certain of its
periods ended September 30, 2006 and 2005, respectively, subsidiaries. In addition, AIG guarantees various obligations
and $104 million and $129 million for the nine-month peri- of certain subsidiaries.
ods ended September 30, 2006 and 2005, respectively. Com-
pensation expense in the first quarter of 2006 included Litigation  and Investigations
various out of period adjustments totaling $61 million, pri-

(a) AIG and its subsidiaries, in common with the insurancemarily relating to stock-splits and other miscellaneous items.
industry in general, are subject to litigation, including claimsSee also Note 10 herein.
for punitive damages, in the normal course of their business.

In January 2006, C.V. Starr & Co., Inc. (Starr) com- The trend of increasing jury awards and settlements makes it
pleted its tender offer to purchase Starr interests from AIG difficult to assess the ultimate outcome of such litigation.
employees. In conjunction with AIG’s adoption of FAS 123R,

Although AIG regularly reviews the adequacy of the es-Starr is considered to be an ‘‘economic interest holder’’ in
tablished reserve for losses and loss expenses, there can be noAIG. As a result, compensation expense of $54 million re-
assurance that AIG’s ultimate loss reserves will not developcorded in the first quarter with respect to the Starr offer, was
adversely and materially exceed AIG’s current loss reserves.included in the first nine months of 2006.
Estimation of ultimate net losses, loss expenses and loss

As a result of its changing relationship with Starr and reserves is a complex process for long-tail casualty lines of
SICO, AIG has established new executive compensation business, which include excess and umbrella liability, direc-
plans to replace the SICO plans and investment opportunities tors and officers liability (D&O), professional liability, medi-
previously provided by Starr. The replacement plans include cal malpractice, workers compensation, general liability,
both share-based plans and cash-based plans. In addition, products liability and related classes, as well as for asbestos
these replacement plans generally include performance as and environmental exposures. Generally, actual historical
well as service conditions. See also Note 10 herein. loss development factors are used to project future loss devel-

opment. However, there can be no assurance that future loss
5. Ownership and Transactions With development patterns will be the same as in the past. Moreo-

Related Parties ver, any deviation in loss cost trends or in loss development
factors might not be discernible for an extended period of(a) Ownership: According to the Schedule 13D filed on
time subsequent to the recording of the initial loss reserveMay 26, 2006 by Starr, SICO, Edward E. Matthews, Mau-
estimates for any accident year. Thus, there is the potentialrice R. Greenberg, the Maurice R. and Corinne P. Greenberg
for reserves with respect to a number of years to be signifi-Family Foundation, Inc., the Universal Foundation, Inc. and
cantly affected by changes in loss cost trends or loss develop-the Maurice R. and Corinne P. Greenberg Joint Tenancy
ment factors that were relied upon in setting the reserves.Company, LLC, these reporting persons could be deemed to
These changes in loss trends or loss development factorsbeneficially own 393,157,543 shares of common stock at
could be attributable to changes in inflation, in labor andthat date. Based on the shares of common stock outstanding
material costs or in the judicial environment, or in otheras of October 31, 2006, this ownership would represent ap-
social or economic phenomena affecting claims.proximately 15 percent of the voting stock of AIG. Although

these reporting persons have made filings under Section 16 of (b) AIG and certain of its subsidiaries have been named
the Securities Exchange Act of 1934, as amended (the Ex- defendants in two putative class actions in state court in Ala-
change Act), reporting sales of shares of common stock, no bama that arise out of the 1999 settlement of class and deriv-
amendment to the Schedule 13D has been filed to report a ative litigation involving Caremark Rx, Inc. (Caremark). An
change in ownership. excess policy issued by a subsidiary of AIG with respect to the

1999 litigation was expressly stated to be without limit of(b) Transactions with Related Parties: In the ordinary
liability. In the current actions, plaintiffs allege that the judgecourse of business during the first nine months of 2006, AIG
approving the 1999 settlement was misled as to the extent of
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

quarter of 2005 AIG recorded an after-tax charge of6. Commitments, Contingencies and
$1.15 billion for the settlements.Guarantees (continued)

As a result of these settlements, AIG made payments oravailable insurance coverage and would not have approved
placed amounts in escrow in the first nine months of 2006the settlement had he known of the existence and/or unlim-
totaling approximately $1.64 billion, $225 million of whichited nature of the excess policy. They further allege that AIG,
represented fines and penalties. Amounts held in escrow to-its subsidiaries, and Caremark are liable for fraud and sup-
taling $692 million, including interest thereon, are includedpression for misrepresenting and/or concealing the nature
in other assets and other liabilities at September 30, 2006. Aand extent of coverage. In their complaint, plaintiffs request
substantial portion of the money will be available to resolvecompensatory damages for the 1999 class in the amount of
claims asserted in various regulatory and civil proceedings,$3.2 billion, plus punitive damages. AIG and its subsidiaries
including shareholder lawsuits.deny the allegations of fraud and suppression and have as-

serted, inter alia, that information concerning the excess pol- Also, as part of the settlements, AIG has agreed to retain
icy was publicly disclosed months prior to the approval of the for a period of three years an independent consultant who
settlement. AIG and its subsidiaries further assert that the will conduct a review that will include the adequacy of AIG’s
current claims are barred by the statute of limitations and internal control over financial reporting and the remediation
that plaintiffs’ assertions that the statute was tolled cannot plan that AIG has implemented as a result of its own internal
stand against the public disclosure of the excess coverage. review.
Plaintiffs, in turn, have asserted that the disclosure was insuf-

Various federal and state regulatory agencies are review-ficient to inform them of the nature of the coverage and did
ing certain transactions and practices of AIG and its subsidi-not start the running of the statute of limitations. On Janu-
aries in connection with industry-wide and other inquiries.ary 28, 2005, the Alabama trial court determined that one of
AIG has cooperated, and will continue to cooperate, in pro-the current actions may proceed as a class action on behalf of
ducing documents and other information in response to thethe 1999 classes that were allegedly defrauded by the settle-
subpoenas.ment. AIG, its subsidiaries, and Caremark sought appellate

relief from the Alabama Supreme Court, which was granted A number of lawsuits have been filed regarding the sub-
in substantial part in August 2006. The matter is in the pro- ject matter of the investigations of insurance brokerage prac-
cess of being remanded to the trial court to proceed with a tices, including derivative actions, individual actions and
class certification determination under the standards set by class actions under the federal securities laws, Racketeer In-
the Alabama Supreme Court. AIG cannot now estimate either fluenced and Corrupt Organizations Act (RICO), Employee
the likelihood of its prevailing in these actions or the potential Retirement Income Security Act (ERISA) and state common
damages in the event liability is determined. and corporate laws in both federal and state courts, including

the United States District Court for the Southern District of(c) Regulators from several states have commenced in-
New York (Southern District of New York), in the Common-vestigations into insurance brokerage practices related to
wealth of Massachusetts Superior Court and in Delawarecontingent commissions and other broker-related conduct,
Chancery Court. All of these actions generally allege that AIGsuch as alleged bid rigging. Various parties, including in-
and its subsidiaries violated the law by allegedly concealing asureds and shareholders, have also asserted putative class
scheme to ‘‘rig bids’’ and ‘‘steer’’ business between insuranceaction and other claims against AIG or its subsidiaries alleg-
companies and insurance brokers.ing, among other things, violations of the antitrust and fed-

eral securities laws, and AIG expects that additional claims Since October 19, 2004, AIG or its subsidiaries have
may be made. been named as a defendant in eighteen complaints that were

filed in federal court and two that were originally filed inIn February 2006, AIG reached a resolution of claims
state court (Massachusetts and Florida) and removed to fed-and matters under investigation with the United States De-
eral court. These cases generally allege that AIG and its sub-partment of Justice (DOJ), the Securities and Exchange Com-
sidiaries violated federal and various state antitrust laws, asmission (SEC), the Office of the New York Attorney General
well as federal RICO laws, various state deceptive and unfair(NYAG) and the New York State Department of Insurance
practice laws and certain state laws governing fiduciary du-(DOI). The settlements resolved outstanding litigation filed
ties. The alleged basis of these claims is that there was aby the SEC, NYAG and DOI against AIG and concluded
conspiracy between insurance companies and insurance bro-negotiations with these authorities and the DOJ in connec-
kers with regard to the use of contingent commission agree-tion with the accounting, financial reporting and insurance
ments, bidding practices, and other broker-related conductbrokerage practices of AIG and its subsidiaries, as well as
concerning coverage in certain sectors of the insurance indus-claims relating to the underpayment of certain workers com-
try. The Judicial Panel on Multidistrict Litigation entered anpensation premium taxes and other assessments. In the fourth
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

dated cases. In April 2006, motions to dismiss were denied in6. Commitments, Contingencies and
the securities actions. AIG filed answers in both securitiesGuarantees (continued)
actions in June 2006, as did other defendants.

order on February 17, 2005, consolidating most of these
Also in September 2005, a class action complaint wascases and transferring them to the United States District

filed to consolidate the ERISA cases pending in the SouthernCourt for the District of New Jersey (District of New Jersey).
District of New York. Motions to dismiss in the consolidatedThe remainder of these cases have been transferred to the
action were filed in January 2006.District of New Jersey. On August 15, 2005, the plaintiffs in

the multidistrict litigation filed a Corrected First Consoli- In April 2005, new derivative actions were filed in Dela-
dated Amended Commercial Class Action Complaint, which, ware Chancery Court, and in July and August 2005, two new
in addition to the previously named AIG defendants, names derivative actions were filed in the Southern District of New
new AIG subsidiaries as defendants. Also on August 15, York asserting claims duplicative of the claims made in the
2005, AIG and two subsidiaries were named as defendants in consolidated derivative action.
a Corrected First Consolidated Amended Employee Benefits

In July 2005, a second amended complaint was filed inClass Action Complaint filed in the District of New Jersey,
the consolidated derivative case in the Southern District ofwhich asserts similar claims with respect to employee benefits
New York, expanding upon accounting-related allegations,insurance and a claim under ERISA on behalf of putative
based upon the First Restatement. In June 2005, the deriva-classes of employers and employees.
tive cases in Delaware were consolidated and, in August

On November 29, 2005, the AIG defendants, along with 2005, an amended consolidated complaint was filed. AIG’s
other insurer defendants and the broker defendants filed mo- Board of Directors has appointed a special committee of inde-
tions to dismiss both the Commercial and Employee Benefits pendent directors to review the matters asserted in the deriva-
Complaints. On October 3, 2006, the Court reserved in part tive complaints. The courts have approved agreements
and denied in part the motions to dismiss.  The Court denied staying the derivative cases pending in the Southern District
the motions to dismiss the ERISA claims, but ordered an of New York and in Delaware Chancery Court while the
expedited discovery schedule, and the Court reserved on the special committee of independent directors performs its
state law claims. Plaintiffs have filed a motion for class certifi- work. In September 2005, a shareholder filed suit in Dela-
cation in the consolidated action, in response to which de- ware Chancery Court seeking documents relating to some of
fendants have filed an opposition. In addition, complaints the allegations made in the derivative suits. The court ap-
were filed against AIG and several of its subsidiaries in Mas- proved a stipulation dismissing that action on May 15, 2006.
sachusetts and Florida state courts, which have both been

On June 20, 2006, SICO filed suit in Delaware Chancerystayed. In the Florida action, the plaintiff filed a petition for a
Court seeking the inspection of certain books and records ofwrit of certiorari with the District Court of Appeals of the
AIG. The Chancery court has dismissed the action withState of Florida, Fourth District with respect to the stay order
prejudice by agreement of the parties.which was granted on August 16, 2006. The Fourth District

Court remanded to the trial court to reconsider whether a In late 2002, a derivative action was filed in Delaware
stay should be granted. On February 9, 2006, a complaint Chancery Court in connection with AIG’s transactions with
against AIG and several of its subsidiaries was filed in Texas certain entities affiliated with Starr and SICO. In May 2005,
state court, making claims similar to those in the federal cases the plaintiff filed an amended complaint which adds addi-
above. On October 17, 2006, the court stayed the case until tional claims premised on allegations relating to insurance
January 31, 2007. brokerage practices and AIG’s non-traditional insurance

products. On February 16, 2006, the Delaware ChanceryIn April and May 2005, amended complaints were filed
Court entered an order dismissing the litigation within the consolidated derivative and securities cases, as well as
prejudice with respect to AIG’s outside directors and dis-in one of the ERISA lawsuits, pending in the Southern District
missing the claims against the remaining AIG defendantsof New York adding allegations concerning AIG’s accounting
without prejudice. In response to an order, dated July 5,treatment for non-traditional insurance products.
2006, dismissing certain of its claims, the plaintiff filed a

In September 2005, a second amended complaint was second amended complaint on July 21, 2006, which adds
filed in the consolidated securities cases adding allegations additional claims against Starr. Defendants filed answers in
concerning AIG’s first restatement of its financial statements September 2006.
described in the 2005 Annual Report on Form 10-K (the

AIG cannot predict the outcome of the matters described‘‘First Restatement’’), and a new securities action complaint
above or estimate the potential costs related to these matterswas filed in the Southern District of New York, asserting
and, accordingly, no reserve is being established in AIG’sclaims premised on the same allegations made in the consoli-
financial statements at this time. In the opinion of AIG man-
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

Contingencies6. Commitments, Contingencies and
Guarantees (continued) (a) On December 30, 2004, an arbitration panel issued its

ruling in connection with a 1998 workers compensationagement, AIG’s ultimate liability for the matters referred to
quota share reinsurance agreement under which Superior Na-above is not likely to have a material adverse effect on AIG’s
tional Insurance Company, among others, was reinsured byconsolidated financial condition, although it is possible that
The United States Life Insurance Company in the City ofthe effect would be material to AIG’s consolidated results of
New York (USLIFE), a subsidiary of American General Cor-operations for an individual reporting period.
poration. In its 2-1 ruling, the arbitration panel refused to

(d) On July 8, 2005, SICO filed a complaint against AIG rescind the contract as requested by USLIFE. Instead, the
in the Southern District of New York. The complaint alleges panel reformed the contract to reduce USLIFE’s participation
that AIG is in the possession of items, including artwork, by ten percent. USLIFE is pursuing certain reinsurance
which SICO claims it owns, and seeks an order causing AIG recoverables in connection with the contract. Further, the
to release those items as well as actual, consequential, puni- arbitration ruling established a second phase of arbitration
tive and exemplary damages. On September 27, 2005, AIG for USLIFE to present its challenges to certain cessions to the
filed its answer to SICO’s complaint denying SICO’s allega- contract. AIG holds a reserve of approximately $379 million
tions and asserting counter-claims for breach of contract, related to this matter as of September 30, 2006.
unjust enrichment, conversion and breach of fiduciary duty

(b) AIG generates income tax credits as a result of in-relating to SICO’s breach of its commitment to use its AIG
vesting in synthetic fuel production. Tax credits generatedshares for the benefit of AIG and its employees. On Octo-
from the production and sale of synthetic fuel under the Inter-ber 17, 2005, SICO replied to AIG’s counter-claims and addi-
nal Revenue Code are subject to an annual phase-out provi-tionally sought a judgment declaring that SICO is neither a
sion that is based on the average wellhead price of domesticcontrol person nor an affiliate of AIG for purposes of Sched-
crude oil. The price range within which the tax credits areule  13D under the Exchange Act, or Rule 144 under the
phased-out was originally established in 1980 and is adjustedSecurities Act of 1933, as amended (the Securities Act), re-
annually for inflation. Depending on the price of domesticspectively. AIG responded to the SICO claims on Novem-
crude oil for a particular year, all or a portion of the taxber 7, 2005.
credits generated in that year might be eliminated. Tax credits

(e) AIG understands that some of its employees have reflected in the income tax provision for the first nine months
received Wells notices in connection with previously disclosed of 2006 have been reduced to reflect an estimated phase-out
SEC investigations of certain of AIG’s transactions or ac- of the tax credits from 2006 synthetic fuel production based
counting practices. Under SEC procedures, a Wells notice is on the observed price of domestic crude oil. Since the phase-
an indication that the SEC staff has made a preliminary deci- out of tax credits from 2006 synthetic fuel production will
sion to recommend enforcement action that provides recipi- depend on the average wellhead price of domestic crude oil
ents with an opportunity to respond to the SEC staff before a for the entire 2006 calendar year, it is not possible to deter-
formal recommendation is finalized. AIG anticipates that ad- mine the extent to which the 2006 tax credits actually will be
ditional current and former employees could receive similar phased-out. As a result, the actual level of tax credits from
notices in the future as the regulatory investigations proceed. 2006 synthetic fuel production may be higher or lower than

the current estimate. AIG evaluates the production levels of
Commitments

its synthetic fuel production facilities in light of the risk of
phase-out of the associated tax credits. As a result of fluctuat-(a) At September 30, 2006, ILFC had committed to purchase
ing domestic crude oil prices, AIG intends to evaluate and268 new aircraft deliverable from 2006 through 2015 at an
possibly adjust production levels in light of this risk for theestimated aggregate purchase price of $19.2 billion and had
remainder of 2006. Regardless of oil prices, the tax creditsoptions to purchase three new aircraft at an estimated aggre-
expire after 2007.gate purchase price of $453 million. ILFC will be required to

find customers for any aircraft acquired, and it must arrange
Guaranteesfinancing for portions of the purchase price of such

equipment. (a) AIG and certain of its subsidiaries become parties to de-
rivative financial instruments with market risk resulting from(b) On June 27, 2005, AIG entered into an agreement
both dealer and end user activities and to reduce currency,pursuant to which AIG agrees, subject to certain conditions,
interest rate, equity and commodity exposures. These instru-to make any payment that is not promptly paid with respect
ments are carried at their estimated fair values in the consoli-to the benefits accrued by certain employees of AIG and its
dated balance sheet. The vast majority of AIG’s derivativesubsidiaries under the SICO Plans (as defined in Note 4).
activity is transacted by AIGFP. (See also Note 20 of Notes to
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compensation plan for registered representatives of certain6. Commitments, Contingencies and
AIG subsidiaries, pursuant to which participants have theGuarantees (continued)
opportunity to invest deferred commissions and fees on a

Consolidated Financial Statements in AIG’s 2005 Annual Re- notional basis. The value of the deferred compensation fluc-
port on Form 10-K/A.) tuates with the value of the deferred investment alternatives

chosen. AIG has provided a full and unconditional guarantee(b) AIG has issued unconditional guarantees with re-
of the obligations of SAI Deferred Compensation Holdings,spect to the prompt payment, when due, of all present and
Inc. to pay the deferred compensation under the plan.future payment obligations and liabilities of AIGFP arising

from transactions entered into by AIGFP.

(c) SAI Deferred Compensation Holdings, Inc., a
wholly-owned subsidiary of AIG, has established a deferred

7. Employee Benefits

The following table presents the components of the net periodic benefit costs with respect to pensions and postretirement
benefits for the three and nine-month periods ended September 30, 2006 and 2005:

Pensions Postretirement
Non-U.S. U.S. Non-U.S. U.S.

(in millions) Plans Plans Total Plans Plans Total

Three Months Ended September 30, 2006
Components of net period benefit cost:
Service cost $ 18 $ 32 $ 50 $ 1 $ 1 $ 2
Interest cost 9 41 50 1 3 4
Expected return on assets (7) (48) (55) – – –
Amortization of prior service cost (3) (1) (4) – (2) (2)
Amortization of transitional liability 1 – 1 – – –
Recognized actuarial loss 4 18 22 – – –

Net period benefit cost $ 22 $ 42 $ 64 $ 2 $ 2 $ 4

Three Months Ended September 30, 2005
Components of net period benefit cost:
Service cost $ 19 $ 26 $ 45 $ 1 $ 2 $ 3
Interest cost 8 37 45 – 4 4
Expected return on assets (5) (41) (46) – – –
Amortization of prior service cost (3) – (3) – (2) (2)
Loss due to settlements 1 – 1 – – –
Recognized actuarial loss 6 16 22 – 1 1

Net period benefit cost $ 26 $ 38 $ 64 $ 1 $ 5 $ 6

Nine Months Ended September 30, 2006
Components of net period benefit cost:
Service cost $ 55 $ 94 $ 149 $ 3 $ 4 $ 7
Interest cost 26 122 148 2 8 10
Expected return on assets (21) (145) (166) – – –
Amortization of prior service cost (7) (2) (9) – (5) (5)
Amortization of transitional liability 1 – 1 – – –
Recognized actuarial loss 12 56 68 – – –

Net period benefit cost $ 66 $ 125 $ 191 $ 5 $ 7 $ 12

Nine Months Ended September 30, 2005
Components of net period benefit cost:
Service cost $ 56 $ 78 $ 134 $ 3 $ 5 $ 8
Interest cost 24 111 135 1 11 12
Expected return on assets (16) (123) (139) – – –
Amortization of prior service cost (8) (2) (10) – (5) (5)
Loss due to settlements 4 – 4 – – –
Amortization of transition liability 1 – 1 – – –
Recognized actuarial loss 17 49 66 – 2 2

Net period benefit cost $ 78 $ 113 $ 191 $ 4 $ 13 $ 17
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is recognized ratably from the date of grant through the8. Recent Accounting Standards
shorter of age 65 or the vesting period. The effect of thisAccounting  Changes
change is not material to AIG’s consolidated financial posi-

At the March 2004 meeting, the Emerging Issue Task Force tion or results of operations. Awards granted prior to Janu-
(EITF) reached a consensus with respect to Issue No. 03-1, ary 1, 2006 will continue to be recognized over the vesting
‘‘The Meaning of Other-Than-Temporary Impairment and Its period with accelerated expense recognition upon an actual
Application to Certain Investments.’’ On September 30, 2004, retirement. SICO compensation expense for participants re-
the Financial Accounting Standards Board (FASB) issued FASB tiring after age 65 had been reflected in prior years’ results
Staff Position (FSP) EITF No. 03-1-1, Effective Date of consistent with vested status under the SICO Plans.
Paragraphs 10-20 of EITF Issue No. 03-1, ‘‘The Meaning of

On June 1, 2005, the FASB issued Statement No. 154,Other-Than-Temporary Impairment and Its Application to
‘‘Accounting Changes and Error Corrections’’ (FAS 154).Certain Investments’’ delaying the effective date of this gui-
FAS 154 replaces APB Opinion No. 20, ‘‘Accounting Changes’’dance until the FASB has resolved certain implementation is-
and FASB Statement No. 3, ‘‘Reporting Accounting Changes insues with respect to this guidance, but the disclosures remain
Interim Financial Statements.’’ FAS 154 requires that a volun-effective. This FSP, retitled FSP FAS 115-1, ‘‘The Meaning of
tary change in accounting principles be applied retrospectivelyOther-Than-Temporary Impairment and Its Application to
with all prior period financial statements presented based on theCertain Investments,’’ replaces the measurement and recogni-
new accounting principle, unless it is impracticable to do so.tion guidance set forth in Issue No. 03-1 and codifies certain
FAS 154 also provides that a correction of errors in previouslyexisting guidance on impairment and accretion of income.
issued financial statements should be termed a ‘‘restatement.’’AIG’s adoption of FSP FAS 115-1 on January 1, 2006 did not
The new standard was effective for accounting changes andhave a material effect on AIG’s consolidated financial condi-
correction of errors beginning January 1, 2006.tion or results of operations.

At the June 2005 meeting, the EITF reached a consensusIn December 2004, the FASB issued Statement No. 123
with respect to Issue No. 04-5, ‘‘Determining Whether a Gen-(revised 2004), ‘‘Share-Based Payment’’ (FAS 123R).
eral Partner, or the General Partners as a Group, Controls aFAS 123R and its related interpretive guidance replaces FAS
Limited Partnership or Similar Entity When the Limited Part-No. 123, ‘‘Accounting for Stock-Based Compensation’’
ners Have Certain Rights.’’ The Issue addresses what rights held(FAS 123), supersedes Accounting Principles Board Opinion
by the limited partner(s) preclude consolidation in circum-No. 25, ‘‘Accounting for Stock Issued to Employees’’
stances in which the sole general partner would consolidate the(APB 25) and amends FAS 95, ‘‘Statement of Cash Flows.’’
limited partnership in accordance with generally accepted ac-FAS 123, as originally issued in 1995, established as
counting principles absent the existence of the rights held by thepreferable a fair-value-based method of accounting for share-
limited partner(s). Based on that consensus, the EITF alsobased payment transactions with employees. On January 1,
agreed to amend the consensus in Issue No. 96-16, ‘‘Investor’s2003, AIG adopted the recognition provisions of FAS 123.
Accounting for an Investee When the Investor Has a Majority ofSee also Note 10 herein. AIG adopted the provisions of the
the Voting Interest but the Minority Shareholders Have Certainrevised FAS 123R and its related interpretive guidance on
Approval or Veto Rights.’’ The guidance in this Issue is effectiveJanuary 1, 2006.
after June 29, 2005 for general partners of all new limited part-

For its service-based awards under the 1999 Stock Option nerships formed and for existing limited partnerships for which
Plan, 2002 Stock Incentive Plan and 1996 Employee Stock the partnership agreements are modified. For general partners in
Purchase Plan, AIG recognizes compensation on a straight-line all other limited partnerships, the guidance in this Issue was
basis over the scheduled vesting period. Unrecognized unvested effective beginning January 1, 2006. The effect of the adoption
compensation expense for stock option awards granted under of this EITF Issue was not material to AIG’s consolidated finan-
APB 25 (i.e., before January 1, 2003) will be recognized from cial condition or results of operations.
January 1, 2006 to the vesting date. However, for the SICO

On June 29, 2005, FASB issued Statement 133 Implemen-Plans, the AIG Deferred Compensation Profit Participant Plan
tation Issue No. B38, ‘‘Embedded Derivatives: Evaluation ofand the AIG Partners Plan, which contain both performance
Net Settlement with Respect to the Settlement of a Debt Instru-and service conditions, AIG recognizes compensation utilizing a
ment through Exercise of an Embedded Put Option or Callgraded vesting expense attribution method. The effect of this
Option.’’ This implementation guidance relates to the potentialapproach is to recognize compensation cost over the requisite
settlement of the debtor’s obligation to the creditor that wouldservice period for each separately vesting tranche of the award.
occur upon exercise of the put option or call option, which

AIG’s share-based plans generally provide for acceler- meets the net settlement criterion in FAS 133. The effective date
ated vesting after the participant turns 65 and retires. For of the implementation guidance is January 1, 2006. The adop-
awards granted after January 1, 2006, compensation expense
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allows AIG to measure life settlement contracts using either8. Recent Accounting Standards (continued)
the investment method or fair value method. The election is

tion of this guidance did not have a material effect on AIG’s made on an instrument-by-instrument basis and is irrevoca-
consolidated financial condition or results of operations. ble. AIG elected to early adopt FSP 85-4-1 as of January 1,

2006 using the investment method for pre-existing invest-On June 29, 2005, the FASB issued Statement 133 Imple-
ments held at December 31, 2005. The effect of this adoptionmentation Issue No. B39, ‘‘Application of Paragraph 13(b) to
resulted in a $319 million after tax ($487 million pre-tax)Call Options That Are Exercisable Only by the Debtor.’’ The
increase to opening retained earnings.conditions in FAS 133 paragraph 13(b) do not apply to an

embedded call option in a hybrid instrument containing a debt On June 29, 2006, AIG restructured its ownership of life
host contract if the right to accelerate the settlement of the debt settlement contracts with no effect on the economic substance
can be exercised only by the debtor (issuer/borrower). This gui- of these investments. At the same time, AIG paid $610 mil-
dance does not apply to other embedded derivative features that lion to its former co-investors to acquire all the remaining
may be present in the same hybrid instrument. The effective date interests in life settlement contracts held in previously non-
of the implementation guidance is January 1, 2006. The adop- consolidated trusts.
tion of this guidance did not have a material effect on AIG’s

At September 30, 2006, the carrying value of AIG’s lifeconsolidated financial condition or results of operations.
settlement contracts was $1.21 billion, and is included in

On February 16, 2006, the FASB issued FAS No. 155, Other invested assets on the consolidated balance sheet.
‘‘Accounting for Certain Hybrid Financial Instruments’’ These investments are monitored for impairment on a con-
(FAS 155), an amendment of FAS 140 and FAS 133. FAS 155 tract by contract basis quarterly. During the three month
allows AIG to include changes in fair value in earnings on an period ended September 30, 2006, income recognized on life
instrument-by-instrument basis for any hybrid financial instru- settlement contracts previously held in non-consolidated
ment that contains an embedded derivative that would other- trusts was $5 million, and is included in net investment in-
wise be required to be bifurcated and accounted for separately come on the consolidated statement of income. Such income
under FAS 133. The election to measure the hybrid instrument totaled $18 million for the nine month period then ended.
at fair value is irrevocable at the acquisition or issuance date. Further information regarding life settlement contracts as of

September 30, 2006 is as follows:AIG elected to early adopt FAS 155 as of January 1, 2006,
and apply FAS 155 fair value measurement to certain structured

(dollars in millions)
note liabilities and structured investments in AIG’s available for Remaining Life

Expectancy Number of Carrying Face Valuesale portfolio that existed at December 31, 2005. The effect of
of Insureds Contracts Value (Death Benefits)this adoption resulted in an $11 million after-tax ($18 million
0 – 1 year 4 $ 6 $ 7pre-tax) decrease to opening retained earnings as of January 1,
1 – 2 years 24 14 202006, representing the difference between the fair value of these
2 – 3 years 64 38 59

hybrid financial instruments and the prior carrying value as of 3 – 4 years 135 131 229
December 31, 2005. The effect of adoption on after-tax gross 4 – 5 years 137 85 175
gains and losses was $218 million ($336 million pre-tax) and Thereafter 1,540 935 3,495
$229 million ($354 million pre-tax), respectively. Total 1,904 $1,209 $3,985

In connection with AIG’s early adoption of FAS 155, struc- As of September 30, 2006, the anticipated life insurance
tured note liabilities of $8.1 billion, other structured liabilities in premiums required to keep the life settlement contracts in
conjunction with equity derivative transactions of $70 million, force, payable in the ensuing twelve months ending Septem-
and hybrid financial instruments of $407 million at Septem- ber 30, 2007, and the four succeeding years ending Septem-
ber 30, 2006 are now carried at fair value. The effect on earn- ber 30, 2011 are $84 million, $88 million, $93 million,
ings for the three and nine-month periods ended September 30, $94 million, and $95 million, respectively.
2006, for changes in the fair value of hybrid financial instru-

On April 13, 2006, the FASB issued FSP FIN 46(R)-6,ments, was a pre-tax gain of $79 million and a pre-tax loss of
‘‘Determining the Variability to be Considered in Applying$44 million, respectively, and is reflected in Other income.
FASB Interpretation No. 46(R)’’ (FIN 46(R)-6 or FSP). The

On March 27, 2006, the FASB issued FSP FTB 85-4-1, FSP affects the identification of which entities are variable
‘‘Accounting for Life Settlement Contracts by Third-Party interest entities through a ‘‘by design’’ approach in identify-
Investors’’ (FSP 85-4-1), an amendment of FTB 85-4, ‘‘Ac- ing and measuring the variable interests of the variable inter-
counting for Purchases of Life Insurance.’’ Life settlements est entity and its primary beneficiary. The requirements
are designed to assist life insurance policyholders in monetiz- became effective beginning in the third quarter of 2006 and
ing the existing value of life insurance policies. FSP 85-4-1 are to be applied to all new variable interest entities with
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an income statement approach and evaluate whether either8. Recent Accounting Standards (continued)
approach results in quantifying a misstatement that, when all

which AIG becomes involved. The new requirements need relevant quantitative and qualitative factors are considered, is
not be applied to entities that have previously been analyzed material. SAB 108 is effective for registrants’ financial state-
under FIN 46(R) unless a reconsideration event occurs. The ments for fiscal years ending on or after November 15, 2006,
adoption of this guidance did not have a material effect on with early application encouraged. The adoption of SAB 108
AIG’s consolidated financial condition or results of is not expected to have a material effect on AIG’s consoli-
operations. dated financial statements.
Future  Application  of  Accounting  Standards In September 2006, the FASB issued FAS No. 157, ‘‘Fair

Value Measurements’’ (FAS 157). FAS 157 defines fair value,On September 19, 2005, the FASB issued Statement of
establishes a framework for measuring fair value and ex-Position 05-1, ‘‘Accounting by Insurance Enterprises for De-
pands disclosures about fair value measurements. FAS 157 isferred Acquisition Costs in Connection with Modifications or
effective for financial statements issued for fiscal years begin-Exchanges of Insurance Contracts’’ (SOP 05-1). SOP 05-1
ning after November 15, 2007. AIG is currently assessing theprovides guidance on accounting for deferred acquisition
effect of implementing this guidance.costs on internal replacements of insurance and investment

contracts other than those specifically described in FASB In September 2006, the FASB issued FAS No. 158, ‘‘Em-
Statement No. 97, ‘‘Accounting and Reporting by Insurance ployers’ Accounting for Defined Benefit Pension and Other
Enterprises for Certain Long-Duration Contracts and for Re- Postretirement Plans – an amendment of FASB Statements
alized Gains and Losses from the Sale of Investments.’’ The No. 87, 88, 106 and 132(R)’’ (FAS No. 158). FAS No. 158
SOP defines an internal replacement as a modification in requires an employer to prospectively recognize the over
product benefits, features, rights, or coverage that occurs by funded or under funded status of a defined benefit postretire-
the exchange of a contract for a new contract, or by amend- ment plan as an asset or liability in its balance sheet and to
ment, endorsement, or rider to a contract, or by the election recognize changes in that funded status in the year in which
of a feature or coverage within a contract. The effective date the changes occur through other comprehensive income.  FAS
of the implementation guidance is January 1, 2007. AIG is No. 158 also requires an employer to measure the funded
currently assessing the effect of implementing this guidance. status of a plan as of the date of its year-end balance sheet,

with limited exceptions. AIG is required to adopt this stan-On July 13, 2006, the FASB issued FASB Interpretation
dard in its financial statements for the year ending Decem-No. 48, ‘‘Accounting for Uncertainty in Income Taxes – an in-
ber 31, 2006. The estimated cumulative effect, includingterpretation of FASB Statement No. 109’’ (FIN 48), which clari-
deferred income taxes, on AIG’s consolidated balance sheetfies the accounting for uncertainty in income tax positions.
at December 31, 2006 as a result of the adoption of thisFIN 48 prescribes a recognition threshold and measurement
standard is a net reduction in shareholders’ equity through aattribute for the financial statement recognition and measure-
charge to Other comprehensive income of approximatelyment of an income tax position taken or expected to be taken in
$720 million, with a corresponding net decrease of approxi-a tax return. FIN 48 also provides guidance on derecognition,
mately $350 million in total assets, and a net increase ofclassification, interest and penalties, accounting in interim peri-
approximately $370 million in total liabilities. The actualods, and additional disclosures. The effective date of this imple-
effect of the adoption at December 31, 2006 may differ frommentation guidance is January 1, 2007, with the cumulative
the above estimates due to changes in assumptions such as theeffect of the change in accounting principle recorded as an ad-
discount rate, actuarial assumptions, the measurements ofjustment to opening retained earnings. AIG is currently assess-
fair value of plan assets and the recognition of any additionaling the effect of implementing this guidance.
minimum liabilities determined under the provisions ofOn September 13, 2006, the SEC issued Staff Account-
FAS 87 prior to the adoption of FAS 158. In addition, AIG ising Bulletin No. 108, ‘‘Considering the Effects of Prior Year
in the process of determining the realizability of additionalMisstatements when Quantifying Misstatements in Current
deferred tax assets that would be generated by plans in for-Year Financial Statements’’ (SAB 108). SAB 108 provides
eign locations. Accordingly, the net after tax effect of theinterpretive guidance on how the effects of the carryover or
adoption of FAS 158 may change pending the outcome of thisreversal of prior year misstatements should be considered in
review during the fourth quarter.quantifying a current year misstatement. SAB 108 requires

registrants to quantify errors using both a balance sheet and
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9. Information Provided in Connection with Outstanding Debt

The following condensed consolidating financial statements are provided in compliance with Regulation S-X of the
Securities and Exchange Commission.

(a) American General Corporation (AGC) is a holding company and a wholly owned subsidiary of AIG. AIG provides a full
and unconditional guarantee of all outstanding debt of AGC.

American General Corporation, as issuer:

Condensed  Consolidating  Balance  Sheet

American
International

September 30, 2006 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries Eliminations AIG

Assets:
Invested assets $ 4,756 $ – $760,818 $ (15,512) $750,062
Cash 28 – 1,397 – 1,425
Carrying value of subsidiaries and partially owned

companies, at equity 103,611 26,913 5,608 (135,101) 1,031
Other assets 3,806 2,646 184,638 (2,064) 189,026

Total assets $112,201 $29,559 $952,461 $ (152,677) $941,544
Liabilities:

Insurance liabilities $ 332 $ – $483,079 $ (42) $483,369
Debt 10,816 2,096 138,942 (14,732) 137,122
Other liabilities 4,899 3,826 218,867 (2,882) 224,710

Total liabilities 16,047 5,922 840,888 (17,656) 845,201
Preferred shareholders’ equity in subsidiary companies – – 189 – 189
Total shareholders’ equity 96,154 23,637 111,384 (135,021) 96,154
Total liabilities, preferred shareholders’ equity in subsidiary

companies and shareholders’ equity $112,201 $29,559 $952,461 $ (152,677) $941,544

American
International

December 31, 2005 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries Eliminations AIG

Assets:
Invested assets $ 1,392 $ – $691,349 $ (13,696) $679,045
Cash 190 – 1,707 – 1,897
Carrying value of subsidiaries and partially owned

companies, at equity 90,723 27,027 15,577 (132,169) 1,158
Other assets 2,768 2,577 166,933 (1,327) 170,951

Total assets $95,073 $29,604 $875,566 $(147,192) $853,051

Liabilities:
Insurance liabilities $ 408 $ – $460,271 $ (56) $460,623
Debt 4,607 2,087 115,212 (12,057) 109,849
Other liabilities 3,741 4,110 191,279 (3,054) 196,076

Total liabilities 8,756 6,197 766,762 (15,167) 766,548

Preferred shareholders’ equity in subsidiary companies – – 186 – 186
Total shareholders’ equity 86,317 23,407 108,618 (132,025) 86,317

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $95,073 $29,604 $875,566 $(147,192) $853,051
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9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Income

American
International

Three Months Ended September 30, 2006 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries Eliminations AIG

Operating income (loss) $ (215) $ (49) $6,565 $ – $6,301
Equity in undistributed net income of consolidated subsidiaries 4,223 420 – (4,643) –
Dividend income from consolidated subsidiaries 287 134 – (421) –
Income taxes (benefits) 71 (17) 1,889 – 1,943
Minority interest – – (134) – (134)
Net income (loss) $4,224 $522 $4,542 $(5,064) $4,224

American
International

Three Months Ended September 30, 2005 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries Eliminations AIG

Operating income (loss) $ (41) $ (54) $2,642 $ – $2,547
Equity in undistributed net income of consolidated subsidiaries 1,857 615 – (2,472) –
Dividend income from consolidated subsidiaries 223 – – (223) –
Income taxes (benefits) 294 (19) 473 – 748
Minority interest – – (54) – (54)
Net income (loss) $1,745 $580 $2,115 $(2,695) $1,745

American
International

Nine Months Ended September 30, 2006 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries Eliminations AIG

Operating income (loss) $ (937) $ (135) $17,407 $ – $16,335
Equity in undistributed net income of consolidated subsidiaries 10,990 1,088 – (12,078) –
Dividend income from consolidated subsidiaries 854 592 – (1,446) –
Income taxes (benefits) 332 (47) 4,781 – 5,066
Minority interest – – (694) – (694)
Cumulative effect of an accounting change, net of tax 34 – – – 34
Net income (loss) $10,609 $1,592 $11,932 $(13,524) $10,609

American
International

Nine Months Ended September 30, 2005 Group, Inc. AGC Other Consolidated
(in millions) Guarantor Issuer Subsidiaries Eliminations AIG

Operating income (loss) $ 99 $ (130) $14,928 $ – $14,897
Equity in undistributed net income of consolidated subsidiaries 9,287 1,906 – (11,193) –
Dividend income from consolidated subsidiaries 1,151 – – (1,151) –
Income taxes (benefits) 504 (45) 4,078 – 4,537
Minority interest – – (327) – (327)
Net income (loss) $10,033 $1,821 $10,523 $(12,344) $10,033
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9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statements  of  Cash  Flow

American
International

Nine Months Ended September 30, 2006 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries AIG

Net cash (used in) provided by operating activities $ (228) $ 160 $ 6,072 $ 6,004
Cash flows from investing:

Invested assets disposed 2,681 – 117,873 120,554
Invested assets acquired (5,554) – (164,995) (170,549)
Other (2,374) (17) 986 (1,405)

Net cash used in investing activities (5,247) (17) (46,136) (51,400)
Cash flows from financing activities:

Change in debts 6,201 – 20,440 26,641
Other (888) (143) 19,255 18,224

Net cash (used in) provided by financing activities 5,313 (143) 39,695 44,865
Effect of exchange rate changes on cash – – 59 59
Change in cash (162) – (310) (472)
Cash at beginning of period 190 – 1,707 1,897
Cash at end of period $ 28 $ – $ 1,397 $ 1,425

American
International

Nine Months Ended September 30, 2005 Group, Inc. Other Consolidated
(in millions) Guarantor AGC Subsidiaries AIG

Net cash provided by operating activities $ 1,487 $ 685 $ 18,018 $ 20,190
Cash flows from investing:

Invested assets disposed 124 – 142,959 143,083
Invested assets acquired (1,761) – (192,501) (194,262)
Other (305) (270) (823) (1,398)

Net cash used in investing activities (1,942) (270) (50,365) (52,577)
Cash flows from financing activities:

Change in debts 1,659 (299) 11,207 12,567
Other (1,119) (116) 21,244 20,009

Net cash (used in) provided by financing activities 540 (415) 32,451 32,576
Effect of exchange rate changes on cash – – (90) (90)
Change in cash 85 – 14 99
Cash at beginning of period 17 – 1,992 2,009
Cash at end of period $ 102 $ – $ 2,006 $ 2,108
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9. Information Provided in Connection with Outstanding Debt (continued)

(b) AIG Liquidity Corp. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all
obligations of AIG Liquidity Corp., which commenced operations in 2003.

AIG Liquidity Corp., as issuer:

Condensed  Consolidating  Balance  Sheet

American
International AIG

September 30, 2006 Group, Inc. Liquidity Other Consolidated
(in millions)  Guarantor Corp. Subsidiaries Eliminations AIG

Assets:
Invested assets $ 4,756 $ * $760,818 $ (15,512) $750,062
Cash 28 * 1,397 – 1,425
Carrying value of subsidiaries and partially owned

companies, at equity 103,611 – 32,521 (135,101) 1,031
Other assets 3,806 * 187,284 (2,064) 189,026

Total assets $112,201 $ * $982,020 $ (152,677) $941,544
Liabilities:

Insurance liabilities $ 332 $ – $483,079 $ (42) $483,369
Debt 10,816 * 141,038 (14,732) 137,122
Other liabilities 4,899 * 222,693 (2,882) 224,710

Total liabilities 16,047 * 846,810 (17,656) 845,201
Preferred shareholders’ equity in subsidiary companies – – 189 – 189
Total shareholders’ equity 96,154 * 135,021 (135,021) 96,154
Total liabilities, preferred shareholders’ equity in subsidiary

companies and shareholders’ equity $112,201 $ * $982,020 $ (152,677) $941,544

*Amounts significantly less than $1 million.

American
International AIG

December 31, 2005 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

Assets:
Invested assets $ 1,392 $ * $691,349 $ (13,696) $679,045
Cash 190 * 1,707 – 1,897
Carrying value of subsidiaries and partially owned

companies, at equity 90,723 – 42,604 (132,169) 1,158
Other assets 2,768 * 169,510 (1,327) 170,951

Total assets $95,073 $ * $905,170 $(147,192) $853,051
Liabilities:

Insurance liabilities $ 408 $ – $460,271 $ (56) $460,623
Debt 4,607 * 117,299 (12,057) 109,849
Other liabilities 3,741 * 195,389 (3,054) 196,076

Total liabilities 8,756 * 772,959 (15,167) 766,548
Preferred shareholders’ equity in subsidiary companies – – 186 – 186
Total shareholders’ equity 86,317 * 132,025 (132,025) 86,317
Total liabilities, preferred shareholders’ equity in subsidiary

companies and shareholders’ equity $95,073 $ * $905,170 $(147,192) $853,051

*Amounts significantly less than $1 million.
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9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Income

American
International AIG

Three Months Ended September 30, 2006 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

Operating income (loss) $ (215) $ * $6,516 $ – $6,301
Equity in undistributed net income of consolidated subsidiaries 4,223 – 420 (4,643) –
Dividend income from consolidated subsidiaries 287 – 134 (421) –
Income taxes 71 * 1,872 – 1,943
Minority interest – – (134) – (134)
Net income (loss) $4,224 $ * $5,064 $(5,064) $4,224

*Amounts significantly less than $1 million.

American
International AIG

Three Months Ended September 30, 2005 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

Operating income $ (41) $ * $2,588 $ – $2,547
Equity in undistributed net income of consolidated subsidiaries 1,857 – 615 (2,472) –
Dividend income from consolidated subsidiaries 223 – – (223) –
Income taxes 294 * 454 – 748
Minority interest – – (54) – (54)
Net income (loss) $1,745 $ * $2,695 $(2,695) $1,745

*Amounts significantly less than $1 million.
American

International AIG
Nine Months Ended September 30, 2006 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

Operating income (loss) $ (937) $ * $17,272 $ – $16,335
Equity in undistributed net income of consolidated subsidiaries 10,990 – 1,088 (12,078) –
Dividend income from consolidated subsidiaries 854 – 592 (1,446) –
Income taxes 332 * 4,734 – 5,066
Minority interest – – (694) – (694)
Cumulative effect of an accounting change, net of tax 34 – – – 34

Net income (loss) $10,609 $ * $13,524 $(13,524) $10,609

*Amounts significantly less than $1 million.

American
International AIG

Nine Months Ended September 30, 2005 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

Operating income $ 99 $ * $14,798 $ – $14,897
Equity in undistributed net income of consolidated subsidiaries 9,287 – 1,906 (11,193) –
Dividend income from consolidated subsidiaries 1,151 – – (1,151) –
Income taxes 504 * 4,033 – 4,537
Minority interest — – (327) – (327)

Net income (loss) $10,033 $ * $12,344 $(12,344) $10,033

*Amounts significantly less than $1 million.
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9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statements  of  Cash  Flow
American

International AIG
Nine Months Ended September 30, 2006 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries AIG

Net cash (used in) provided by operating activities $ (228) $ * $ 6,232 $ 6,004
Cash flows from investing:

Invested assets disposed 2,681 – 117,873 120,554
Invested assets acquired (5,554) – (164,995) (170,549)
Other (2,374) * 969 (1,405)

Net cash used in investing activities (5,247) * (46,153) (51,400)
Cash flows from financing activities:

Change in debts 6,201 – 20,440 26,641
Other (888) * 19,112 18,224

Net cash (used in) provided by financing activities 5,313 * 39,552 44,865
Effect of exchange rate changes on cash – – 59 59
Change in cash (162) * (310) (472)
Cash at beginning of period 190 – 1,707 1,897
Cash at end of period $ 28 $ * $ 1,397 $ 1,425

*Amounts significantly less than $1 million.
American

International AIG
Nine Months Ended September 30, 2005 Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries AIG

Net cash (used in) provided by operating activities $ 1,487 $ * $ 18,703 $ 20,190

Cash flows from investing:
Invested assets disposed 124 – 142,959 143,083
Invested assets acquired (1,761) – (192,501) (194,262)
Other (305) * (1,093) (1,398)

Net cash used in investing activities (1,942) * (50,635) (52,577)

Cash flows from financing activities:
Change in debts 1,659 – 10,908 12,567
Other (1,119) * 21,128 20,009

Net cash (used in) provided by financing activities 540 * 32,036 32,576

Effect of exchange rate changes on cash – – (90) (90)

Change in cash 85 * 14 99
Cash at beginning of period 17 – 1,992 2,009

Cash at end of period $ 102 $ * $ 2,006 $ 2,108

*Amounts significantly less than $1 million.

Stock-based compensation earned under the AIG DCPPP and10. Stock Compensation Plans
the AIG Partners Plan is issued as awards under the 2002 Plan.

At September 30, 2006, AIG employees could be awarded com- AIG currently settles share option exercises and other share
pensation pursuant to six different stock-based compensation awards to participants through the issuance of shares it has
plan arrangements: (i) AIG 1999 Stock Option Plan, as previously acquired and holds in its treasury account, except for
amended (1999 Plan); (ii) AIG 1996 Employee Stock Purchase share awards made by SICO, which are settled by SICO.
Plan, as amended (1996 Plan); (iii) AIG 2002 Stock Incentive

At September 30, 2006, AIG’s non-employee directors re-
Plan, as amended (2002 Plan) under which AIG has issued time-

ceived stock-based compensation in two forms, options granted
vested restricted stock units (RSUs) and performance restricted

pursuant to the 1999 Plan and grants of AIG common stock
stock units (Performance RSUs); (iv) SICO’s Deferred Compen-

with delivery deferred until retirement from the Board, pursuant
sation Profit Participation Plans (SICO Plans); (v) AIG’s 2005-

to the AIG Director Stock Plan, which was approved by the
2006 Deferred Compensation Profit Participation Plan (AIG

shareholders at the 2004 Annual Meeting of Shareholders.
DCPPP) and (vi) the AIG Partners Plan. The AIG DCPPP was

From January 1, 2003 through December 31, 2005, AIGadopted as a replacement for the SICO Plans for the 2005-2006
accounted for share-based payment transactions with employ-period, and the AIG Partners Plan replaces the AIG DCPPP.
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The adoption of FAS 123R resulted in share-based com-10. Stock Compensation Plans (continued)
pensation expense of approximately $14 million during the first

ees under FAS 123, ‘‘Accounting for Stock-Based Compensa- nine months of 2006, related to awards which were accounted
tion.’’ Share-based employee compensation expense from for under the provisions of Accounting Principles Board Opin-
option awards was not recognized in the statement of income in ion No. 25, ‘‘Accounting for Stock Issued to Employees.’’ AIG
prior periods. Effective January 1, 2006, AIG adopted the fair expects this expense to approximate $19 million for fiscal 2006.
value recognition provisions of Statement of Financial Account- FAS 123R also requires AIG to estimate forfeitures in calculat-
ing Standards No. 123R ‘‘Share-Based Payments’’ (FAS 123R). ing the expense relating to share-based compensation, rather
FAS 123R requires that companies use a fair value method to than recognizing these forfeitures and corresponding reductions
value share-based payments and recognize the related compen- in expense as they occur. The pre-tax cumulative effect of adop-
sation expense in net earnings. AIG adopted FAS 123R using tion, recognized as a reduction in stock-based compensation of
the modified prospective application method, and accordingly, $46 million, was recorded as a cumulative effect of an account-
financial statement amounts for the prior periods presented ing change, net of tax, in the first quarter of 2006. FAS 123R
have not been restated to reflect the fair value method of ex- requires AIG to reflect the cash savings resulting from excess tax
pensing share-based compensation under FAS 123R. The modi- benefits in its financial statements as cash flow from financing
fied prospective application method provides for the recognition activities, rather than as cash flow from operating activities as in
of the fair value with respect to share-based compensation for prior periods. The amount of this excess tax benefit for the three
shares subscribed for or granted on or after January 1, 2006 and and nine-month periods ended September 30, 2006 was
all previously granted but unvested awards as of January 1, $3.9 million and $6.2 million, respectively.
2006.

The effect of the adoption of FAS 123R on the consolidated statements of income and cash flows was as follows:

Three Months Ended September 30, 2006 Nine Months Ended September 30, 2006
Including Including

Effect of Effect of Effect of Effect of
Pre-adoption of Adoption of Adoption of Pre-adoption of Adoption of Adoption of

(in millions, except per share data) FAS 123R FAS 123R FAS 123R FAS 123R FAS 123R FAS 123R

Income before income taxes, minority interest and cumulative
effect of an accounting change $ 6,306 $ (5) $ 6,301 $16,349 $ (14) $16,335

Provision for income taxes $ 1,944 $ (1) $ 1,943 $ 5,068 $ (2) $ 5,066
Income before minority interest and cumulative effect of an

accounting change $ 4,362 $ (4) $ 4,358 $11,281 $ (12) $11,269
Cumulative effect of an accounting change, net of tax $ – $ – $ – $ – $ 34 $ 34
Net income $ 4,228 $ (4) $ 4,224 $10,587 $ 22 $10,609
Net cash provided by (used in) operating activities $ (615) $ (4) $ (619) $ 6,010 $ (6) $ 6,004
Net cash provided by financing activities $16,922 $ 4 $16,926 $44,859 $ 6 $44,865
Basic earnings per share $ 1.62 $ – $ 1.62 $ 4.06 $0.01 $ 4.07
Diluted earnings per share $ 1.61 $ – $ 1.61 $ 4.03 $0.01 $ 4.04

The following table presents share-based compensation expenses, including the cumulative effect of adoption of
FAS 123R, included in AIG’s consolidated statement of income:

Three Months Ended Nine Months Ended
(in millions) September 30, 2006 September 30, 2006

Share-based compensation expense before tax $66 $277
Income tax benefit 14 42

After-tax share-based compensation expense $52 $235

Included in share-based compensation expense of tender offer and Note 8 herein for discussion of the prospective
$277 million for the nine months ended September 30, 2006 change to the accounting for retiree eligibility provisions.
was a one-time compensation cost of approximately $54 million

If AIG had adopted the FAS 123 provisions for recogniz-
related to the Starr tender offer and various out of period adjust-

ing compensation expense commencing at the date of grant of
ments totalling $61 million, primarily relating to stock-splits

the awards, the effect would not have been material to net
and other miscellaneous items for the SICO plans, offset by a

income or basic or diluted earnings per share for the three
$46 million pre-tax adjustment for the cumulative effect of the

and nine-month periods ended September 30, 2005.
adoption of FAS 123R. These items were recorded in the first
quarter of 2006. See Note 4 herein for a discussion of the Starr
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27,787,332 shares reserved for issuance under the 1999 and10. Stock Compensation Plans (continued)
1991 Plans.

1999  Stock  Option  Plan

DeferralsThe 1999 Plan provides that options to purchase a maximum
of 45,000,000 shares of common stock can be granted to During 2005, options with respect to 1,731,471 shares were
certain key employees and members of the Board of Directors exercised with delivery deferred. At December 31, 2005 op-
at prices not less than fair market value at the date of grant. tionees had made valid elections to defer delivery of

2,067,643 shares of AIG common stock upon exercise ofThe 1999 Plan was approved by the shareholders at the
options expiring during 2006. Of these elections,2000 Annual Meeting of Shareholders, with certain amend-
1,780,027 shares were exercised and deferred in the thirdments approved at the 2003 Annual Meeting of Shareholders.
quarter of 2006. In addition, non-employee directors of AIGThe 1999 Plan superseded the 1991 employee stock option
had made valid elections to defer delivery of 21,093 shares ofplan (the 1991 Plan), although outstanding options granted
AIG common stock upon exercise of options expiring duringunder the 1991 Plan continue in force until exercise or expi-
2006.ration. The maximum number of shares that may be granted

to any employee in any one year under the 1999 Plan is
Valuation  Methodology900,000. Options granted under the 1999 Plan generally vest

over four years (25 percent vesting per year) and expire In 2004, AIG developed a binomial lattice model to cal-
10 years from the date of grant. culate the fair value of stock option grants. In prior years, a

Black-Scholes model was used. A more detailed description ofAt September 30, 2006, there were 20,997,720 shares
the valuation methodology is provided below.reserved for future grants under the 1999 Plan and

The following weighted average assumptions were used for stock options granted in the first nine months of 2006 and 2005:

2006 2005

Expected annual dividend yield(a) 0.71% 0.36%
Expected volatility(b) 27.3% 34.4%
Risk-free interest rate(c) 4.17% 3.87%
Expected term(d) 7 years 7 years

(a) The dividend yield is based on the dividend yield over the twelve month period prior to the grant date.

(b) In 2006, expected volatility is the average of historical volatility (based on seven years of daily stock price changes) and the implied volatility of actively

traded options on AIG shares and in 2005, expected volatility is the historical volatility based on five years of daily stock price changes.

(c) The interest rate curves used in the valuation model were the U.S. Treasury STRIP rates with terms from 3 months to 10 years.

(d) The contractual term of the option is generally 10 years with an expected term of 7 years calculated based on an analysis of historical employee exercise

behavior and employee turnover (post-vesting terminations). The early exercise rate is a function of time elapsed since the grant. Fifteen years of historical

data was used to estimate the early exercise rate.

Additional information with respect to AIG’s stock option plans at September 30, 2006, and changes for the nine months then
ended, were as follows:

Weighted Average
Options: Shares Exercise Price

Outstanding at beginning of year 52,545,425 $54.84
Granted 123,500 $64.55
Exercised (1,617,411) $34.02
Shares subject to deferred delivery (1,780,027) $15.80
Forfeited or expired (1,167,789) $69.77
Outstanding at end of period 48,103,698 $56.65
Options exercisable at end of period 37,700,495 $54.81
Weighted average fair value per share of options granted $21.11
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10. Stock Compensation Plans (continued)

Information about stock options outstanding at September 30, 2006, is summarized as follows:

Options Outstanding Options Exercisable

Weighted Weighted
Average Weighted Average Weighted

Remaining Average Aggregate Intrinsic Number Remaining Average Aggregate
Range of Number Contractual Exercise Values Exercisable Contractual Exercise Intrinsic Values
Exercise Prices Outstanding Life Price (in millions) (vested) Life Price (in millions)

$11.28-$27.14 4,284,284 0.83 $24.16 $180 4,284,284 0.83 $24.16 $180
$30.44-$41.51 5,351,821 1.79 36.86 157 5,351,821 1.79 36.86 157
$43.31-$53.40 6,877,098 4.07 48.60 122 6,089,836 3.77 48.81 106
$54.11-$59.99 8,324,097 4.34 57.84 71 6,778,940 3.27 57.49 60
$60.13-$63.95 8,956,414 6.19 62.33 35 5,921,540 5.79 61.92 26
$64.01-$69.63 8,141,722 7.05 65.45 7 3,787,201 5.10 65.66 3
$70.35-$98.00 6,168,262 4.68 83.89 – 5,486,873 4.60 84.46 –

Total 48,103,698 4.55 $56.65 $572 37,700,495 3.64 $54.81 $532

Vested and expected-to-vest options as of September 30, but not issued in the prior calendar year. The maximum
2006, included in the table above, totaled 44,125,436, with a award that a grantee may receive under the 2002 Plan per
weighted average exercise price of $56.01, a weighted aver- year is rights with respect to 250,000 shares. For the nine-
age contractual life of 4.27 years and an aggregate intrinsic month periods ended September 30, 2006 and 2005,
value of $553 million. 3,919,170 RSUs, including performance RSUs, and

1,133,405 RSUs, respectively, were granted by AIG. There
As of September 30, 2006, total unrecognized compen-

were 6,316,623 shares reserved for issuance in connection
sation cost (net of expected forfeitures) was $132 million and

with future awards at September 30, 2006. Substantially all
$3 million related to non-vested share-based compensation

RSUs granted to date under the 2002 Plan other than per-
awards granted under the 1999 Plan and the 1996 Plan, re-

formance RSUs granted under the Partners Plan vest on the
spectively, with blended weighted average periods of

fourth anniversary of the date of grant.
1.32 years and 0.41 years, respectively. The cost of awards
outstanding under these plans at September 30, 2006 is ex-

Director  Stock  Awards
pected to be recognized over approximately three years and

The methodology used for valuing employee stock options isone year, respectively, for the 1999 Plan and the 1996 Plan.
also used to value director stock options. Director stock op-

The intrinsic value of options exercised during the nine
tions vest one year after the grant date, but are otherwise the

months ended September 30, 2006 was approximately
same as employee stock options. Options with respect to

$138 million. The fair value of options vesting for the nine
40,000 shares and 32,500 shares were granted during the

months ended September 30, 2006 was approximately
nine months ended September 30, 2006 and 2005,

$63 million. AIG received $55 million and $28 million for the
respectively.

nine-month periods ended September 30, 2006 and 2005,
AIG also granted 10,750 shares and 4,625 shares, withrespectively, from the exercise of stock options. AIG did not

delivery deferred, to directors for the nine-month periods en-cash-settle any share-based payment awards for the nine-
ded September 30, 2006 and 2005, respectively, under themonth periods ended September 30, 2006 and 2005. The tax
Director Stock Plan. At September 30, 2006, there werebenefits realized as a result of stock option exercises were
74,250 shares reserved for future grants under the Director$15 million for both the nine-month periods ended Septem-
Stock Plan.ber 30, 2006 and 2005, respectively.

Employee  Stock  Purchase  Plan2002  Stock  Incentive  Plan

AIG’s 1996 Plan provides that eligible employees (those em-AIG’s 2002 Plan was adopted at the 2002 shareholders meet-
ployed at least one year) may receive privileges to purchaseing and amended and restated by the AIG Board of Directors
up to an aggregate of 10,000,000 shares of AIG commonon September 18, 2002 (the 2002 Plan). The 2002 Plan pro-
stock, at a price equal to 85 percent of the fair market valuevides that equity-based or equity-related awards with respect
on the date of the grant of the purchase privilege. Purchaseto shares of common stock can be issued to employees in any
privileges are granted quarterly and are limited to the numberyear up to a maximum of that number of shares equal to
of whole shares that can be purchased on an annual basis by(a) 1,000,000 shares plus (b) the number of shares available
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The AIG DCPPP contingently allocates a fixed number10. Stock Compensation Plans (continued)
of shares to each participant if AIG’s cumulative adjusted

an amount equal to the lesser of 10 percent of an employee’s earnings per share for 2005 and 2006 exceed that for 2003
annual salary or $10,000. and 2004. The performance period is September 21, 2005 to

December 31, 2006. At the end of the performance period,
SICO  Plans common shares are contingently allocated. The service period

and related vesting consists of three pre-retirement tranchesThe SICO Plans provide that shares of AIG common stock
and a final retirement tranche at age 65.currently held by SICO are set aside for the benefit of the

participant and distributed upon retirement. The SICO Board At September 30, 2006, there were units representing
of Directors currently may permit an early payout of units 4,643,722 shares granted to participants.
under certain circumstances. Prior to payout, the participant
is not entitled to vote, dispose of or receive dividends with AIG  Partners  Plan
respect to such shares, and shares are subject to forfeiture

On June 26, 2006, AIG’s Compensation Committee ap-under certain conditions, including but not limited to the
proved two grants under the AIG Partners Plan. The firstparticipant’s termination of employment with AIG prior to
grant has a performance period which runs from January 1,normal retirement age.
2006 through December 31, 2007. The second grant has a

Historically, SICO’s Board of Directors could elect to performance period which runs from January 1, 2007
pay a participant cash in lieu of shares of AIG common stock. through December 31, 2008. Both grants vest 50 percent on
On December 9, 2005, SICO notified participants that essen- the fourth and sixth anniversaries of the first day of the re-
tially all subsequent distributions would be made only in lated performance period. In addition, the Compensation
shares, and not cash. As of that date, AIG modified its ac- Committee approved the performance metrics for the two
counting for the SICO Plans from variable to fixed measure- grants prior to the date of grant. The measurement of the
ment accounting. Variable measurement accounting is used grants is deemed to have occurred on June 26, 2006 when
for those few awards for which cash elections had been made there was mutual understanding of the key terms and condi-
prior to March 2005. The SICO Plans are also described in tions of the grants. Consistent with this treatment:
Note 4 herein. a) 1,068,605 performance RSUs for the first grant and

2,488,865 performance RSUs for the second grant andAlthough none of the costs of the various benefits pro-
b) unrecognized compensation of $55 million for the firstvided under the SICO Plans has been paid by AIG, AIG has
grant and $138 million for the second grant are included inrecorded a charge to reported earnings for the deferred com-
the related disclosure tables. Performance RSUs related to thepensation amounts paid to AIG employees by SICO, with an
first grant are excluded from AIG’s diluted shares calculationoffsetting amount credited to additional paid-in capital re-
because an insufficient amount of time has elapsed to conclu-flecting amounts deemed contributed by SICO.
sively determine that the performance metric will be achieved

As of December 9, 2005, there were 12,650,292 non- at the end of the related performance period. Because the
vested AIG shares under the SICO Plans with a weighted- performance period for the second grant does not begin until
average fair value per share of $61.92. As of September 30, January 1, 2007, compensation expense for the second grant
2006, there were 11,656,065 non-vested AIG shares under is not included in AIG’s 2006 results and diluted shares
the SICO Plans with a weighted-average fair value per share calculation.
of $61.90.

VALUATIONA significant portion of the awards under the SICO Plans
vest upon retirement if the participant reaches age 65. The The fair value of each award granted under the
portion of the awards for which early payout is available vest 2002 Plan, the AIG DCPPP, the AIG Partners Plan, and the
on the applicable payout date. SICO Plans is based on the closing price of AIG stock on the

date of grant.
AIG  DCPPP

Effective September 21, 2005, AIG adopted the AIG DCPPP,
which provides equity-based compensation to key AIG em-
ployees, including senior executive officers. The AIG DCPPP
was modeled on the SICO Plans.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

10. Stock Compensation Plans (continued)

A summary of shares relating to outstanding awards unvested under the foregoing plans as of September 30, 2006, and
changes during the nine months ended September 30, 2006 is presented below:

Number of Shares Weighted Average Grant-Date Fair Value

AIG AIG Partners Total SICO AIG AIG Partners Total SICO
2002 Plan DCPPP Plan 2002 Plan Plans 2002 Plan DCPPP Plan 2002 Plan Plans

Unvested at January 1, 2006 4,322,265 4,898,880 – 9,221,145 12,650,292 $63.63 $52.55 $ – $57.74 $61.92
Granted 315,170 – 3,604,000 3,919,170 – 62.11 – 56.42 56.88 –
Vested (5,080) – – (5,080) (653,486) 64.25 – – 64.25 64.55
Forfeited (187,680) (255,158) (16,200) (459,038) (340,741) 62.47 59.40 56.22 60.54 61.01

Unvested at September 30, 2006 4,444,675 4,643,722 3,587,800 12,676,197 11,656,065 $63.57 $52.17 $56.42 $57.37 $61.90

At September 30, 2006, the total unrecognized compensation cost (net of expected forfeitures) related to non-vested share-
based compensation awards granted under the 2002 Plan, the AIG DCPPP, the AIG Partners Plan and the SICO plans and the
blended weighted-average period over which that cost is expected to be recognized is as follows:

Unrecognized Blended
Compensation Weighted-

Cost Average
(in millions) Period

2002 Plan $178 1.62 years
AIG DCPPP $231 4.57 years
AIG Partners Plan $195 2.56 years

Total 2002 Plan $604 3.05 years

SICO Plans $313 6.06 years

The total cost for awards outstanding as of September 30, 2006 under the 2002 Plan, the AIG DCPPP, the AIG Partners Plan,
and the SICO Plans is expected to be recognized over approximately 4 years, 12 years, 6 years and 23 years, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

11. Cash Flows

As part of its remediation activities during the third quarter of 2006, AIG determined that certain non-cash activities and
adjustments, including the effects of changes in foreign exchange translation on assets and liabilities, previously were misclassi-
fied within the operating, investing and financing sections of the Consolidated Statement of Cash Flows. The more significant
line items revised include the change in General and life insurance reserves and Deferred policy acquisition costs within
operating activities; Purchases of fixed maturity securities within investing activities; and Proceeds from notes, bonds, loans
and mortgages payable, and hybrid financial instrument liabilities within financing activities. After evaluating the effect of
these items during the third quarter of 2006, AIG has revised the previous periods presented below to conform to the third
quarter 2006 presentation:

(in millions)

Six Months Ended Three Months Ended Year Ended Nine Months Ended Six Months Ended Three Months Ended
June 30, 2006 March 31, 2006 December 31, 2005 September 30, 2005 June 30, 2005 March 31, 2005

Cash flows from operating

activities — As previously

reported $ 6,978 $ 3,066 $ 25,138 $ 20,865* $ 13,817 $ (434)

Revisions (355) 1,076 (52) (675) (2,163) (1,563)

Cash flows from operating

activities — As revised $ 6,623 $ 4,142 $ 25,086 $ 20,190 $ 11,654 $ (1,997)

Cash flows from investing

activities — As previously

reported $(40,048) $(19,937) $ (57,321) $(47,391)* $(35,358) $(20,118)

Revisions 5,682 1,724 (7,544) (5,186) (2,863) 775

Cash flows from investing

activities — As revised $(34,366) $(18,213) $ (64,865) $(52,577) $(38,221) $(19,343)

Cash flows from financing

activities — As previously

reported $ 32,243 $ 15,672 $ 32,999 $ 27,230* $ 22,097 $ 20,961

Revisions (4,304) (2,273) 6,831 5,346 4,275 725

Cash flows from financing

activities — As revised $ 27,939 $ 13,399 $ 39,830 $ 32,576 $ 26,372 $ 21,686

Effect of exchange rate changes

on cash — As previously

reported $ 1,070 $ 550 $ (928) $ (605)* $ (827) $ (57)

Revisions (1,023) (527) 765 515 751 63

Effect of exchange rate changes

on cash — As revised $ 47 $ 23 $ (163) $ (90) $ (76) $ 6

*Includes the effects of corrections and reclassifications made in conjunction with the Second Restatement. See also AIG’s 2005 Annual Report on Form 10-K/A.

There was no effect on ending cash balances.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide the reader
a narrative with respect to AIG’s operations, financial condition and liquidity and certain other significant matters.
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Cautionary Statement Regarding Projections and Other Information About Future Events

This Quarterly Report and other publicly available documents may include, and AIG’s officers and representatives may from
time to time make, projections concerning financial information and statements concerning future economic performance and
events, plans and objectives relating to management, operations, products and services, and assumptions underlying these
projections and statements. These projections and statements are not historical facts but instead represent only AIG’s belief
regarding future events, many of which, by their nature, are inherently uncertain and outside AIG’s control. These projections
and statements may address, among other things, the status and potential future outcome of the current regulatory and civil
proceedings against AIG and their potential effect on AIG’s businesses, financial position, results of operations, cash flows and
liquidity, the effect of the credit rating downgrades on AIG’s businesses and competitive position, the unwinding and resolving
of various relationships between AIG and Starr and SICO, and AIG’s strategy for growth, product development, market
position, financial results and reserves. It is possible that AIG’s actual results and financial condition may differ, possibly
materially, from the anticipated results and financial condition indicated in these projections and statements. Factors that
could cause AIG’s actual results to differ, possibly materially, from those in the specific projections and statements are
discussed throughout this Management’s Discussion and Analysis of Financial Condition and Results of Operations and in
‘‘Risk Factors’’ in Item 1A. of Part I of AIG’s 2005 Annual Report on Form 10-K, Item 1A. of Part II of AIG’s Quarterly Report
on Form 10-Q for the quarter ended March 31, 2006 and Item 1A. of Part II of this Quarterly Report. AIG is not under any
obligation (and expressly disclaims any such obligations) to update or alter any projections or other statement, whether written
or oral, that may be made from time to time, whether as a result of new information, future events or otherwise.
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Throughout this Management’s Discussion and Analysis of als. As part of its spread-based business activities, AIG issues
Financial Condition and Results of Operations, AIG presents various debt instruments in the public and private markets.
its operations in the way it believes will be most meaningful.

AIG’s operating performance reflects implementation of
Statutory loss ratios and combined ratios are presented in

various long-term strategies and defined goals in its various
accordance with accounting principles prescribed by insur-

operating segments. A primary goal of AIG in managing its
ance regulatory authorities because these are standard mea-

General Insurance operations is to achieve an underwriting
sures of performance filed with insurance regulatory

profit. To achieve this goal, AIG must be disciplined in its risk
authorities and used for analysis in the insurance industry

selection and premiums must be adequate and terms and
and thus allow more meaningful comparisons with AIG’s

conditions appropriate to cover the risk accepted. AIG also
insurance competitors. AIG has also incorporated into this

believes in strict control of expenses.
discussion a number of cross-references to additional infor-

A central focus of AIG operations in recent years is themation included throughout this Form 10-Q and its 2005
development and expansion of new distribution channels. InAnnual Report on Form 10-K/A for the year ended Decem-
2005 and the first nine months of 2006, AIG expanded itsber 31, 2005 (2005 Annual Report on Form 10-K/A) to assist
distribution channels, which now include banks, credit cardreaders seeking related information on a particular subject.
companies and television-media home shopping in many

Overview of Operations and Business Asian countries. Examples of new distribution channels used
Results both domestically and overseas include banks, affinity

groups, direct response and e-commerce.
AIG identifies its reportable segments by product line, consis-
tent with its management structure. AIG’s major product and AIG patiently builds relationships in markets around the
service groupings are General Insurance, Life Insurance & world where it sees long-term growth opportunities. For ex-
Retirement Services, Financial Services and Asset Manage- ample, the fact that AIG has the only wholly-owned foreign
ment. AIG’s operations in 2006 are conducted by its subsidi- life insurance operations in eight cities in China is the result
aries principally through these segments. Through these of relationships developed over nearly 30 years. AIG’s more
segments, AIG provides insurance and investment products recent extensions of operations into India, Vietnam, Russia
and services to both businesses and individuals in more than and other emerging markets reflect the same growth strategy.
130 countries and jurisdictions. This geographic, product Moreover, AIG believes in investing in the economies and
and service diversification is one of AIG’s major strengths infrastructures of these countries and growing with them.
and sets it apart from its competitors. The Other category When AIG companies enter a new jurisdiction, they typically
consists of items not allocated to AIG’s operating segments. offer both basic protection and savings products. As the econ-

omies evolve, AIG’s products evolve with them, to more so-
AIG’s subsidiaries serve commercial, institutional and in-

phisticated and investment-oriented models.
dividual customers through an extensive property-casualty and
life insurance and retirement services network. In the United Growth for AIG may be generated both internally and
States, AIG companies are the largest underwriters of commer- through acquisitions which both fulfill strategic goals and
cial and industrial insurance and one of the largest life insur- offer adequate return on capital. Recently AIG acquired
ance and retirement services operations as well. AIG’s Travel Guard International, one of the nation’s leading prov-
Financial Services businesses include commercial aircraft and iders of travel insurance programs and emergency travel as-
equipment leasing, capital markets operations and consumer sistance, and Central Insurance Co., Ltd., a leading general
finance, both in the United States and abroad. AIG also pro- insurance company in Taiwan.
vides asset management services to institutions and individu-

Consolidated  Results

The following table summarizes AIG’s revenues, income before income taxes, minority interest and cumulative effect of an
accounting change and net income for the three and nine-month periods ended September 30, 2006 and 2005:

Three Months Nine Months
Ended Ended

September 30, September 30,
(in millions) 2006 2005 2006 2005

Total revenues $29,199 $26,408 $83,201 $81,513

Income before income taxes, minority interest and cumulative effect of an accounting change 6,301 2,547 16,335 14,897

Net income $ 4,224 $ 1,745 $10,609 $10,033

Revenues in the third quarter and first nine months of and growth in Life Insurance & Retirement Services net in-
2006 increased 11 percent and 2 percent, respectively, largely vestment income and GAAP premiums. Revenues in the Fi-
as a result of the growth in net premiums earned and net nancial Services segment increased in the third quarter of
investment income from global General Insurance operations 2006, but decreased for the first nine months of 2006 largely
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as a result of hedging activities that do not qualify for hedge changes in market values being reflected in other comprehensive
accounting treatment under FAS 133, the effects of which are income, net of deferred income taxes. Beginning with the second
reported in other income. quarter of 2006, the changes in market values are included in

AIG’s net investment income. During the second quarter of
Income before income taxes, minority interest and cu-

2006, the adjustment decreased Unrealized appreciation (depre-
mulative effect of an accounting change in the three and nine-

ciation) of investments — net of reclassification adjustments,
month periods ended September 30, 2006 increased 147 per-

and the related Deferred income tax benefit (expense), in the
cent and 10 percent, respectively, with the significant increase

Consolidated Statement of Comprehensive Income (Loss) by
primarily a reflection of the negative effect of $2.44 billion in

approximately $576 million and approximately $202 million,
catastrophe related losses incurred in the third quarter of

respectively, and increased Net investment income by $653 mil-
2005. The 2006 periods also included higher General Insur-

lion, increased Incurred policy losses and benefits, related to
ance and Life Insurance & Retirement Services operating in-

certain participating policyholder funds, by $77 million, and
come. Fluctuations in Financial Services operating income in

increased Income taxes by $202 million in the Consolidated
all periods presented were driven by the transaction oriented

Statement of Income. There was no effect on Total shareholders’
nature of Capital Markets operations and the effects of hedg-

equity as of September 30, 2006 or December 31, 2005.
ing activities that do not qualify for hedge accounting treat-
ment under FAS 133. In the second quarter of 2006, AIG also recorded other

out of period adjustments of $85 million ($55 million after
During the third quarter and nine months ended Septem-

tax) of interest income related to interest earned on deposit
ber 30, 2006, as part of its continuing remediation efforts,

contracts and $32 million ($21 million after tax) of expenses
AIG recorded certain out of period and other adjustments.

related to the remediation of a material weakness in controls
These adjustments collectively increased net income by

over certain balance sheet reconciliations.
$73 million in the third quarter of 2006 and decreased net
income by $29 million for the first nine months of 2006. The AIG also recorded other out of period adjustments in the
third quarter adjustments included the following: an increase first quarter of 2006 of $61 million (before and after tax) of
in realized capital gains relating to foreign exchange of expenses related to the SICO plans, $59 million ($38 million
$36 million ($23 million after tax); increases in bad debt after tax) of expenses related to deferred advertising costs in
expense of $225 million ($146 million after tax) and earned General Insurance, a decrease of $300 million ($145 million
premiums of $99 million ($65 million after tax), both of after tax) in revenues related to the remediation of a material
which relate to balance sheet reconciliations; an increase in weakness in accounting for certain derivative transactions
partnership income of $121 million ($79 million after tax), under FAS 133, and $126 million of income tax expense
which relates to improved valuation information; a further related to AIG’s remediation of a material weakness in con-
increase in unit investment trust income of $116 million trols over income tax accounting.
($75 million after tax), as described below; and an increase in

Results for the first nine months of 2006 were negatively
income tax expense of $39 million relating to AIG’s ongoing

affected by a one-time charge relating to the Starr tender offer
remediation of internal controls over income tax accounting.

($54 million before and after tax) and an additional allow-
See also the discussion of AIG’s reportable segments in Man-

ance for losses in AIG Credit Card Company (Taiwan)
agement’s Discussion & Analysis of Financial Condition and

($88 million before and after tax), both of which were re-
Results of Operations.

corded in first quarter of 2006.
During the second quarter of 2006, AIG identified and

The effective income tax rate increased from 28.0 per-
recorded an out of period adjustment related to the accounting

cent for full year 2005 to 30.8 percent and 31.0 percent for
for certain interests in unit investment trusts in accordance with

the three and nine-month periods ended September 30, 2006,
FIN 46(R), ‘‘Consolidation of Variable Interest Entities’’ and

respectively, reflecting changes in the sources of foreign taxa-
APB Opinion No. 18, ‘‘The Equity Method of Accounting for

ble income, the effect of the phase out of synfuel tax credits
Investments in Common Stock.’’ These investments had previ-

on the estimated full year tax rate and the aforementioned
ously been accounted for as available for sale securities, with

out of period adjustments.
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The following table summarizes the operations of each principal segment for the three and nine-month periods ended
September 30, 2006 and 2005. (See also Note 2 of Notes to Consolidated Financial Statements).

Three Months Nine Months
Ended Ended

September 30, September 30,
(in millions) 2006 2005 2006 2005
Revenues(a):

General Insurance(b)(h) $12,615 $11,192 $36,438 $33,816
Life Insurance & Retirement Services(c)(h) 12,356 11,760 36,819 35,086
Financial Services(d) 3,187 1,926 6,028 8,140
Asset Management(e) 1,238 1,355 4,098 3,951
Other (197) 175 (182) 520

Consolidated $29,199 $26,408 $83,201 $81,513

Operating Income (loss)(a)(f)(i)(j):
General Insurance(h) $ 2,625 $ (137) $ 7,819 $ 3,390
Life Insurance & Retirement Services(g)(h) 2,448 2,248 7,424 6,787
Financial Services(g) 1,357 224 650 3,483
Asset Management 341 568 1,613 1,682
Other(k) (470) (356) (1,171) (445)

Consolidated $ 6,301 $ 2,547 $16,335 $14,897

(a) Includes the effect of hedging activities that do not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses.

For the three-month periods ended September 30, 2006 and 2005, the effect was $165 million and $(353) million, respectively, in revenues and $165 million and

$(345) million, respectively, in operating income. For the nine-month periods ended September 30, 2006 and 2005, the effect was $(1.13) billion and

$2.21 billion, respectively, in revenues and $(1.13) billion and $2.28 billion, respectively, in operating income. These amounts result primarily from interest rate

and foreign currency derivatives which are hedging available for sale securities and borrowings.

(b) Represents the sum of General Insurance net premiums earned, net investment income and realized capital gains (losses).

(c) Represents the sum of Life Insurance & Retirement Services GAAP premiums, net investment income and realized capital gains (losses).

(d) Represents interest, lease and finance charges.

(e) Represents net investment income with respect to GICs and management and advisory fees.

(f) Represents income before income taxes, minority interest and cumulative effect of an accounting change.

(g) Results of operations of AIG Credit Card Company (Taiwan) are shared equally by the Life Insurance & Retirement Services segment and the Financial

Services segment. Additional allowances of $44 million were recorded in the first quarter of 2006, by each segment, for losses in these credit card operations.

(h) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts. For the three and nine-month periods

ended September 30, 2006 the effect was an increase of $92 million and $524 million in both revenues and operating income for General Insurance and an

increase of $24 million in both revenues and operating income for the three-month period ended September 30, 2006 and $245 million and $168 million in

revenues and operating income, respectively, for the nine-month period ended September 30, 2006, for Life Insurance & Retirement Services.

(i) Includes current year catastrophe related losses of $2.44 billion in both the third quarter and first nine months of 2005. There were no significant catastrophe

related losses in the third quarter and first nine months of 2006.

(j) Includes additional losses incurred and net reinstatement premiums related to prior year catastrophes of $28 million and $39 million in the three-month

periods ended September 30, 2006 and 2005, respectively. Such losses and premiums were $87 million and $252 million in the nine-month periods ended

September 30, 2006 and 2005, respectively.

(k) Includes current year catastrophe related losses from unconsolidated subsidiaries of $246 million for both the third quarter and first nine months of 2005.

There were no significant catastrophe related losses in the third quarter and first nine months of 2006. Also includes unfavorable development from

unconsolidated subsidiaries related to prior year catastrophe related losses of $1 million and $15 million for the first nine months of 2006 and 2005,

respectively.

accounting for certain interests in unit investment trusts, par-General  Insurance
tially offset by reconciliation adjustments.

AIG’s General Insurance operations provide property and cas-
Life  Insurance & Retirement  Servicesualty products and services throughout the world. The increase

in General Insurance operating income in the three and nine-
AIG’s Life Insurance & Retirement Services operations pro-

month periods ended September 30, 2006 compared to the
vide insurance, financial and investment products throughout

same periods of 2005 was primarily attributable to catastro-
the world. Foreign operations provided approximately

phe related losses of $2.11 billion in the third quarter of 2005
65 percent and 61 percent of AIG’s Life Insurance & Retire-

and the improvement in underwriting results for the Domestic
ment Services operating income for the three months ended

Brokerage Group (DBG). General Insurance operating income
September 30, 2006 and 2005, respectively, and 67 percent

included adverse development in the first nine months of 2006
and 59 percent, respectively, for the first nine months of 2006

and 2005 from catastrophes in prior years and certain long-tail
and 2005.

casualty lines, which were more than offset by favorable devel-
Life Insurance & Retirement Services operating incomeopment in other lines. Operating income for the three and

increased $200 million in the third quarter of 2006 from thenine-month periods ended September 30, 2006 also increased
same period of 2005. Results for the quarter were particu-due to the effect of the out of period adjustments related to the
larly strong in the Foreign Life operations that were helped by
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higher investment returns and lower acquisition costs. Do- ity interest expense, which is not a component of operating
mestic Life and Retirement Services results improved over the income. Operating income decreased 4 percent in the first nine
prior year with growth in the in-force business and lower months of 2006 when compared to the same period of 2005,
catastrophe and synfuel losses. Life Insurance & Retirement primarily due to the continued run-off of GIC balances com-
Services operating income included $12 million in catastro- bined with spread compression in the remaining GIC portfolio.
phe related losses in the third quarter of 2005. Realized capi-

Capital  Resourcestal losses included in revenues and operating income were
$176 million in the third quarter of 2006 compared to real- At September 30, 2006, AIG had total consolidated share-
ized capital losses of $16 million in the same period of 2005. holders’ equity of $96.15 billion and total consolidated bor-

rowings of $137.1 billion. At that date, $122.1 billion of suchLife Insurance & Retirement Services operating income in-
borrowings were either not guaranteed by AIG or werecreased by 9 percent in the first nine months of 2006 when
AIGFP’s matched borrowings under obligations of guaran-compared to the same period of 2005 due, in part, to the effect
teed investment agreements (GIAs), liabilities connected toof an out of period adjustment related to the accounting for
trust preferred stock, or matched notes and bonds payable.certain interests in unit investment trusts. Realized capital losses

included in revenues and operating income were $117 million in AIG has not purchased any shares of its common stock
the first nine months of 2006 compared to realized capital losses under its existing common stock repurchase authorization
of $18 million in the same period of 2005. during 2006.

Financial  Services Liquidity
AIG’s Financial Services subsidiaries engage in diversified ac- At September 30, 2006, AIG’s consolidated invested assets
tivities including aircraft and equipment leasing, capital mar- included $24.14 billion in cash and short-term investments.
ket transactions, consumer finance and insurance premium Consolidated net cash provided from operating activities in
financing. the first nine months of 2006 amounted to $6.0 billion. AIG

believes that its liquid assets, cash provided by operations andFinancial Services operating income increased in the
access to the capital markets will enable it to meet its antici-third quarter of 2006 and decreased in the first nine months
pated cash requirements.of 2006 compared to the same periods of 2005 primarily due

to the effects of hedging activities that do not qualify for
Outlookhedge accounting treatment under FAS 133. Financial Ser-

vices operating income in 2005 included catastrophe related The commercial property and casualty insurance industry has
losses of $62 million recorded in the third quarter of 2005 historically experienced cycles of price erosion followed by
resulting from hurricane Katrina, which were reduced by rate strengthening as a result of catastrophe or other signifi-
$22 million in the third quarter of 2006. Fluctuations in cant losses that affect the overall capacity of the industry to
revenues and operating income from quarter to quarter are provide coverage. Despite industry price erosion in some clas-
not unusual because of the transaction-oriented nature of ses of general insurance, AIG expects to continue to identify
Capital Markets operations and the effect of not qualifying profitable opportunities and build attractive new general in-
for hedge accounting treatment under FAS 133 for hedges on surance businesses as a result of AIG’s broad product line and
securities available for sale and borrowings. extensive distribution networks. There can be no assurance,

however, that price erosion will not become more widespreadAsset  Management
or that AIG’s profitability will not deteriorate from current

AIG’s Asset Management operations include institutional levels in major commercial lines, as well as in personal lines
and retail asset management and broker dealer services and and specialty coverages, such as mortgage guaranty, where
AIG’s spread-based investment businesses. The AIG Matched the loss ratio is expected to increase due to softening in the
Investment Program (MIP), which was launched in Septem- U.S. housing market and the weakening performance of non-
ber of 2005, is replacing AIG’s GIC program as AIG’s princi- traditional mortgage products. 
pal spread-based investment activity.

In December 2005, American International Underwrit-
Asset Management operating income decreased 40 percent ers Overseas, Ltd. (AIUO) received a license from the govern-

for the third quarter of 2006 when compared to the same period ment of Vietnam to operate a wholly owned general
of 2005 due to the continued run-off of GICs and decreased insurance company in Vietnam. This license, the first general
transaction-driven fees partially offset by growth in the asset insurance license granted by Vietnam to a U.S.-based insur-
management fees within Institutional Asset Management and ance organization, permits AIG to operate a general insur-
income from AIG’s MIP. Gains and losses arising from the ance company throughout Vietnam.
consolidation of certain variable interest entities and partner-
ships are included in operating income, but are offset in minor-
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During the second quarter of 2006, the Canadian Parlia- global commercial aviation market, especially in Asia. How-
ment passed legislation that will allow UGC to begin writing ever, higher interest rates are expected to continue to com-
business in Canada, the world’s second largest mortgage press lease margins. AIG’s Consumer Finance operations
guaranty market, when provincial licenses are issued. overseas were negatively affected in the first quarter of 2006

by industry-wide credit deterioration in the Taiwan credit
In China, applications for provincial expansion of AIG’s

card market. The operating results of AIG’s Consumer Fi-
life insurance operations in Guangdong and Jiangsu and of gen-

nance operations in the U.S. could be affected by the residen-
eral insurance operations in Guangdong were approved in April

tial housing market, interest rates and unemployment. Also,
2006. AIG’s wholly-owned life insurance operations in eight

AIG continues to explore opportunities to expand its Con-
cities have now been structured into four regional management

sumer Finance operations into new foreign markets.
teams located in Shanghai, Beijing, Guangdong Province and
Jiangsu Province. AIG’s operations are expanding resources in The GIC portfolio continues to run-off. The MIP has
these regions with the opening of additional offices. replaced the GIC program as AIG’s principal spread-based

investment activity. Although the MIP is beginning to show
In Japan, earnings growth for AIG Star Life Insurance

positive operating income, because the asset mix under the
Co., Ltd. and AIG Edison Life Insurance Company reflects

MIP does not include the alternative investments utilized in
the runoff of the more profitable in-force business in compar-

the GIC program, AIG does not expect that the income
ison to new business currently being generated. In May 2006,

growth in the MIP will offset the run-off in the GIC portfolio
AIG announced the merger of these companies, which is ex-

for the foreseeable future.
pected to enhance the combined entity’s ability to grow new
business by expanding distribution and gaining efficiency of AIG has many promising growth initiatives underway
scale. In the fiscal year ended March 31, 2006, AIG’s life around the world. Cooperative agreements such as those with
operations in Japan retained their position as the largest for- PICC Property and Casualty Company Limited and various
eign life operation on a total premium basis. AIG has devel- banks in the U.S., Japan and Korea are expected to expand
oped a leadership position in the distribution of annuities distribution networks for AIG’s products and provide models
through banks in both Japan and Korea. Also, American Life for future growth.
Insurance Company (ALICO) has launched new life products

Critical  Accounting Estimatesto the Japan bank market after further deregulation of banks
in December 2005. AIG is a leader in direct marketing AIG considers its most critical accounting estimates those
through sponsors and in the broad market in Japan and Ko- with respect to reserves for losses and loss expenses, future
rea. AIG also is investing in expanding distribution channels policy benefits for life and accident and health contracts,
with emphasis in India, Korea and Vietnam. deferred policy acquisition costs, estimated gross profits for

investment-oriented products, fair value determinations forDomestically, AIG anticipates its Life Insurance & Retire-
certain Capital Markets assets and liabilities, other-than-tem-ment Services businesses to continue growing in 2006 through
porary declines in the value of investments and flight equip-distribution channel expansion and new and enhanced prod-
ment recoverability. These accounting estimates require theucts. The home service operation, which is expected to be a slow
use of assumptions about matters, some of which are highlygrowth business, has not met business objectives, although its
uncertain at the time of estimation. To the extent actual expe-cash flow has been strong. Domestic group life/health results
rience differs from the assumptions used, AIG’s results ofcontinue to be weak, resulting in ongoing restructuring activities
operations would be directly affected.which may result in the exiting of certain product lines. AIG

Throughout this Management’s Discussion and Analysis ofRetirement Services individual fixed annuities business will con-
Financial Condition and Results of Operations, AIG’s criticaltinue to be challenged due to the interest rate environment and
accounting estimates are discussed in detail. The major catego-increased competition from bank products, while variable annu-
ries for which assumptions are developed and used to establishity products with living benefits will continue to be the product
each critical accounting estimate are highlighted below.of consumer choice.

Reserves  for  Losses  and  Loss  Expenses  and  ReinsuranceGlobally, heightened regulatory scrutiny of financial ser-
Recoverable  (General  Insurance):vices companies in many jurisdictions has the potential to
) Loss trend factors: used to establish expected loss ra-affect future financial results through higher compliance costs

tios for subsequent accident years based on premiumor other charges. This is particularly true in Japan and South-
rate adequacy and the projected loss ratio with respect toeast Asia where financial institutions have received an in-
prior accident years.creased number of remediation orders affecting

) Expected loss ratios for the latest accident year: forconsumer/policyholder rights over the last twelve months.
example, accident year 2005 for the year end 2005 loss

Changes in market conditions in the aircraft leasing busi- reserve analysis. For low frequency, high severity classes
ness are not immediately apparent in operating results. Lease
rates have firmed as a result of continued demand from the
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such as excess casualty, expected loss ratios generally are ) The probability of non-realization of a full recovery on
utilized for at least the three most recent accident years. its investment, irrespective of the occurrence of one of

) Loss development factors: used to project the reported the foregoing events.
losses for each accident year to an ultimate amount. At each balance sheet date, AIG evaluates its securities

) Reinsurance recoverable on unpaid losses: the ex- holdings in an unrealized loss position. Where AIG does not
pected recoveries from reinsurers on losses that have not intend to hold such securities until they have fully recovered
yet been reported and/or settled. their carrying value, based on the circumstances present at

Future  Policy  Benefits  for  Life  and  Accident  and  Health the date of evaluation, AIG records the unrealized loss in
Contracts  (Life  Insurance &  Retirement  Services): income. If events or circumstances change, such as unex-
) Interest rates: which vary by geographical region, year pected changes in creditworthiness of the obligor, general

of issuance and products. interest rate environment, tax circumstances, liquidity events,
) Mortality, morbidity and surrender rates: based upon and statutory capital management considerations among

actual experience by geographical region modified to al- others, AIG revisits its intent to determine if a loss should be
low for variation in policy form. recorded in income. Further, if a loss is recognized from a sale

subsequent to a balance sheet date pursuant to these changesEstimated  Gross  Profits  (Life  Insurance &  Retirement
in circumstances, the loss is recognized in the period in whichServices):
the intent to hold the securities to recovery no longer exists.) Estimated gross profits to be realized over the estimated

duration of the contracts (investment-oriented products)
Flight  Equipment — Recoverability  (Financial  Services):affect the carrying value of deferred policy acquisition
) Expected undiscounted future net cash flows: basedcosts under FAS 97. Estimated gross profits include in-

upon current lease rates, projected future lease rates andvestment income and gains and losses on investments less
estimated terminal values of each aircraft based on thirdrequired interest, actual mortality and other expenses.
party information.

Deferred  Policy  Acquisition  Costs  (Life  Insurance  &

Retirement  Services): Operating Review
) Recoverability based on current and future expected prof-

General  Insurance  Operationsitability, which is affected by interest rates, foreign ex-
change rates, mortality experience, and policy persistency. AIG’s General Insurance subsidiaries are multiple line com-

panies writing substantially all lines of property and casualtyDeferred  Policy  Acquisition  Costs  (General  Insurance):
insurance both domestically and abroad.) Recoverability and eligibility based upon the current terms

and profitability of the underlying insurance contracts. Domestic General Insurance operations are comprised of
DBG, which includes the operations of The Hartford SteamFair  Value  Determinations  of  Certain  Assets  and
Boiler Inspection and Insurance Company (HSB); Transatlan-Liabilities  (Financial  Services – Capital  Markets):
tic Holdings, Inc. (Transatlantic); Personal Lines, including) Valuation models: utilizing factors, such as market li-
21st Century Insurance Group (21st Century); and Unitedquidity and current interest, foreign exchange and vola-
Guaranty Corporation (UGC).tility rates.

) AIG attempts to secure reliable and independent current AIG’s primary domestic division is DBG. DBG’s business
market price data, such as published exchange rates in the United States and Canada is conducted through its
from external subscription services such as Bloomberg or General Insurance subsidiaries including American Home As-
Reuters or third-party broker quotes for use in its model. surance Company (American Home), National Union Fire
When such prices are not available, AIG uses an internal Insurance Company of Pittsburgh, Pa. (National Union),
methodology, which includes interpolation and extrapo- Lexington Insurance Company (Lexington) and certain other
lation from verifiable prices from trades occurring on General Insurance company subsidiaries of AIG.
dates nearest to the dates of the transactions.

DBG writes substantially all classes of business insur-
Other-Than-Temporary  Declines  in  the  Value  of ance, accepting such business mainly from insurance brokers.
Investments: This provides DBG the opportunity to select specialized mar-
A security is considered a candidate for other-than-temporary kets and retain underwriting control. Any licensed broker is
impairment based upon the following criteria: able to submit business to DBG without the traditional agent-
) Trading at a significant (25 percent or more) discount to company contractual relationship, but such broker usually

par or amortized cost (if lower) for an extended period has no authority to commit DBG to accept a risk.
of time (nine months or longer).

In addition to writing substantially all classes of business) The occurrence of a discrete credit event resulting in the
insurance, including large commercial or industrial propertydebtor defaulting or seeking bankruptcy or insolvency
insurance, excess liability, inland marine, environmental,protection or voluntary reorganization.
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workers compensation and excess and umbrella coverages, As previously noted, AIG believes it should present and
DBG offers many specialized forms of insurance such as avia- discuss its financial information in a manner most meaningful
tion, accident and health, equipment breakdown, directors and to its investors. Accordingly, in its General Insurance busi-
officers liability (D&O), difference-in-conditions, kidnap-ran- ness, AIG uses certain regulatory measures, where AIG has
som, export credit and political risk, and various types of pro- determined these measurements to be useful and meaningful.
fessional errors and omissions coverages. The AIG Risk A critical discipline of a successful general insurance bus-
Management operation provides insurance and risk manage- iness is the objective to produce profit from underwriting
ment programs for large corporate customers. The AIG Risk activities exclusive of investment-related income. When un-
Finance operation is a leading provider of customized struc- derwriting is not profitable, premiums are inadequate to pay
tured insurance products. Also included in DBG are the opera- for insured losses and underwriting related expenses. In these
tions of AIG Environmental, which focuses specifically on situations, the addition of general insurance related invest-
providing specialty products to clients with environmental ex- ment income and realized capital gains may, however, enable
posures. Lexington writes surplus lines, those risks for which a general insurance business to produce operating income.
conventional insurance companies do not readily provide in- For these reasons, AIG views underwriting results to be criti-
surance coverage, either because of complexity or because the cal in the overall evaluation of performance.
coverage does not lend itself to conventional contracts.

Statutory underwriting profit is derived by reducing net
Certain of the products of the DBG companies include premiums earned by net losses and loss expenses incurred and

funding components or have been structured in a manner such net expenses incurred. Statutory accounting generally requires
that little or no insurance risk is actually transferred. Funds immediate expense recognition and ignores the matching of rev-
received in connection with these products are recorded as de- enues and expenses as required by GAAP. That is, for statutory
posits, and are included in other liabilities, rather than as pre- purposes, expenses are recognized immediately, not over the
mium revenue. Amounts paid by AIG are recorded as same period that the revenues are earned. Thus, statutory ex-
reductions to the deposit liability rather than as incurred losses. penses exclude changes in deferred acquisition costs (DAC).

The AIG Worldsource Division introduces and coordi- GAAP provides for the recognition of expenses at the
nates AIG’s products and services to U.S.-based multinational same time revenues are earned, the accounting principle of
clients and foreign corporations doing business in the U.S. matching. Therefore, acquisition expenses are deferred and

Transatlantic subsidiaries offer reinsurance capacity on amortized over the period the related net premiums written
both a treaty and facultative basis both in the U.S. and abroad. are earned. DAC is reviewed for recoverability, and such
Transatlantic structures programs for a full range of property review requires management judgment. (See also ‘‘Critical
and casualty products with an emphasis on specialty risk. Accounting Estimates’’ herein.)

AIG’s Personal Lines operations provide automobile in- AIG, along with most General Insurance companies,
surance through AIG Direct, the mass marketing operation of uses the loss ratio, the expense ratio and the combined ratio
AIG, Agency Auto Division and 21st Century, as well as a as measures of underwriting performance. The loss ratio is
broad range of coverages for high net-worth individuals the sum of losses and loss expenses incurred divided by net
through the AIG Private Client Group. premiums earned. The expense ratio is statutory underwrit-

ing expenses divided by net premiums written. The combinedThe main business of the UGC subsidiaries is the issu-
ratio is the sum of the loss ratio and the expense ratio. Theseance of residential mortgage guaranty insurance, both domes-
ratios are relative measurements that describe, for every $100tically and internationally, on conventional first lien
of net premiums earned or written, the cost of losses andmortgages for the purchase or refinance of one to four family
statutory expenses, respectively. The combined ratio presentsresidences. UGC subsidiaries also write second lien and pri-
the total cost per $100 of premium production. A combinedvate student loan guaranty insurance.
ratio below 100 demonstrates underwriting profit; a com-

AIG’s Foreign General Insurance group accepts risks pri-
bined ratio above 100 demonstrates underwriting loss.

marily underwritten through American International Under-
Net premiums written are initially deferred and earnedwriters (AIU), a marketing unit consisting of wholly owned

based upon the terms of the underlying policies. The netagencies and insurance companies. The Foreign General In-
unearned premium reserve constitutes deferred revenues whichsurance group also includes business written by AIG’s for-
are generally earned ratably over the policy period. Thus, the neteign-based insurance subsidiaries. The Foreign General group
unearned premium reserve is not fully recognized in income asuses various marketing methods and multiple distribution
net premiums earned until the end of the policy period.channels to write both commercial and consumer lines insur-

ance with certain refinements for local laws, customs and The underwriting environment varies from country to
needs. AIU operates in Asia, the Pacific Rim, the United King- country, as does the degree of litigation activity. Regulation,
dom, Europe, Africa, the Middle East and Latin America. product type and competition have a direct effect on pricing and

consequently on profitability as reflected in underwriting profit
and statutory general insurance ratios.
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General Insurance operating income is comprised of statutory underwriting results, changes in DAC, net investment
income and realized capital gains and losses. Operating income, as well as net premiums written, net premiums earned,
net investment income and realized capital gains (losses) and statutory ratios for the three and nine-month periods ended
September 30, 2006 and 2005 were as follows:

Three Months Nine Months
Ended Ended

September 30, September 30,
(in millions, except ratios) 2006 2005 2006 2005

Net premiums written:
Domestic General

DBG $ 6,074 $ 5,505 $18,454 $17,071
Transatlantic 895 858 2,723 2,627
Personal Lines 1,162 1,191 3,540 3,550
Mortgage Guaranty 232 149 622 459

Foreign General 2,861 2,609 8,774 8,039

Total $11,224 $10,312 $34,113 $31,746

Net premiums earned:
Domestic General

DBG $ 6,290 $ 5,613 $17,889 $16,773
Transatlantic 895 844 2,712 2,594
Personal Lines 1,158 1,182 3,484 3,459
Mortgage Guaranty 191 114 536 397

Foreign General(a) 2,683 2,381 7,744 7,283

Total $11,217 $10,134 $32,365 $30,506

Net investment income(b):
Domestic General

DBG $ 880 $ 589 $ 2,438 $ 1,803
Transatlantic 107 87 317 256
Personal Lines 56 54 168 160
Mortgage Guaranty 35 32 103 91
Intercompany adjustments and eliminations – net 1 1 1 1

Foreign General 291 224 1,075 751

Total $ 1,370 $ 987 $ 4,102 $ 3,062

Realized capital gains (losses) $ 28 $ 71 $ (29) $ 248
Operating Income (loss)(b)(c)(d):

Domestic General
DBG $ 1,557 $ (283) $ 4,448 $ 1,235
Transatlantic 143 (275) 427 (62)
Personal Lines 133 18 352 229
Mortgage Guaranty 85 72 301 285

Foreign General(e) 707 326 2,289 1,693
Reclassifications and Eliminations – 5 2 10

Total $ 2,625 $ (137) $ 7,819 $ 3,390

Statutory underwriting profit (loss)(c)(d)(g)

Domestic General
DBG $ 681 $ (1,001) $ 1,904 $ (755)
Transatlantic 34 (380) 97 (348)
Personal Lines 83 (40) 176 45
Mortgage Guaranty 48 43 191 195

Foreign General(e) 376 113 1,034 854

Total $ 1,222 $ (1,265) $ 3,402 $ (9)

Domestic General(c)(d):
Loss Ratio 66.85 97.13 68.49 83.15
Expense Ratio 23.72 20.76 21.28 20.15

Combined Ratio 90.57 117.89 89.77 103.30

Foreign General(c)(d):
Loss Ratio(a) 48.91 60.31 50.30 55.63
Expense Ratio(e)(f) 34.76 31.91 32.07 29.57
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Three Months Nine Months
Ended Ended

September 30, September 30,
(in millions, except ratios) 2006 2005 2006 2005

Combined ratio 83.67 92.22 82.37 85.20

Consolidated(c)(d):
Loss Ratio 62.56 88.48 64.14 76.58
Expense Ratio 26.54 23.58 24.05 22.53

Combined Ratio 89.10 112.06 88.19 99.11

(a) Income statement accounts expressed in non-functional currencies are translated into U.S. dollars using average exchange rates.

(b) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts. For DBG, for the three and

nine-month periods ended September 30, 2006 the effect was an increase of $70 million and $90 million, respectively, and for Foreign General, for the three

and nine-month periods ended September 30, 2006, the effect was an increase of $22 million and $434 million, respectively.

(c) Includes current year catastrophe related losses of $2.11 billion for both the three and nine-month periods ended September 30, 2005. There were no

significant catastrophe related losses in the third quarter and first nine months of 2006.

(d) Includes additional losses incurred and net reinstatement premiums related to prior year catastrophes of $50 million and $39 million, in the three-month

periods ended September 30, 2006 and 2005, respectively. Such losses and premiums were $108 million and $237 million in the nine-month periods ended

September 30, 2006 and 2005, respectively.

(e) Includes the results of wholly owned Foreign General agencies.

(f) Includes amortization of advertising costs.

(g) Statutory underwriting profit (loss) is a measure that U.S. domiciled insurance companies are required to report to their regulatory authorities. The following

table reconciles statutory underwriting profit (loss) to income before income taxes, minority interest and cumulative effect of an accounting change for the

General Insurance segment for the three and nine-month periods ended September 30, 2006 and 2005.

Domestic
Brokerage Personal Mortgage Foreign Reclassifications

(in millions) Group Transatlantic Lines Guaranty General and Eliminations Total

Three months ended September 30,
2006:

Statutory underwriting profit $ 681 $ 34 $ 83 $ 48 $ 376 $ – $ 1,222
Increase (decrease) in deferred

acquisition costs (30) – (6) 2 39 – 5
Net investment income 880 107 56 35 291 1 1,370
Realized capital gains (losses) 26 2 – – 1 (1) 28
Income before income taxes, minority

interest and cumulative effect of an
accounting change $ 1,557 $ 143 $133 $ 85 $ 707 $ – $ 2,625

Three months ended September 30,
2005:

Statutory underwriting profit (loss) $(1,001) $(380) $ (40) $ 43 $ 113 $ – $(1,265)
Increase (decrease) in deferred

acquisition costs 49 5 5 (3) 14 – 70
Net investment income 589 87 54 32 224 1 987
Realized capital gains (losses) 80 13 (1) – (25) 4 71

Income before income taxes, minority
interest and cumulative effect of an
accounting change $ (283) $(275) $ 18 $ 72 $ 326 $ 5 $ (137)

Nine months ended September 30,
2006:

Statutory underwriting profit $ 1,904 $ 97 $176 $191 $1,034 $ – $ 3,402
Increase in deferred acquisition costs 77 7 8 10 242 – 344
Net investment income 2,438 317 168 103 1,075 1 4,102
Realized capital gains (losses) 29 6 – (3) (62) 1 (29)
Income before income taxes, minority

interest and cumulative effect of an
accounting change $ 4,448 $ 427 $352 $301 $2,289 $ 2 $ 7,819

42



American International Group, Inc. and Subsidiaries

Domestic
Brokerage Personal Mortgage Foreign Reclassifications

(in millions) Group Transatlantic Lines Guaranty General and Eliminations Total

Nine months ended September 30,
2005:

Statutory underwriting profit (loss) $ (755) $(348) $ 45 $195 $ 854 $ – $ (9)
Increase (decrease) in deferred

acquisition costs (49) 6 28 (1) 105 – 89
Net investment income 1,803 256 160 91 751 1 3,062
Realized capital gains (losses) 236 24 (4) – (17) 9 248

Income before income taxes, minority
interest and cumulative effect of an
accounting change $ 1,235 $ (62) $229 $285 $1,693 $10 $ 3,390

AIG transacts business in most major foreign currencies. The following table summarizes the effect of changes in foreign
currency exchange rates on the growth of General Insurance net premiums written for the three and nine-month periods
ended September 30, 2006:

Three Months Ended Nine Months Ended
September 30, 2006 September 30, 2006

Growth in original currency 8.5% 8.1%
Foreign exchange effect 0.3 (0.6)
Growth as reported in U.S. dollars 8.8% 7.5%

loss ratio by 0.6 points. Included in net investment income forGeneral  Insurance  Results
the three and nine-month periods ended September 30, 2006

General Insurance operating income increased in the third
are $213 million and $645 million of out of period adjust-

quarter of 2006 compared to the same period in 2005 due
ments related to the accounting for certain investments in

primarily to the effects of the catastrophes in the third quarter
unit investment trusts and additional partnership income

of 2005. Other factors contributing to the increase were an
arising from improved valuations.

improvement in statutory underwriting profit for DBG as a
General Insurance operating income increased in the first nineresult of improved loss ratios for the current accident year
months of 2006 compared to the same period of 2005 due tocompared to the loss ratios recorded in the third quarter of
the reduction in catastrophe losses combined with the im-2005 for accident year 2005, as well as growth in net invest-
provement in statutory underwriting profit for DBG as a resultment income. The combined ratio improved to 89.1 during
of improved loss ratios for the current accident year comparedthe third quarter of 2006, a reduction of 23.0 points from the
to the loss ratios recorded in the first nine months of 2005 forsame period in 2005, primarily due to an improvement in the
accident year 2005, as well as growth in net investment in-loss ratio of 25.9 points. The reduction in catastrophe losses
come.  The combined ratio improved to 88.2, a reduction ofrepresented 20.0 points of the overall decrease. Net premi-
10.9 points from the first nine months of 2005, primarily dueums written increased 9 percent in the third quarter of 2006
to an improvement in the loss ratio of 12.4 points. The reduc-compared to the same period in 2005 as domestic property
tion in catastrophe losses represented 6.7 points of the overallrates improved, submission activity increased in both prop-
reduction. Net premiums written increased 7 percent as do-erty and non-property lines in the aftermath of the 2005
mestic property rates improved, submission activity increasedhurricanes and distribution channels within Foreign General
in the aftermath of the 2005 hurricanes and the distributionexpanded. Net premiums written for the third quarter of
channels within Foreign General expanded. Net premiums2005 included a reduction of $258 million for reinstatement
written for the first nine months of 2005 included a reductionpremiums related to catastrophes, accounting for approxi-
of $258 million for reinstatement premiums related to catas-mately 3 percentage points of the 2006 increase in net premi-
trophes, accounting for approximately 1 percentage point ofums written compared to the third quarter of 2005. The
the 2006 increase in net premiums written compared to theincrease in net premiums written was tempered by an increase
first nine months of 2005.in ceded reinsurance necessary to manage the increase in

property exposures retained by AIG.
Quarterly  DBG  Results

In the third quarter of 2006, certain adjustments were made
Operating income increased to $1.56 billion in the third

in conjunction with the remediation of balance sheet account
quarter of 2006 compared to a loss of $283 million in the

reconciliations which increased earned premiums by $99 mil-
same period in 2005, an improvement of $1.84 billion.

lion and increased bad debt expense by $225 million. These
The improvement is also reflected in the combined ratio,adjustments reflect continuing progress in AIG’s ongoing
which declined to 90.0 in the third quarter of 2006 comparedremediation efforts. The combined effect of these adjustments
to 118.2 in the same period in 2005. The third quarter ofincreased the expense ratio by 2.0 points and decreased the
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2005 included $1.37 billion of losses and net reinstatement increase to earned premiums because the adjustment was iso-
premiums for major catastrophes, which increased the 2005 lated to the reconciliation of unearned premium balances.
combined ratio by 24.3 points.

The combined effect of the out of period and other adjust-
DBG’s net premiums written increased 10 percent in the third ments in the third quarter of 2006 was a decrease in the DBG
quarter of 2006 compared to the same period in 2005 as loss ratio of 1.7 points and an increase in the expense ratio of
property rates improved and submission activity increased in 3.7 points.
the aftermath of the 2005 hurricanes. DBG attributes the

Year-to-date  DBG Resultsincrease in submissions to its strong distribution channels and
overall financial strength in comparison to many insurers that Operating income increased to $4.45 billion in the first nine
experienced significant losses and reductions of surplus as a months of 2006 compared to $1.24 billion in the same period
result of the hurricanes. Net premiums written for the third in 2005, an improvement of $3.21 billion.
quarter of 2005 were reduced by $122 million due to rein-

The improvement is also reflected in the combined ratio,statement premiums related to catastrophes; net premiums
which declined to 88.7 in the first nine months of 2006 com-written for the third quarter of 2006 were increased by
pared to 104.2 in the same period in 2005. The first nine$47 million due to the reversal of a reinsurance contract
months of 2005 included $1.37 billion of losses and net rein-previously accounted for as reinsurance and now accounted
statement premiums for major catastrophes, which increasedfor as a deposit, the overall effect of which was largely offset
the 2005 combined ratio by 8.1 points.in losses and underwriting expenses. The combined effect of

these two items contributed approximately 3 percentage DBG’s net premiums written increased 8 percent in the first
points to the increase in net premiums written. nine months of 2006 compared to the same period of 2005

due to property rate increases as well as increases in submis-The loss ratio for the third quarter of 2006 declined to 66.9
sion activity in the aftermath of the 2005 hurricanes. Netcompared to 99.4 for the same period in 2005, primarily due
premiums written for the first nine months of 2005 wereto the effects of the catastrophes in the third quarter of 2005.
reduced by $122 million due to reinstatement premiums re-Lines of business that were not directly affected by the 2005
lated to catastrophes; net premiums written for the first ninemajor catastrophes also improved primarily due to lower ac-
months of 2006 were increased by $47 million due to thecident year loss ratios for the 2006 accident year compared to
reversal of a reinsurance contract previously accounted for asthe loss ratios recorded in the third quarter of 2005 for acci-
reinsurance and now accounted for as a deposit, the overalldent year 2005. The improvement in accident year loss ratios
effect of which was largely offset in losses and underwritingfor the third quarter of 2006 was partially offset by an in-
expenses. The combined effect of these two items contributedcrease of $21 million in the estimated ultimate losses related
approximately 1 percentage point to the increase in net pre-to prior year hurricanes compared to the same period of 2005
miums written.which included an increase of $39 million in losses related to

prior year hurricanes. Reserve development on non-cata- The loss ratio for the first nine months of 2006 declined to
strophic prior year losses increased incurred losses by 69.0 compared to 85.7 for the same period in 2005, primarily
$40 million for the third quarter of 2006 compared to an due to the effects of the catastrophes in the first nine months
increase of $190 million for the same period of 2005. of 2005. Lines of business that were not directly affected by

the 2005 major catastrophes also improved, primarily due toDBG’s expense ratio increased in the third quarter of 2006 to
lower accident year loss ratios for the 2006 accident year23.1 compared to 18.8 in the same period of 2005. Net ac-
compared to the loss ratios recorded in the third quarter ofquisition expenses as a percent of net premiums written in-
2005 for accident year 2005. In addition, year-to-date 2006creased by 0.5 in the third quarter of 2006 compared to the
operating income included a $4 million reduction in the esti-same period in 2005 due to an increase in premium assess-
mated ultimate losses related to prior year hurricanes com-ments, partially offset by ceding commissions on quota share
pared to the same period of 2005, which includedreinsurance programs added in 2006 to manage the level of
$157 million of increased losses related to prior year hurri-property exposures retained by DBG. Other operating ex-
canes. Favorable reserve development on non-catastrophicpense as a percent of net premiums written increased by
prior year losses totaled $25 million for the first nine months3.9 points primarily due to an increase in bad debt expense,
of 2006 compared to adverse development of $410 milliondue largely to a charge of $225 million relating to reconcilia-
for the same period of 2005. The 2006 development relatestion remediation activities. Adjustments from AIG’s ongoing
primarily to classes of business which did not require reserveremediation activities described above also resulted in in-
strengthening in connection with AIG’s year-end 2005 re-creases of $155 million and $191 million to earned premiums
serve study.and net investment income, respectively, for a net increase in

operating income of $121 million in the third quarter of DBG’s expense ratio increased to 19.8 percent in the first nine
2006. Incurred losses did not change as a result of the above months of 2006 compared to 18.4 percent for the same pe-
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riod in 2005. Net acquisition expenses as a percent of net Auto growth is down due to pricing and underwriting pres-
premiums written declined 0.5 points in the first nine months sure in certain markets. Operating income in the third quarter
of 2006 compared to the same period in 2005 despite the of 2006 increased from the same period in 2005 driven by an
increase in premium assessments in the third quarter of 2006, improved loss ratio. Operating income in 2005 included
reflecting an increase in lines of business such as property that $62 million of hurricane Katrina losses and related reinstate-
have a lower commission rate, a modest decrease in overall ment premiums whereas operating income in 2006 is benefit-
commission rates and the new quota share reinsurance pro- ing from favorable development of prior period reserves.
grams added in 2006 to manage the level of property expo-

Year-to-date  Personal  Lines  Resultssures retained by DBG. Other operating expenses as a percent
of net premiums written increased 1.3 points primarily due to Personal Lines net premiums written decreased slightly in the
an increase in bad debt expense, due largely to a charge of first nine months of 2006 compared to the same period in
$225 million relating to reconciliation remediation activities. 2005, with growth in the Private Client Group and Agency

Auto divisions being offset by the run-off of the involuntary
Quarterly  Transatlantic  Results auto business and small declines in the AIG Direct and

21st Century divisions. Operating income increased for theTransatlantic’s net premiums written and net premiums
first nine months of 2006 compared to the same period ofearned in the third quarter of 2006 increased by 4 percent
2005, driven primarily by a lower loss ratio. Operating in-and 6 percent, respectively, when compared to the same pe-
come in 2005 included $62 million of hurricane Katrinariod in 2005 primarily due to increases in domestic other
losses and related reinstatement premiums whereas operatingliability, medical malpractice and accident and health net pre-
income in 2006 is benefiting from an absence of catastrophesmiums written. These increases were partially offset by de-
and favorable prior year reserve development. The expensecreases in domestic property, principally homeowners, and
ratio has increased in 2006, compared to the year ago period,international medical malpractice premiums. Third quarter
primarily due to investments in people and technology, na-2006 operating income increased due largely to lower catas-
tional expansion efforts and lower response rates.trophe losses and net ceded reinstatement premiums and in-

creased net investment income.
Quarterly  UGC  Results

Year-to-date  Transatlantic  Results Mortgage Guaranty net premiums written were up 56 per-
cent for the third quarter of 2006 compared to the sameTransatlantic’s net premiums written and net premiums
period in 2005. All business segments contributed to the in-earned increased in the first nine months of 2006 by 4 percent
crease. Operating income for the three months ended Septem-and 5 percent, respectively, compared to the same period of
ber 30, 2005 was negatively affected by $29 million of ceded2005 due primarily to increases in domestic other liability,
premiums for the domestic first lien business. Incurred lossesmedical malpractice and accident and health net premiums
were up compared to the third quarter of  2005 due to agingwritten. These increases were offset, in part, by decreases in
of the first lien portfolio and a slowing domestic housinginternational premiums with the most significant decreases in
market. Additionally, early loss development of alternativethe auto liability and property lines. Operating income in-
risk products and growth in insurance in–force in 2006 drovecreased in the first nine months of 2006 compared to the
the increases in domestic second lien losses. Operating in-same period of 2005 due to lower catastrophe losses and net
come for the third quarter of 2006 was up 18 percent com-ceded reinstatement premiums, and increased net investment
pared to the prior period, with improvements in all businessincome.
units.

Quarterly  Personal  Lines  Results
Year-to-date  UGC  Results

Personal Lines net premiums written and net premiums
Mortgage Guaranty net premiums written were up 36 per-earned decreased slightly in the third quarter of 2006 com-
cent for the first nine months of 2006 compared to the samepared to the same period in 2005, as growth in the Private
period in 2005. All business units contributed to the increase.Client Group was offset by the run-off of the involuntary
Operating income for the first nine months of 2005 was nega-auto business and declines in the AIG Direct, Agency Auto
tively affected by $29 million of ceded premiums for domesticand 21st Century divisions. Growth in the Private Client
first lien business. Incurred losses increased from the sameGroup spans multiple products, with continued penetration
period in 2005, due to aging of the first lien portfolio, ainto the high net worth market and strong brand and innova-
slowing domestic housing market, early loss development oftive loss prevention programs. The soft auto market, with flat
alternative risk second lien product and growth in the domes-to declining rates, is adversely affecting growth in the direct
tic second lien insurance in–force. Operating income for thebusiness of AIG Direct and 21st Century. 21st Century is
first nine months of 2006 increased by 6 percent over theexperiencing solid performance outside of California, how-
prior year period.ever, it is not outpacing the decline in California. Agency
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Kingdom, and the Ascot Lloyd’s syndicate all contributed toQuarterly  Foreign  General  Insurance  Results
the growth in net premiums written. Operating income

Foreign General Insurance net premiums written increased showed corresponding increases over the prior year, which
10 percent (9 percent in original currency) in the third quarter included significant losses related to hurricanes Katrina and
of 2006 when compared to the same period in 2005. This Rita.
increase is due to growth in both the commercial and con-

The combined ratio for Foreign General Insurance forsumer lines driven by new business, new distribution chan-
the first nine months of 2006 was 82.4, an improvement ofnels, including the acquisition of Central Insurance Co., Ltd.
2.8 points from 2005. The Foreign General Insurance lossin Taiwan, and higher premiums for the Ascot Lloyd’s syndi-
ratio decreased 5.3 points in the first nine months of 2006cate. Lower reinstatement premium costs, which in 2005
from the same period of 2005 due to lower current accidentwere unusually high due to hurricanes Katrina and Rita, con-
year losses, favorable loss development from prior accidenttributed two percent to the increase in net premiums written.
years and fewer catastrophes. The Foreign General InsuranceThe personal accident business net premiums written in-
expense ratio increased 2.5 points in the first nine months ofcreased in the third quarter of 2006 from a year ago, but an
2006 from the same period in 2005 principally due to higherincrease in loss frequency negatively affected operating in-
commission costs, the increased significance of consumercome. The commercial lines net premiums written in Europe,
lines of business, which have higher acquisition costs andthe Far East and the United Kingdom increased from a year
accelerated amortization of advertising costs.ago due to new business with a resulting increase in operating

income compared to the third quarter of 2005. Operating
Quarterly General  Insurance  Net  Investment  Income

income from energy lines, primarily in the United Kingdom,
General Insurance net investment income increased byand the Ascot Lloyd’s syndicate both increased compared to
$383 million in the third quarter of 2006, when compared tothe third quarter of 2005 due to increased net premiums
the same period of 2005 due to strong cash flows, includingwritten in 2006 and losses incurred in the third quarter of
the effect of capital contributions from the parent, higher2005 relating to catastrophe events.
partnership income for DBG and the out of period adjust-

The combined ratio for Foreign General Insurance for the
ments relating to unit investment trust and partnership in-

third quarter of 2006 was 83.7, an improvement of 8.5 points
vestments. Foreign General net investment income for the

from 92.2 in the comparable period of 2005. The Foreign
third quarter increased compared to the same period in 2005

General Insurance loss ratio decreased 11.4 points in the
due to strong cash flows, resulting from higher premium col-

third quarter of 2006 compared to the same period of 2005.
lections and reinsurance loss recoveries, as well as higher

The results of 2006 benefited from lower current accident
interest rates.

year losses and favorable loss development from prior acci-
dent years, excluding catastrophes, of $105 million, offset by Year-to-date  General  Insurance  Net  Investment  Income
$21 million of adverse loss development on the 2005 hurri-

General Insurance net investment income increased bycanes and by $22 million of losses related to a typhoon in
$1.04 billion in the first nine months of 2006, when com-Japan during the third quarter of 2006. The results for 2005
pared to the same period of 2005. The increase for the nineincluded several catastrophic events, principally hurricanes
month period is principally due to the effects of out of periodKatrina and Rita. The Foreign General Insurance expense
adjustments of $524 million related to the accounting forratio increased 2.9 points in the third quarter of 2006 from
certain interests in unit investment trusts, $121 million of outthe same period in 2005, principally due to higher commis-
of period adjustments for partnership income and a secondsion costs, the increased significance of consumer lines of
quarter 2006 $85 million out of period adjustment related tobusiness, which have higher acquisition costs, accelerated
interest earned on a DBG deposit contract. Foreign Generalamortization of advertising costs and premium reductions of
Insurance net investment income increased in the nine-month$56 million relating to reconciliation remediation activities.
period ended September 30, 2006 compared to the same pe-Due to the current mix of business, AIG expects commission
riod of 2005 due to the effects of the out of period adjust-costs to continue to increase over the next quarter, principally
ments, offset by a decline in partnership income. Foreignfor classes of business with historically lower than average
General partnership income in the first nine months of 2005loss ratios.
benefited from increases in market valuations due to in-
creased initial public offering activity.Year-to-date  Foreign  General  Insurance  Results

Realized capital gains and losses resulted from the ongo-Foreign General Insurance net premiums written increased
ing investment management of the General Insurance portfo-9 percent (12 percent in original currency) in the first nine
lios within the overall objectives of the General Insurancemonths of 2006 compared to the same period in 2005, re-
operations. See the discussion on ‘‘Valuation of Invested As-flecting growth in both the commercial and consumer lines.
sets’’ herein.The personal accident business in the Far East region, the

commercial lines business in both Europe and the United
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financially sound, and when necessary AIG holds substantialReinsurance
collateral in the form of funds, securities and/or irrevocable

AIG is a major purchaser of reinsurance for its General Insur-
letters of credit. This collateral can be drawn on for amounts

ance operations. AIG insures risks globally, and its reinsur-
that remain unpaid beyond specified time periods on an indi-

ance programs must be coordinated in order to provide AIG
vidual reinsurer basis. At December 31, 2005, approximately

the level of reinsurance protection that AIG desires. Reinsur-
48 percent of the general reinsurance assets were from unau-

ance is an important risk management tool to manage trans-
thorized reinsurers. Many of these balances were collateral-

action and insurance line risk retention at prudent levels set
ized, permitting statutory recognition. Additionally, with the

by management. AIG also purchases reinsurance to mitigate
approval of its domiciliary insurance regulators, AIG posted

its catastrophic exposure. AIG is cognizant of the need to
approximately $1.5 billion of letters of credit issued by sev-

exercise good judgment in the selection and approval of both
eral commercial banks in favor of certain Domestic General

domestic and foreign companies participating in its reinsur-
Insurance companies to permit those companies statutory

ance programs because one or more catastrophe losses could
recognition of balances otherwise uncollateralized at Decem-

negatively affect AIG’s reinsurers and result in an inability of
ber 31, 2005. The remaining 52 percent of the general rein-

AIG to collect reinsurance recoverables. AIG’s reinsurance
surance assets were from authorized reinsurers. The terms

department evaluates catastrophic events and assesses the
authorized and unauthorized pertain to regulatory catego-

probability of occurrence and magnitude of catastrophic
ries, not creditworthiness. At December 31, 2005, approxi-

events through the use of state-of-the-art industry recognized
mately 88 percent of the balances with respect to authorized

program models, among other techniques. AIG supplements
reinsurers are from reinsurers rated A (excellent) or better, as

these models through continually monitoring the risk expo-
rated by A.M. Best, or A (strong) or better, as rated by Stan-

sure of AIG’s worldwide General Insurance operations and
dard & Poor’s, a division of The McGraw-Hill Companies,

adjusting such models accordingly. For a further discussion
Inc. (S&P). These ratings are measures of financial strength.

of catastrophe exposures, see ‘‘Managing Risk – Catastrophe
Through September 30, 2006, there has been no significant

Exposures.’’ Although reinsurance arrangements do not re-
deterioration in the rating profile of AIG’s reinsurers repre-

lieve AIG from its direct obligations to its insureds, an effi-
senting more than five percent of AIG’s reinsurance assets as

cient and effective reinsurance program substantially limits
of December 31, 2005.

AIG’s exposure to potentially significant losses. With respect
AIG maintains an allowance for estimated unrecoverableto its property business, AIG has either renewed existing rein-

reinsurance. Although AIG has been largely successful in itssurance coverage or purchased new coverage that, in the
previous recovery efforts, at September 30, 2006, AIG had anopinion of management, is adequate to limit AIG’s expo-
allowance for unrecoverable reinsurance approximatingsures. AIG continually evaluates the reinsurance markets and
$447 million. The allowance was reduced substantially dur-the relative attractiveness of various arrangements for cover-
ing 2006, as uncollectible amounts due from individual rein-age, including structures such as catastrophe bonds, insur-
surers were charged off against the allowance, primarily dueance risk securitizations and ‘‘sidecar’’ and similar vehicles.
to the balance sheet reconciliation remediation process; inEffective July 15, 2006, AIG’s Lexington Insurance Company
addition, a portion of the allowance was reclassified to align(Lexington) and Concord Re Limited (Concord Re), a ‘‘side-
it with the related receivable. The reduction for charge offscar’’ reinsurer that was established exclusively to reinsure
was partially offset by additional provisions totaling $92 mil-Lexington, entered into a quota share reinsurance agreement
lion during the nine months ended September 30, 2006. Atcovering the U.S. commercial property insurance business
September 30, 2006, AIG had no significant reinsurancewritten by Lexington. Concord Re was capitalized with ap-
recoverables due from any individual reinsurer that was fi-proximately $730 million through the issuance of equity se-
nancially troubled (e.g., liquidated, insolvent, in receivershipcurities and loans from third party investors. AIG and its
or otherwise subject to formal or informal regulatorysubsidiaries invest in a wide variety of investment vehicles
restriction).managed by third parties where AIG has no control over

investment decisions. Accordingly, there can be no assurance
AIG’s Reinsurance Security Department conducts ongo-

that such vehicles do not, or will not, hold securities of Con-
ing detailed assessments of the reinsurance markets and cur-

cord Re.
rent and potential reinsurers, both foreign and domestic. Such
assessments include, but are not limited to, identifying if aAIG’s consolidated general reinsurance assets amounted
reinsurer is appropriately licensed and has sufficient financialto $22.99 billion at September 30, 2006 and resulted from
capacity, and evaluating the local economic environment inAIG’s reinsurance arrangements. Thus, a credit exposure ex-
which a foreign reinsurer operates. This department also re-isted at September 30, 2006 with respect to reinsurance re-
views the nature of the risks ceded and the requirements forcoverable to the extent that any reinsurer may not be able to
credit risk mitigants. For example, in AIG’s treaty reinsurancereimburse AIG under the terms of these reinsurance arrange-
contracts, AIG includes provisions that frequently require aments. AIG manages its credit risk in its reinsurance relation-
reinsurer to post collateral when a referenced event occurs.ships by transacting with reinsurers that it considers
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Furthermore, AIG limits its unsecured exposure to reinsurers Reserve  for  Losses  and  Loss  Expenses
through the use of credit triggers, which include, but are not

The table below classifies as of September 30, 2006 and
limited to, insurer financial strength rating downgrades, poli-

December 31, 2005 the components of the General Insur-
cyholder surplus declines at or below a certain predetermined

ance gross reserve for losses and loss expenses (loss
level or a certain predetermined level of a reinsurance recover-

reserves) by major lines of business on a statutory Annual
able being reached. In addition, AIG’s Credit Risk Committee

Statement basis*:
reviews the credit limits for and concentrations with any one

(in millions) September 30, 2006 December 31, 2005
reinsurer.

Other liability occurrence $18,879 $18,116
Other liability claims made 12,768 12,447AIG enters into intercompany reinsurance transactions,
Workers compensation 12,751 11,630

primarily through American International Reinsurance Com- Property 6,634 7,217
Auto liability 6,351 6,569pany, Ltd. (AIRCO), for its General Insurance and Life Insur-
International 5,376 4,939ance operations. AIG enters into these transactions as a Reinsurance 3,419 2,886

sound and prudent business practice in order to maintain Medical malpractice 2,200 2,363
Products liability 1,988 1,937underwriting control and spread insurance risk among AIG’s
Accident and health 1,727 1,678

various legal entities. All material intercompany transactions Aircraft 1,642 1,844
Commercial multiple peril 1,449 1,359have been eliminated in consolidation. AIG generally obtains
Fidelity/surety 1,015 1,072letters of credit in order to obtain statutory recognition of
Other 3,664 3,112

these intercompany reinsurance transactions. At Septem-
Total $79,863 $77,169

ber 30, 2006, approximately $3.7 billion of letters of credit
*Presented by lines of business pursuant to statutory reporting requirementswere outstanding to cover intercompany reinsurance transac-
as prescribed by the National Association of Insurance Commissioners.tions with AIRCO or other General Insurance subsidiaries.

At September 30, 2006, consolidated general reinsur- AIG’s gross reserve for losses and loss expenses represents
ance assets of $22.99 billion include reinsurance recoverables the accumulation of estimates of ultimate losses, including
for paid losses and loss expenses of $1.58 billion and IBNR and loss expenses. The methods used to determine loss
$18.35 billion with respect to the ceded reserve for losses and reserve estimates and to establish the resulting reserves are
loss expenses, including ceded losses incurred but not re- continually reviewed and updated by management. Any ad-
ported (IBNR) (ceded reserves) and $3.07 billion of ceded justments resulting therefrom are reflected in operating income
reserve for unearned premiums. The ceded reserve for losses currently. Because loss reserve estimates are subject to the out-
and loss expenses represent the accumulation of estimates of come of future events, changes in estimates are unavoidable
ultimate ceded losses including provisions for ceded IBNR given that loss trends vary and time is often required for
and loss expenses. The methods used to determine such esti- changes in trends to be recognized and confirmed. Reserve
mates and to establish the resulting ceded reserves involve changes that increase previous estimates of ultimate cost are
significant judgment in projecting the frequency and severity referred to as unfavorable or adverse development or reserve
of losses over multiple years and are continually reviewed and strengthening. Reserve changes that decrease previous esti-
updated by management. Any adjustments thereto are re- mates of ultimate cost are referred to as favorable
flected in income currently. It is AIG’s belief that the ceded development.
reserves for losses and loss expenses at September 30, 2006

At September 30, 2006, General Insurance net loss
were representative of the ultimate losses recoverable. In the

reserves increased $4.04 billion from the prior year end to
future, as the ceded reserves continue to develop to ultimate

$61.51 billion. The net loss reserves represent loss reserves
amounts, the ultimate loss recoverable may be greater or less

reduced by reinsurance recoverables, net of an allowance for
than the reserves currently ceded.

unrecoverable reinsurance and applicable discount for future
investment income. The table below classifies the compo-
nents of the General Insurance net loss reserves by business
unit as of September 30, 2006 and December 31, 2005.

(in millions) September 30, 2006 December 31, 2005

DBG(a) $ 43,383 $40,782
Transatlantic 6,118 5,690
Personal Lines(b) 2,486 2,578
Mortgage Guaranty 390 340
Foreign General(c) 9,136 8,086

Total Net Loss Reserve $ 61,513 $57,476

(a) At September 30, 2006 and December 31, 2005, DBG loss reserves in-

clude approximately $3.50 billion and $3.77 billion, respectively,

($3.87 billion and $4.26 billion, respectively, before discount) related to
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$3.98 billion, respectively. AIRCO’s $3.98 billion in total
business written by DBG but ceded to AIRCO and reported in AIRCO’s

general insurance reserves consist of approximately $3.50 bil-statutory filings. DBG loss reserves also include approximately $532 mil-
lion from business assumed from the American Home/Na-lion and $407 million related to business included in AIUO’s statutory
tional Union pool and an additional $478 million relating tofilings at September 30, 2006 and December 31, 2005, respectively.

(b) At September 30, 2006 and December 31, 2005, Personal Lines loss Foreign General Insurance business.
reserves include $876 million and $878 million, respectively, related to

business ceded to DBG and reported in DBG’s statutory filings. Discounting  of  Reserves
(c) At September 30, 2006 and December 31, 2005, Foreign General loss

reserves include approximately $2.70 billion and $2.15 billion, respec- At September 30, 2006, AIG’s overall General Insurance net
tively, related to business reported in DBG’s statutory filings. loss reserves reflects a loss reserve discount of $2.11 billion,

including tabular and non-tabular calculations. The tabularThe DBG net loss reserve of $43.38 billion is comprised
workers compensation discount is calculated using a 3.5 per-principally of the business of AIG subsidiaries participating in
cent interest rate and the 1979-81 Decennial Mortality Table.the American Home/National Union pool (11 companies)
The non-tabular workers compensation discount is calcu-and the surplus lines pool (Lexington, Starr Excess Liability
lated separately for companies domiciled in New York andInsurance Company and Landmark Insurance Company).
Pennsylvania, and follows the statutory regulations for each

Beginning in 1998, DBG ceded a quota share percentage state. For New York companies, the discount is based on a
of its other liability occurrence and products liability occur- five percent interest rate and the companies’ own payout
rence business to AIRCO. The quota share percentage ceded patterns.  For Pennsylvania companies, the statute has speci-
was 40 percent in 1998, 65 percent in 1999, 75 percent in fied discount factors for accident years 2001 and prior, which
2000 and 2001, 50 percent in 2002 and 2003, 40 percent in are based on a six percent interest rate and an industry pay-
2004, 35 percent in 2005 and 20 percent in 2006 and covered out pattern. For accident years 2002 and subsequent, the
all business written in these years for these lines by partici- discount is based on the yield of U.S. Treasury securities rang-
pants in the American Home/National Union pool. In 1998 ing from one to twenty years and the company’s own payout
the cession reflected only the other liability occurrence busi- pattern, with the future expected payment for each year using
ness, but in 1999 and subsequent years included products the interest rate associated with the corresponding Treasury
liability occurrence. AIRCO’s loss reserves relating to these security yield for that time period. The discount is comprised
quota share cessions from DBG are recorded on a discounted of the following: $512 million – tabular discount for workers
basis. As of September 30, 2006, AIRCO carried a discount compensation in DBG; $1.23 billion – non-tabular discount
of approximately $370 million applicable to the $3.87 billion for workers compensation in DBG; and, $370 million – non-
in undiscounted reserves it assumed from the American tabular discount for other liability occurrence and products
Home/National Union pool via this quota share cession. liability occurrence in AIRCO. The total undiscounted work-
AIRCO also carries approximately $478 million in net loss ers compensation loss reserve carried by DBG is approxi-
reserves relating to Foreign General insurance business. These mately $10.6 billion as of September 30, 2006. The other
reserves are carried on an undiscounted basis. liability occurrence and products liability occurrence business

in AIRCO that is assumed from DBG is discounted based onBeginning in 1997, the Personal Lines division ceded a
the yield of U.S. Treasury securities ranging from one topercentage of all business written by the companies partici-
twenty years and the DBG payout pattern for this business.pating in the personal lines pool to the American Home/
The undiscounted reserves assumed by AIRCO from DBGNational Union pool. As noted above, the total reserves car-
totaled approximately $3.87 billion at September 30, 2006.ried by participants in the American Home/National Union

pool relating to this cession amounted to $876 million as of
Quarterly  Reserving  ProcessSeptember 30, 2006.

It is management’s belief that the General Insurance net lossThe companies participating in the American Home/Na-
reserves are adequate to cover General Insurance net lossestional Union pool have maintained a participation in the bus-
and loss expenses as of September 30, 2006. While AIG regu-iness written by AIU for decades. As of September 30, 2006,
larly reviews the adequacy of established loss reserves, therethese AIU reserves carried by participants in the American
can be no assurance that AIG’s ultimate loss reserves will notHome/National Union pool amounted to approximately
develop adversely and materially exceed AIG’s loss reserves$2.70 billion. The remaining Foreign General reserves are
as of September 30, 2006. In the opinion of management,carried by AIUO, AIRCO, and other smaller AIG subsidiaries
such adverse development and resulting increase in reserves isdomiciled outside the United States. Statutory filings in the
not likely to have a material adverse effect on AIG’s consoli-U.S. by AIG companies reflect all the business written by U.S.
dated financial position, although it could have a materialdomiciled entities only, and therefore exclude business writ-
adverse effect on AIG’s consolidated results of operations forten by AIUO, AIRCO, and all other internationally domiciled
an individual reporting period.subsidiaries. The total reserves carried at September 30, 2006

by AIUO and AIRCO were approximately $4.35 billion and
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The table below presents the reconciliation of General Insurance net loss reserves for the three and nine-month periods
ended September 30, 2006 and 2005 as follows:

Three Months Nine Months
Ended September 30, Ended September 30,

(in millions) 2006 2005 2006 2005

Net reserve for losses and loss expenses at beginning of period $60,214 $50,564 $57,476 $47,254
Foreign exchange effect 34 (33) 521 (354)
Acquisition(a) 55 — 55 —
Losses and loss expenses incurred:

Current year 6,957 8,626 20,710 22,697
Prior years, other than accretion of discount(b) (41) 244 (255) 374
Prior years, accretion of discount 101 97 303 291

Losses and loss expenses incurred 7,017 8,967 20,758 23,362

Losses and loss expenses paid 5,807 5,439 17,297 16,203

Net reserve for losses and loss expenses at end of period $61,513 $54,059 $61,513 $54,059

(a) Reflects the opening balance with respect to the acquisition of the Central Insurance Co., Ltd. in the third quarter of 2006.

(b) Includes $24 million and $30 million in the three-month periods ended September 30, 2006 and 2005, respectively, for the general reinsurance operations

of Transatlantic and $43 million and $39 million, respectively, of additional losses incurred resulting from 2005 and 2004 catastrophes. Includes

$89 million and $120 million in the nine-month periods ended September 30, 2006 and 2005, respectively, for the general reinsurance operations of

Transatlantic and $80 million and $157 million, respectively, of additional losses incurred resulting from 2005 and 2004 catastrophes. Transatlantic

included $4 million and $24 million of prior years adverse catastrophe development in the three and nine months ended September 30, 2006, respectively.

The loss ratios recorded by AIG for the first nine months and third quarters of 2006. As part of its quarterly reserving
of 2006 take into account the results of the comprehensive process, AIG also considers notices of claims received with
reserve reviews that were completed in the fourth quarter of respect to emerging issues, such as those related to stock
2005. As explained more fully in the 2005 Annual Report on option backdating.
Form 10-K/A, AIG’s year-end 2005 reserve review reflected

In the third quarter of 2006, net loss development from
careful consideration of the reserve analyses prepared by

prior accident years was favorable by approximately $41 mil-
AIG’s internal actuarial staff with the assistance of third

lion, including approximately $43 million of adverse devel-
party actuaries. In determining the appropriate loss ratios for

opment pertaining to the major hurricanes in 2005 and 2004
accident year 2006 for each class of business, AIG gave ap-

and $24 million of adverse development pertaining to the
propriate consideration to the loss ratios resulting from the

general reinsurance operations of Transatlantic. Excluding
reserve analyses as well as all other relevant information in-

catastrophes and Transatlantic, as well as accretion of dis-
cluding rate changes, expected changes in loss costs, changes

count of approximately $101 million, net loss development
in coverage, reinsurance or mix of business, and other factors

from prior accident years in the third quarter of 2006 was
that may affect the loss ratios.

favorable by approximately $108 million. This overall
In the first nine months of 2006, AIG enhanced its pro- favorable development of $108 million consisted of approxi-

cess of determining the quarterly loss development from prior mately $490 million of favorable development from accident
accident years. In the first quarter of 2006, AIG began con- years 2003 through 2005, partially offset by approximately
ducting additional analyses to determine the change in esti- $380 million of adverse development from accident years
mated ultimate loss for each accident year for each profit 2002 and prior. The $490 million of favorable development
center. For example, if loss emergence for a profit center is from accident years 2003 through 2005 included approxi-
different than expected for certain accident years in the quar- mately $310 million from accident year 2005, $160 million
ter, the actuaries now take additional steps to examine the from accident year 2004, and $20 million from accident year
indicated effect such emergence would have on the reserves of 2003. The adverse development from accident years 2002
that profit center. In some cases, the higher or lower than and prior included approximately $130 million from accident
expected emergence may result in no clear change in the ulti- year 1999, primarily due to two significant claims, with the
mate loss estimate for the accident years in question, and no balance spread across many accident years. Foreign General
adjustment would be made to the profit center’s reserves for prior accident year reserves, excluding catastrophes, devel-
prior accident years. In other cases, the higher or lower than oped favorably by approximately $105 million in the quarter.
expected emergence may result in a larger change, either DBG prior accident year reserves, excluding catastrophes,
favorable or unfavorable, than the difference between the developed adversely by approximately $40 million. The over-
actual and expected loss emergence. Such additional analyses all development also included approximately $22 million of
were conducted for each profit center, as appropriate, in the favorable development from Personal Lines and approxi-
first, second and third quarters of 2006 to determine the loss mately $21 million of favorable development from UGC. The
development from prior accident years for the first, second
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favorable developments experienced in Foreign General in- 2005 was adverse by approximately $175 million. In the
cluded both short tail as well as longer tail classes of business. third quarter of 2005, most classes of business experienced

favorable development for accident years 2003 and 2004 and
In the first nine months of 2006, net loss development

adverse development for accident years 2001 and prior. The
from prior accident years was favorable by approximately

overall development of $175 million consisted of approxi-
$255 million, including approximately $80 million of adverse

mately $350 million of adverse development from accident
development pertaining to the major hurricanes in 2004 and

years 2001 and prior, partially offset by approximately
2005 and $89 million of adverse development from the gen-

$170 million of favorable development from accident year
eral reinsurance operations of Transatlantic. Excluding catas-

2004 and $30 million of favorable development from acci-
trophes and Transatlantic, as well as accretion of discount of

dent year 2003. Accident year 2002 experienced adverse de-
approximately $303 million, net loss development from prior

velopment for D&O and excess casualty, with an overall
accident years in the first nine months of 2006 was favorable

adverse development of approximately $20 million in the
by approximately $424 million. This overall favorable devel-

quarter. For all accident years combined, the D&O and ex-
opment of $424 million consisted of approximately

cess casualty classes accounted for the vast majority of the
$1.23 billion of favorable development from accident years

$175 million overall adverse development in the quarter. The
2003 through 2005, partially offset by approximately

$175 million of overall adverse development, excluding ca-
$805 million of adverse development from accident years

tastrophes, was comprised of approximately $190 million of
2002 and prior. The $1.23 billion of favorable development

adverse development from DBG, $15 million of adverse de-
from accident years 2003 through 2005 included approxi-

velopment from Foreign General, and $15 million of
mately $550 million from accident year 2005, $450 million

favorable development from each of the Personal Lines and
from accident year 2004, and $230 million from accident

UGC segments.
year 2003. The adverse developments from accident years
2002 and prior were widely spread among many accident In the first nine months of 2005, net loss development
years. The overall favorable development of $424 million from prior accident years was adverse by approximately
included approximately $235 million from Foreign General, $375 million, including approximately $157 million of ad-
$80 million from Personal Lines, $85 million from UGC, and verse development from the major hurricanes from accident
$25 million from DBG. For both the third quarter and the year 2004 and approximately $120 million of adverse devel-
first nine months of 2006, most classes of business through- opment from the general reinsurance operations of Transat-
out AIG continued to experience favorable development for lantic. Excluding catastrophes and Transatlantic, as well as
accident years 2003 through 2005. The adverse development accretion of discount of approximately $291 million, net loss
from accident years 2002 and prior reflected developments development from prior accident years in the first nine
from excess casualty, workers compensation, excess workers months of 2005 was adverse by approximately $98 million.
compensation, and post-1986 environmental liability classes The overall development of $98 million consisted of approxi-
of business, all within DBG. mately $1.13 billion of adverse development from accident

years 2002 and prior, offset by approximately $740 million
As a result of the continued favorable experience for

of favorable development from accident year 2004 and ap-
accident years 2003 through 2005, the expected loss ratios

proximately $290 million of favorable development from ac-
for accident year 2006 were improved for a number of casu-

cident year 2003. Most classes of business produced
alty classes of business in the third quarter of 2006. For those

favorable development for accident years 2003 and 2004,
classes of business where the expected loss ratio for accident

and adverse development for accident years 2001 and prior.
year 2006 was adjusted in the third quarter, the revised loss

The majority of the adverse development from accident year
ratio was generally applied to the cumulative 2006 net earned

2002 and prior was attributable to the D&O and excess
premium for the class. The overall effect on the third quarter

casualty classes of business. Accident year 2002 experienced
results was approximately a $100 million improvement. This

favorable development for many classes of business. How-
amount represents the application of the revised expected loss

ever, in total, accident year 2002 experienced approximately
ratios to the net premiums earned reported for the first six

$50 million of adverse development primarily attributable to
months of 2006.

approximately $125 million of adverse development from the
In the third quarter of 2005, net loss development from D&O class. The overall adverse development of $98 million

prior accident years was adverse by approximately $244 mil- for all prior accident years, excluding catastrophes, was com-
lion, including approximately $39 million of adverse devel- prised of approximately $410 million of adverse development
opment pertaining to the major hurricanes from accident year from DBG, $190 million of favorable development from For-
2004 and approximately $30 million of adverse development eign General, $60 million of favorable development from
pertaining to the general reinsurance operations of Transat- Personal Lines, and $62 million of favorable development
lantic. Excluding catastrophes and Transatlantic, as well as from UGC.
accretion of discount of approximately $97 million, net loss
development from prior accident years in the third quarter of
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Loss  Reserving  Process Asbestos  and Environmental  Reserves

The General Insurance loss reserves can generally be catego- The estimation of loss reserves relating to asbestos and envi-
rized into two distinct groups. One group is long-tail casualty ronmental claims on insurance policies written many years
lines of business which include excess and umbrella liability, ago is subject to greater uncertainty than other types of
D&O, professional liability, medical malpractice, workers claims due to inconsistent court decisions as well as judicial
compensation, general liability, products liability, and related interpretations and legislative actions that in some cases have
classes. The other group is short-tail lines of business consist- tended to broaden coverage beyond the original intent of
ing principally of property lines, personal lines and certain such policies and in others have expanded theories of
classes of casualty lines. These lines of business and actuarial liability.
assumptions made in the review of these lines of business are

As described more fully in the 2005 Annual Report on
described in the 2005 Annual Report on Form 10-K/A.

Form 10-K/A, AIG’s reserves relating to asbestos and envi-
The process of determining the current loss ratio for each ronmental claims reflect the results of the comprehensive

class or business segment is based on a variety of factors and ground up analysis which was completed in the fourth quar-
is described in detail in AIG’s 2005 Annual Report on ter of 2005. AIG is in the process of updating its ground up
Form 10-K/A. AIG uses the process described above to up- analysis and expects to continue to do so on an annual basis.
date AIG’s reserves on a quarterly basis. AIG’s 2005 Annual In the first nine months of 2006, AIG maintained the ultimate
Report on Form 10-K/A also includes a discussion and analy- loss estimates for asbestos and environmental claims resulting
sis of the volatility of AIG’s 2005 reserve estimates and a from the recently completed reserve analyses. A minor
sensitivity analysis. amount of incurred loss emergence pertaining to asbestos was

reflected in the first nine months of 2006, as depicted in the
table that follows. This minor development is primarily at-
tributable to the general reinsurance operations of
Transatlantic.

A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims
separately and combined for the nine months ended September 30, 2006 and 2005 follows:

2006 2005
(in millions) Gross Net Gross Net
Asbestos:
Reserve for losses and loss expenses at beginning of year $4,441 $1,840 $2,559 $1,060
Losses and loss expenses incurred* 2 7 120 33
Losses and loss expenses paid* (404) (151) (239) (91)
Reserve for losses and loss expenses at end of period $4,039 $1,696 $2,440 $1,002
Environmental:
Reserve for losses and loss expenses at beginning of year $ 926 $ 410 $ 974 $ 451
Losses and loss expenses incurred* (3) — (9) (2)
Losses and loss expenses paid* (80) (43) (81) (52)
Reserve for losses and loss expenses at end of period $ 843 $ 367 $ 884 $ 397
Combined:
Reserve for losses and loss expenses at beginning of year $5,367 $2,250 $3,533 $1,511
Losses and loss expenses incurred* (1) 7 111 31
Losses and loss expenses paid* (484) (194) (320) (143)
Reserve for losses and loss expenses at end of period $4,882 $2,063 $3,324 $1,399

* All amounts pertain to policies underwritten in prior years.

As indicated in the table above, asbestos loss payments increased significantly in the first nine months of 2006 compared
to the same period in the prior years, primarily as a result of payments pertaining to settlements that had been negotiated in
earlier periods. There was negligible development of asbestos and environmental reserves in the first nine months of 2006.

The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental
claims separately and combined, at September 30, 2006 and 2005 were estimated as follows:

2006 2005
(in millions) Gross Net Gross Net

Asbestos $2,863 $1,312 $1,550 $ 684
Environmental 567 242 558 253

Combined $3,430 $1,554 $2,108 $ 937
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A summary of asbestos and environmental claims count activity for the nine months ended September 30, 2006 and 2005
was as follows:

2006 2005
Asbestos Environmental Combined Asbestos Environmental Combined

Claims at beginning of year 7,293 9,873 17,166 7,575 8,216 15,791
Claims during year:

Opened 538 1,032 1,570 646 4,583 5,229
Settled (126) (120) (246) (49) (178) (227)
Dismissed or otherwise resolved (678) (1,295) (1,973) (831) (2,934) (3,765)

Claims at end of period 7,027 9,490 16,517 7,341 9,687 17,028

The table below presents AIG’s survival ratios for asbestos and environmental claims at September 30, 2006 and 2005.
The survival ratio is derived by dividing the current carried loss reserve by the average payments for the three most recent
calendar years for these claims. Therefore, the survival ratio is a simplistic measure estimating the number of years it would be
before the current ending loss reserves for these claims would be paid off using recent year average payments. The 2006
survival ratio is lower than the ratio at December 31, 2005 because the more recent periods included in the rolling average
reflect higher claims payments. Many factors, such as aggressive settlement procedures, mix of business and level of coverage
provided, have a significant effect on the amount of asbestos and environmental reserves and payments and the resultant
survival ratio. Thus, caution should be exercised in attempting to determine reserve adequacy for these claims based simply on
this survival ratio.

AIG’s survival ratios for asbestos and environmental claims, separately and combined, were based upon a three-year
average payment. These ratios at September 30, 2006 and 2005 were as follows:

(number of years) Gross Net

2006
Survival ratios:

Asbestos 11.9 13.6
Environmental 6.5 5.3
Combined 10.4 10.7

2005
Survival ratios:

Asbestos 9.0 11.0
Environmental 6.5 6.0
Combined 8.1 8.9

Life  Insurance & Retirement  Services  Operations
AIG’s Life Insurance & Retirement Services subsidiaries offer addition, home service includes a small block of run-off prop-
a wide range of insurance and retirement savings products erty and casualty coverage. Retirement services include group
both domestically and abroad. Insurance-oriented products retirement products, individual fixed and variable annuities
consist of individual and group life, payout annuities, endow- sold through banks, broker dealers and exclusive sales repre-
ment and accident and health policies. Retirement savings sentatives, and annuity runoff operations, which include pre-
products consist generally of fixed and variable annuities. viously-acquired ‘‘closed blocks’’ and other fixed and

variable annuities largely sold through distribution relation-
Domestically, AIG’s Life Insurance & Retirement Ser-

ships that have been discontinued.
vices operations offer a broad range of protection products,
such as life insurance, group life and health products, includ- Overseas, AIG’s Life Insurance & Retirement Services
ing disability income products and payout annuities, which operations include insurance and investment-oriented prod-
include single premium immediate annuities, structured set- ucts such as whole and term life, investment linked, universal
tlements and terminal funding annuities. Home service opera- life and endowments, personal accident and health products,
tions include an array of life insurance, accident and health group products including pension, life and health, and fixed
and annuity products sold primarily through career agents. In and variable annuities.
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Life Insurance & Retirement Services operations presented on a sub-product basis for the three and nine-month periods
ended September 30, 2006 and 2005 were as follows:

Three Months Nine Months
Ended September 30, Ended September 30,

(in millions) 2006 2005 2006 2005

GAAP premiums:
Domestic Life:

Life insurance(a) $ 546 $ 506 $ 1,619 $ 1,506
Home service 196 201 593 606
Group life/health 256 272 743 805
Payout annuities(b) 414 375 1,261 1,118

Total 1,412 1,354 4,216 4,035

Domestic Retirement Services:
Group retirement products 94 91 284 261
Individual fixed annuities 32 25 96 72
Individual variable annuities 132 119 390 345
Individual fixed annuities-runoff(c) 16 17 50 58

Total 274 252 820 736

Total Domestic 1,686 1,606 5,036 4,771

Foreign Life:
Life insurance 3,834 3,671 11,851 11,664
Personal accident & health 1,398 1,258 4,084 3,746
Group products 588 469 1,668 1,447

Total 5,820 5,398 17,603 16,857

Foreign Retirement Services:
Individual fixed annuities 85 80 274 256
Individual variable annuities 48 25 123 69

Total 133 105 397 325

Total Foreign 5,953 5,503 18,000 17,182

Total GAAP Premiums $7,639 $7,109 $ 23,036 $ 21,953

Net investment income:
Domestic Life:

Life insurance $ 347 $ 314 $ 998 $ 1,010
Home service 167 147 470 451
Group life/health 55 51 161 148
Payout annuities 253 230 734 679

Total 822 742 2,363 2,288

Domestic Retirement Services:
Group retirement products 563 569 1,674 1,665
Individual fixed annuities 893 863 2,705 2,509
Individual variable annuities 51 54 153 165
Individual fixed annuities-runoff(c) 226 240 689 744

Total 1,733 1,726 5,221 5,083

Total Domestic 2,555 2,468 7,584 7,371

Foreign Life:
Life insurance(d) 1,401 1,270 3,991 3,583
Personal accident & health 78 66 213 176
Group products 171 158 463 425
Intercompany adjustments (10) (10) (30) (26)

Total 1,640 1,484 4,637 4,158

Foreign Retirement Services:
Individual fixed annuities 516 486 1,470 1,240
Individual variable annuities 182 229 209 382

Total 698 715 1,679 1,622

Total Foreign 2,338 2,199 6,316 5,780

Total net investment income $4,893 $4,667 $ 13,900 $ 13,151
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Three Months Nine Months
Ended September 30, Ended September 30,

(in millions) 2006 2005 2006 2005

Realized capital gains (losses):
Domestic realized capital gains (losses) $ (147) $ (42) $ (604) $ (93)

Foreign realized capital gains (losses) (103) (62) 201 (194)
Pricing net investment gains(e) 74 88 286 269

Total Foreign (29) 26 487 75

Total realized capital gains (losses)(e) $ (176) $ (16) $ (117) $ (18)

Operating Income:
Domestic $ 864 $ 878 $ 2,450 $ 2,753
Foreign(d) 1,584 1,370 4,974 4,034

Total operating income $2,448 $2,248 $ 7,424 $ 6,787

Life insurance in-force(f):

Domestic $ 902,202 $ 825,151
Foreign 1,112,392 1,027,682

Total $2,014,594 $1,852,833

(a) Effective January 1, 2006, the Broker/Dealer operations of the Domestic Life Insurance companies are being reported and managed within the Asset
Management segment. Included in GAAP premiums were revenues of $15 million and $79 million, respectively, for the three and nine-month periods ended
September 30, 2005.

(b) Includes structured settlements, single premium immediate annuities and terminal funding annuities.

(c) Primarily represents runoff annuity business sold through discontinued distribution relationships.

(d) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts. For the nine month period ended
September 30, 2006, the effect was an increase of $245 million and $168 million in net investment income and operating income, respectively.

(e) For purposes of this presentation, pricing net investment gains are segregated as a component of total realized capital gains (losses). They represent certain
amounts of realized capital gains where gains are an inherent element in pricing certain life products in some foreign countries.

(f) Amounts presented were as at September 30, 2006 and December 31, 2005.

AIG’s Life Insurance & Retirement Services subsidiaries pany (AIG Annuity) and AIG SunAmerica; Foreign Life —
report their operations through the following operating units: ALICO, AIRCO, AIG Edison Life, AIG Star Life, American
Domestic Life — AIG American General, including American International Assurance Company, Limited together with
General Life Insurance Company (AG Life), United States American International Assurance Company (Bermuda) Lim-
Life Insurance in the City of New York (USLIFE) and Ameri- ited (AIA), Nan Shan Life Insurance Company, Ltd. (Nan
can General Life and Accident Insurance Company (AGLA); Shan) and The Philippine American Life and General Insur-
Domestic Retirement Services — The Variable Annuity Life ance Company (Philamlife).
Insurance Company (VALIC), AIG Annuity Insurance Com-

AIG transacts business in most major foreign currencies. The following table summarizes the effect of changes in foreign
currency exchange rates on the growth of Life Insurance & Retirement Services GAAP premiums for the three and nine-
month periods ended September 30, 2006:

Three Months Ended Nine Months Ended
September 30, 2006 September 30, 2006

Growth in original currency* 7.9% 7.3%
Foreign exchange effect (0.4) (2.4)
Growth as reported in U.S. dollars 7.5% 4.9%

* Computed using a constant exchange rate for each respective period.

Operating income increased 9 percent in the third quar-Life  Insurance & Retirement  Services  Results
ter of 2006 when compared to the same period in 2005.

Life Insurance & Retirement Services GAAP premiums in-
Domestic Life operations continued to perform well in its

creased 7.5 percent to $7.6 billion in the third quarter of 2006
core life insurance businesses with growth in GAAP premium

compared to the same period in 2005. Net investment income
and invested assets supporting the underlying reserves. Do-

increased $226 million for the third quarter of 2006 when com-
mestic Retirement Services operating income growth in the

pared to the same period in 2005. Net investment income in-
quarter was driven by individual fixed and variable annuity

cludes policyholder trading gains (losses) amounting to
business, offset in part by lower growth and spread compres-

$221 million in the third quarter of 2006 compared to
sion in the group retirement products line. Foreign Life Insur-

$359 million in same period of 2005. Policyholder trading gains
ance & Retirement Services operating income grew

(losses) are linked primarily to equities and are offset by an
16 percent in the quarter helped by higher investment returns.

equal change in incurred policy losses and benefits.
Realized capital gains (losses) for the third quarter of 2006
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Quarterly  Domestic  Life  Resultstotaled a net loss of $176 million versus a loss of $16 million
during the same period last year. The loss in the current AIG’s Domestic Life operations had growth of GAAP premi-
quarter was primarily due to the effect of hedging activities ums for the third quarter of 2006 when compared to the same
that do not qualify for hedge accounting treatment under period last year. In the life insurance product line, periodic
FAS 133, partially offset by foreign currency gains. life sales declined due to re-pricing of certain universal life

products and tightened underwriting standards for certainLife Insurance & Retirement Services GAAP premiums
markets to maintain margins. AGLA, the home service busi-increased 4.9 percent to $23 billion for the first nine months
ness, is diversifying product offerings and enhancing the ca-of 2006 compared to the same period of 2005. Net invest-
pabilities and quality of the sales force, which has resulted inment income increased for the first nine months of 2006
improved agent productivity and better persistency of in-reflecting a higher level of invested assets. The increase in net
force business. Growth of payout annuities GAAP premiumsinvestment income also includes the effect of out of period
emanated from sales of single premium immediate annuitiesadjustments relating to the accounting for certain interests in
and structured settlements. GAAP premiums for the groupunit investment trusts totaling $24 million and $245 million
life/health product line were slightly lower in the third quar-for the three and nine-month periods ending September 30,
ter of 2006 compared to 2005 reflecting slower growth in the2006, respectively. Operating income grew 9 percent for the
credit insurance business, and tightened pricing and under-first nine months of 2006 compared to the same period of
writing in the group employer lines. Management continues2005. Domestic Life earnings for the core life and payout
to focus on new product introductions, cross selling, otherannuity businesses continue to demonstrate earnings growth,
growth strategies, and options that may include exiting cer-but was more than offset by lower investment income from
tain product lines.calls and tenders, lower partnership income and additional

reserves for legal contingencies. Domestic Retirement Ser- Earnings for the Domestic Life Insurance line of business
vices earnings declined for the first nine months of 2006 grew 9 percent for the third quarter of 2006 reflecting growth
primarily due to realized capital losses which more than off- in in-force business and higher net investment income. Earn-
set increased income from growth in invested assets and ings for the home service line of business increased 37 percent
lower amortization of deferred policy acquisition costs re- compared to the third quarter of 2005, which included ap-
lated to capital losses. Foreign Life Insurance & Retirement proximately $8 million of hurricane losses, and also due to
Services operating income grew 23 percent for the first nine higher investment income from partnerships of $17 million.
months of 2006 due to higher realized capital gains and the The group life/health line of business results for the third
effect of the aforementioned out of period adjustments. Oper- quarter of 2006 reflect continuing restructuring efforts in that
ating income growth in U.S. dollars is lower than growth on a business. The payout annuities line of business earnings in-
local currency basis primarily due to a weaker Japanese Yen creased over last year due to growth in single premium annui-
in the first nine months of 2006 compared to the same period ties and also due to a $12 million reserve strengthening in the
last year. Realized capital losses were $117 million for the third quarter of 2005.
first nine months of 2006 compared to $18 million during the
same period of 2005. Year-to-date  Domestic  Life  Results

GAAP premiums for the Domestic Life operations grewDomestic  Life  Operations
5 percent for the first nine months of 2006 compared to the

The following table reflects retail periodic Life insurance same period of 2005 reflecting improved sales of universal
sales by product for the three and nine-month periods en- life and single premium immediate annuities. The life insur-
ded September 30, 2006 and 2005, respectively: ance product line experienced increased periodic sales from
Domestic Life Insurance Periodic Premium Sales* the independent distribution platform during the first nine

Three Months Nine Months months of 2006. The home service business GAAP premiumsEnded Ended
September 30, September 30, declined slightly for the first nine months of 2006 as the

(in millions) 2006 2005 2006 2005 reduction of premium in-force from normal lapses and matu-
By product: rities exceeded sales growth for the period. The payout annui-

Universal life $ 46 $ 79 $289 $191
ties GAAP premium growth for the first nine months of 2006Variable universal life 15 11 42 35

Term life 59 59 182 172 reflects increased sales of single premium annuities and struc-
Whole life/other 3 1 9 7 tured settlements when compared to the same period last
Total $123 $150 $522 $405 year. GAAP premiums for the group life/health product line

* Periodic premium represents premium from new business expected to be for the first nine months of 2006 reflect the restructuring
collected over a one year period. efforts in certain product lines.

Earnings for the life insurance product line declined for
the first nine months of 2006 due to lower investment income
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related to yield enhancement activities that offset growth in total deposits reflects declining fixed annuity sales partially
in-force business. Earnings for the home service line of busi- offset by growth in individual variable annuity sales. In addi-
ness grew from the same period last year due to increased net tion, fixed annuity surrender rates increased during the first
investment income from partnerships and lower catastrophe nine months of 2006 when compared to the same period last
and acquisition costs. The group life/health line of business year. Net flows for the nine months of 2006 were negative
earnings for the first nine months of 2006 are lower than the $4.1 billion compared to positive net flows of $0.3 billion last
same period last year due to reserves related to litigation and year reflecting the lower deposits and higher surrenders.
contingencies in the credit life and A&H business and transi-

Group retirement products earnings were flat for the
tion costs related to the outsourcing of back office opera-

first nine months with slightly compressed spreads offsetting
tions. The payout annuities product line earnings declined for

the effect of separate account growth. Individual fixed annu-
the first nine months of 2006 primarily due to lower calls and

ity earnings for the first nine months of 2006 grew 28 percent
tenders on fixed maturity securities when compared to the

primarily from growth in partnership income, lower amorti-
same period last year.

zation of deferred policy acquisition costs related to capital
losses, growth in average underlying reserves and lower aver-

Quarterly  Domestic  Retirement  Services  Results
age crediting rates. The individual variable annuity product

Domestic Retirement Services total deposits declined slightly line earnings grew for the first nine months as fee income
for the third quarter of 2006 when compared to the year ago increased on higher sales volumes and increased underlying
quarter driven by lower fixed annuity sales that continued to reserves.
face increased competition from bank products in the flat
yield curve environment, partially offset by substantially Domestic Retirement Services Supplemental Data

higher variable annuity sales. Individual variable annuity de-
The following table reflects deposits for Domestic Retire-posits grew 36 percent in the third quarter of 2006 from the
ment Services for the three and nine-month periods endedyear ago quarter reflecting growth in products with new
September 30, 2006 and 2005:guarantee features. Group retirement deposits grew only

slightly in the quarter compared to third quarter 2005, re-
Three Months Nine Months

flecting the increased number of policyholders nearing retire- Ended Ended
September 30, September 30,ment age. New products have been launched that are

(in millions) 2006 2005 2006 2005designed to meet the needs of retirement age policyholders
Group retirement products:and retain assets under management. While total deposits Annuities $1,335 $1,384 $ 4,083 $ 4,161

within the group retirement business are growing moderately, Mutual funds 284 215 1,085 677
Individual fixed annuities 1,194 1,498 4,212 5,912annuity deposits are down $49 million, and group mutual
Individual variable annuities 1,059 781 3,234 2,457

fund deposits are up $69 million, for the third quarter of Individual fixed annuities -
runoff 37 48 122 1552006 when compared to the same period last year, due to
Total $3,909 $3,926 $12,736 $13,362market demand for lower cost group retirement products.

Over time, this will result in a gradual reduction in profitabil-
The following chart shows the amount of reserves by sur-ity of this business, due to lower profit margins in the mutual
render charge category for Domestic Retirement Servicesfund product compared to the annuity product.
as of September 30, 2006:

Group retirement products earnings for the third quarter
Group Individual Individualof 2006 were lower than the same period last year principally

Retirement Fixed Variable
(in millions) Products* Annuities Annuitiesdue to lower partnership income and higher amortization of
Zero or no surrender charge $41,266 $10,465 $10,721deferred acquisition costs related to internal replacements of
Between 0 percent - 4 percent 11,434 10,948 8,513existing contracts into new contracts. Individual fixed annu-
Greater than 4 percent 2,755 29,685 10,222

ity earnings grew 9 percent for the third quarter of 2006 Non-Surrenderable 887 3,163 89
compared to the same period last year as a result of increased Total $56,342 $54,261 $29,545
net investment spreads and lower DAC amortization due to * Excludes mutual funds.
realized capital losses. Earnings for individual variable annui-

For the three months and nine months ended Septem-
ties grew $7 million in the third quarter of 2006 from the year

ber 30, 2006 surrender rates increased for individual fixed
ago quarter principally due to higher fee income as a result of

annuities and individual variable annuities, while surrender
increased assets under management.

rates for group retirement products declined as a result of
successful asset retention efforts. The increase in surrender

Year-to-date  Domestic  Retirement  Services  Results
rate for fixed annuities continues to be driven by the shape of

Domestic Retirement Services total deposits declined approx- the yield curve and general aging of the in-force block; how-
imately 5 percent for the first nine months of 2006 when ever, less than 20 percent of the individual fixed annuity
compared to the first nine months of 2005. The decrease in reserves as of September 30, 2006 are available to be surren-
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dered without charge. Individual variable annuity surrender true in Southeast Asia, including Taiwan, where AIG’s life
rates for the third quarter and the first nine months of 2006 operations in that region have responded to this trend by
primarily reflect higher shock-lapses that occur following ex- offering a wide array of investment-linked products, both
piration of the surrender charge period on certain 3-year and periodic pay and single premium, with multiple fund selec-
7-year contracts, although the trend has moderated during tion, but with minimal investment guarantees. For GAAP
the year. Reflecting a widespread industry phenomenon, this reporting purposes, only revenues from policy charges for
lapse rate, much of which was anticipated when the products insurance, administration, and surrender charges are re-
were issued, has recently been affected by investor demand to ported as GAAP premiums for these life products. This prod-
exchange existing policies for new-generation contracts with uct mix shift contributed to the single digit growth rate in
living benefits or lower fees. In addition, the high lapse rates Foreign Life Insurance & Retirement Services GAAP premi-
are in part due to the surrenders within certain acquired ums, while continuing to grow total reserves.
blocks of business.

Foreign Life Insurance & Retirement Services operating
A further increase in the level of surrenders in any of income grew by $214 million or 16 percent, to $1.6 billion

these businesses or in the individual fixed annuities runoff for the third quarter of 2006 and included $29 million of
block could accelerate the amortization of deferred acquisi- realized capital losses compared to $26 million of gains in the
tion costs and negatively affect fee income earned on assets year ago quarter. On a comparable basis, the growth in life
under management. insurance earnings for the quarter were generally in line with

the growth in invested assets and increased overall compared
The following table reflects the net flows by line of business

to the third quarter of 2005, helped by higher seasonal divi-
for Domestic Retirement Services for the three and nine-

dend income of approximately $35 million in Taiwan, actua-
month periods ended September 30, 2006 and 2005:

rial adjustments of $30 million and out of period adjustments
Domestic Retirement Services – Net Flows(a)

of $24 million related to unit investment trusts and $18 mil-
Three Months Nine Months lion related to a reinsurance adjustment. The 2005 earningsEnded Ended
September 30, September 30, included a charge to income of $20 million related to a wind

(in millions) 2006 2005 2006 2005 down of operations in Chile. Personal accident & health
Group retirement products(b) $ 158 $ (58) $ 793 $ 520 earnings for the third quarter of 2006 reflect continued stableIndividual fixed annuities (1,021) 13 (1,758) 1,846

profit margins and revenue growth. Group products earningsIndividual variable annuities 11 (155) (34) (209)
Individual fixed annuities - grew in the third quarter of 2006 due to improved mortality

runoff (1,042) (607) (3,121) (1,857)
and morbidity costs when compared to the same period last

Total $(1,894) $(807) $(4,120) $ 300
year. Growth of individual fixed annuities earnings for the

(a) Net flows are defined as deposits received, less benefits, surrenders, with- third quarter of 2006, emanating primarily from Japan, is in
drawals and death benefits. line with the growth in average assets under management and

(b) Includes mutual funds.
lower acquisition costs from DAC unlocking. The growth of

The combination of lower deposits and higher surren- individual variable annuities earnings in the third quarter of
ders in the individual fixed annuity and individual fixed an- 2006 reflects continued growth in assets under management
nuity-runoff blocks resulted in negative net flows for the related to the increased demand for those products in Japan
three and nine-month periods ended September 30, 2006. and in Europe.
The continuation of the current interest rate and competitive

During the second quarter of 2006, Japanese tax author-environment could prolong this trend.
ities announced a reduction in the amount of premium that
policyholders may deduct from their Japanese tax returns for

Quarterly  Foreign  Life  Insurance &  Retirement  Services
certain accident and health products. Foreign life operations

Results
in Japan continued to experience a decline in sales of those

Foreign Life Insurance & Retirement Services operations pro- products and an increase in terminations during the quarter,
duced 78 percent and 77 percent of Life Insurance & Retire- which resulted in approximately $23 million of higher ex-
ment Services GAAP premiums for the three months ended penses. This negative effect was more than offset by a
September 30, 2006 and 2005, respectively. Foreign Life In- $29 million benefit to operating income from the personal
surance & Retirement Services GAAP premiums increased in accident line of business as a result of an actuarial change in
the third quarter of 2006 by approximately 8 percent com- estimate. If terminations continue at current experience
pared to the same period in 2005 driven primarily by growth levels, results will continue to be negatively affected. Higher
in southeast Asia outside of Japan and Taiwan. Currency than anticipated terminations result in accelerated amortiza-
changes had little effect on GAAP premiums in the quarter tion of deferred acquisition costs, offset somewhat by the
when compared to prior year. Foreign life GAAP premium release of policy benefit reserves in excess of cash value. The
growth is affected by a continuing trend for clients to amount of deferred acquisition costs related to the policies in-
purchase investment-oriented products. This is particularly force for these products amounted to $240 million as of Sep-
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tember 30, 2006. In response to the tax law change, AIG has for certain interests in unit investment trusts that increased
developed new products, both life and health, to meet the operating income by $168 million, compared with $4.0 bil-
needs of clients in that market. AIG continues to believe that lion of operating income for the same period of 2005, which
any increase in policy terminations would not be material to included $75 million of realized capital gains. The first nine
AIG’s consolidated financial condition or results of months of 2006 results for the life insurance product line also
operations. included a $38 million operating loss attributable to this seg-

ment’s share of the operating results from AIG Credit Card
Year-to-date  Foreign  Life  Insurance &  Retirement  Services Company (Taiwan) compared to a gain of $29 million in the
Results first nine months of 2005, due to an increase in allowance for

losses recorded in the first quarter of 2006. The positive effectForeign Life Insurance & Retirement Services operations pro-
of DAC and value of business acquired (VOBA) unlockingduced 78 percent of Life Insurance & Retirement Services
for the life insurance product line was $31 million andGAAP premiums in the first nine months of 2006 and 2005.
$91 million for the first nine months of 2006 and 2005,GAAP premiums grew approximately 5 percent for the first
respectively. Personal accident and health product line resultsnine months of 2006 (7 percent in original currency) com-
for the first nine months of 2006 generally reflect the growthpared to the same period in 2005. AIG transacts business in
of underlying premium in-force, although growth was nega-most major foreign currencies and therefore premiums re-
tively affected by a weaker Yen exchange rate when com-ported in U.S. dollars will vary by volume and from changes
pared to the same period last year. The Foreign Retirementin foreign currency translation rates. Globally, AIG’s deep
Services business continued to grow in Japan and Korea byand diverse distribution, which includes bancassurance,
expanding distribution and leveraging AIG’s product exper-worksite marketing, direct marketing and strong agency or-
tise. The positive effect of DAC and VOBA unlocking for theganizations, provides a powerful distribution platform for
Retirement Services lines of business was $32 million andAIG’s diverse product lines. In Japan, distribution of single
$13 million for the first nine months of 2006 and 2005,premium life insurance products through banks was deregu-
respectively. Reserves for individual fixed annuities continuelated in December 2005 resulting in increased sales of prod-
to grow although demand for multi-currency fixed annuitiesucts designed for that market during the first nine months of
in Japan has slowed due to currency rate fluctuations, rising2006. This new distribution outlet adds to the existing multi-
local interest rates and stronger equity markets. Growth ofple distribution platform in Japan where AIG remains the
individual variable annuity deposits has accelerated as thoseleading foreign provider.
products have become more popular with consumers in Ja-

Foreign Life Insurance & Retirement Services operating pan and Europe coupled with improved performance of eq-
income for the first nine months of 2006 was $5.0 billion, uity markets.
which included $487 million of realized capital gains and the
effect of out of period adjustments related to the accounting
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Life Insurance & Retirement Services Net Investment Income and Realized Capital Gains (Losses)

The following table summarizes the components of net investment income for the three and nine-month periods ended
September 30, 2006 and 2005:

Three Months Nine Months
Ended Ended

September 30, September 30,

(in millions) 2006 2005 2006 2005

Domestic
Fixed maturities, including short term investments $2,268 $2,175 $ 6,795 $ 6,724
Equity securities 6 1 13 7
Interest on mortgage, policy and collateral loans 201 188 585 532
Partnership income – excluding Synfuels 103 132 316 311
Partnership income (loss) – Synfuels (20) (36) (79) (115)
Equity earnings on unit investment trusts 2 — 2 —
Other 23 35 33 –
Total investment income 2,583 2,495 7,665 7,459
Investment expenses 28 27 81 88
Net investment income $2,555 $2,468 $ 7,584 $ 7,371

Foreign
Fixed maturities, including short term investments $1,737 $1,538 $ 4,986 $ 4,435
Equity securities 119 130 285 242
Interest on mortgage, policy and collateral loans 114 111 332 333
Partnership income 36 29 76 49
Equity earnings on unit investment trusts(a) 75 — 259 —
Other 89 92 271 295
Total investment income before policyholder trading gains (losses) 2,170 1,900 6,209 5,354
Policyholder trading gains (losses)(b) 221 359 282 583
Total investment income 2,391 2,259 6,491 5,937
Investment expenses 53 60 175 157
Net investment income $2,338 $2,199 $ 6,316 $ 5,780

Total
Fixed maturities, including short term investments $4,005 $3,713 $11,781 $11,159
Equity securities 125 131 298 249
Interest on mortgage, policy and collateral loans 315 299 917 865
Partnership income – excluding Synfuels 139 161 392 360
Partnership income (loss) – Synfuels (20) (36) (79) (115)
Equity earnings on unit investment trusts(a) 77 — 261 —
Other 112 127 304 295
Total investment income before policyholder trading gains (losses) 4,753 4,395 13,874 12,813
Policyholder trading gains (losses)(b) 221 359 282 583
Total investment income 4,974 4,754 14,156 13,396
Investment expenses 81 87 256 245
Net investment income(c) $4,893 $4,667 $13,900 $13,151

(a) Includes the effect of an out of period adjustment relating to the accounting for certain interests in unit investment trusts. For the three and nine-month

periods ending September 30, 2006, the effect was an increase of $24 million and $245 million, respectively.

(b) Relates principally to assets held in various trading securities accounts that do not qualify for separate account treatment under SOP 03-1. These amounts are

offset by an equal change included in incurred policy losses and benefits.

(c) Includes call and tender income.
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The following table summarizes Domestic Life Insurance & Retirement Services partnership income (losses) by line of
business for the three and nine-month periods ended September 30, 2006 and 2005:

Three Months Nine Months
Ended Ended

September 30, September 30,

(in millions) 2006 2005 2006 2005

Domestic life – excluding Synfuels:
Life insurance $ 14 $ 19 $ 24 $ 123
Home service 10 (2) 12 –

Subtotal 24 17 36 123
Domestic life – Synfuels:

Life insurance (14) (25) (55) (78)
Home service (6) (11) (24) (37)

Subtotal (20) (36) (79) (115)
Total domestic life 4 (19) (43) 8
Retirement services:

Group retirement products 35 49 112 74
Individual fixed annuities 44 66 168 114

Total retirement services 79 115 280 188
Total $ 83 $ 96 $ 237 $ 196

Quarterly  Life  Insurance &  Retirement  Services  Net three months ended September 30, 2006 and 2005, respec-
Investment  Income  and  Realized  Capital  Gains  (Losses) tively. See Note 6(b) ‘‘Contingencies’’ of Notes to Consoli-

dated Financial Statements for a further discussion of theNet investment income increased 5 percent for the third quar-
effect of fluctuating domestic crude oil prices on synfuel taxter of 2006 when compared to the same period in 2005.
credits. For the remainder of 2006, AIG may adjust produc-Growth was negatively affected by lower policyholder trad-
tion levels depending upon oil prices which affect the availa-ing gains (losses) in the third quarter of 2006 when compared
bility of the synthetic fuel tax credit. Regardless of oil prices,to 2005. Policyholder trading gains (losses), which are linked
the tax credits expire after 2007.mainly to equities, are offset by an equal change in incurred

policy losses and benefits. Investment income results for cer-
Year-to-date  Life  Insurance &  Retirement  Services  Net

tain operations include investments in structured notes linked
Investment  Income  and  Realized  Capital  Gains  (Losses)

to emerging market sovereign debt that incorporates both
interest rate risk and currency risk. Mark-to-market adjust- The growth in net investment income for the first nine
ments related to these structured notes were a gain of $6 mil- months of 2006 compared to a year ago parallels the growth
lion and a loss of $22 million for the three and nine months in general account reserves and surplus for both Domestic
ended September 30, 2006, respectively. In Taiwan, dividend and Foreign Life Insurance & Retirement Services companies
income increased $35 million over the same quarter last year and the effect of the aforementioned out of period adjust-
due to the increased allocation of invested assets from fixed ment. Also, net investment income was positively affected by
maturities to equities and the seasonality of dividend pay- the compounding of previously earned and reinvested invest-
ments. In addition, period to period comparisons of invest- ment cash flows along with the addition of new net cash
ment income for some lines of business are affected by yield flows from operations. Investment income includes income
enhancement activity, particularly partnership income as generated from traditional fixed income investments as well
shown in the above table. as income generated from other sources.

AIG generates income tax credits as a result of investing The amount of income tax credits generated as a result
in synthetic fuel production (synfuels) related to the invest- of investing in synthetic fuel production (synfuels) was
ment loss shown in the above table and records those benefits $79 million and $167 million for the first nine months of
in its provision for income taxes. The amount of those in- 2006 and 2005, respectively.
come tax credits was $20 million and $52 million for the
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The following table summarizes realized capital gains (losses) by major category for the three and nine-month periods
ended September 30, 2006 and 2005:

Three Months Nine Months
Ended Ended

September 30, September 30,

(in millions) 2006 2005 2006 2005

Domestic life
Fixed maturities $ 1 $ (10) $ (60) $ 13
Equity securities 8 2 14 9
Other:

Foreign exchange transactions (6) 1 (6) 1
Derivatives instruments (98) 121 17 55
Other-than-temporary decline (24) (71) (139) (96)
Other (4) (2) (16) (4)

Total domestic life $(123) $ 41 $(190) $ (22)
Domestic retirement services:

Fixed maturities 19 90 (69) 32
Equity securities (8) 11 23 42
Other:

Foreign exchange transactions (13) – (13) –
Derivatives instruments 13 (110) (23) (25)
Other-than-temporary decline (41) (64) (301) (129)
Other 6 (10) (31) 9

Total domestic retirement services $ (24) $ (83) $(414) $ (71)
Foreign

Fixed maturities (28) 102 (174) 239
Equity securities 14 48 415 205
Other:

Foreign exchange transactions 133 (27) 43 (203)
Derivatives instruments (219) (249) 127 (275)
Other-than-temporary decline (33) (5) (78) (31)
Other 104 157 154 140

Total foreign $ (29) $ 26 $ 487 $ 75
Total $(176) $ (16) $(117) $ (18)

Realized capital gains (losses) include normal portfolio Natural disasters such as hurricanes, earthquakes and
transactions as well as derivative gains (losses) for transac- other catastrophes have the potential to adversely affect
tions that do not qualify for hedge accounting treatment AIG’s operating results. Other risks, such as an outbreak of a
under FAS 133, transactional foreign exchange gains and pandemic disease, such as the Avian Influenza A Virus
losses and other-than-temporary declines in the value of in- (H5N1), could adversely affect AIG’s business and operating
vestments. Line of business results for Domestic Life Insur- results to an extent that may be only minimally offset by
ance & Retirement Services exclude the effect of realized reinsurance programs.
capital gains (losses), but include the related effect on the

While outbreaks of the Avian Flu continue to occur
amortization of deferred acquisition costs.

among poultry or wild birds in a number of countries in Asia,
Europe, and Africa, transmission to humans has been rare to

Life  Insurance & Retirement  Services Underwriting  and
date. If the virus mutates to a form that can be transmitted

Investment  Risk
from human to human, it has the potential to spread rapidly

The risks associated with life and accident and health prod- worldwide. If such an outbreak were to take place, early
ucts are underwriting risk and investment risk. The risk asso- quarantine and vaccination could be critical to containment.
ciated with the financial and investment contract products is

Both the contagion and mortality rate of any mutated
primarily investment risk.

H5N1 virus that can be transmitted from human to human
Underwriting risk represents the exposure to loss result- are highly speculative. AIG continues to monitor the develop-

ing from the actual policy experience adversely emerging in ing facts. A significant global outbreak could have a material
comparison to the assumptions made in the product pricing adverse effect on Life Insurance & Retirement Services oper-
associated with mortality, morbidity, termination and ex- ating results and liquidity from increased mortality and mor-
penses. The emergence of significant adverse experience bidity rates. For a further discussion of pandemic influenza,
would require an adjustment to DAC and benefit reserves see ‘‘Managing Market Risk — Catastrophe Exposures —
that could have a substantial effect on AIG’s results of Pandemic Influenza.’’
operations.

AIG’s Foreign Life Insurance & Retirement Services
companies generally limit their maximum underwriting expo-
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sure on life insurance of a single life to approximately AIG actively manages the asset-liability relationship in
$1.7 million of coverage. AIG’s Domestic Life Insurance & its foreign operations, as it has been doing throughout AIG’s
Retirement Services companies limit their maximum under- history, even though certain territories lack qualified long-
writing exposure on life insurance of a single life to $10 mil- term investments or certain local regulatory authorities may
lion of coverage in certain circumstances by using yearly impose investment restrictions. For example, in several
renewable term reinsurance. (See also the discussion under Southeast Asian countries, the duration of investments is
‘‘Liquidity’’ herein.) shorter than the effective maturity of the related policy liabili-

ties. Therefore, there is risk that the reinvestment of the pro-
AIRCO acts primarily as an internal reinsurance com-

ceeds at the maturity of the initial investments may be at a
pany for AIG’s foreign life operations. This facilitates insur-

yield below that of the interest required for the accretion of
ance risk management (retention, volatility, concentrations)

the policy liabilities. Additionally, there exists a future invest-
and capital planning locally (branch and subsidiary). It also

ment risk associated with certain policies currently in-force
allows AIG to pool its insurance risks and purchase reinsur-

which will have premium receipts in the future. That is, the
ance more efficiently at a consolidated level, manage global

investment of these future premium receipts may be at a yield
counterparty risk and relationships and manage global life

below that required to meet future policy liabilities.
catastrophe risks.

In the first nine months of 2006, new money investment
AIG’s domestic Life Insurance & Retirement Services

rates have generally risen in the U.S. and Japan and have
operations utilize internal and third-party reinsurance rela-

generally fallen in Taiwan and Thailand. In regard to inforce
tionships to manage insurance risks and to facilitate capital

business, management focus is required in both the invest-
management strategies. Pools of highly-rated third-party

ment and product management process to maintain an ade-
reinsurers are utilized to manage net amounts at risk in excess

quate yield to match the interest necessary to support future
of retention limits. AIG’s life insurance companies also cede

policy liabilities. Business strategies continue to evolve to
excess, non-economic reserves carried on a statutory-basis

maintain profitability of the overall business. As such, in
only on certain term and universal life insurance and accident

some countries, new products are being introduced with min-
and health policies and certain fixed annuities to AIG Life of

imal investment guarantees resulting in a shift toward invest-
Bermuda Ltd., a wholly owned Bermuda reinsurer.

ment linked savings products and away from traditional
AIG generally obtains letters of credit in order to obtain savings products with higher guarantees.

statutory recognition of these intercompany reinsurance
The investment of insurance cash flows and reinvestment

transactions. For this purpose, AIG entered into a $2.5 billion
of the proceeds of matured securities and coupons requires

syndicated letter of credit facility in December 2004. Letters
active management of investment yields while maintaining

of credit totaling $2.5 billion were outstanding as of Septem-
satisfactory investment quality and liquidity.

ber 30, 2006. The letter of credit facility has a ten-year term,
but the facility can be reduced or terminated by the lenders AIG may use alternative investments in certain foreign
beginning after seven years. jurisdictions where interest rates remain low and there are

limited long-dated bond markets, including equities, real es-
In November 2005, AIG entered into a revolving credit

tate and foreign currency denominated fixed income instru-
facility for an aggregate amount of $3 billion. The facility can

ments to extend the duration or increase the yield of the
be drawn in the form of letters of credit with terms of up to

investment portfolio to more closely match the requirements
ten years. As of September 30, 2006, $2.49 billion principal

of the policyholder liabilities and DAC recoverability. This
amount of letters of credit are outstanding under this facility,

strategy has been effectively used in Japan and more recently
of which approximately $1.09 billion relates to life intercom-

by Nan Shan in Taiwan. Foreign assets comprised approxi-
pany reinsurance transactions. AIG also obtained approxi-

mately 32 percent of Nan Shan’s invested assets at Septem-
mately $298 million letters of credit on a bilateral basis.

ber 30, 2006, slightly below the maximum allowable
Investment risk represents the exposure to loss resulting percentage under current regulation. The majority of Nan

from the cash flows from the invested assets, primarily long- Shan’s in-force policy portfolio is traditional life and endow-
term fixed rate investments, being less than the cash flows ment insurance products with implicit interest rate guaran-
required to meet the obligations of the expected policy and tees. New business with lower interest rate guarantees are
contract liabilities and the necessary return on investments. gradually reducing the overall interest requirements, but asset
(See also the discussion under ‘‘Liquidity’’ herein.) portfolio yields have declined faster due to the prolonged low

interest rate environment. As a result, although the invest-To minimize its exposure to investment risk, AIG tests
ment margins for a large block of in-force policies are nega-the cash flows from the invested assets and policy and con-
tive, the block remains profitable because the mortality andtract liabilities using various interest rate scenarios to evalu-
expense margins presently exceed the negative investmentate investment risk and to confirm that assets are sufficient to
spread. In response to the low interest rate environment andpay these liabilities.
the volatile exchange rate of the NT dollar, Nan Shan is
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emphasizing new products with lower implied guarantees, ally deferred and amortized over the premium paying period
including participating endowments and investment-linked of the policy. Policy acquisition costs that relate to universal
products. Although the risks of a continued low interest rate life and investment-type products, including variable and
environment coupled with a volatile NT dollar could increase fixed annuities (investment-oriented products) are deferred
net liabilities and require additional capital to maintain ade- and amortized, with interest, as appropriate, in relation to the
quate local solvency margins, Nan Shan currently believes it historical and future incidence of estimated gross profits to be
has adequate resources to meet all future policy obligations. realized over the estimated lives of the contracts. Amortiza-

tion expense includes the effects of current period realized
AIG actively manages the asset-liability relationship in

capital gains and losses for investment type products. With
its domestic operations. This relationship is more easily man-

respect to investment-oriented products, AIG’s policy is to
aged through the availability of qualified long-term

adjust amortization assumptions for DAC when estimates of
investments.

current or future gross profits to be realized from these con-
AIG uses asset-liability matching as a management tool tracts are revised. With respect to variable annuities sold do-

worldwide to determine the composition of the invested as- mestically (representing the vast majority of AIG’s variable
sets and appropriate marketing strategies. As a part of these annuity business), the assumption for the long-term annual
strategies, AIG may determine that it is economically advan- net growth rate of the equity markets used in the determina-
tageous to be temporarily in an unmatched position due to tion of DAC amortization is approximately ten percent. A
anticipated interest rate or other economic changes. In addi- methodology referred to as ‘‘reversion to the mean’’ is used to
tion, the absence of long-dated fixed income instruments in maintain this long-term net growth rate assumption, while
certain markets may preclude a matched asset-liability posi- giving consideration to short-term variations in equity mar-
tion in those markets. kets. Estimated gross profits include investment income and

gains and losses less interest required on policyholderA number of guaranteed benefits, such as living benefits
reserves, as well as other charges in the contract less actualor guaranteed minimum death benefits, are offered on certain
mortality and expenses. Current experience and changes invariable life and variable annuity products. AIG manages its
the expected future gross profits are analyzed to determineexposure resulting from these long-term guarantees through
the effect on the amortization of DAC. The estimation ofreinsurance or capital market hedging instruments.
projected gross profits requires significant management judg-

DAC for Life Insurance & Retirement Services products ment. The assumptions with respect to the current and pro-
arises from the deferral of those costs that vary with, and are jected gross profits are reviewed and analyzed quarterly and
directly related to, the acquisition of new or renewal business. are adjusted accordingly.
Policy acquisition costs for life insurance products are gener-
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The following table summarizes the major components of the changes in deferred acquisition costs and the value of
business acquired (VOBA) for the nine months ended September 30, 2006 and 2005:

(in millions) 2006 2005

DAC VOBA Total DAC VOBA Total

Domestic Life Insurance & Retirement Services:
Balance at beginning of year $10,505 $ 865 $11,370 $ 8,830 $ 836 $ 9,666
Acquisition costs deferred 1,379 – 1,379 1,569 – 1,569
Amortization (charged) or credited to operating income:

Related to realized capital gains (losses) 72 11 83 22 3 25
Related to unlocking future assumptions 4 (3) 1 – – –
All other amortization (1,049) (59) (1,108) (1,119) (72) (1,191)

Related to change in unrealized gains (losses) on securities 692 30 722 737 59 796
Increase (decrease) due to foreign exchange 20 – 20 12 3 15
Other* (903) – (903) – – –
Balance at end of period $10,720 $ 844 $11,564 $10,051 $ 829 $10,880
Foreign Life Insurance & Retirement Services:
Balance at beginning of year $16,552 $1,278 $17,830 $14,472 $1,681 $16,153
Acquisition costs deferred 3,733 – 3,733 3,380 – 3,380
Amortization (charged) or credited to operating income:

Related to realized capital gains (losses) 2 1 3 – (1) (1)
Related to unlocking future assumptions 49 14 63 96 8 104
All other amortization (1,750) (142) (1,892) (1,380) (166) (1,546)

Related to change in unrealized gains (losses) on securities 230 (3) 227 (243) (12) (255)
Increase (decrease) due to foreign exchange 529 27 556 (491) (102) (593)
Other* (186) – (186) – – –
Balance at end of period $19,159 $1,175 $20,334 $15,834 $1,408 $17,242
Total Life Insurance & Retirement Services:
Balance at beginning of year $27,057 $2,143 $29,200 $23,302 $2,517 $25,819
Acquisition costs deferred 5,112 – 5,112 4,949 – 4,949
Amortization (charged) or credited to operating income:

Related to realized capital gains (losses) 74 12 86 22 2 24
Related to unlocking future assumptions 53 11 64 96 8 104
All other amortization (2,799) (201) (3,000) (2,499) (238) (2,737)

Related to change in unrealized gains (losses) on securities 922 27 949 494 47 541
Increase (decrease) due to foreign exchange 549 27 576 (479) (99) (578)
Other* (1,089) – (1,089) – – –
Balance at end of period $29,879 $2,019 $31,898 $25,885 $2,237 $28,122

* Represents sales inducement assets reclassified from DAC to Other assets.

AIG’s variable annuity earnings will be affected by reviewed for recoverability, which involves estimating the fu-
changes in market returns because separate account revenues, ture profitability of current business. This review also in-
primarily composed of mortality and expense charges and volves significant management judgment. If the actual
asset management fees, are a function of asset values. emergence of future profitability were to be substantially dif-

ferent than that estimated, AIG’s results of operations could
DAC for both insurance-oriented and investment-ori-

be significantly affected in future periods.
ented products as well as retirement services products are
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Invested  Assets

The following tables summarize the composition of AIG’s invested assets by segment, at September 30, 2006 and
December 31, 2005:

Life
Insurance &

General Retirement Asset Financial
(in millions) Insurance Services Management Services Other Total

2006
Fixed maturities:

Bonds available for sale, at market value $ 63,651 $279,230 $31,819 $ 1,336 $ – $376,036
Bonds held to maturity, at amortized cost 21,484 – – – – 21,484
Bond trading securities, at market value 4 1,326 5,908 – – 7,238

Equity securities:
Common stocks available for sale, at market

value 3,921 7,625 225 – 64 11,835
Common and preferred stocks trading, at market

value 372 10,792 364 – – 11,528
Preferred stocks available for sale, at market

value 1,840 655 – 5 – 2,500
Mortgage loans on real estate, net of allowance 13 12,471 4,266 92 – 16,842
Policy loans 2 7,333 48 2 – 7,385
Collateral and guaranteed loans, net of allowance 3 665 693 2,152 84 3,597
Financial services assets:

Flight equipment primarily under operating leases,
net of accumulated depreciation – – – 39,460 – 39,460

Securities available for sale, at market value – – – 41,232 – 41,232
Trading securities, at market value – – – 5,822 – 5,822
Spot commodities – – – 118 – 118
Unrealized gain on swaps, options and forward

transactions – – – 20,235 – 20,235
Trading assets – – – 2,194 – 2,194
Securities purchased under agreements to resell,

at contract value – – – 27,041 – 27,041
Finance receivables, net of allowance – – – 28,634 – 28,634

Securities lending collateral, at market value 5,435 52,426 13,451 76 – 71,388
Other invested assets 8,482 10,490 11,861 1,934 10 32,777
Short-term investments, at cost 3,622 8,117 9,670 1,306 1 22,716
Total investments and financial services assets as

shown in the balance sheet 108,829 391,130 78,305 171,639 159 750,062

Cash 488 523 133 279 2 1,425
Investment income due and accrued 1,262 4,549 369 22 – 6,202
Real estate, net of accumulated depreciation 667 2,903 2,748 24 37 6,379

Total invested assets $111,246 $399,105 $81,555 $171,964 $198 $764,068
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Life
Insurance &

General Retirement Asset Financial
(in millions) Insurance Services Management Services Other Total

2005
Fixed maturities:

Bonds available for sale, at market value $50,870 $273,165 $34,174 $ 1,307 $ – $359,516
Bonds held to maturity, at amortized cost 21,528 – – – – 21,528
Bond trading securities, at market value – 1,073 3,563 – – 4,636

Equity securities:
Common stocks available for sale, at market

value 4,505 7,436 227 – 59 12,227
Common stocks trading, at market value 425 8,122 412 – – 8,959
Preferred stocks available for sale, at market

value 1,632 760 – 10 – 2,402
Mortgage loans on real estate, net of allowance 14 10,247 3,968 71 – 14,300
Policy loans 2 6,987 48 2 – 7,039
Collateral and guaranteed loans, net of allowance 3 1,172 578 1,719 98 3,570
Financial services assets:

Flight equipment primarily under operating leases,
net of accumulated depreciation – – – 36,245 – 36,245

Securities available for sale, at market value – – – 37,511 – 37,511
Trading securities, at market value – – – 6,499 – 6,499
Spot commodities – – – 92 – 92
Unrealized gain on swaps, options and forward

transactions – – – 18,695 – 18,695
Trading assets – – – 1,204 – 1,204
Securities purchased under agreements to resell,

at contract value – 28 – 14,519 – 14,547
Finance receivables, net of allowance – – – 27,995 – 27,995

Securities lending collateral, at market value 4,931 42,991 11,549 – – 59,471
Other invested assets 6,272 7,777 10,459 2,751 8 27,267
Short-term investments, at cost 2,482 5,855 5,619 1,382 4 15,342
Total investments and financial services assets as

shown in the balance sheet 92,664 365,613 70,597 150,002 169 679,045

Cash 305 989 196 331 76 1,897
Investment income due and accrued 1,232 4,073 402 18 2 5,727
Real estate, net of accumulated depreciation 603 2,729 1,710 24 32 5,098

Total invested assets $94,804 $373,404 $72,905 $150,375 $279 $691,767

income. Declines that are determined to be other-than-tem-Insurance  and Asset  Management  Invested  Assets
porary are reflected in income in the period in which the

AIG’s investment strategy is to invest primarily in high qual-
intent to hold the securities to recovery no longer exists. See

ity securities while maintaining diversification to avoid signif-
‘‘Valuation of Invested Assets’’. Generally, insurance regula-

icant exposure to issuer, industry and/or country
tions restrict the types of assets in which an insurance com-

concentrations. With respect to Domestic General Insurance,
pany may invest. When permitted by regulatory authorities

AIG’s strategy is to invest in longer duration fixed maturity
and when deemed necessary to protect insurance assets, in-

investments to maximize the yields at the date of purchase.
cluding invested assets, from adverse movements in foreign

With respect to Life Insurance & Retirement Services, AIG’s
currency exchange rates, interest rates and equity prices, AIG

strategy is to produce cash flows required to meet maturing
and its insurance subsidiaries may enter into derivative trans-

insurance liabilities. (See also the discussion under ‘‘Operat-
actions as end users. (See also the discussion under ‘‘Deriva-

ing Review: Life Insurance & Retirement Services Opera-
tives’’ herein.)

tions’’ herein.) AIG invests in equities for various reasons,
In certain jurisdictions, significant regulatory and/or for-including diversifying its overall exposure to interest rate risk.

eign governmental barriers exist which may not permit theAvailable for sale bonds and equity securities are subject to
immediate free flow of funds between insurance subsidiariesdeclines in fair value. Such declines in fair value are presented
or from the insurance subsidiaries to AIG parent.in unrealized appreciation or depreciation of investments, net

of taxes as a component of accumulated other comprehensive
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The following tables summarize the composition of AIG’s insurance and asset management invested assets by segment, at
September 30, 2006 and December 31, 2005:

Life
Insurance &

Percent DistributionGeneral Retirement Asset Percent
(dollars in millions) Insurance Services Management Total of Total Domestic Foreign

2006
Fixed maturities:

Bonds available for sale, at market
value $ 63,651 $279,230 $31,819 $374,700 63.3% 57.1% 42.9%

Bonds held to maturity, at
amortized cost 21,484 – – 21,484 3.6 100.0 —

Bond trading securities, at market
value 4 1,326 5,908 7,238 1.2 2.6 97.4

Equity securities:
Common stocks available for sale,

at market value 3,921 7,625 225 11,771 2.0 28.9 71.1
Common and preferred stocks

trading, at market value 372 10,792 364 11,528 2.0 3.2 96.8
Preferred stocks available for sale,

at market value 1,840 655 – 2,495 0.4 81.4 18.6
Mortgage loans on real estate, net of

allowance 13 12,471 4,266 16,750 2.8 83.5 16.5
Policy loans 2 7,333 48 7,383 1.2 41.1 58.9
Collateral and guaranteed loans, net of

allowance 3 665 693 1,361 0.2 2.6 97.4
Securities lending collateral, at market

value 5,435 52,426 13,451 71,312 12.1 87.3 12.7
Other invested assets 8,482 10,490 11,861 30,833 5.2 79.3 20.7
Short-term investments, at cost 3,622 8,117 9,670 21,409 3.6 32.1 67.9
Cash 488 523 133 1,144 0.2 39.1 60.9
Investment income due and accrued 1,262 4,549 369 6,180 1.1 53.2 46.8
Real estate, net of accumulated

depreciation 667 2,903 2,748 6,318 1.1 52.2 47.8

Total $111,246 $399,105 $81,555 $591,906 100.0% 60.7% 39.3%
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Life
Insurance &

Percent DistributionGeneral Retirement Asset Percent
(dollars in millions) Insurance Services Management Total of Total Domestic Foreign

2005
Fixed maturities:

Bonds available for sale, at market
value $50,870 $273,165 $34,174 $358,209 66.2% 59.2% 40.8%

Bonds held to maturity, at amortized
cost 21,528 – – 21,528 4.0 100.0 –

Bond trading securities, at market
value – 1,073 3,563 4,636 0.9 3.3 96.7

Equity securities:
Common stocks available for sale, at

market value 4,505 7,436 227 12,168 2.2 28.7 71.3
Common stocks trading, at market

value 425 8,122 412 8,959 1.7 4.8 95.2
Preferred stocks available for sale,

at market value 1,632 760 – 2,392 0.4 88.8 11.2
Mortgage loans on real estate, net of

allowance 14 10,247 3,968 14,229 2.7 84.6 15.4
Policy Loans 2 6,987 48 7,037 1.3 42.8 57.2
Collateral and guaranteed loans, net of

allowance 3 1,172 578 1,753 0.3 1.2 98.8
Securities purchased under agreements

to resell, at contract value – 28 – 28 – – 100.0
Securities lending collateral, at market

value 4,931 42,991 11,549 59,471 11.0 87.3 12.7
Other invested assets 6,272 7,777 10,459 24,508 4.5 85.8 14.2
Short-term investments, at cost 2,482 5,855 5,619 13,956 2.6 27.3 72.7
Cash 305 989 196 1,490 0.2 15.0 85.0
Investment income due and accrued 1,232 4,073 402 5,707 1.1 56.9 43.1
Real estate, net of accumulated

depreciation 603 2,729 1,710 5,042 0.9 45.2 54.8

Total $94,804 $373,404 $72,905 $541,113 100.0% 62.3% 37.7%

Any fixed income security may be subject to downgradeCredit  Quality
for a variety of reasons subsequent to any balance sheet date.

At September 30, 2006, approximately 58 percent of the
fixed maturities investments were domestic securities. Ap- Valuation  of  Invested  Assets
proximately 39 percent of such domestic securities were rated

AIG has the ability to hold any fixed maturity security to itsAAA by one or more of the principal rating agencies. Ap-
stated maturity, including those fixed maturity securities clas-proximately six percent were below investment grade or not
sified as available for sale. Therefore, the decision to sell anyrated.
such fixed maturity security classified as available for sale

A significant portion of the foreign fixed income portfo-
reflects the judgment of AIG’s management that the security

lio is rated by Moody’s Investors Service (Moody’s), S&P or
sold is unlikely to provide, on a relative value basis, as attrac-

similar foreign services. Similar credit quality rating services
tive a return in the future as alternative securities entailing

are not available in all overseas locations. AIG reviews the
comparable risks. With respect to distressed securities, the

credit quality of the foreign portfolio nonrated fixed income
sale decision reflects management’s judgment that the risk-

investments, including mortgages. At September 30, 2006,
discounted anticipated ultimate recovery is less than the value

approximately 19 percent of the foreign fixed income invest-
achievable on sale.

ments were either rated AAA or, on the basis of AIG’s inter-
The valuation of invested assets involves obtaining anal analysis, were equivalent from a credit standpoint to

market value for each security. The source for the marketsecurities so rated. Approximately five percent were below
value is generally from market exchanges or dealer quota-investment grade or not rated at that date. A large portion of
tions, with the exception of nontraded securities.the foreign fixed income portfolio are sovereign fixed matur-

ity securities supporting the policy liabilities in the country of AIG periodically evaluates its securities for other-than-
issuance. temporary impairments in valuation. As a matter of policy,
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the determination that a security has incurred an other-than- tively, and $766 million and $384 million for the nine-month
temporary decline in value and the amount of any loss recog- periods ended September 30, 2006 and 2005, respectively.
nition requires the judgment of AIG’s management and a

No impairment charge with respect to any one single
continual review of its investments.

credit was significant to AIG’s consolidated financial condi-
In general, a security is considered a candidate for tion or results of operations, and no individual impairment

other-than-temporary impairment if it meets any of the fol- loss exceeded 1.0 percent of consolidated net income for the
lowing criteria: first nine months of 2006.

) Trading at a significant (25 percent or more) discount to Excluding the other-than-temporary impairments noted
par or amortized cost (if lower) for an extended period above, the changes in market value for AIG’s available for
of time (nine months or longer); sale portfolio, which constitutes the vast majority of AIG’s

investments, were recorded in accumulated other comprehen-
) The occurrence of a discrete credit event resulting in

sive income as unrealized gains or losses, net of tax.
(i) the issuer defaulting on a material outstanding obliga-
tion; or (ii) the issuer seeking protection from creditors At September 30, 2006, the fair value of AIG’s fixed
under the bankruptcy laws or any similar laws intended maturities and equity securities aggregated $431.3 billion. At
for the court supervised reorganization of insolvent en- September 30, 2006, aggregate unrealized gains after taxes
terprises; or (iii) the issuer proposing a voluntary reor- for fixed maturity and equity securities were $8.9 billion. At
ganization pursuant to which creditors are asked to September 30, 2006, the aggregate unrealized losses after
exchange their claims for cash or securities having a fair taxes of fixed maturity and equity securities were approxi-
value substantially lower than par value of their claims; mately $2.9 billion.
or

The effect on net income of unrealized losses after taxes
) In the opinion of AIG’s management, it is probable that will be further mitigated upon realization, because certain

AIG may not realize a full recovery on its investment, realized losses will be charged to participating policyholder
irrespective of the occurrence of one of the foregoing accounts, or realization will result in current decreases in the
events. amortization of certain deferred policy acquisition costs.

At each balance sheet date, AIG evaluates its securities At September 30, 2006, unrealized losses for fixed ma-
holdings in an unrealized loss position. Where AIG does not turity securities and equity securities did not reflect any sig-
intend to hold such securities until they have fully recovered nificant industry concentrations.
their carrying value based on the circumstances present at the

The amortized cost of fixed maturities available for sale in
date of evaluation, AIG records the unrealized loss in income.

an unrealized loss position at September 30, 2006, by con-
If events or circumstances change, such as unexpected

tractual maturity, is shown below:
changes in creditworthiness of the obligor, general interest

Amortizedrate environment, tax circumstances, liquidity events, and
(in millions)  Coststatutory capital management considerations among others,
Due in one year or less $ 4,734AIG revisits its intent to determine if a loss should be re-
Due after one year through five years 30,234corded in income. Further, if a loss is recognized from a sale
Due after five years through ten years 56,708

subsequent to a balance sheet date pursuant to these changes Due after ten years 64,918
in circumstances, the loss is recognized in the period in which Total $156,594
the intent to hold the securities to recovery no longer exists.

Once a security has been identified as other-than-tempo- In the nine months ended September 30, 2006, the
rarily impaired, the amount of such impairment is determined pretax realized losses incurred with respect to the sale of fixed
by reference to that security’s contemporaneous market price maturities and equity securities were $1.1 billion. The aggre-
and recorded as a charge to earnings. gate fair value of securities sold was $34 billion, which was

approximately 97 percent of amortized cost. The averageAs a result of these policies, AIG recorded, in realized
period of time that securities sold at a loss during the ninecapital gains (losses), other-than-temporary impairment pre-
months ended September 30, 2006 were trading continuouslytax losses of $170 million and $184 million for the three-
at a price below book value was approximately four months.month periods ended September 30, 2006 and 2005, respec-
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At September 30, 2006, aggregate pretax unrealized gains were $13.71 billion, while the pretax unrealized losses with
respect to investment grade bonds, non-investment grade bonds and equity securities were $4.0 billion, $115 million and
$281 million, respectively. Aging of the pretax unrealized losses with respect to these securities, distributed as a
percentage of cost relative to unrealized loss (the extent by which the market value is less than amortized cost or cost),
including the number of respective items, was as follows:

Less than or equal to Greater than 20% to Greater than
Total20% of Cost(a) 50% of Cost(a) 50% of Cost(a)

UnrealizedAging Unrealized Unrealized Unrealized
(dollars in millions) Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss(b) Items

Investment grade
bonds
0-6 months $ 38,228 $ 591 5,368 $ 57 $13 6 $ – $ – – $ 38,285 $ 604 5,374
7-12 months 67,729 1,815 9,159 – – – – – – 67,729 1,815 9,159
H12 months 45,864 1,593 6,142 11 3 3 5 4 4 45,880 1,600 6,149

Total $151,821 $3,999 20,669 $ 68 $16 9 $ 5 $ 4 4 $151,894 $4,019 20,682
Non-investment grade

bonds
0-6 months $ 2,550 $ 25 543 $ 5 $ 1 8 $ 2 $ 1 14 $ 2,557 $ 27 565
7-12 months 914 20 163 1 1 2 – – – 915 21 165
H12 months 1,222 63 217 5 3 3 1 1 9 1,228 67 229

Total $ 4,686 $ 108 923 $ 11 $ 5 13 $ 3 $ 2 23 $ 4,700 $ 115 959
Total bonds

0-6 months $ 40,778 $ 616 5,911 $ 62 $14 14 $ 2 $ 1 14 $ 40,842 $ 631 5,939
7-12 months 68,643 1,835 9,322 1 1 2 – – – 68,644 1,836 9,324
H12 months 47,086 1,656 6,359 16 6 6 6 5 13 47,108 1,667 6,378

Total $156,507 $4,107 21,592 $ 79 $21 22 $ 8 $ 6 27 $156,594 $4,134 21,641
Equity securities

0-6 months $ 3,275 $ 162 2,256 $183 $42 231 $22 $12 14 $ 3,480 $ 216 2,501
7-12 months 404 31 424 96 29 176 8 5 23 508 65 623
H12 months – – – – – – – – – – – –

Total $ 3,679 $ 193 2,680 $279 $71 407 $30 $17 37 $ 3,988 $ 281 3,124

(a) For bonds, represents amortized cost.

(b) As more fully described above, upon realization, certain realized losses will be charged to participating policyholder accounts, or realization will result in a

current decrease in the amortization of certain deferred policy acquisition costs.

As stated previously, the valuation for AIG’s investment on Purchased and Retained Beneficial Interests in Securitized
portfolio comes from market exchanges or dealer quotations, Financial Assets.’’ The change in carrying value is recognized
with the exception of nontraded securities. AIG considers in income.
nontraded securities to mean certain fixed income invest-

Hedge funds and limited partnerships in which AIG
ments, certain structured securities, direct private equities,

holds in the aggregate less than a five percent interest are
limited partnerships and hedge funds. The aggregate carrying

reported at fair value. The change in fair value is recognized
value of these securities at September 30, 2006 was approxi-

as a component of accumulated other comprehensive income,
mately $70 billion.

net of tax.
The methodology used to estimate fair value of nontraded

With respect to hedge funds and limited partnerships in
fixed income investments is by reference to traded securities

which AIG holds in the aggregate a five percent or greater
with similar attributes and using a matrix pricing methodol-

interest, AIG uses the equity method to record these invest-
ogy. This technique takes into account such factors as the

ments. The changes in such net asset values are recorded in
industry, the security’s rating and tenor, its coupon rate, its

income.
position in the capital structure of the issuer, and other rele-

AIG obtains the fair value of its investments in limitedvant factors. The change in fair value is recognized as a compo-
partnerships and hedge funds from information provided bynent of accumulated other comprehensive income, net of tax.
the general partner or manager of each of these investments,

For certain structured securities, the carrying value is
the accounts of which are generally audited on an annual

based on an estimate of the security’s future cash flows pursu-
basis.

ant to the requirements of Emerging Issues Task Force Issue
No. 99-20, ‘‘Recognition of Interest Income and Impairment
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Each of these investment categories is regularly tested to lessees with security deposit requirements, repossession
determine if impairment in value exists. Various valuation rights, overhaul requirements, and close monitoring industry
techniques are used with respect to each category in this conditions through its marketing force. However, there can
determination. be no assurance that ILFC would be able to successfully man-

age the risks relating to the effect of possible future deteriora-
Financial  Services  Operations tion in the airline industry. Approximately 90 percent of

ILFC’s fleet is leased to non-U.S. carriers, and the fleet, com-AIG’s Financial Services subsidiaries engage in diversified ac-
prised of the most efficient aircraft in the airline industry,tivities including aircraft and equipment leasing, capital mar-
continues to be in high demand from such carriers.kets transactions, consumer finance and insurance premium

financing. ILFC typically contracts to re-lease aircraft before the
end of the existing lease term. For aircraft returned before the

Aircraft  Finance end of the lease term, ILFC has generally been able to re-lease
such aircraft within two to six months of its return. As aAIG’s Aircraft Finance represents the operations of ILFC,
lessor, ILFC considers an aircraft ‘‘idle’’ or ‘‘off lease’’ whenwhich generates its revenues primarily from leasing new and
the aircraft is not subject to a signed lease agreement orused commercial jet aircraft to domestic and foreign airlines.
signed letter of intent. ILFC had one aircraft off lease atRevenues also result from the remarketing of commercial jets
September 30, 2006, and all new aircraft, but one, scheduledfor its own account, and remarketing and fleet management
for delivery through 2007 have been leased. (See also thefor airlines and financial institutions.
discussions under ‘‘Capital Resources’’ and ‘‘Liquidity’’

ILFC finances its purchases of aircraft primarily through herein.)
the issuance of a variety of debt instruments. The composite

Management formally reviews regularly, and no less fre-borrowing rates at September 30, 2006 and 2005 were
quently than quarterly, issues affecting ILFC’s fleet, including5.14 percent and 4.43 percent, respectively. The composite
events and circumstances that may cause impairment of air-borrowing rates do not reflect the benefit of hedging ILFC’s
craft values. Management evaluates aircraft in the fleet asfloating rate and foreign currency denominated debt. ILFC
necessary, based on these events and circumstances in accor-hedges these exposures using interest rate and foreign cur-
dance with Statement of Financial Accounting Standardsrency derivatives. These derivatives are effective economic
No. 144, ‘‘Accounting for the Impairment or Disposal ofhedges; however, since hedge accounting under FAS 133 is
Long-Lived Assets’’ (FAS 144). ILFC has not recognized anynot applied, the benefits of using derivatives to hedge these
impairment related to its fleet. ILFC has been able to re-leaseexposures is not reflected in ILFC’s borrowing rates. (See also
the aircraft without diminution in lease rates that would re-the discussions under ‘‘Capital Resources’’ and ‘‘Liquidity’’
sult in an impairment under FAS 144. (See also the discus-herein.)
sions under ‘‘Liquidity’’ herein.)

ILFC’s sources of revenue are principally from scheduled
and charter airlines and companies associated with the airline Capital  Markets
industry. The airline industry is sensitive to changes in eco-

Capital Markets represents the operations of AIGFP, whichnomic conditions, cyclical and highly competitive. Airlines
engages as principal in a wide variety of financial transac-and related companies may be affected by political or eco-
tions, including standard and customized financial productsnomic instability, terrorist activities, changes in national pol-
involving commodities, credit, currencies, energy, equitiesicy, competitive pressures on certain air carriers, fuel prices
and rates. AIGFP also invests in a diversified portfolio ofand shortages, labor stoppages, insurance costs, recessions,
securities and engages in borrowing activities involving issu-world health issues and other political or economic events
ing standard and structured notes and other securities, andadversely affecting world or regional trading markets.
entering into guaranteed investment agreements (GIAs).

For a discussion of ILFC’s potential exposure to airframe
As Capital Markets is a transaction-oriented operation,and engine manufacturers, see ‘‘Risk Factors’’ in Item 1A. of

current and past revenues and operating results may not pro-Part II of this Quarterly Report.
vide a basis for predicting future performance. AIG’s Capital

ILFC is exposed to operating loss and liquidity strain Markets operations derive substantially all their revenues
through nonperformance of aircraft lessees, through owning from hedged financial positions entered in connection with
aircraft which it would be unable to sell or re-lease at accept- counterparty transactions rather than from speculative trans-
able rates at lease expiration and, in part, through commit- actions. AIGFP also participates as a dealer in a wide variety
ting to purchase aircraft which it would be unable to lease. of financial derivatives transactions. AIGFP economically

hedges the market risks arising from its transactions, al-ILFC’s revenues and income may be adversely affected
though hedge accounting under FAS 133 is not currently be-by the volatile competitive environment in which its custom-
ing applied to any of the derivatives and related assets anders operate. ILFC manages the risk of nonperformance by its
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liabilities. Accordingly, revenues and operating income are Spread income on investments and borrowings is re-
exposed to volatility resulting from differences in the timing corded on an accrual basis over the life of the transaction.
of revenue recognition between the derivatives and the Investments are classified as securities available for sale and
hedged assets and liabilities. Revenues and operating income are marked to market with the resulting unrealized gains or
of the Capital Markets operations and the percentage change losses reflected in accumulated other comprehensive income.
in these amounts for any given period are also significantly U.S. dollar denominated borrowings are carried at cost, while
affected by the number, size and profitability of transactions borrowings in any currency other than the U.S. dollar result
entered into by these subsidiaries during that period relative in unrealized foreign exchange gains or losses reported in
to those entered into during the prior period. Generally, the income. AIGFP hedges the economic exposure on its invest-
realization of transaction revenues as measured by the receipt ments and borrowings on a portfolio basis using derivatives
of funds is not a significant reporting event as the gain or loss and other financial instruments. While these hedges are
on AIGFP’s trading transactions is currently reflected in oper- highly effective economic hedges, they do not qualify for
ating income as the fair values change from period to period. hedge accounting treatment under FAS 133. The change in

the fair value of the derivatives used to hedge these economic
A significant majority of AIG’s financial derivative trans-

exposures is therefore included in Other income, while the
actions are conducted by the Capital Markets operations.

offsetting change in fair value of the hedged investments and
Capital Markets enters into derivative transactions to hedge

borrowings is not recognized in earnings.
the interest rate and foreign currency exposures associated
with its available for sale assets and borrowings. Although To the extent the Financial Services subsidiaries, other
the derivatives entered into to hedge its outstanding transac- than AIGFP, use derivatives to economically hedge their as-
tions and positions are highly effective economic hedges, AIG sets or liabilities with respect to their future cash flows, and
did not meet the requirements for hedge accounting under such hedges do not qualify for hedge accounting treatment
FAS 133. under FAS 133, the changes in fair value of such derivatives

are recorded in realized capital gains (losses) or other reve-
Derivative transactions are entered into in the ordinary

nues. Amounts recorded in realized capital gains (losses) are
course of Capital Markets operations. Income on derivatives

reported as part of the Other category.
is recorded at fair value, determined by reference to the mark
to market value of the derivative or their estimated fair value

Consumer  Finance
where market prices are not readily available. The resulting

Domestically, AIG’s Consumer Finance operations are princi-aggregate unrealized gains or losses from the derivatives are
pally conducted through American General Finance, Inc.reflected in the income statement. Where Capital Markets
(AGF). AGF derives a substantial portion of its revenues fromcannot verify significant model inputs to observable market
finance charges assessed on outstanding real estate loans, se-data and verify the model value to market transactions, Capi-
cured and unsecured non-real estate loans and retail salestal Markets values the contract at the transaction price at
finance receivables. The real estate loans include first or sec-inception and, consequently, records no initial gain or loss in
ond mortgages on residential real estate generally having aaccordance with Emerging Issues Task Force Issue No. 02-03,
maximum term of 360 months, and are considered non-con-‘‘Issues Involved in Accounting for Derivative Contracts Held
forming. These loans may be closed-end accounts or open-for Trading Purposes and Contracts Involved in Energy Trad-
end home equity lines of credit and may be fixed-rate oring and Risk Management Activities’’ (EITF 02-03). Such
adjustable rate products. The non-real estate loans are se-initial gain or loss is recognized over the life of the transac-
cured by consumer goods, automobiles, or other personaltion. Capital Markets periodically reevaluates its revenue rec-
property or are unsecured. Both secured and unsecured non-ognition under EITF 02-03 based on the observability of
real estate loans generally have a maximum term of 60market parameters. The mark to fair value of derivative
months. The core of AGF’s originations is sourced through itstransactions is reflected in the balance sheet in the captions
branches. However, a significant volume of real estate loans‘‘Unrealized gain on swaps, options and forward transac-
is also originated through broker relationships, and to lessertions’’ and ‘‘Unrealized loss on swaps, options and forward
extents, through correspondent relationships and direct mailtransactions.’’ Unrealized gains represent the present value of
solicitations. In the first quarter of 2006, two wholly-ownedthe aggregate of each net receivable, by counterparty, and the
subsidiaries of AGF discontinued originating real estate loansunrealized losses represent the present value of the aggregate
through an arrangement with AIG Federal Savings Bank, aof each net payable, by counterparty, as of September 30,
federally chartered thrift, and began originating such loans2006. These amounts will change from one period to the next
under their own state licenses.due to changes in interest rates, currency rates, equity and

commodity prices and other market variables, as well as cash Many of AGF’s borrowers are non-prime or sub-prime.
movements, execution of new transactions and the maturing Current economic conditions, such as interest rate and em-
of existing transactions. (See also the discussion under ‘‘De- ployment levels, have a direct effect on the borrowers’ ability
rivatives’’ herein.) to repay these loans. AGF manages the credit risk inherent in
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its portfolio by using credit scoring models at the time of Financial  Services  Results
credit applications, established underwriting criteria, and in

Financial Services operations for the three and nine-certain cases, individual loan reviews. AGF’s Credit Strategy
month periods ended September 30, 2006 and 2005 wereand Policy Committee monitors the quality of the finance
as follows:receivables portfolio monthly when determining the appro-

priate level of the allowance for losses. The Credit Strategy Three Months Nine Months
Ended Endedand Policy Committee bases its conclusions on quantitative

September 30, September 30,
analyses, qualitative factors, current economic conditions (in millions) 2006 2005 2006 2005
and trends, and each committee member’s experience in the Revenues(a):
consumer finance industry. Through the first nine months of Aircraft Finance(b) $1,060 $ 943 $3,067 $2,661
2006, the credit quality of AGF’s finance receivables contin- Capital Markets(c)(d) 1,118 23 30 2,754

Consumer Finance(e) 970 940 2,833 2,664ues to be strong. However, declines in the strength of the
Other 39 20 98 61U.S. housing market or economy may adversely affect the
Total $3,187 $1,926 $6,028 $8,140

future credit quality of these receivables.
Operating income (loss)(a):
Aircraft Finance $ 157 $ 165 $ 475 $ 476Internationally, AIG’s Consumer Finance operations are
Capital Markets(d) 965 (150) (457) 2,306principally conducted through AIG Consumer Finance
Consumer Finance(f)(g) 220 190 594 649Group Inc. (CFG). CFG operates primarily in emerging and
Other, including

developing markets. CFG has operations in Hong Kong, Tai- intercompany
wan, the Philippines, Thailand, China, Poland, Argentina, adjustments 15 19 38 52
and Mexico. While products vary by market, the businesses Total $1,357 $ 224 $ 650 $3,483

generally provide credit cards, unsecured and secured non- (a) Includes the effect of hedging activities that do not qualify for hedge ac-
real estate loans, term deposits, savings accounts, retail sales counting treatment under FAS 133, including the related foreign exchange

gains and losses. For the three and nine-month periods ended September 30,finance and real estate loans. CFG originates finance receiv-
2005, the effect was $(10) million and $(59) million, respectively, in operat-ables through its branches and direct solicitation. CFG also
ing income for Aircraft Finance. During 2006, Aircraft Finance derivativeoriginates finance receivables indirectly through relationships
gains and losses are reported as part of the Other category, and not reported

with retailers, auto dealers, and independent agents.
in Aircraft Finance operating income. For the three-month periods ended

September 30, 2006 and 2005, the effect was $783 million and $(365) mil-Consumer Finance operations are exposed to loss when
lion in both revenues and operating income, respectively, for Capital Mar-contractual payments are not received. Credit loss exposure is
kets. For the nine-month periods ended September 30, 2006 and 2005, themanaged through a combination of underwriting controls,
effect was $(1.06) billion and $1.80 billion in both revenues and operating

mix of finance receivables, collateral and collection income for Capital Markets. These amounts result primarily from interest
efficiency. rate and foreign currency derivatives which are hedging available for sale

securities and borrowings.CFG monitors the quality of its finance receivable port-
(b) Revenues are primarily aircraft lease rentals from ILFC.

folio through a combination of a monthly Credit Review and
(c) Revenues, shown net of interest expense, are primarily from hedged finan-

quarterly Credit Reserve Committee review when determin- cial positions entered into in connection with counterparty transactions
ing the appropriate level of the allowance for losses. The and the effect of hedging activities that do not qualify for hedge account-
Credit Reserve Committee bases its conclusions on quantita- ing treatment under FAS 133 described in (a) above.

(d) Certain transactions entered into by AIGFP generate tax credits and benefitstive analysis, qualitative factors, current economic conditions
which are included in income taxes in the consolidated statement of income.and trends, political and regulatory implications, competi-
The amount of such tax credits and benefits for the three-month periods endedtion, and the judgment of the committee’s members. As a
September 30, 2006 and 2005 are $3 million and $23 million, respectively.

result of such a review and in light of industry-wide deterio-
The amount of such tax credits and benefits for the nine-month periods ended

rating credit conditions and tightening of overall consumer September 30, 2006 and 2005 are $29 million and $63 million, respectively.
credit, the aggregate allowance for losses in AIG Credit Card (e) Revenues are primarily finance charges.
Company (Taiwan) was increased by $88 million in the first (f) Includes $44 million in additional allowances for losses recorded in the

first quarter of 2006 from AIG Credit Card Company (Taiwan).quarter of 2006 to $130 million at March 31, 2006. The
(g) Includes catastrophe related losses of $62 million recorded in the thirdremaining balance, net of write-offs during the second and

quarter of 2005 resulting from hurricane Katrina, which were reduced bythird quarters, is approximately $69 million at September 30,
$22 million in the third quarter of 2006.2006. This balance, representing approximately 14 percent of

CFG’s outstanding credit card receivables for Taiwan, contin- Financial Services operating income increased in the
ues to be CFG’s best estimate of the overall exposure and third quarter and decreased in the first nine months of 2006
hence no additional increases to the allowance for losses were compared to the same periods of 2005 due primarily to the
deemed necessary at September 30, 2006. The results of AIG effect of hedging activities that do not qualify for hedge ac-
Credit Card Company (Taiwan) are shared equally by the counting under FAS 133.
Financial Services and Life Insurance & Retirement Services
segments.

74



American International Group, Inc. and Subsidiaries

Quarterly  Aircraft  Finance  Results This net loss was slightly offset by the strengthening of the
U.S. dollar primarily against the Euro and British Pound,ILFC’s operating income decreased slightly in the third quar-
which increased the fair value of the foreign currency deriva-ter of 2006 compared to the same period of 2005. Rental
tives hedging available for sale securities.revenues increased by $120 million or 13 percent driven by a

larger aircraft fleet. At September 30, 2006, ILFC had Financial market conditions in the third quarter of 2006
818 aircraft subject to operating leases compared to 734 air- were characterized by lower levels of interest rates globally,
craft at September 30, 2005. The increase in rental revenues unchanged credit spreads and higher equity valuations. The
was more than offset by increases in depreciation and interest increase in Capital Markets operating income for the third
expense. Depreciation expense increased by $47 million or quarter of 2006 was principally due to gains on derivatives
13 percent in line with the increase in the size of aircraft fleet. not qualifying for hedge accounting under FAS 133. AIGFP’s
Interest expense increased by $91 million or 30 percent transaction flow in credit, commodity and equity products
driven by the rising cost of funds and additional borrowings improved during the third quarter of 2006 compared to the
to fund aircraft purchases. ILFC’s interest expense does not third quarter of 2005, although this was more than offset by
reflect the benefit of hedging ILFC’s floating rate and foreign reduced revenues from other product groups.
currency denominated debt, ILFC hedges these exposures us-

The most significant component of Capital Markets op-
ing interest rate and foreign currency derivatives. These deriv-

erating expenses is compensation, which was approximately
atives are effective economic hedges. Since hedge accounting

$115 million and $138 million in the third quarter of 2006
under FAS 133 is not applied, the benefits of using derivatives

and 2005, respectively. The amount of compensation was not
to hedge these exposures is not reflected in its borrowing

affected by gains and losses not qualifying for hedge account-
rates.

ing treatment under FAS 133.
Year-to-date  Aircraft  Finance  Results

AIG elected to early adopt FAS 155 in 2006 and, accord-
ILFC’s operating income remained relatively stable in the first ingly, AIGFP has elected to account for a significant majority
nine months of 2006 compared to the same period of 2005. of its hybrid financial instruments at fair value. The change in
Rental revenues increased by $392 million or 15 percent fair value of these hybrid financial instruments is included in
driven by a larger aircraft fleet and increased utilization. The operating income. AIGFP economically hedges these hybrid
increase in rental revenues was offset by increases in deprecia- financial instruments with other derivative positions with
tion, interest expense, charges related to bankrupt airlines as third parties. The change in fair value of these positions is
well as the settlement of a tax dispute in Australia related to reflected in operating income. The net effect of these hybrid
the restructuring of ownership of aircraft. Depreciation ex- financial instruments and the derivatives economically hedg-
pense increased by $134 million or 13 percent in line with the ing these instruments had a minimal effect on AIGFP’s oper-
increase in the size of aircraft fleet. Interest expense increased ating income for the third quarter of 2006.
by $166 million or 19 percent driven by rising cost of funds

Year-to-date  Capital  Markets  Results
and additional borrowings funding aircraft purchases. As dis-
cussed above, ILFC’s interest expense does not reflect the Capital Markets operating income in the nine month period
benefit of hedging ILFC’s floating rate and foreign currency ended September 30, 2006 decreased by $2.76 billion com-
denominated debt. pared to the same period of 2005. Improved results, primarily

from increased transaction flow in AIGFP’s credit, commod-
Quarterly  Capital  Markets  Results

ity index and equity products, were more than offset by the
Capital Markets operating income in the third quarter of loss resulting from the effect of derivatives not qualifying for
2006 increased by $1.12 billion compared to the same period hedge accounting treatment of $1.06 billion in the current
of 2005 primarily due to a gain related to derivatives not period compared to a gain of $1.80 billion in the comparable
qualifying for hedge accounting treatment of $783 million in period last year, a decrease of $2.86 billion. A large part of
the current quarter compared to a loss of $365 million in the the net loss on AIGFP’s derivatives recognized in the first nine
comparable period last year. A large part of the net gain on months of 2006 was due to the weakening of the U.S. dollar,
AIGFP’s derivatives recognized in the third quarter of 2006 primarily against the British Pound and Euro, resulting in a
was due to the decrease in long term U.S. interest rates which decrease in the fair value of the foreign currency derivatives
increased the fair value of AIGFP’s derivatives hedging its hedging AIGFP’s available for sale securities. The majority of
assets and liabilities. The performance of the U.S. dollar the net gain on AIGFP’s derivatives in the first nine months of
against other currencies in the third quarter of 2006 did not 2005 was due to the strengthening of the U.S. dollar, prima-
have a significant effect on the fair value of the derivatives rily against the British Pound and Euro, which increased the
hedging AIGFP’s assets and liabilities. The majority of the net fair value of the foreign currency derivatives hedging availa-
loss on AIGFP’s derivatives in the third quarter of 2005 was ble for sale securities. To a lesser extent, the net gain in 2005
due to rising long term interest rates, which decreased the fair was due to the decrease in long term U.S. interest rates which
value of AIGFP’s derivatives hedging its assets and liabilities.

75



American International Group, Inc. and Subsidiaries

increased the fair value of derivatives hedging AIGFP’s assets AGF’s results included catastrophe related losses of
and liabilities. $62 million in the third quarter of 2005 resulting from hurri-

cane Katrina. However, after a reassessment of payment and
Financial market conditions in the first nine months of

charge-off experience during the past year, AGF reduced the
2006 were characterized by a general flattening of interest

reserve by $22 million in the third quarter of 2006. At Sep-
rate yield curves across fixed income markets globally, tight-

tember 30, 2006, AGF’s allowance ratio was 1.99 percent
ening of credit spreads and equity valuations that were

compared to 2.24 percent at September 30, 2005.
higher.

Revenues from foreign consumer finance operations in-
The compensation expense of Capital Markets was ap-

creased by approximately 15 percent in the third quarter of
proximately $380 million and $359 million in the first nine

2006 compared to the same period in 2005. Loan growth was
months of 2006 and 2005, respectively. The amount of com-

the primary driver behind higher revenues in 2006. Higher
pensation was not affected by gains and losses not qualifying

revenues were offset by higher loan loss provisions due to
for hedge accounting treatment under FAS 133.

loan growth and higher operating expenses in connection
As a result of AIG’s early adoption of FAS 155, AIGFP with expansion of distribution channels and new product

elected to apply the fair value option to its structured notes promotions, resulting in slightly lower operating income for
and other financial liabilities containing embedded deriva- the third quarter of 2006 compared to the same period in
tives outstanding as of January 1, 2006. The cumulative ef- 2005.
fect from the adoption of FAS 155 on these instruments at
January 1, 2006 was a loss of approximately $29 million pre- Year-to-date  Consumer  Finance  Results

tax.
Consumer Finance operating income decreased in the first

The application of the fair value option to these hybrid nine months of 2006 compared to the same period of 2005.
financial instruments did not have a significant effect on The domestic operations remain essentially unchanged year
AIGFP’s operating income for the first nine months of 2006. over year while the foreign operations decreased primarily

due to the credit deterioration in the Taiwan credit card
Quarterly  Consumer  Finance  Results market.

Consumer Finance operating income increased in the third Domestically, the relatively low interest rate environment
quarter of 2006 compared to the same period of 2005 in the throughout 2005 contributed to a high level of mortgage refi-
domestic operations and decreased slightly in foreign nancing activity. AGF’s average net finance receivables in-
operations. creased 9 percent in the first nine months of 2006 when

compared to the same period in 2005. However, net origina-Domestically, the relatively low interest rate environ-
tions and purchases of finance receivables in AGF’s centralizedment throughout 2005 contributed to a high level of mort-
real estate business decreased in the first nine months of 2006gage refinancing activity. AGF’s average net finance
compared to the same period in 2005 primarily caused by areceivables increased 5 percent in the third quarter of 2006
less robust U.S. housing market. The increase in AGF’s reve-when compared to the same period in 2005. However, net
nues that principally resulted from portfolio growth was offsetoriginations and purchases of finance receivables in AGF’s
by higher interest expense and depressed whole loan sale pricescentralized real estate business segment decreased in the third
resulting from a flattened yield curve. AGF’s short-term bor-quarter of 2006 compared to the same period in 2005 prima-
rowing costs were 5.06 percent in the first nine months ofrily caused by a less robust U.S. housing market. The increase
2006 compared to 3.47 percent in the same period in 2005.in AGF’s revenues that principally resulted from portfolio
AGF’s long-term borrowing costs were 4.97 percent in the firstgrowth was offset by higher interest expense and depressed
nine months of 2006 compared to 4.36 percent in the samewhole loan sale prices resulting from a flattened yield curve.
period in 2005. Despite high energy costs, the U.S. economyBoth short-term and long-term market interest rates contin-
continued to expand during the first nine months of 2006,ued to increase significantly over the past year. AGF’s short-
improving consumer credit quality. AGF’s charge-off ratio im-term borrowing costs were 5.38 percent in the third quarter
proved 25 basis points in the first nine months of 2006 whenof 2006 compared to 3.96 percent in the third quarter of
compared to the same period in 2005. AGF’s delinquency ratio2005. AGF’s long-term borrowing costs were 5.09 percent in
at September 30, 2006 remained the same when compared tothe third quarter of 2006 compared to 4.47 percent in the
September 30, 2005. At September 30, 2006, AGF’s allowancethird quarter of 2005. Despite high energy costs, the
ratio was 1.99 percent compared to 2.24 percent at Septem-U.S. economy continued to expand during the third quarter
ber 30, 2005.of 2006, improving consumer credit quality compared to the

third quarter of 2005. AGF’s charge-off ratio improved During the third quarter of 2006, AGF reassessed the
17 basis points in the third quarter of 2006 when compared adequacy of the reserve established in September 2005 result-
to the same period in 2005. ing from hurricane Katrina as discussed above.
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Revenues from the foreign consumer finance operations tion in the Taiwan credit card market, increased cost of
increased by approximately 20 percent in the first nine funds, and higher operating expenses in connection with ex-
months of 2006 compared to the same period in 2005. Loan pansion of distribution channels and new product promo-
growth was the primary driver behind higher revenues. tions, resulting in a lower operating income for the first nine
Higher revenues were more than offset by increases in the months of 2006 compared to the same period in 2005.
allowance for losses related to industry-wide credit deteriora-

Financial  Services  Invested  Assets

The following table is a summary of the composition of AIG’s Financial Services invested assets at September 30, 2006
and December 31, 2005. (See also the discussions under ‘‘Operating Review: Financial Services Operations,’’ ‘‘Capital
Resources’’ and ‘‘Derivatives’’ herein.)

2006 2005
Invested Percent of Invested Percent of

(dollars in millions) Assets Total Assets Total

Fixed maturities:
Bonds available for sale, at market value $ 1,336 0.8% $ 1,307 0.9%

Equity securities:
Preferred stocks available for sale, at market value 5 – 10 –

Mortgage loans on real estate, net of allowance 92 – 71 –
Policy loans 2 – 2 –
Collateral and guaranteed loans, net of allowance 2,152 1.3 1,719 1.2
Financial services assets:

Flight equipment primarily under operating leases, net of accumulated
depreciation 39,460 22.9 36,245 24.1

Securities available for sale, at market value 41,232 24.0 37,511 24.9
Trading securities, at market value 5,822 3.4 6,499 4.3
Spot commodities 118 0.1 92 0.1
Unrealized gain on swaps, options and forward transactions 20,235 11.8 18,695 12.4
Trading assets 2,194 1.3 1,204 0.8
Securities purchased under agreements to resell, at contract value 27,041 15.7 14,519 9.7
Finance receivables, net of allowance 28,634 16.7 27,995 18.6

Securities lending collateral, at market value 76 – – –
Other invested assets 1,934 1.1 2,751 1.9
Short-term investments, at cost 1,306 0.7 1,382 0.9
Cash 279 0.2 331 0.2
Investment income due and accrued 22 – 18 –
Real estate, net of accumulated depreciation 24 – 24 –
Total $171,964 100.0% $150,375 100.0%

As previously discussed, the cash used for the purchase At September 30, 2006, ILFC had committed to
of flight equipment is derived primarily from the proceeds of purchase 268 new aircraft deliverable from 2006 through
ILFC’s debt financings. The primary sources for the repay- 2015 at an estimated aggregate purchase price of $19.2 bil-
ment of this debt and the interest thereon are the cash flow lion and had options to purchase three new aircraft at an
from operations, proceeds from the sale of flight equipment estimated aggregate purchase price of $453 million. As of
and the rollover and refinancing of the prior debt. During the September 30, 2006, ILFC has entered into leases for all, but
first nine months of 2006, ILFC acquired flight equipment one, of the new aircraft scheduled for delivery through 2007.
costing $4.86 billion. (See also the discussion under ‘‘Operat- ILFC will be required to find customers for any aircraft cur-
ing Review: Financial Services Operations’’ and ‘‘Capital rently on order and any aircraft to be ordered, and it must
Resources’’ herein.) arrange financing for portions of the purchase price of such

equipment. ILFC has been successful to date both in placing
its new aircraft on lease or under sales contract and obtaining
adequate financing, but there can be no assurance that such
success will continue in future environments.
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AIG’s Consumer Finance operations provide a wide vari- Securities deemed below investment grade at September 30,
ety of consumer finance products, including real estate loans, 2006 amounted to approximately $259 million in fair value
credit card loans, non-real estate loans, retail sales finance representing 0.6 percent of the total AIGFP securities available
and credit-related insurance to customers both domestically for sale. There have been no significant downgrades through
and overseas, particularly in emerging markets. These prod- September 30, 2006. If its securities available for sale portfolio
ucts are funded through a combination of deposits and vari- were to suffer significant default and the collateral held declined
ous borrowings including commercial paper and medium significantly in value with no replacement or the credit default
term notes. AIG’s Consumer Finance operations are exposed swap counterparty failed to perform, AIGFP could have a li-
to credit risk and risk of loss resulting from adverse fluctua- quidity strain. AIG guarantees AIGFP’s payment obligations,
tions in interest rates. Over half of the finance receivables are including its debt obligations.
real estate loans which are substantially collateralized by the

AIGFP’s risk management objective is to minimize inter-
related properties.

est rate, currency, commodity and equity risks associated
With respect to credit losses, the allowance for losses is with its securities available for sale. That is, when AIGFP

maintained at a level considered adequate to absorb antici- purchases a security for its securities available for sale invest-
pated credit losses existing in that portfolio as of the balance ment portfolio, it simultaneously enters into an offsetting
sheet date. internal hedge such that the payment terms of the hedging

transaction offset the payment terms of the investment secur-
Capital Markets derivative transactions are carried at

ity, which achieves the economic result of converting the re-
market value or at estimated fair value when market prices

turn on the underlying security to U.S. dollar LIBOR plus or
are not readily available. AIGFP reduces its economic risk

minus a spread based on the underlying profit on each secur-
exposure through similarly valued offsetting transactions in-

ity on the initial trade date. The market risk associated with
cluding swaps, trading securities, options, forwards and fu-

such internal hedges is managed on a portfolio basis, with
tures. The estimated fair values of these transactions

third-party hedging transactions executed as necessary. As
represent assessments of the present value of expected future

hedge accounting treatment is not achieved in accordance
cash flows. These transactions are exposed to liquidity risk if

with FAS 133, the unrealized gains and losses on the deriva-
AIGFP were required to sell or close out the transactions

tive transactions with unaffiliated third parties are reflected
prior to maturity. AIG believes that the effect of any such

in operating income, whereas the unrealized gains and losses
event would not be significant to AIG’s financial condition or

on the underlying securities available for sale resulting from
its overall liquidity. (See also the discussion under ‘‘Operating

changes in interest rates, currency rates, commodity and eq-
Review: Financial Services Operations’’ and ‘‘Derivatives’’

uity prices, are recorded in accumulated other comprehensive
herein.)

income. When a security is sold, the realized gain or loss with
AIGFP uses the proceeds from the issuance of notes and respect to this security is then recorded in operating income.

bonds and GIAs to invest in a diversified portfolio of securi-
Securities purchased under agreements to resell are

ties, including securities available for sale, at market, and
treated as collateralized financing transactions. AIGFP takes

derivative transactions. The funds may also be invested in
possession of or obtains a security interest in securities pur-

securities purchased under agreements to resell. The proceeds
chased under agreements to resell.

from the disposal of the aforementioned securities available
for sale and securities purchased under agreements to resell AIGFP owns inventories in certain commodities in which
are used to fund the maturing GIAs or other AIGFP financ- it trades, and may reduce the exposure to market risk through
ings, or invest in new assets. (See also the discussion under the use of swaps, forwards, futures and option contracts.
‘‘Capital Resources’’ herein.) Physical commodities held in AIGFP’s wholly-owned broker

dealer subsidiary are recorded at market value. All other
Securities available for sale is predominantly a diversified

commodities are recorded at the lower of cost or market.
portfolio of high grade fixed income securities, where the indi-
vidual securities have varying degrees of credit risk. At Septem- Trading securities, at market value, and securities and
ber 30, 2006, the average credit rating of this portfolio was in spot commodities sold but not yet purchased, at market value
the AA category or the equivalent thereto as determined are marked to market daily with the unrealized gain or loss
through rating agencies or internal review. AIGFP has also en- being recognized in income at that time. These trading securi-
tered into credit derivative transactions to economically hedge ties are purchased and sold as necessary to meet the risk
its credit risk associated with $128 million of these securities. management objectives of Capital Markets operations.
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The gross unrealized gains and gross unrealized losses of Asset  Management  Results
Capital Markets operations included in the financial ser-

Asset Management revenues and operating income for thevices assets and liabilities at September 30, 2006 were as
three and nine-month periods ended September 30, 2006follows:

Gross Gross and 2005 were as follows:
Unrealized Unrealized Three Months Nine Months

(in millions) Gains Losses Ended Ended
September 30, September 30,Securities available for sale, at market

(in millions) 2006 2005 2006 2005value $ 749 $ 18
Revenues:Unrealized gain/loss on swaps, options

Guaranteed investmentand forward transactions* 20,235 12,764
contracts $ 845 $ 908 $2,517 $2,707

* These amounts are also presented as the respective balance sheet amounts. Institutional Asset
Management 265 279 1,163 776The senior management of AIG defines the policies and

Brokerage Services and
establishes general operating parameters for Capital Markets Mutual Funds 71 67 217 192
operations. AIG’s senior management has established various Other 57 101 201 276

Total $1,238 $1,355 $4,098 $3,951oversight committees to monitor on an ongoing basis the
Operating income:various financial market, operational and credit risk attend-

Guaranteed investmentant to the Capital Markets operations. The senior manage-
contracts(a) $ 175 $ 294 $ 635 $ 939

ment of AIGFP reports the results of its operations to and Institutional Asset
reviews future strategies with AIG’s senior management. Management(b)(c) 89 155 721 424

Brokerage Services and
AIG actively manages the exposures to limit potential Mutual Funds 23 20 67 50

losses, while maximizing the rewards afforded by these busi- Other 54 99 190 269
Total $ 341 $ 568 $1,613 $1,682ness opportunities. In doing so, AIG must continually man-
(a) Includes the effect of hedging activities that do not qualify for hedgeage a variety of exposures including credit, market, liquidity,

accounting treatment under FAS 133, including the related foreign ex-operational and legal risks.
change gains and losses. For the three and nine-month periods ended

September 30, 2005, the effect was a gain of $18 million and $127 million,Asset  Management  Operations
respectively, in operating income. During 2006, these derivative gains and

losses are reported as part of the Other category, and not reported in AssetAIG’s Asset Management operations comprise a wide variety
Management operating income.of investment-related services and investment products in-

(b) Includes the full results of certain AIG managed private equity and realcluding institutional and retail asset management, broker
estate funds that are consolidated pursuant to FIN 46(R), ‘‘Consolidationdealer services and spread-based investment business from
of Variable Interest Entities’’. Also includes $(3) million and $77 million

the sale of guaranteed investment contracts, also known as for the three-month periods ended September 30, 2006 and 2005, respec-
funding agreements (GICs). Such services and products are tively, and $207 million and $189 million for the nine-month periods
offered to individuals and institutions both domestically and ended September 30, 2006 and 2005, respectively, of third-party limited

partner earnings offset in minority interest expense which is not a compo-overseas.
nent of operating income.

(c) Includes the full results of certain AIG managed partnerships that are

consolidated effective January 1, 2006 pursuant to EITF 04-5, ‘‘Determin-

ing Whether a General Partner, or the General Partners as a Group,

Controls a Limited Partnership or Similar Entity When the Limited Part-

ners Have Certain Rights’’. For the three and nine-month periods ended

September 30, 2006, operating income includes $47 million and $203 mil-

lion, respectively, of third-party limited partner earnings offset in minority

interest expense which is not a component of operating income.

Quarterly  Asset  Management  Results

Asset Management operating income decreased 40 percent in
the third quarter of 2006 compared to the same period of
2005 on revenues that declined 9 percent due to the contin-
ued run-off of GIC balances combined with spread compres-
sion in the remaining GIC portfolio. The spread compression
has occurred due to an increase in the cost of funds in the
short-term floating rate portion of the GIC portfolio, only
partially offset by increased investment income from the
floating rate assets backing the portfolio.
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Operating income in the third quarter of 2006 also de- Other  Operations
clined from the year-ago quarter due to lower transaction- The operating income (loss) for Other operations for the
driven revenues that were partially offset by growth in asset- three and nine-month periods ended September 30, 2006
based management fees within Institutional Asset and 2005 was as follows:
Management.

Three Months Nine Months
Ended EndedThe GIC portfolio continues to run-off. The MIP has

September 30, September 30,Other
replaced the GIC program as AIG’s principal spread-based (in millions) 2006 2005 2006 2005
investment activity. Although the MIP is beginning to show Operating Income (Loss):
positive operating income, because the asset mix under the Equity earnings in unconsolidated

subsidiaries $ 48 $(205) $ 178 $(109)MIP does not include the alternative investments utilized in
Compensation expense – SICO Plans (14) (63) (104) (130)the GIC program, AIG does not expect that the income
Compensation expense – C.V. Starr

growth in the MIP will offset the run-off in the GIC portfolio tender offer – – (54) –
for the foreseeable future. A significant portion of the remain- Interest expense (227) (131) (633) (382)

Unallocated corporate expenses (95) (92) (356) (287)ing GIC portfolio consists of floating rate obligations. AIG
Realized capital gains (losses) (197) 175 (182) 520has entered into hedges to manage against increases in short-
Other miscellaneous, net 15 (40) (20) (57)

term interest rates. AIG continues to believe these hedges are
Total Other $(470) $(356) $(1,171) $(445)

economically effective but do not qualify for hedge account-
Other operating loss amounted to $470 million anding treatment under FAS 133. As a result, continued increases

$356 million in the three-month periods ended September 30,in short-term interest rates will negatively affect operating
2006 and 2005, respectively, as interest expense increased,income in the segment. Realized capital gains from the hedges
primarily reflecting increased borrowings by the parent hold-offset the negative trend in GIC related operating income.
ing company. The third quarter of 2006 also reflects netGIC revenues include income from Sun America partnerships
realized capital losses, primarily reflecting the effect of hedg-supporting the GIC line of business and are significantly af-
ing activities of the Financial Services and Asset Managementfected by performance in the equity markets. Thus, revenues,
segments that do not qualify for hedge accounting treatmentoperating income and cash flow attributable to GICs will
under FAS 133, partially offset by a gain in the parent com-vary among reporting periods.
pany of $86 million from the sale of AIG’s investment inThe MIP was initially launched in the Euromarkets in
IPC Holdings, Ltd. These declines were partially offset bySeptember 2005 through AIG’s $10 billion Euro medium
increased equity earnings in certain unconsolidated subsidiar-term note program. Through September 30, 2006, AIG has
ies driven primarily by a decrease in catastrophe losses ofissued the equivalent of $3.3 billion for the MIP in the Euro,
$246 million. The third quarter of 2006 also reflects a de-U.S. Rule 144A and U.S. public markets.
crease in compensation expense with respect to the SICO

The revenues and operating income for this segment are Plans, and income of $21 million resulting from a change in
largely affected by the general conditions in the equity and accounting estimate relating to a favorable resolution of a
credit markets. Realized gains and performance fees are con- litigation matter.
tingent upon various fund closings, maturity levels and mar-

Other operating loss amounted to $1.17 billion andket conditions, and by their nature are not predictable.
$445 million in the nine-month periods ended September 30,Therefore, the segment’s earnings may vary from period to
2006 and 2005, respectively, as interest expense increased,period.
primarily reflecting increased borrowings by the parent hold-

Year-to-date  Asset  Management  Results ing company. The first nine months of 2006 also reflects net
realized capital losses, as discussed in the preceding para-Asset Management revenues and operating income decreased
graph, and an increase in unallocated corporate expenses,4 percent in the first nine months of 2006 compared to the
reflecting expenses of $29 million in the first nine months ofsame period of 2005 due to the decline in operating income
2006 relating to certain executive departures (of which ap-from the GIC portfolio, reflecting the continued run-off of
proximately $18 million related to departures in 2005), andGIC balances, combined with spread compression in the re-
an overall increase in corporate operating expenses primarilymaining GIC portfolio. The decrease in revenues and operat-
resulting from on-going efforts to improve internal controlsing income was partially offset by growth in asset
at the parent holding company. Also reflected in operatingmanagement fees in Institutional Asset Management.
loss in the first nine months of 2006 is an out of period

At September 30, 2006 and 2005, AIG’s non-affiliated adjustment totaling $61 million with respect to the SICO
client assets under management, including both retail mutual Plans and a one-time charge related to the Starr tender offer
funds and institutional accounts, were approximately of $54 million, both of which were recorded in the first quar-
$70 billion and $59 billion and the aggregate GIC reserve ter of 2006. See also Note 4 of Notes to the Consolidated
was $49.2 billion and $49.7 billion, respectively. Financial Statements for further discussion. These declines
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were partially offset by increased equity earnings in certain Borrowings issued or guaranteed by AIG and those borrow-
unconsolidated subsidiaries, and income of $21 million re- ings not guaranteed by AIG at September 30, 2006 and
sulting from a change in accounting estimate, as discussed in December 31, 2005 were as follows:
the preceding paragraph.

(in millions) 2006 2005

AIG borrowings:Capital  Resources
Notes and bonds payable $ 7,482 $ 4,607
Loans and mortgages payable 833 814At September 30, 2006, AIG had total consolidated share-
AIG Matched Investment Programholders’ equity of $96.15 billion and total consolidated bor-

Matched notes and bondsrowings of $137.1 billion. At that date, $122.1 billion of such
payable 3,333 –

borrowings were either not guaranteed by AIG or were
Total 11,648 5,421

AIGFP’s matched borrowings under obligations of GIAs, lia- Borrowings guaranteed by AIG:
bilities connected to trust preferred stock, or matched notes AIGFP
and bonds payable. GIAs 21,091 20,811

Notes and bonds payable 31,420 26,463
Hybrid financial instrumentBorrowings

liabilities 8,150 —
At September 30, 2006, AIG’s net borrowings were Total 60,661 47,274
$14.98 billion after reflecting amounts that were matched AIG Funding, Inc. commercial paper 4,484 2,694
borrowings under AIGFP’s obligations of GIAs, matched AGC Notes and bonds payable 797 797
notes and bonds payable, amounts not guaranteed by AIG Liabilities connected to trust preferred
and liabilities connected to trust preferred stock. The fol- stock 1,399 1,391
lowing table summarizes borrowings outstanding at Sep- Total borrowings issued or guaranteed
tember 30, 2006 and December 31, 2005: by AIG 78,989 57,577

Borrowings not guaranteed by AIG:
(in millions) 2006 2005 ILFC
AIG’s net borrowings $ 14,982 $ 10,425 Commercial paper 3,148 2,615
Liabilities connected to trust preferred Notes and bonds payable* 26,085 23,715

stock 1,399 1,391 Total 29,233 26,330
AIG Matched Investment Program AGF

Matched notes and bonds payable 3,333 – Commercial paper 4,534 3,423
AIGFP Notes and bonds payable 18,983 18,719

GIAs 21,091 20,811 Total 23,517 22,142
Matched notes and bonds payable 38,184 24,950 Commercial paper:

Borrowings not guaranteed by AIG 58,133 52,272 AIG Credit Card Company (Taiwan) 243 476
AIG Finance (Taiwan) Limited 9 –Total $137,122 $ 109,849
Total 252 476

Loans and mortgages payable:
AIGCFG 1,046 864
AIG Finance (Hong Kong) Limited 190 183
Total 1,236 1,047

Other Subsidiaries 1,128 927
Variable Interest Entity debt:

A.I. Credit 880 –
AIG Global Investment Group 55 140
AIG Global Real Estate Investment 1,555 977
AIG SunAmerica 193 233
ALICO 84 –

Total 2,767 1,350
Total borrowings not guaranteed by

AIG 58,133 52,272
Total Debt $137,122 $109,849

* Includes borrowings under Export Credit Facility of $2.7 billion and
$2.6 billion, at September 30, 2006 and December 31, 2005, respectively.

AIG intends to continue its customary practice of issuing
debt securities from time to time to meet its financing needs
and those of certain of its subsidiaries for general corporate
purposes, as well as for a matched investment program. In
July 2006, AIG filed and had declared effective a post-effec-
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tive amendment to its universal shelf registration statement to AIGFP uses the proceeds from the issuance of notes and
sell up to $25.1 billion of debt securities, preferred and com- bonds and GIA borrowings to invest in a diversified portfolio
mon stock and other securities. of securities and derivative transactions. The borrowings may

also be temporarily invested in securities purchased under
In October 2006, AIG established a medium term note

agreements to resell. AIG guarantees the obligations of
program under its shelf registration statement providing for

AIGFP under AIGFP’s structured notes and bonds and GIA
the issuance of up to $25.1 billion of AIG debt securities, the

borrowings. Certain of AIGFP’s notes contain embedded de-
proceeds of which may be used by either AIG or AIGFP for

rivatives that are required to be accounted for separately
general corporate purposes or to fund the MIP. In October

under FAS 133. Upon AIG’s early adoption of FAS 155,
2006, AIG issued under the program $750 million principal

AIGFP has elected the fair value option for these instruments.
amount of senior notes maturing in 2016 for AIG’s general

Those notes that are accounted for using the fair value option
corporate purposes and an aggregate of $1.0 billion principal

are reported separately under hybrid financial instrument lia-
amount of senior notes maturing in 2011 to fund the MIP.

bilities. (See also the discussions under ‘‘Operating Review:
On April 20, 2006, AIG sold $1.0 billion principal Financial Services Operations,’’ ‘‘Liquidity’’ and ‘‘Deriva-

amount of senior notes in a Rule 144A/Regulation S offering tives’’ herein.)
maturing in 2036, and on September 30, 2005, AIG sold

On June 16, 2006, AIGFP sold an aggregate of $2.0 bil-
$1.5 billion principal amount of senior notes in a

lion principal amount of senior, floating rate notes in
Rule 144A/Regulation S offering, of which $500 million ma-

Rule 144A offerings, of which $1.0 billion matures in 2007
tures in 2010 and $1.0 billion matures in 2015. The proceeds

and $1.0 billion matures in 2008. AIGFP has a Euro medium
from these offerings were used by AIG for general corporate

term note program under which an aggregate nominal
purposes. In August 2006, AIG completed exchange offers

amount of up to $10.0 billion of notes may be outstanding at
for these notes pursuant to which AIG issued in exchange

any one time. The program provides that additional notes
substantially identical notes that are registered under the Se-

may be issued to replace matured or redeemed notes. As of
curities Act.

September 30, 2006, $5.39 billion of notes were outstanding
On June 16, 2006, AIG sold $750 million principal under the program, including $283 million resulting from

amount of senior, floating rate notes in a Rule 144A offering foreign exchange translation into U.S. dollars. Notes issued
that matures in 2009. The proceeds of this offering were used under this program are included in Notes and Bonds Payable
to fund the MIP. in the preceding table of borrowings.

AIG has a Euro medium term note program under which AIG Funding, Inc. (AIG Funding), through the issuance
an aggregate nominal amount of up to $10.0 billion of notes of commercial paper, helps fulfill the short-term cash require-
may be outstanding at any one time. The program provides ments of AIG and its subsidiaries. AIG Funding intends to
that additional notes may be issued to replace matured or continue to meet AIG’s funding requirements through the
redeemed notes. As of September 30, 2006, the equivalent of issuance of commercial paper guaranteed by AIG. The issu-
$4.4 billion principal amount of notes were outstanding ance of AIG Funding’s commercial paper is subject to the
under the program, of which the proceeds from $2.6 billion approval of AIG’s Board of Directors.
of notes were used to fund the MIP. The aggregate amount

AIG and AIG Funding are parties to unsecured syndi-
outstanding includes $76 million resulting from foreign ex-

cated revolving credit facilities, which as of September 30,
change translation into U.S. dollars, of which $72 million

2006, aggregated to $3.25 billion, consisting of $1.625 bil-
relates to notes issued by AIG for general corporate purposes

lion in a 364-day facility that expires in July of 2007 and
and $4 million relates to notes issued to fund the MIP. AIG

$1.625 billion in a five-year facility that expires in July of
has hedged the currency exposure arising from foreign cur-

2011. The 364-day facility allows for the conversion by AIG
rency denominated notes by economically hedging that expo-

of any outstanding loans at expiration into one-year term
sure, although such hedges do not qualify for hedge

loans. The facilities can be used for general corporate pur-
accounting treatment under FAS 133. In addition, in October

poses and also to provide backup for AIG’s commercial paper
2006, AIG sold the equivalent of $218 million under the

programs administered by AIG Funding. AIG expects to re-
program, of which $180 million was used to fund the MIP

place or extend these credit facilities on or prior to their
and $38 million was used for AIG’s general corporate

expiration. There are currently no borrowings outstanding
purposes.

under these facilities, nor were any borrowings outstanding
In March 2006, AIG borrowed a total of $1.3 billion on as of September 30, 2006.

an unsecured basis pursuant to loan agreements with third-
In November 2005, AIG and AIG Funding entered into a

party banks, of which $500 million matures in February
364-day revolving credit facility for an aggregate amount of

2007 but can be extended by AIG for an additional seven
$3 billion, which can be drawn in the form of loans or letters

months and $200 million matures in March 2007; $600 mil-
of credit. The credit facility expires in November 2006 but

lion was repaid in September 2006.
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allows for the issuance of letters of credit with terms of up to inated debt was $534 million at September 30, 2006 and
ten years and provides for the conversion by AIG of any $197 million at December 31, 2005. ILFC has substantially
outstanding loans at expiration into one-year term loans. The eliminated the currency exposure arising from foreign cur-
facility can be used for general corporate purposes, including rency denominated notes by economically hedging the por-
providing backup for AIG’s commercial paper programs ad- tion of the note exposure not already offset by Euro
ministered by AIG Funding and obtaining letters of credit to denominated operating lease payments, although such hedges
secure obligations under insurance and reinsurance transac- do not qualify for hedge accounting treatment under
tions. There are currently no loans outstanding under the FAS 133.
facility, nor were any loans outstanding as of September 30,

ILFC had a $4.3 billion Export Credit Facility for use in
2006. As of such dates, $511 million was available to be

connection with the purchase of approximately 75 aircraft
drawn under the facility, with the remainder having been

delivered through 2001. This facility was guaranteed by vari-
drawn in the form of letters of credit.

ous European Export Credit Agencies. The interest rate varies
AIG is also a party to an unsecured 364-day inter-com- from 5.75 percent to 5.90 percent on these amortizing ten-

pany revolving credit facility provided by certain of its sub- year borrowings depending on the delivery date of the air-
sidiaries aggregating $2 billion that expires in October of craft. At September 30, 2006, ILFC had $1.0 billion out-
2007. The facility allows for the conversion of any outstand- standing under this facility. The debt is collateralized by a
ing loans at expiration into one-year term loans. The facility pledge of the shares of a subsidiary of ILFC, which holds title
can be used for general corporate purposes and also to pro- to the aircraft financed under the facility.
vide backup for AIG’s commercial paper programs. AIG ex-

In May 2004, ILFC entered into a similarly structured
pects to replace or extend this credit facility on or prior to its

Export Credit Facility for up to a maximum of $2.64 billion
expiration. There are currently no borrowings outstanding

for Airbus aircraft to be delivered through May 31, 2005.
under the inter-company facility, nor were any borrowings

The facility was subsequently increased to $3.64 billion and
outstanding as of September 30, 2006.

extended to include aircraft to be delivered through May 31,
ILFC fulfills its short term cash requirements through 2007. The facility becomes available as the various European

operating cash flows and the issuance of commercial paper. Export Credit Agencies provide their guarantees for aircraft
The issuance of commercial paper is subject to the approval based on a six-month forward-looking calendar, and the in-
of ILFC’s Board of Directors and is not guaranteed by AIG. terest rate is determined through a bid process. At Septem-
ILFC is a party to unsecured syndicated revolving credit facil- ber 30, 2006, ILFC had $1.7 billion outstanding under this
ities aggregating $6.0 billion at September 30, 2006. The facility. Borrowings with respect to these facilities are in-
facilities can be used for general corporate purposes and also cluded in Notes and Bonds Payable in the preceding table of
to provide backup for ILFC’s commercial paper program. borrowings.
They consist of $2.0 billion in a 364-day revolving credit

In December of 2005, ILFC entered into two tranches of
facility that expires in October 2006, with a one-year term

junior subordinated debentures totaling $1.0 billion. Both
out option, $2.0 billion in a five-year revolving credit facility

mature on December 21, 2065, but each tranche has a differ-
that expires in October 2009 and $2.0 billion in a five-year

ent call option. The $600 million tranche has a call date of
revolving credit facility that expires in October 2010. Subse-

December 21, 2010 and the $400 million tranche has a call
quent to September 30, 2006, ILFC replaced the $2.0 billion

date of December 21, 2015. The debenture with the 2010 call
364-day facility with a five-year, $2.5 billion facility expiring

date has a fixed interest rate of 5.90 percent for the first five
in October 2011. ILFC expects to replace or extend these

years. The debenture with the 2015 call date has a fixed
credit facilities on or prior to their expiration. There are cur-

interest rate of 6.25 percent for the first ten years. Both
rently no borrowings under these facilities, nor were any bor-

tranches have interest rate adjustments if the call option is not
rowings outstanding as of September 30, 2006.

exercised. If the call option is not exercised, the new interest
As a well-known seasoned issuer, ILFC has filed an auto- rate will be a floating quarterly reset rate based on the initial

matic shelf registration statement with the SEC allowing credit spread plus the highest of (i) 3 month LIBOR, (ii) 10-
ILFC immediate access to the U.S. public debt markets. For year constant maturity treasury and (iii) 30-year constant
the nine months ended September 30, 2006, $1.2 billion of maturity treasury.
debt securities were issued under this registration statement

The proceeds of ILFC’s debt financing are primarily used
and $5.8 billion were issued under a prior registration state-

to purchase flight equipment, including progress payments
ment. In addition, ILFC has a Euro medium term note pro-

during the construction phase. The primary sources for the
gram for $7.0 billion, under which $4.28 billion in notes

repayment of this debt and the interest expense thereon are
were sold through September 30, 2006. Notes issued under

the cash flow from operations, proceeds from the sale of
the Euro medium term note program are included in Notes

flight equipment and the rollover and refinancing of the prior
and bonds payable in the preceding table of borrowings. The

debt. AIG does not guarantee the debt obligations of ILFC.
foreign exchange adjustment for the foreign currency denom-
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(See also the discussions under ‘‘Operating Review: Financial to 7.50 percent. To the extent deemed appropriate, AGF may
Services Operations’’ and ‘‘Liquidity’’ herein.) enter into swap transactions to manage its effective borrow-

ing with respect to these notes. As a well-known seasoned
AGF fulfills its short term cash requirements through the

issuer, AGF has filed an automatic shelf registration state-
issuance of commercial paper. The issuance of commercial

ment with the SEC allowing AGF immediate access to the
paper is subject to the approval of AGF’s Board of Directors

U.S. public debt markets.
and is not guaranteed by AIG. AGF is a party to unsecured
syndicated revolving committed credit facilities aggregating AGF’s other funding sources include private placement
$4.25 billion, including a $2.125 billion 364-day revolving debt, retail note issuances, securitizations of finance receiv-
credit facility that expires in July of 2007 and a $2.125 billion ables that AGF accounts for as on-balance-sheet secured
five-year revolving credit facility that expires in July of 2010. financings and bank financings. In addition, AGF has become
The 364-day facility allows for the conversion by AGF of any an established issuer of long-term debt in the international
outstanding loans at expiration into a one-year term loan. capital markets.
The facilities can be used for general corporate purposes and

In addition to debt refinancing activities, proceeds from
also to provide backup for AGF’s commercial paper pro-

the collection of finance receivables may be used to pay the
grams. AGF expects to replace or extend these credit facilities

principal and interest on AGF’s debt. AIG does not guarantee
on or prior to their expiration. There are currently no bor-

any of the debt obligations of AGF. See also the discussion
rowings under these AGF facilities, nor were any borrowings

under ‘‘Operating Review — Financial Services Operations’’
outstanding as of September 30, 2006.

and ‘‘Liquidity’’ herein.
AGF issued $5.44 billion during 2005 and $1.76 billion

AIG Credit Card Company (Taiwan) and AIG Finance
in the first nine months of 2006 of fixed rate and variable rate

(Taiwan) Limited, both consumer finance businesses in Tai-
medium term notes ranging in maturities from two to ten

wan, have issued commercial paper for the funding of their
years. As of September 30, 2006, notes aggregating

own operations. AIG did not guarantee the commercial paper
$17.48 billion were outstanding with maturity dates ranging

issued by either of these subsidiaries.
from 2006 to 2016 at interest rates ranging from 1.94 percent

Contractual  Obligations  and Other  Commercial  Commitments

The maturity schedule of AIG’s contractual obligations at September 30, 2006 was as follows:
(in millions)

Payments due by Period
Less
Than

Total One 1-3 3+-5 Over Five
Payments Year Years Years Years

Borrowings(a) $121,937 $28,800 $ 28,763 $26,120 $ 38,254
Interest payments on borrowings 45,021 4,133 8,351 5,988 26,549
Loss reserves(b) 79,863 21,962 24,358 11,580 21,963
Insurance and investment contract liabilities(c) 633,884 18,756 53,186 48,687 513,255
Aircraft purchase commitments 19,213 983 10,143 4,833 3,254
Total $899,918 $74,634 $124,801 $97,208 $603,275

(a) Excludes commercial paper and obligations included as debt pursuant to FIN 46(R) and includes hybrid financial instrument liabilities recorded at fair value.

(b) Represents future loss and loss adjustment expense payments estimated based on historical loss development payment patterns.

(c) Insurance and investment contract liabilities include various investment-type products with contractually scheduled maturities including periodic payments

of a term certain nature and guaranteed maturities under guaranteed investment contracts. Insurance and investment contract liabilities also include benefit

and claim liabilities, of which a significant portion represents policies and contracts that do not have stated contractual maturity dates and may not result in

any future payment obligations. For these policies and contracts (i) AIG is currently not making payments until the occurrence of an insurable event, such as

death or disability, (ii) payments are conditional on survivorship, or (iii) the occurrence of a payment due to a surrender or other non-scheduled event out of

AIG’s control. AIG has made significant assumptions to determine the estimated undiscounted cash flows of these contractual policy benefits which include

mortality, morbidity, future lapse rates, expenses, investment returns and interest crediting rates, offset by expected future deposits and premium on in-force

policies. Due to the significance of the assumptions used, the amounts presented could be materially different from actual required payments. The amounts

presented in this table are undiscounted and therefore exceed the future policy benefits and policyholder contract deposits included in the balance sheet.
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The maturity schedule of AIG’s other commercial commitments by segment at September 30, 2006 was as follows:
(in millions)

Amount of Commitment Expiration
Less

Total Than Over
Amounts One 1-3 3+-5 Five

Committed Year Years Years Years

Letters of credit:
Life Insurance & Retirement Services $ 185 $ 31 $ 1 $ 23 $ 130
Parent Company(b) 540 426 1 113 –
DBG 183 183 – – –

Standby letters of credit:
Capital Markets 1,749 1,457 77 42 173

Guarantees:
Life Insurance & Retirement Services(a) 2,140 112 419 7 1,602
Aircraft Finance 170 – – 52 118
Asset Management 252 23 59 – 170

Other commercial commitments(c):
Capital Markets(d) 14,585 4,414 1,515 2,616 6,040
Aircraft Finance(e) 797 – – 183 614
Life Insurance & Retirement Services(f) 4,281 1,008 1,306 1,080 887
Asset Management 1,193 934 176 47 36
Life Settlement 252 – 252 – –
DBG(g) 873 245 188 440 –
Parent Company 200 58 118 24 –

Total $ 27,400 $8,891 $4,112 $4,627 $9,770

(a) Primarily AIG SunAmerica construction guarantees connected to affordable housing investments.

(b) Represents reimbursement obligations under letters of credit issued by commercial banks.

(c) Excludes commitments with respect to pension plans. The annual pension contribution for 2006 is expected to be approximately $70 million for U.S. and

non-U.S. Plans.

(d) Primarily liquidity facilities provided in connection with certain municipal swap transactions and collateralized bond obligations.

(e) Primarily in connection with options to acquire aircraft.

(f) Primarily AIG SunAmerica commitments to invest in partnerships.

(g) Primarily commitments to invest in limited partnerships.

‘‘Rating triggers’’ have been defined by one independent the event of a further downgrade, AIG will be required to post
rating agency to include clauses or agreements the outcome of additional collateral. It is estimated that, as of the close of busi-
which depends upon the level of ratings maintained by one or ness on October 31, 2006 based on AIG’s outstanding munici-
more rating agencies. Rating triggers generally relate to pal guaranteed investment agreements and financial derivatives
events which (i) could result in the termination or limitation transactions as of such date, a further downgrade of AIG’s long-
of credit availability, or require accelerated repayment, term senior debt ratings to ‘Aa3’ by Moody’s or ‘AA–’ by S&P
(ii) could result in the termination of business contracts or would permit counterparties to call for approximately $1.1 bil-
(iii) could require a company to post collateral for the benefit lion of additional collateral. Further, additional downgrades
of counterparties. could result in requirements for substantial additional collateral,

which could have a material effect on how AIG manages its
AIG believes that any of its or its subsidiaries’ contrac-

liquidity. The actual amount of additional collateral that AIG
tual obligations that are subject to ‘‘ratings triggers’’ or finan-

would be required to post to counterparties in the event of such
cial covenants relating to ‘‘ratings triggers’’ would not have a

downgrades depends on market conditions, the market value of
material adverse effect on its financial condition or liquidity.

the outstanding affected transactions and other factors prevail-
As a result of the downgrades of AIG’s long-term senior ing at the time of the downgrade. Any additional obligations to

debt ratings, AIG was required to post approximately $1.16 bil- post collateral will increase the demand on AIG’s liquidity.
lion of collateral with counterparties to municipal guaranteed
investment agreements and financial derivatives transactions. In
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Shareholders’  Equity

AIG’s consolidated shareholders’ equity increased during the first nine months of 2006 and twelve months of 2005 as
follows:

September 30, December 31,
(in millions) 2006 2005

Beginning of year $86,317 $79,673
Net income 10,609 10,477
Unrealized appreciation (depreciation) of investments, net of taxes (852) (1,978)
Cumulative translation adjustment, net of taxes 623 (540)
Dividends to shareholders (1,260) (1,615)
Other* 717 300

End of period $96,154 $86,317

* Reflects the effects of employee stock transactions and in 2006 also reflects the cumulative effect of accounting changes.

(See also the discussion under ‘‘Operating Review’’ and AIG cannot predict whether the regulatory investiga-
‘‘Liquidity’’ herein and the Consolidated Statement of Com- tions currently underway or future regulatory issues will im-
prehensive Income.) pair AIG’s financial condition, results of operations or

liquidity. To AIG’s knowledge, no AIG company is currentlyAIG has in the past reinvested most of its unrestricted
on any regulatory or similar ‘‘watch list’’ with regard to sol-earnings in its operations and believes such continued rein-
vency. (See also the discussion under ‘‘Liquidity’’ herein.)vestment in the future will be adequate to meet any foresee-

able capital needs. However, AIG may choose from time to
Regulation  and Supervisiontime to raise additional funds through the issuance of addi-

tional securities. AIG’s insurance subsidiaries, in common with other insurers,
are subject to regulation and supervision by the states and

Stock  Purchase
jurisdictions in which they do business. In the U.S. the Na-

During 2006, AIG did not purchase any shares of its common tional Association of Insurance Commissioners (NAIC) has
stock under its existing share repurchase authorization. AIG developed Risk-Based Capital (RBC) requirements. RBC re-
from time to time may buy shares of its common stock in the lates an individual insurance company’s statutory surplus to
open market for general corporate purposes, including to the risk inherent in its overall operations.
satisfy its obligations under various employee benefit plans.

AIG’s insurance subsidiaries file financial statementsAt September 30, 2006, an additional 36,542,700 shares
prepared in accordance with statutory accounting practicescould be purchased under the then current authorization by
prescribed or permitted by domestic and foreign insuranceAIG’s Board of Directors.
regulatory authorities. The principal differences between stat-

Dividends  from Insurance  Subsidiaries utory financial statements and financial statements prepared
in accordance with U.S. GAAP for domestic companies arePayments of dividends to AIG by its insurance subsidiaries are
that statutory financial statements do not reflect deferred pol-subject to certain restrictions imposed by regulatory authorities.
icy acquisition costs, some bond portfolios may be carried atWith respect to AIG’s domestic insurance subsidiaries, the pay-
amortized cost, assets and liabilities are presented net of rein-ment of any dividend requires formal notice to the insurance
surance, policyholder liabilities are valued using more con-department in which the particular insurance subsidiary is dom-
servative assumptions and certain assets are non-admitted.iciled. Under the laws of many states, an insurer may pay a

dividend without prior approval of the insurance regulator In connection with the filing of the 2005 statutory finan-
when the amount of the dividend is below certain regulatory cial statements for AIG’s domestic General Insurance compa-
thresholds. To enhance their current capital positions, dividends nies, AIG agreed with the relevant state insurance regulators
from the DBG companies were suspended in the fourth quarter on the statutory accounting treatment of various items. The
of 2005, and AIG has taken various other actions. See ‘‘Regula- regulatory authorities have also permitted certain of the do-
tion and Supervision’’ below. Furthermore, AIG cannot predict mestic and foreign insurance subsidiaries to support the car-
how recent regulatory investigations may affect the ability of its rying value of their investments in certain non-insurance and
regulated subsidiaries to pay dividends. foreign insurance subsidiaries by utilizing the AIG audited

With respect to AIG’s foreign insurance subsidiaries, the consolidated financial statements to satisfy the requirement
most significant insurance regulatory jurisdictions include that the U.S. GAAP-basis equity of such entities be audited. In
Bermuda, Japan, Hong Kong, Taiwan, the United Kingdom, addition, the regulatory authorities have permitted the do-
Thailand and Singapore. mestic General Insurance companies to utilize audited finan-

cial statements prepared on a basis of accounting other than
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U.S. GAAP to value investments in joint ventures, limited A substantial portion of AIG’s General Insurance busi-
partnerships and hedge funds. These permitted practices did ness and a majority of its Life Insurance & Retirement Ser-
not affect the domestic General Insurance companies’ compli- vices business are conducted in foreign countries. The degree
ance with minimum regulatory capital requirements. of regulation and supervision in foreign jurisdictions varies.

Generally, AIG, as well as the underwriting companies oper-
Statutory capital of each company continued to exceed

ating in such jurisdictions, must satisfy local regulatory re-
minimum company action level requirements following the

quirements. Licenses issued by foreign authorities to AIG
adjustments, but AIG nonetheless contributed an additional

subsidiaries are subject to modification and revocation. Thus,
$750 million of capital into American Home effective Sep-

AIG’s insurance subsidiaries could be prevented from con-
tember 30, 2005 and contributed a further $2.25 billion of

ducting future business in certain of the jurisdictions where
capital in February 2006 for a total of approximately $3 bil-

they currently operate. AIG’s international operations in-
lion of capital into Domestic General Insurance subsidiaries

clude operations in various developing nations. Both current
effective December 31, 2005. To enhance their current capital

and future foreign operations could be adversely affected by
positions, dividends from the DBG companies were sus-

unfavorable political developments up to and including na-
pended in the fourth quarter of 2005. AIG believes it has the

tionalization of AIG’s operations without compensation. Ad-
capital resources and liquidity to fund any necessary statu-

verse effects resulting from any one country may affect AIG’s
tory capital contributions. AIG will review the capital posi-

results of operations, liquidity and financial condition de-
tion of its insurance company subsidiaries with various rating

pending on the magnitude of the event and AIG’s net finan-
agencies and regulators to determine if additional capital con-

cial exposure at that time in that country.
tributions or other actions are warranted.

Foreign operations are individually subject to local sol-
As discussed above, various regulators have commenced

vency margin requirements that require maintenance of ade-
investigations into certain insurance business practices. In ad-

quate capitalization, which AIG complies with by country. In
dition, the OTS and other regulators routinely conduct exam-

addition, certain foreign locations, notably Japan, have estab-
inations of AIG and its subsidiaries, including AIG’s

lished regulations that can result in guarantee fund assess-
consumer finance operations. AIG cannot predict the ulti-

ments. These have not had a material effect on AIG’s
mate effect that these investigations and examinations, or any

financial condition or results of operations.
additional regulation arising therefrom, might have on its
business. Federal, state or local legislation may affect AIG’s

Liquidityability to operate and expand its various financial services
businesses, and changes in the current laws, regulations or AIG’s liquidity is primarily derived from the operating cash
interpretations thereof may have a material adverse effect on flows of its General and Life Insurance & Retirement Services
these businesses. See ‘‘Risk Factors — Regulatory Investiga- operations. Management believes that AIG’s liquid assets, its
tions’’ in Item 1A. of Part I of AIG’s 2005 Annual Report on net cash provided by operations, and access to the capital
Form 10-K for a further discussion of the effect these investi- markets will enable it to meet any anticipated cash
gations may have on AIG’s businesses. requirements.

AIG’s U.S. operations are negatively affected under guar- At September 30, 2006, AIG’s consolidated invested
antee fund assessment laws which exist in most states. As a assets included $24.14 billion of cash and short-term invest-
result of operating in a state which has guarantee fund assess- ments. Consolidated net cash provided by operating activities
ment laws, a solvent insurance company may be assessed for in the first nine months of 2006 amounted to $6.0 billion.
certain obligations arising from the insolvencies of other in-

During the second quarter of 2006, AIG began present-surance companies which operated in that state. AIG gener-
ing cash flows related to the origination and sale of financeally records these assessments upon notice. Additionally,
receivables held for sale as cash flows within operating activi-certain states permit at least a portion of the assessed amount
ties in the Consolidated Statement of Cash Flows. Previouslyto be used as a credit against a company’s future premium tax
these amounts were presented as cash flows within investingliabilities. Therefore, the ultimate net assessment cannot rea-
activities. In addition, certain intercompany transactions in-sonably be estimated. The guarantee fund assessments net of
cluded in Finance receivables held for sale — originations andcredits for the first nine months of 2006 were $74 million.
purchases and Finance receivable principal payments received

AIG is also required to participate in various involuntary in the Consolidated Statement of Cash Flows were not elimi-
pools (principally workers compensation business) which nated in 2005. After evaluating the effect of these items dur-
provide insurance coverage for those not able to obtain such ing the second quarter of 2006, AIG has revised the 2005
coverage in the voluntary markets. This participation is also presentation to conform to the 2006 presentation. See
recorded upon notification, as these amounts cannot reasona- Note 11 of Notes to the Consolidated Financial Statements.
bly be estimated.
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The liquidity of the combined insurance operations is subsidiaries. Transatlantic contributed the proceeds of the
derived both domestically and abroad. The combined insur- offering to a reinsurance company subsidiary.
ance operating cash flow is derived from two sources, under-

This liquidity is available, among other things, to
writing operations and investment operations. Cash flow

purchase predominately high quality and diversified fixed in-
includes periodic premium collections, including policyhold-

come securities and, to a lesser extent, marketable equity
ers’ contract deposits, cash flows from investment operations

securities, and to provide mortgage loans on real estate, pol-
and paid loss recoveries less reinsurance premiums, losses,

icy loans and collateral loans. This cash flow coupled with
benefits, and acquisition and operating expenses. Generally,

proceeds of approximately $91 billion from the maturities,
there is a time lag from when premiums are collected and,

sales and redemptions of fixed income securities and from the
when as a result of the occurrence of events specified in the

sale of equity securities was used to purchase approximately
policy, the losses and benefits are paid. Investment income

$110 billion of fixed income securities and marketable equity
cash flow is primarily derived from interest and dividends

securities during the first nine months of 2006.
received and includes realized capital gains net of realized

AIG’s major Financial Services operating subsidiariescapital losses. (See also the discussions under ‘‘Operating Re-
consist of AIGFP, ILFC, AGF, AIGCFG and AI Credit.view: General Insurance Operations’’ and ‘‘Life Insurance &
Sources of funds considered in meeting the liquidity needs ofRetirement Services Operations’’ herein.)
AIGFP’s operations include guaranteed investment agree-

With respect to General Insurance operations, if paid
ments, issuance of long-term and short-term debt, proceeds

losses accelerated beyond AIG’s ability to fund such paid
from maturities and sales of securities available for sale, secu-

losses from current operating cash flows, AIG might need to
rities sold under repurchase agreements, and securities and

liquidate a portion of its General Insurance investment port-
spot commodities sold but not yet purchased. ILFC, AGF,

folio and/or arrange for financing. Potential events causing
AIGCFG and AI Credit all utilize the commercial paper mar-

such a liquidity strain could be the result of several significant
kets, retail and wholesale deposits, bank loans and bank

catastrophic events occurring in a relatively short period of
credit facilities as sources of liquidity. ILFC and AGF also

time. Additional strain on liquidity could occur if the invest-
fund in the domestic and international capital markets with-

ments sold to fund such paid losses were sold into a depressed
out reliance on any guarantee from AIG. An additional

market place and/or reinsurance recoverable on such paid
source of liquidity for ILFC is the use of export credit facili-

losses became uncollectible or collateral supporting such rein-
ties. AIGCFG also uses wholesale and retail bank deposits as

surance recoverable significantly decreased in value. (See also
sources of funds. On occasion, AIG has provided equity capi-

the discussions under ‘‘Operating Review: General Insurance
tal to ILFC, AGF and AIGCFG and provides intercompany

Operations’’ herein.)
loans to AIGCFG. An AIG subsidiary purchased additional

With respect to Life Insurance & Retirement Services shares of ILFC in the amount of $400 million during the third
operations, if a substantial portion of the Life Insurance & quarter of 2005. Cash flow provided from operations is a
Retirement Services operations bond portfolio diminished major source of liquidity for AIG’s primary Financial Services
significantly in value and/or defaulted, AIG might need to operating subsidiaries.
liquidate other portions of its Life Insurance & Retirement

AIG, the parent company, funds its short-term working
Services investment portfolio and/or arrange financing. Po-

capital needs through commercial paper issued by AIG Fund-
tential events causing such a liquidity strain could be the

ing. As of September 30, 2006, AIG Funding had $4.48 bil-
result of economic collapse of a nation or region in which Life

lion of commercial paper outstanding with an average
Insurance & Retirement Services operations exist, nationali-

maturity of 27 days. As additional liquidity, AIG parent has a
zation, terrorist acts, or other such economic or political up-

$2 billion inter-company revolving credit facility provided by
heaval. In addition, a significant rise in interest rates leading

certain of its subsidiaries, a $1.625 billion 364-day revolving
to a significant increase in policyholder surrenders could also

bank credit facility that expires in July 2007, a $1.625 billion
create a liquidity strain. (See also the discussions under ‘‘Op-

five year revolving bank credit facility that expires in July
erating Review: Life Insurance & Retirement Services Opera-

2011 and a $3 billion 364-day revolving credit facility that
tions’’ herein.)

expires in November 2006, of which $511 million is cur-
In addition to the combined insurance pretax operating rently available as back-up liquidity. AIG parent’s primary

cash flow, AIG’s insurance operations held $12.75 billion in sources of cash flow are dividends and loans from its subsidi-
cash and short-term investments at September 30, 2006. Op- aries. AIG parent’s primary uses of cash flow are for debt
erating cash flow and the cash and short-term balances held service, capital contributions to subsidiaries and the payment
provided AIG’s insurance operations with a significant of dividends to shareholders. On November 9, 2006, AIG
amount of liquidity. AIG subsidiaries have also issued debt intends to redeem its Zero Coupon Convertible Senior De-
securities to meet capital needs. In December 2005, Transat- bentures that were issued on November 9, 2001. The aggre-
lantic issued $750 million of debt securities in a public offer- gate redemption price payable by AIG is approximately
ing, of which $450 million were purchased by other AIG $1.07 billion. See also Note 9 of Notes to Consolidated Fi-
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nancial Statements in AIG’s 2005 Annual Report on interest and foreign currency exchange rates, credit events,
Form 10-K/A for additional information on debt maturities securities’ prices and certain commodities and financial or
for AIG and its subsidiaries. commodity indices. AIG’s customers – such as corporations,

financial institutions, multinational organizations, sovereign
Special  Purpose Vehicles and Off Balance entities, government agencies and municipalities – use deriva-
Sheet Arrangements tives to hedge their own market exposures. For example, a

futures, forward or option contract can be used to protect theAIG uses special purpose vehicles (SPVs) and off balance
customers’ assets or liabilities against price fluctuations.sheet arrangements in the ordinary course of business. As a

A counterparty may default on any obligation to AIG,result of recent changes in accounting, a number of SPVs and
including a derivative contract. Credit risk is a consequenceoff balance sheet arrangements have been reflected in AIG’s
of extending credit and/or carrying trading and investmentconsolidated financial statements. In January 2003, FASB is-
positions. Credit risk exists for a derivative contract whensued Interpretation No. 46, ‘‘Consolidation of Variable Inter-
that contract has a positive fair value to AIG. To help manageest Entities’’ (FIN 46). FIN 46 addressed the consolidation
this risk, AIGFP’s credit department operates within theand disclosure rules for nonoperating entities that are now
guidelines set by the AIG Credit Risk Committee. This com-defined as Variable Interest Entities (VIEs). In December
mittee establishes the credit policy, sets limits for counterpar-2003, FASB issued a revision to Interpretation No. 46
ties and provides limits for derivative transactions with(FIN 46(R)).
counterparties having different credit ratings. In addition to

AIG has guidelines with respect to the formation of and credit ratings, this committee takes into account other fac-
investment in SPVs and off balance sheet arrangements. In tors, including the industry and country of the counterparty.
addition, AIG has expanded the responsibility of its Complex Transactions which fall outside these pre-established guide-
Structured Financial Transaction Committee (CSFT) to in- lines require the specific approval of the AIG Credit Risk
clude the review of any transaction that could subject AIG to Committee. It is also AIG’s policy to establish reserves for
heightened legal, reputational, regulatory, accounting or potential credit impairment when necessary.
other risk. See ‘‘Management’s Report on Internal Control

In addition, AIGFP utilizes various credit enhancements,Over Financial Reporting’’ in Item 9A. of Part II included in
including letters of credit, guarantees, collateral, credit trig-AIG’s 2005 Annual Report on Form 10-K for a further dis-
gers, credit derivatives, and margin agreements to reduce thecussion of the CSFT.
credit risk relating to its outstanding financial derivative

For additional information related to AIG’s activities transactions. AIGFP requires credit enhancements in connec-
with respect to VIEs and certain guarantees see ‘‘Recent Ac- tion with specific transactions based on, among other things,
counting Standards’’ herein and also Note 8 of Notes to Con- the creditworthiness of the counterparties, and the transac-
solidated Financial Statements. Also, for additional tion’s size and maturity.
disclosure regarding AIG’s commercial commitments (includ-

AIG’s Derivatives Review Committee provides an indepen-ing guarantors), see ‘‘Contractual Obligations and Other
dent review of any proposed derivative transaction or programCommercial Commitments’’ herein.
except those derivative transactions entered into by AIGFP with
third parties. The committee examines, among other things, theDerivatives
nature and purpose of the derivative transaction, its potential

Derivatives are financial instruments among two or more credit exposure, if any, and the estimated benefits.
parties with returns linked to or ‘‘derived’’ from some under-

Managing Risklying equity, debt, commodity or other asset, liability, or in-
dex. Derivatives payments may be based on interest rates and Market  Risk
exchange rates and/or prices of certain securities, commodi- Market risk is the risk of loss of fair value resulting from
ties, financial or commodity indices, or other variables. The adverse fluctuations in interest rates, foreign currencies, equi-
more significant types of derivative arrangements in which ties and commodity prices. AIG has exposures to these risks.
AIG transacts are swaps, forwards, futures and options. In

AIG analyzes market risk using various statistical tech-the normal course of business, with the agreement of the
niques including Value at Risk (VaR). VaR is a summary statis-original counterparty, these contracts may be terminated
tical measure that applies the estimated volatility andearly or assigned to another counterparty.
correlation of market factors to AIG’s market positions. The

The overwhelming majority of AIG’s derivatives activi- output from the VaR calculation is the maximum loss that
ties are conducted by the Capital Markets operations, thus could occur over a defined period of time given a certain
permitting AIG to participate in the derivatives dealer market probability. While VaR models are relatively sophisticated, the
acting primarily as principal. In these derivative operations, quantitative market risk information generated is limited by
AIG structures transactions that generally allow its the assumptions and parameters established in creating the
counterparties to obtain or hedge exposure to changes in related models. AIG believes that statistical models alone do
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not provide a reliable method of monitoring and controlling AIG calculated the VaR with respect to the net fair value
market risk. Therefore, such models are tools and do not sub- of each of AIG’s insurance segments as of September 30,
stitute for the experience or judgment of senior management. 2006 and December 31, 2005. The VaR number represents

the maximum potential loss as of those dates that could be
Insurance incurred with a 95 percent confidence (i.e., only five percent
AIG has performed a separate VaR analysis for the General of historical scenarios show losses greater than the VaR fig-
Insurance and Life Insurance & Retirement Services segments ure) within a one-month holding period. AIG uses the histori-
and for each market risk within each segment. For purposes of cal simulation methodology that entails repricing all assets
the VaR calculation, the insurance assets and liabilities from and liabilities under explicit changes in market rates within a
GICs are included in the Life Insurance & Retirement Services specific historical time period. AIG uses the most recent three
segment. For the calculations in the analyses the financial instru- years of historical market information for interest rates, for-
ment assets included are the insurance segments’ invested assets, eign exchange rates, and equity index prices. For each scena-
excluding real estate and investment income due and accrued, rio, each transaction was repriced. Portfolio, business unit
and the financial instrument liabilities included are reserve for and finally AIG-wide scenario values are then calculated by
losses and loss expenses, unearned premiums, future policy ben- netting the values of all the underlying assets and liabilities.
efits for life and accident and health insurance contracts and
other policyholders’ funds.

The following table presents the period-end, average, high and low VaRs on a combined basis and of each component of
market risk for each of AIG’s insurance segments as of September 30, 2006 and December 31, 2005. Due to diversifica-
tion effects, the combined VaR is always smaller than the sum of its components.

2006 2005*
As ofFor the nine months ended For the year ended

As of September 30, December 31,September 30, December 31,
(in millions) Average High Low Average High Low

General Insurance:
Market risk:

Combined $1,703 $1,692 $1,776 $1,617 $1,617 $1,585 $1,672 $1,396
Interest rate 1,566 1,659 1,717 1,566 1,717 1,746 1,931 1,563
Currency 200 150 200 119 130 125 139 111
Equity 535 546 560 535 535 651 727 535

Life Insurance &
Retirement Services:

Market risk:
Combined $4,469 $4,794 $5,276 $4,442 $4,515 $4,737 $5,024 $4,515
Interest rate 4,218 4,619 5,032 4,218 4,382 4,488 4,750 4,382
Currency 580 548 597 475 541 511 560 442
Equity 1,312 1,222 1,312 1,143 762 953 1,024 762

* The calculations of Equity VaR for the Life Insurance & Retirement Services segment shown above for all 2006 periods include structured exposures and exposures

related to equity-linked guarantees on variable annuity products. These exposures are not included in the Equity VaR calculations for the 2005 periods.

In the Life Insurance & Retirement Services segment, the ticularly those market exposures of the Capital Markets oper-
Combined VaR is near the low point in the range for 2006 ations. This department determines whether AIG’s market
and is similar to the Combined VaR at the end of 2005. The risks, as well as those market risks of individual subsidiaries,
Equity VaR increase during 2006 did not cause a correspond- are within the parameters established by AIG’s senior man-
ing increase in Combined VaR due to both diversification agement. Well established market risk management tech-
effects and to declines in interest rate volatilities, which re- niques such as sensitivity analysis are used. Additionally, this
duced Interest Rate VaR during 2006. department verifies that specific market risks of each of cer-

tain subsidiaries are managed and hedged by that subsidiary.
Financial  Services

ILFC is exposed to market risk and the risk of loss of fair
AIG generally manages its market exposures within Financial value and possible liquidity strain resulting from adverse fluc-
Services by maintaining offsetting positions. Capital Markets tuations in interest rates. As of September 30, 2006 and
seeks to minimize or set limits for open or uncovered market December 31, 2005, AIG statistically measured the loss of
positions. Credit exposure is managed separately. (See the fair value through the application of a VaR model. In this
discussion on the management of credit risk above.) analysis, the net fair value of Aircraft Finance operations was

determined using the financial instrument assets which in-AIG’s Market Risk Management Department provides
cluded the tax adjusted future flight equipment lease revenue,detailed independent review of AIG’s market exposures, par-
and the financial instrument liabilities which included the
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future servicing of the current debt. The estimated effect of Systems used by Capital Markets operations can moni-
the current derivative positions was also taken into account. tor each unit’s respective market positions on an intraday

basis. AIGFP operates in major business centers overseas and
AIG calculated the VaR with respect to the net fair value

therefore is open for business essentially 24 hours a day.
of Aircraft Finance operations using the historical simulation

Thus, the market exposure and offset strategies are regularly
methodology, as previously described. As of September 30,

monitored, reviewed and coordinated.
2006 and December 31, 2005, the average VaR with respect
to the net fair value of Aircraft Finance operations was ap- AIGFP applies various testing techniques which reflect
proximately $165 million and $129 million, respectively. In significant potential market movements in interest rates, for-
late 2005, ILFC lengthened the average maturity of its debt, eign exchange rates, commodity and equity prices, volatility
leading to an increase in its VaR. levels and the effect of time. These techniques vary by cur-

rency and are regularly changed to reflect factors affecting the
Capital Markets operations are exposed to market risk

derivatives portfolio. The results from these analyses are reg-
due to changes in the level and volatility of interest rates,

ularly reviewed by AIG management.
foreign currency exchange rates, equity prices and commod-
ity prices. AIGFP hedges its exposure to these risks primarily As described above, Capital Markets operations are ex-
through swaps, options, forwards and futures. To economi- posed to the risk of loss of fair value from adverse fluctua-
cally hedge interest rate risks, AIGFP may also purchase U.S. tions in interest rate and foreign currency exchange rates and
and foreign government obligations. equity and commodity prices as well as implied volatilities

thereon. AIG statistically measures the losses of fair value
AIGFP does not seek to manage the market risk of each

through the application of a VaR model across Capital
transaction through an individual third party offsetting trans-

Markets.
action. Rather, AIGFP takes a portfolio approach to the man-
agement of its market risk exposures. AIGFP values the Capital Markets asset and liability portfolios for which
predominant portion of its market-sensitive transactions by the VaR analyses were performed included over the counter
marking them to market currently through income. A smaller and exchange traded investments, derivative instruments and
portion is priced by estimated fair value based upon an extra- commodities. Because the market risk with respect to securi-
polation of market factors. There is another limited portion ties available for sale, at market, is substantially hedged, seg-
of transactions where the initial fair value is not recorded regation of market sensitive instruments into trading and
through income currently and gains or losses are recognized other than trading was not deemed necessary. The VaR calcu-
over the life of the transactions. These valuations represent an lation is unaffected by the accounting treatment of hedged
assessment of the present values of expected future cash flows transactions under FAS 133.
and may include reserves for such risks as are deemed appro-

In the calculation of VaR for Capital Markets opera-
priate by AIGFP and AIG management.

tions, AIG uses the same historical simulation methodology,
The recorded values of these transactions may be differ- described under Insurance above, which entails repricing all

ent from the values that might be realized if AIGFP were assets and liabilities under explicit changes in market rates
required to sell or close out the transactions prior to maturity. within a specific historical time period.
AIG believes that such differences are not significant to its

The following table presents the VaR on a combined basis
financial condition or liquidity. Such differences would be

and of each component of market risk for Capital Markets
immediately recognized in income when the transactions are

operations as of September 30, 2006 and December 31,
sold or closed out prior to maturity.

2005. Due to diversification effects, the combined VaR is
AIGFP attempts to secure reliable and independent cur- always smaller than the sum of its components.

rent market prices, such as published exchange prices, exter- (in millions) 2006 2005
nal subscription services such as from Bloomberg or Reuters Combined $19 $22
or third-party broker quotes for use in this model. When such Interest rate 9 9

Currency 7 3prices are not available, AIGFP use an internal methodology
Equity 15 14which includes extrapolation from observable and verifiable
Commodity 14 9

prices nearest to the measurement date of the reporting pe-
riod. Historically, actual results have not materially deviated
from these models in any material respect. 
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The following table presents the average, high and low VaRs were based on 100 year return period losses, which have a
on a combined basis and of each component of market risk 1 percent likelihood of being exceeded in any single year.
for Capital Markets operations as of September 30, 2006 Thus, there is a one percent probability that AIG could incur
and December 31, 2005. Due to diversification effects, the in any year losses in excess of the modeled amounts for these
combined VaR is always smaller than the sum of its perils.
components. (in millions)

% of Consolidated2006 2005 Net of Net, After Shareholders’ Equity
(in millions) Average High Low Average High Low Natural Peril Gross Reinsurance Income Taxes at December 31, 2005

Earthquake $3,412 $2,283 $1,484 1.7%Combined $20 $22 $19 $17 $22 $13
Interest rate 8 9 7 9 11 6 Tropical
Currency 6 9 3 4 6 3 Cyclone* $5,336 $3,907 $2,540 2.9%
Equity 14 15 12 9 16 5 * Includes hurricanes, typhoons and other wind-related events.
Commodity 12 16 9 8 10 7

In addition, AIG also evaluates potential single event earth-
Catastrophe  Exposures quake and hurricane losses that may be incurred. The single

events utilized are a subset of potential events identified andThe nature of AIG’s business exposes it to various catastrophic
utilized by Lloyd’s1and referred to as Realistic Disaster Sce-events in which multiple losses across multiple lines of business
narios (RDSs). The purpose of this analysis was to utilizecan occur in any calendar year. In order to control this expo-
these RDSs to provide a reference frame and place into con-sure, AIG uses a combination of techniques, including setting
text the model results. However, it is important to note thataggregate limits in key business units, monitoring and model-
the specific events used for this analysis do not necessarilying accumulated exposures, and purchasing catastrophe rein-
represent the worst case loss that AIG could incur from thissurance to supplement its other reinsurance protections.
type of an event in these regions. The losses associated with

AIG evaluates catastrophic events and assesses the the RDSs are included in the table below.
probability of occurrence and magnitude of catastrophic

Single event modeled property and workers compensationevents through the use of third party models generally recog-
losses to AIG’s worldwide portfolio of risk for key geo-nized as industry standards. Following is an overview of
graphic areas. Gross values represent AIG’s liability aftermodeled losses associated with the more significant natural
the application of policy limits and deductibles, and netperils. The modeled results assume that all reinsurers perform
values represent losses after all reinsurance is applied.their obligations to AIG in accordance with their terms.
(in millions)

It is important to recognize that there is no standard method- Net of
Natural Peril Gross Reinsuranceology to project the possible losses from total property and
Miami Hurricane $4,530 $2,911workers compensation exposures and that the use of different
Northeast Hurricane 3,732 2,498

models could result in materially different projected losses. San Francisco Earthquake 3,628 2,229
Los Angeles Earthquake 3,285 2,145Further, there are no industry standard assumptions to be
Gulf Coast Hurricane 2,581 1,391utilized in projecting these losses. The use of different as- Japanese Earthquake 339 153

sumptions could materially change the projected losses. European Windstorm 135 41
Japanese Typhoon 125 105Therefore, these modeled losses may not be comparable to

estimates made by other companies. Because the specific international RDS events do not necessa-
rily correspond to AIG’s international exposures, AIG alsoThese estimates are inherently uncertain and may not reflect
runs simulations against its own exposures where statisticalAIG’s maximum exposures to these events. It is highly likely
return period losses associated with the written exposure spe-that AIG’s losses will vary, perhaps significantly, from these
cific to AIG’s exposures provide the basis for monitoring risk.estimates.
Based on these simulations, the 100 year return period for
Japanese Earthquake is $359 million gross, and $113 millionNatural  Catastrophe  Exposures
net, the 100 year return period for European Windstorm is

The modeled results provided in the table below were based
$168 million gross, and $54 million net, and the 100 year

on the aggregate exceedence probability (AEP) losses which
return period for the Japanese Typhoon is $313 million gross,

represent total property and workers compensation losses
and $260 million net.

that may occur in any single year from one or more natural
ACTUAL RESULTS IN ANY PERIOD ARE LIKELY TOevents. The model, which has been updated to reflect 2005
VARY, PERHAPS MATERIALLY, FROM THE MODELEDcatastrophes, generally used 2005 exposure data and the cur-
SCENARIOS, AND THE OCCURRENCE OF ONE ORrent reinsurance program structure. The values provided

1 Lloyd’s Realistic Disaster Scenarios, Scenario Specifications, April 2006
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TerrorismMORE SEVERE EVENTS COULD HAVE A MATERIAL
ADVERSE EFFECT ON AIG’S FINANCIAL CONDITION,

Terrorism risk is also monitored to control AIG’s exposure.
RESULTS OF OPERATIONS AND LIQUIDITY.

AIG shares its exposures to terrorism risks under the Terror-
ism Risk Insurance Act (TRIA). AIG’s current deductible

Measures  Implemented  to  Control  Hurricane  and
under TRIA is $3.3 billion and AIG would share 10 percent

Earthquake  Catastrophic  Risk
of certified terrorism losses in excess of the $3.3 billion.

Catastrophic risk from the earthquake and hurricane perils is
Recent Accounting Standardsproactively managed through reinsurance programs, and ag-

gregate accumulation monitoring. Catastrophe reinsurance is
At the March 2004 meeting, the Emerging Issue Task Force

purchased by AIG from financially sound reinsurers. Recov-
(EITF) reached a consensus with respect to Issue No. 03-1,

eries under this program, along with other non-catastrophic
‘‘The Meaning of Other-Than Temporary Impairment and Its

reinsurance protections, are reflected in the net values pro-
Application to Certain Investments.’’ On September 30,

vided in the tables above. In addition to the catastrophic
2004, the FASB issued FASB Staff Position (FSP) EITF Is-

reinsurance programs, hurricane and earthquake exposures
sue 03-1-1, Effective Date of Paragraphs 10-20 of EITF Is-

are also controlled by monitoring aggregate exposures on a
sue No. 03-1, ‘‘The Meaning of Other-Than-Temporary

regular basis. The aggregate exposures are calculated by com-
Impairment and its Application to Certain Investments.’’ In

piling total liability within AIG defined hurricane and earth-
November 2005, FASB issued FSP FAS 115-1, ‘‘The Meaning

quake catastrophe risk zones and therefore represent the
of Other-Than-Temporary Impairment and Its Application to

maximum that could be lost in any individual zone. These
Certain Investments,’’ which replaces the measurement and

aggregate accumulations are tracked over time in order to
recognition guidance set forth in Issue No. 03-1 and codifies

monitor both long and short term trends. AIG’s major prop-
certain existing guidance on impairment.

erty writers, Lexington and The Private Client Group, have
On June 1, 2005, the FASB issued Statement No. 154,also implemented catastrophe related underwriting proce-

‘‘Accounting Changes and Error Corrections’’ (FAS 154).dures and manage their books at an account level. Lexington
FAS 154 replaces APB Opinion No. 20, ‘‘Accountingindividually models most accounts prior to binding in order
Changes’’ and FASB Statement No. 3, ‘‘Reporting Account-to specifically quantify catastrophic risk for each account.
ing Changes in Interim Financial Statements.’’

Pandemic  Influenza
At the June 2005 meeting, the EITF reached a consensus

with respect to Issue No. 04-5, ‘‘Determining Whether a Gen-The potential for a pandemic influenza outbreak has received
eral Partner, or the General Partners as a Group, Controls amedia attention during the past year. AIG continues to ana-
Limited Partnership or Similar Entity When the Limited Part-lyze its exposure to this serious threat and, as such, has en-
ners have Certain Rights.’’gaged an external risk management firm to model loss

scenarios associated with an outbreak of Avian Flu. Using a
On June 29, 2005, the FASB issued Statement 133 Imple-

1 in 100 year return period, AIG estimates its after-tax net
mentation Issues No. B38, ‘‘Embedded Derivatives: Evalua-

losses under its life insurance policies due to Avian Flu at
tion of Net Settlement with Respect to the Settlement of a

approximately 0.9 percent of consolidated shareholders’ eq-
Debt Instrument through Exercise of an Embedded Put Op-

uity as of December 31, 2005. This estimate was calculated
tion or Call Option’’ and No. B39, ‘‘Application of Para-

over a 3 year period, although the majority of the losses
graph 13(b) to Call Options That are Exercisable Only by the

would be incurred in the first year. The modeled losses calcu-
Debtor.’’

lated were based on 2005 policy data representing approxi-
On September 19, 2005, the FASB issued Statement ofmately 90 percent of AIG’s Individual Life, Group Life, and

Position 05-1, ‘‘Accounting by Insurance Enterprises for De-Credit Life books of business, net of reinsurance. This esti-
ferred Acquisition Costs in Connection with Modifications ormate does not include claims that could be made under other
Exchanges of Insurance Contracts.’’policies, such as business interruption or general liability poli-

cies, and does not reflect estimates for losses resulting from On February 16, 2006, the FASB issued FAS No. 155,
disruption of AIG’s own business operations that may arise ‘‘Accounting for Certain Hybrid Financial Instruments.’’
out of such a pandemic. The model used to generate this

On March 27, 2006, the FASB issued FASB FTB 85-4-1,estimate has only recently been developed. The reasonable-
‘‘Accounting for Life Settlement Contracts by Third-Partyness of the model and its underlying assumptions cannot
Investors’’ (FSP 85-4-1), an amendment of FTB 85-4, ‘‘Ac-readily be verified by reference to comparable historical
counting for Purchases of Life Insurance.’’events. As a result, AIG’s actual losses from a pandemic influ-

enza outbreak are likely to vary significantly from those pre- On April 13, 2006, the FASB issued FSP FIN 46(R)-6,
dicted by the model. ‘‘Determining the Variability to be Considered in Applying

FASB Interpretation No. 46(R).’’
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On July 13, 2006, the FASB issued FASB Interpretation Misstatements when Quantifying Misstatements in Current
No. 48, ‘‘Accounting for Uncertainty in Income Taxes - an Year Financial Statements’’ (SAB 108).
interpretation of FASB Statement No. 109’’ (FIN 48).

In September 2006, the FASB issued FAS No. 157, ‘‘Fair
Effective January 1, 2006, AIG adopted the fair value Value Measurements’’ (FAS No. 157).

recognition provisions of Statement of Financial Accounting
In September 2006, the FASB issued FAS No. 158, ‘‘Em-

Standards No. 123R ‘‘Share-Based Payments’’ (FAS 123R).
ployers’ Accounting for Defined Benefit Pension and Other

For further discussion of these recent accounting standards
Postretirement Plans, an amendment of FASB Statements

and its application to AIG, see Note 10 of Notes to Consoli-
No. 87, 88, 106 and 132(R)’’ (FAS No. 158).

dated Financial Statements.
For further discussion of these recent accounting stan-

On September 13, 2006, the SEC issued Staff Account-
dards and its application to AIG, see Note 8 of the Notes to

ing Bulletin No. 108, ‘‘Considering the Effects of Prior Year
Consolidated Financial Statements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Included in Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

ITEM 4. CONTROLS AND PROCEDURES

In connection with the preparation of this Form 10-Q, an Officer, to allow timely decisions regarding required disclo-
evaluation was carried out by AIG’s management, with the sures. Based on its evaluation, and in light of the previously
participation of AIG’s Chief Executive Officer and Chief Fi- identified material weaknesses in internal control over finan-
nancial Officer, of the effectiveness of AIG’s disclosure con- cial reporting, as of December 31, 2005, described within the
trols and procedures (as defined in Rules 13a-15(e) and 2005 Annual Report on Form 10-K, AIG’s Chief Executive
15d-15(e) under the Securities Exchange Act of 1934 (Ex- Officer and Chief Financial Officer concluded that, as of Sep-
change Act)). Disclosure controls and procedures are de- tember 30, 2006, AIG’s disclosure controls and procedures
signed to ensure that information required to be disclosed in were ineffective. In addition, there has been no change in
reports filed or submitted under the Exchange Act is re- AIG’s internal control over financial reporting (as defined in
corded, processed, summarized and reported within the time Rule 13a-15(f) under the Exchange Act) that occurred during
periods specified in SEC rules and forms and that such infor- the quarter ended September 30, 2006 that has materially
mation is accumulated and communicated to management, affected, or is reasonably likely to materially affect, AIG’s
including the Chief Executive Officer and Chief Financial internal control over financial reporting.

94



American International Group, Inc. and Subsidiaries

Part II – OTHER  INFORMATION

ITEM 1A. Risk  Factors.

The following supplements the significant factors that may affect our business and operations described under ‘‘Risk Factors’’
in Item 1A. of Part I of AIG’s 2005 Annual Report on Form 10-K and Item 1A. of Part II of AIG’s Quarterly Report on
Form 10-Q for the quarter ended March 31, 2006.

There are limited suppliers of aircraft and engines.

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

ITEM 2. Unregistered  Sales  of  Equity  Securities  and  Use  of  Proceeds.

The table below provides information with respect to purchases of AIG Common stock during the three months ended
September 30, 2006.

Maximum Number
Total Number of of Shares that May

Shares Purchased Yet Be Purchased
Total Average as Part of Publicly Under the Plans

Number of Price Paid Announced Plans or Programs
Period Shares Purchased(1) per Share or Programs at End of Month(2)

July 1 - 31 – $ – – 36,542,700
August 1 - 31 – – – 36,542,700
September 1 - 30 – – – 36,542,700
Total – $ – –

(1) Does not include 41,230 shares delivered or attested to in satisfaction of the exercise price by holders of AIG employee stock options exercised during the

three months ended September 30, 2006.

(2) On July 19, 2002, AIG announced that its Board of Directors had authorized the open market purchase of up to 10 million shares of common stock. On

February 13, 2003, AIG announced that the Board had expanded the existing program through the authorization of an additional 50 million shares. The

purchase program has no set expiration or termination date.

ITEM 6. Exhibits.

See accompanying Exhibit Index.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

AMERICAN INTERNATIONAL GROUP, INC.
(Registrant)

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

/s / DAVID L. HERZOG

David L. Herzog
Senior Vice President and Comptroller

(Principal Accounting Officer)

Dated: November 9, 2006
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EXHIBIT INDEX
Exhibit
Number Description Location

11 Statement re computation of per share earnings Included in Note (3) of Notes to
Consolidated Financial Statements.

12 Statement re computation of ratios Filed herewith.
31 Rule 13a-14(a)/15d-14(a) Certifications Filed herewith.
32 Section 1350 Certifications Filed herewith.



Exhibit 12

American International Group, Inc.

Computation of Ratios of Earnings to Fixed Charges

Three Months Nine Months
Ended September 30, Ended September 30,

(in millions, except ratios) 2006 2005 2006 2005

Income before income taxes, minority interest and cumulative effect of an
accounting change $ 6,301 $ 2,547 $16,335 $14,897

Less – Equity income of less than 50% owned persons 44 (208) 174 (115)
Add – Dividends from less than 50% owned persons 8 17 26 143

6,265 2,772 16,187 15,155
Add – Fixed charges 2,306 2,440 6,302 5,909
Less – Capitalized interest 14 15 43 45
Income before income taxes, minority interest, cumulative effect of an accounting

change and fixed charges $ 8,557 $ 5,197 $22,446 $21,019
Fixed charges:

Interest costs $ 2,254 $ 2,389 $ 6,145 $ 5,755
Rental expense* 52 51 157 154

Total fixed charges $ 2,306 $ 2,440 $ 6,302 $ 5,909
Ratio of earnings to fixed charges 3.71 2.13 3.56 3.56

Secondary Ratio
Interest credited to GIC and GIA policy and contract holders $ (1,266) $ (1,677) $ (3,453) $ (3,739)
Total fixed charges excluding interest credited to GIC and GIA policy and contract

holders $ 1,040 $ 763 $ 2,849 $ 2,170

Secondary ratio of earnings to fixed charges 7.01 4.61 6.67 7.96

*The portion deemed representative of the interest factor.

The secondary ratio is disclosed for the convenience of fixed GIAs are entered into by AIG’s insurance subsidiaries, princi-
income investors and the rating agencies that serve them and pally Sun America Life Insurance Company and AIG Finan-
is more comparable to the ratios disclosed by all issuers of cial Products Corp. and its subsidiaries, respectively. The
fixed income securities. The secondary ratio removes interest proceeds from GICs and GIAs are invested in a diversified
credited to guaranteed investment contract (GIC) policyhold- portfolio of securities, primarily investment grade bonds. The
ers and guaranteed investment agreement (GIA) con- assets acquired yield rates greater than the rates on the related
tractholders. Such expenses are also removed from income policyholders obligation or agreement, with the intent of
before income taxes, minority interest and cumulative effect earning operating income from the spread.
of an accounting change used in this calculation. GICs and



Exhibit 31

CERTIFICATIONS

I, Martin J. Sullivan, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consoli-
dated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summa-
rize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

/s / MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

Date: November 9, 2006



CERTIFICATIONS

I, Steven J. Bensinger, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consoli-
dated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summa-
rize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: November 9, 2006



Exhibit 32

CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended September 30, 2006, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’),
I, Martin J. Sullivan, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that
to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

Date: November 9, 2006

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.



CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended September 30, 2006, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’),
I, Steven J. Bensinger, Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, that to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: November 9, 2006

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.
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American International Group, Inc. and Subsidiaries

Part I

Item 1.
Business

Financial ServicesAmerican International Group, Inc. (AIG), a Delaware corporation, is
a holding company which, through its subsidiaries, is engaged in a International Lease Finance Corporation (ILFC)
broad range of insurance and insurance-related activities in the AIG Financial Products Corp. and AIG Trading Group Inc. and
United States and abroad. AIG’s primary activities include both their respective subsidiaries (collectively, AIGFP)
General Insurance and Life Insurance & Retirement Services American General Finance, Inc. (AGF)
operations. Other significant activities include Financial Services AIG Consumer Finance Group, Inc. (AIGCFG)
and Asset Management. The principal business units in each of Imperial A.I. Credit Companies
AIG’s segments are as follows*:

Asset Management
General Insurance

AIG SunAmerica Asset Management Corp. (SAAMCo)American Home Assurance Company (American Home)
AIG Global Asset Management Holdings Corp. and its National Union Fire Insurance Company of Pittsburgh, Pa.

subsidiaries and affiliated companies (collectively, AIGGIG)(National Union)
New Hampshire Insurance Company (New Hampshire)
Lexington Insurance Company (Lexington) At December 31, 2006, AIG and its subsidiaries had
The Hartford Steam Boiler Inspection and Insurance Com- approximately 106,000 employees.
pany (HSB)

AIG’s Internet address for its corporate website isTransatlantic Reinsurance Company
www.aigcorporate.com. AIG makes available free of charge, through

United Guaranty Residential Insurance Company
the Investor Information section of AIG’s corporate website, Annual

American International Underwriters Overseas, Ltd. (AIUO) Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current
Reports on Form 8-K and Proxy Statements on Schedule 14A andLife Insurance & Retirement Services
amendments to those reports or statements filed or furnished

Domestic: pursuant to Section 13(a), 14(a) or 15(d) of the Securities
American General Life Insurance Company (AIG American Exchange Act of 1934 (the Exchange Act) as soon as reasonably

General) practicable after such materials are electronically filed with, or
American General Life and Accident Insurance Company furnished to, the Securities and Exchange Commission (SEC). AIG

(AGLA) also makes available on its corporate website copies of the
The United States Life Insurance Company in the City of New charters for its Audit, Nominating and Corporate Governance and

York (USLIFE) Compensation Committees, as well as its Corporate Governance
The Variable Annuity Life Insurance Company (VALIC) Guidelines (which include Director Independence Standards), Direc-

tor, Executive Officer and Senior Financial Officer Code of BusinessAIG Annuity Insurance Company (AIG Annuity)
Conduct and Ethics, Employee Code of Conduct and Related-PartySunAmerica Life Insurance Company (SunAmerica Life)
Transactions Approval Policy. Except for the documents specificallyAIG SunAmerica Life Assurance Company
incorporated by reference into this Annual Report on Form 10-K,

Foreign: information contained on AIG’s website or that can be accessed
American Life Insurance Company (ALICO) through its website is not incorporated by reference into this
AIG Star Life Insurance Co., Ltd. (AIG Star Life) Annual Report on Form 10-K.

AIG Edison Life Insurance Company (AIG Edison Life) Throughout this Annual Report on Form 10-K, AIG presents its
American International Assurance Company, Limited, together operations in the way it believes will be most meaningful, as well

with American International Assurance Company (Bermuda) as most transparent. Certain of the measurements used by AIGLimited (AIA)
management are ‘‘non-GAAP financial measures’’ under SEC rules

American International Reinsurance Company Limited (AIRCO) and regulations. Statutory underwriting profit (loss) and combined
Nan Shan Life Insurance Company, Ltd. (Nan Shan) ratios are determined in accordance with accounting principles
The Philippine American Life and General Insurance Company prescribed by insurance regulatory authorities. For an explanation

(Philamlife) of why AIG management considers these ‘‘non-GAAP measures’’
useful to investors, see Management’s Discussion and Analysis of
Financial Condition and Results of Operations.

*For information on AIG’s business segments, see Note 2 of Notes
to Consolidated Financial Statements.
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The following table presents the general development of the business of AIG on a consolidated basis, the contributions
made to AIG’s consolidated revenues and operating income and the assets held, in the periods indicated, by its
General Insurance, Life Insurance & Retirement Services, Financial Services and Asset Management operations and
other realized capital gains (losses). For additional information, see Item 6. Selected Financial Data, Management’s
Discussion and Analysis of Financial Condition and Results of Operations and Notes 1 and 2 of Notes to Consolidated
Financial Statements.

Years Ended December 31,
(in millions) 2006 2005 2004 2003 2002

General Insurance operations:
Gross premiums written $ 56,280 $ 52,725 $ 52,046 $ 46,938 $ 36,678
Net premiums written 44,866 41,872 40,623 35,031 26,718
Net premiums earned 43,451 40,809 38,537 31,306 23,595
Net investment income(a) 5,696 4,031 3,196 2,566 2,350
Realized capital gains (losses) 59 334 228 (39) (345)
Operating income(a)(b)(c)(d) 10,412 2,315 3,177 4,502 923
Identifiable assets 167,004 150,667 131,658 117,511 105,891

Statutory measures(e):
Statutory underwriting profit (loss)(b)(c)(d) 4,408 (2,165) (564) 1,559 (1,843)

Loss ratio 64.6 81.1 78.8 73.1 83.1
Expense ratio 24.5 23.6 21.5 19.6 21.8

Combined ratio(d) 89.1 104.7 100.3 92.7 104.9

Life Insurance & Retirement Services operations:
GAAP premiums 30,636 29,400 28,088 23,496 20,694
Net investment income(a) 19,439 18,134 15,269 12,942 11,243
Realized capital gains (losses)(f) 88 (158) 45 362 (295)
Operating income(a) 10,032 8,904 7,925 6,929 5,258
Identifiable assets 534,977 480,622 447,841 372,126 289,914
Insurance in-force at end of year(g) 2,070,600 1,852,833 1,858,094 1,583,031 1,298,592

Financial Services operations:
Interest, lease and finance charges(h) 8,010 10,525 7,495 6,242 6,822
Operating income(h) 524 4,276 2,180 1,182 2,125
Identifiable assets 206,845 166,488 165,995 141,667 128,104

Asset Management operations:
Net investment income from spread-based

products and advisory and management fees 5,814 5,325 4,714 3,651 3,467
Operating income 2,346 2,253 2,125 1,316 1,125
Identifiable assets 97,913 81,080 80,075 64,047 53,732

Other operations:
Realized capital gains (losses) (41) 165 (229) (765) (1,013)
All other(i) (1,586) (2,700) (333) (1,257) (610)

Revenues(j)(k) 113,194 108,905 97,666 79,421 66,171
Total operating income(a)(j)(l) 21,687 15,213 14,845 11,907 7,808
Total assets 979,414 853,051 801,007 675,602 561,131

(a) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts and other mutual funds (unit
investment trusts). For 2006, the effect was an increase of $490 million in both revenues and operating income for General Insurance and an increase
of $240 million and $169 million in revenues and operating income, respectively, for Life Insurance & Retirement Services.

(b) Includes current year catastrophe-related losses of $2.89 billion and $1.05 billion in 2005 and 2004, respectively. There were no significant
catastrophe-related losses in 2006.

(c) Includes additional losses incurred and net reinstatement premiums related to prior year catastrophes of $199 million and $277 million in 2006 and
2005, respectively.

(d) Operating income was reduced by fourth quarter charges of $1.8 billion, $850 million and $2.1 billion for 2005, 2004 and 2002, respectively,
resulting from the annual review of General Insurance loss and loss adjustment reserves. In 2006, 2005 and 2004, changes in estimates for
asbestos and environmental reserves were $198 million, $873 million and $850 million, respectively.

(e) Calculated on the basis under which the U.S.-domiciled insurance companies are required to report such measurements to regulatory authorities.
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(f) Includes the effect of hedging activities that did not qualify for hedge accounting treatment under Statement of Financial Accounting Standards
No. 133, ‘‘Accounting for Derivative Instruments and Hedging Activities’’ (FAS 133) and the application of Statement of Financial Accounting Standards
No. 52, ‘‘Foreign Currency Translation’’ (FAS 52). For 2006, 2005, 2004, 2003 and 2002, respectively, the amounts included are $355 million,
$(495) million, $(140) million, $78 million and $(91) million.

(g) 2005 includes the effect of the non-renewal of a single large group life case of $36 billion. Also, the foreign in-force is translated to U.S. dollars at the
appropriate balance sheet exchange rate in each period.

(h) Includes the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains
and losses. For 2006, 2005, 2004, 2003 and 2002, respectively, the effect was $(1.82) billion, $2.01 billion, $(122) million, $(1.01) billion and
$220 million in both revenues and operating income for Capital Markets. These amounts result primarily from interest rate and foreign currency
derivatives that are economically hedging available for sale securities and borrowings. For 2004, 2003 and 2002, respectively, the effect was
$(27) million, $49 million and $20 million in operating income for Aircraft Leasing. In 2006 and 2005, Aircraft Leasing derivative gains and losses
were reported as part of AIG’s Other category, and were not reported in Aircraft Leasing operating income.

(i) Includes $1.6 billion of regulatory settlement costs in 2005 as described under Item 3. Legal Proceedings.

(j) Includes the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains
and losses. For 2006, 2005, 2004, 2003 and 2002, respectively, the effect was $(1.86) billion, $2.02 billion, $385 million, $(1.50) billion and
$(216) million in revenues and $(1.86) billion, $2.02 billion, $671 million, $(1.22) billion and $(58) million in operating income. These amounts result
primarily from interest rate and foreign currency derivatives that are hedging available for sale securities and borrowings.

(k) Represents the sum of General Insurance net premiums earned, Life Insurance & Retirement Services GAAP premiums, net investment income,
Financial Services interest, lease and finance charges, Asset Management net investment income from spread-based products and advisory and
management fees, and realized capital gains (losses).

(l) Represents income before income taxes, minority interest and cumulative effect of accounting changes.
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and services to U.S.-based multinational clients and foreignGeneral Insurance Operations
corporations doing business in the U.S.

AIG’s General Insurance subsidiaries are multiple line companies Certain of the products of the DBG companies include funding
writing substantially all lines of commercial property and casualty components or have been structured so that little or no insurance
insurance and various personal lines both domestically and risk is actually transferred. Funds received in connection with
abroad. Domestic General Insurance operations are comprised of these products are recorded as deposits and included in other
the Domestic Brokerage Group (DBG), Reinsurance, Personal liabilities, rather than premiums and incurred losses.
Lines, and Mortgage Guaranty. 

AIG is diversified both in terms of classes of business and Reinsurance
geographic locations. In General Insurance, workers compensation

The subsidiaries of Transatlantic Holdings, Inc. (Transatlantic) offerbusiness is the largest class of business written and represented
reinsurance on both a treaty and facultative basis to insurers in theapproximately 15 percent of net premiums written for the year ended
U.S. and abroad. Transatlantic structures programs for a full range ofDecember 31, 2006. During 2006, 8 percent and 7 percent of the
property and casualty products with an emphasis on specialty risk.direct General Insurance premiums written (gross premiums less
Transatlantic is a public company owned 59.2 percent by AIG andreturn premiums and cancellations, excluding reinsurance assumed
therefore is included in AIG’s consolidated financial statements.and before deducting reinsurance ceded) were written in California

and New York, respectively. No other state accounted for more
Personal Linesthan five percent of such premiums.

The majority of AIG’s General Insurance business is in the
AIG’s Personal Lines operations provide automobile insurance

casualty classes, which tend to involve longer periods of time for
through AIG Direct, a mass marketing operation, the Agency Auto

the reporting and settling of claims. This may increase the risk
Division and 21st Century Insurance Group (21st Century), as well

and uncertainty with respect to AIG’s loss reserve development.
as a broad range of coverages for high net-worth individuals
through the AIG Private Client Group. 21st Century is a public

DBG company owned 61.9 percent by AIG and therefore is included in
AIG’s consolidated financial statements. During the first quarter ofAIG’s primary Domestic General Insurance division is DBG. DBG’s
2007, AIG offered to acquire the outstanding shares of 21stbusiness in the United States and Canada is conducted through
Century not already owned by AIG and its subsidiaries.American Home, National Union, Lexington, HSB and certain other

General Insurance company subsidiaries of AIG. During 2006,
Mortgage GuarantyDBG accounted for 54 percent of AIG’s General Insurance net

premiums written.
The main business of the subsidiaries of United Guaranty

DBG writes substantially all classes of business insurance,
Corporation (UGC) is the issuance of residential mortgage guar-

accepting such business mainly from insurance brokers. This
anty insurance, both domestically and internationally, on conven-

provides DBG the opportunity to select specialized markets and
tional first lien mortgages for the purchase or refinance of one to

retain underwriting control. Any licensed broker is able to submit
four family residences. UGC subsidiaries also write second lien

business to DBG without the traditional agent-company contractual
and private student loan guaranty insurance.

relationship, but such broker usually has no authority to commit
DBG to accept a risk. Foreign General Insurance

In addition to writing substantially all classes of business
insurance, including large commercial or industrial property insur- AIG’s Foreign General Insurance group accepts risks primarily
ance, excess liability, inland marine, environmental, workers underwritten through American International Underwriters (AIU), a
compensation and excess and umbrella coverages, DBG offers marketing unit consisting of wholly owned agencies and insurance
many specialized forms of insurance such as aviation, accident companies. The Foreign General Insurance group also includes
and health, equipment breakdown, directors and officers liability business written by AIG’s foreign-based insurance subsidiaries. The
(D&O), difference-in-conditions, kidnap-ransom, export credit and Foreign General Insurance group uses various marketing methods
political risk, and various types of professional errors and and multiple distribution channels to write both commercial and
omissions coverages. The AIG Risk Management operation pro- consumer lines insurance with certain refinements for local laws,
vides insurance and risk management programs for large corpo- customs and needs. AIU operates in Asia, the Pacific Rim, Europe,
rate customers. The AIG Risk Finance operation is a leading including the U.K., Africa, the Middle East and Latin America. During
provider of customized structured insurance products. Also in- 2006, the Foreign General Insurance group accounted for 25 per-
cluded in DBG are the operations of AIG Environmental, which cent of AIG’s General Insurance net premiums written.
focuses specifically on providing specialty products to clients with
environmental exposures. Lexington writes surplus lines for risks Discussion and Analysis of Consolidated Net
which conventional insurance companies do not readily provide Losses and Loss Expense Reserve Development
insurance coverage, either because of complexity or because the

The reserve for net losses and loss expenses represents the
coverage does not lend itself to conventional contracts. The AIG

accumulation of estimates for reported losses (case basis
Worldsource Division introduces and coordinates AIG’s products

reserves) and provisions for losses incurred but not reported

6 AIG 2006 Form 10-K



American International Group, Inc. and Subsidiaries

(IBNR), both reduced by applicable reinsurance recoverable and been paid in settlement of these net loss reserves. In addition,
the discount for future investment income, where permitted. as reflected in the lower section of the table, the original
Losses and loss expenses are charged to income as incurred. undiscounted reserve of $25.82 billion was reestimated to be

Loss reserves established with respect to foreign business are $36.28 billion at December 31, 2006. This increase from the
set and monitored in terms of the respective local or functional original estimate would generally result from a combination of a
currency. Therefore, no assumption is included for changes in number of factors, including reserves being settled for larger
currency rates. See also Note 1(b) of Notes to Consolidated amounts than originally estimated. The original estimates will also
Financial Statements. be increased or decreased as more information becomes known

Management reviews the adequacy of established loss about the individual claims and overall claim frequency and
reserves through the utilization of a number of analytical reserve severity patterns. The redundancy (deficiency) depicted in the
development techniques. Through the use of these techniques, table, for any particular calendar year, presents the aggregate
management is able to monitor the adequacy of AIG’s established change in estimates over the period of years subsequent to the
reserves and determine appropriate assumptions for inflation. calendar year reflected at the top of the respective column
Also, analysis of emerging specific development patterns, such as heading. For example, the redundancy of $259 million at Decem-
case reserve redundancies or deficiencies and IBNR emergence, ber 31, 2006 related to December 31, 2005 net losses and loss
allows management to determine any required adjustments. expense reserves of $57.34 billion represents the cumulative

The ‘‘Analysis of Consolidated Losses and Loss Expense amount by which reserves for 2005 and prior years have
Reserve Development’’ table presents the development of net developed favorably during 2006.
losses and loss expense reserves for calendar years 1996 The bottom of each table below presents the remaining
through 2006. Immediately following this table is a second table undiscounted and discounted net loss reserve for each year. For
that presents all data on a basis that excludes asbestos and example, in the table that excludes asbestos and environmental
environmental net losses and loss expense reserve development. losses, for the 2001 year end, the remaining undiscounted
The opening reserves held are shown at the top of the table for reserves held as of December 31, 2006 are $12.25 billion, with
each year end date. The amount of loss reserve discount included a corresponding discounted net reserve of $11.35 billion.
in the opening reserve at each date is shown immediately below The reserves for net losses and loss expenses with respect to
the reserves held for each year. The undiscounted reserve at Transatlantic and 21st Century are included only in consolidated
each date is thus the sum of the discount and the reserve held. net losses and loss expenses commencing with the year ended

The upper half of the table presents the cumulative amounts December 31, 1998, the year they were first consolidated in AIG’s
paid during successive years related to the undiscounted opening financial statements. Reserve development for these operations is
loss reserves. For example, in the table that excludes asbestos included only for 1998 and subsequent periods. Thus, the
and environmental losses, with respect to the net losses and loss presentation for 1997 and prior year ends is not fully comparable
expense reserve of $24.75 billion as of December 31, 1999, by to that for 1998 and subsequent years in the tables below.
the end of 2006 (seven years later) $29.16 billion had actually
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Analysis of Consolidated Losses and Loss Expense Reserve Development

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

(in millions) 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Net Reserves Held $20,496 $20,901 $25,418 $25,636 $25,684 $26,005 $29,347 $36,228 $47,254 $57,476 $62,630
Discount (in Reserves Held) 393 619 897 1,075 1,287 1,423 1,499 1,516 1,553 2,110 2,264
Net Reserves Held

(Undiscounted) 20,889 21,520 26,315 26,711 26,971 27,428 30,846 37,744 48,807 59,586 64,894
Paid (Cumulative) as of:

One year later 5,712 5,607 7,205 8,266 9,709 11,007 10,775 12,163 14,910 15,326
Two years later 9,244 9,754 12,382 14,640 17,149 18,091 18,589 21,773 24,377
Three years later 11,943 12,939 16,599 19,901 21,930 23,881 25,513 28,763
Four years later 14,152 15,484 20,263 23,074 26,090 28,717 30,757
Five years later 16,077 17,637 22,303 25,829 29,473 32,685
Six years later 17,551 18,806 24,114 28,165 32,421
Seven years later 18,415 19,919 25,770 30,336
Eight years later 19,200 21,089 27,309
Nine years later 20,105 22,177
Ten years later 20,972

(in millions) 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Net Reserves Held
(undiscounted) $20,889 $21,520 $26,315 $ 26,711 $ 26,971 $ 27,428 $ 30,846 $ 37,744 $48,807 $59,586 $64,894

Undiscounted Liability as
of:
One year later 20,795 21,563 25,897 26,358 26,979 31,112 32,913 40,931 53,486 59,533
Two years later 20,877 21,500 25,638 27,023 30,696 33,363 37,583 49,463 55,009
Three years later 20,994 21,264 26,169 29,994 32,732 37,964 46,179 51,497
Four years later 20,776 21,485 28,021 31,192 36,210 45,203 48,427
Five years later 20,917 22,405 28,607 33,910 41,699 47,078
Six years later 21,469 22,720 30,632 38,087 43,543
Seven years later 21,671 24,209 33,861 39,597
Eight years later 22,986 26,747 34,986
Nine years later 25,264 27,765
Ten years later 26,091

Net
Redundancy/(Deficiency) (5,202) (6,245) (8,671) (12,886) (16,572) (19,650) (17,581) (13,753) (6,202) 53

Remaining Reserves
(Undiscounted) 5,119 5,588 7,677 9,261 11,122 14,393 17,670 22,734 30,632 44,207

Remaining Discount 360 427 517 623 748 894 1,079 1,265 1,484 1,809
Remaining Reserves 4,759 5,161 7,160 8,638 10,374 13,499 16,591 21,469 29,148 42,398

The following table presents the gross liability (before discount), reinsurance recoverable and net liability recorded at
each year end and the reestimation of these amounts as of December 31, 2006.

(in millions) 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Gross Liability, End of
Year $32,605 $ 32,049 $ 36,973 $ 37,278 $ 39,222 $ 42,629 $ 48,173 $ 53,387 $63,431 $79,279 $82,263

Reinsurance Recoverable,
End of Year 11,716 10,529 10,658 10,567 12,251 15,201 17,327 15,643 14,624 19,693 17,369

Net Liability, End of Year 20,889 21,520 26,315 26,711 26,971 27,428 30,846 37,744 48,807 59,586 64,894
Reestimated Gross

Liability 41,685 43,993 53,004 58,320 63,768 67,554 68,657 69,007 70,895 78,946
Reestimated Reinsurance

Recoverable 15,594 16,227 18,018 18,723 20,224 20,476 20,229 17,511 15,886 19,413
Reestimated Net Liability 26,091 27,766 34,986 39,597 43,544 47,078 48,428 51,496 55,009 59,533
Cumulative Gross

Redundancy/(Deficiency) (9,080) (11,944) (16,031) (21,042) (24,546) (24,925) (20,484) (15,620) (7,464) 333
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Analysis of Consolidated Losses and Loss Expense Reserve Development Excluding Asbestos and
Environmental Losses and Loss Expense Reserve Development
The following table presents for each calendar year the losses and loss expense reserves and the development thereof
excluding those with respect to asbestos and environmental claims. See also Management’s Discussion and Analysis
of Financial Condition and Results of Operations.

(in millions) 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Net Reserves Held $19,753 $20,113 $24,554 $24,745 $24,829 $25,286 $28,650 $35,559 $45,742 $55,227 $60,451
Discount (in Reserves

Held) 393 619 897 1,075 1,287 1,423 1,499 1,516 1,553 2,110 2,264
Net Reserves Held

(Undiscounted) 20,146 20,732 25,451 25,820 26,116 26,709 30,149 37,075 47,295 57,336 62,715
Paid (Cumulative) as of:

One year later 5,603 5,467 7,084 8,195 9,515 10,861 10,632 11,999 14,718 15,047
Two years later 8,996 9,500 12,190 14,376 16,808 17,801 18,283 21,419 23,906
Three years later 11,582 12,618 16,214 19,490 21,447 23,430 25,021 28,129
Four years later 13,724 14,972 19,732 22,521 25,445 28,080 29,987
Five years later 15,460 16,983 21,630 25,116 28,643 31,771
Six years later 16,792 18,014 23,282 27,266 31,315
Seven years later 17,519 18,972 24,753 29,162
Eight years later 18,149 19,960 26,017
Nine years later 18,873 20,779
Ten years later 19,471

(in millions) 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Net Reserves Held
(undiscounted) $20,146 $20,732 $25,451 $ 25,820 $ 26,116 $ 26,709 $ 30,149 $ 37,075 $47,295 $57,336 $62,715

Undiscounted Liability as
of:
One year later 19,904 20,576 24,890 25,437 26,071 30,274 32,129 39,261 51,048 57,077
Two years later 19,788 20,385 24,602 26,053 29,670 32,438 35,803 46,865 52,364
Three years later 19,777 20,120 25,084 28,902 31,619 36,043 43,467 48,691
Four years later 19,530 20,301 26,813 30,014 34,102 42,348 45,510
Five years later 19,633 21,104 27,314 31,738 38,655 44,018
Six years later 20,070 21,336 28,345 34,978 40,294
Seven years later 20,188 21,836 30,636 36,283
Eight years later 20,515 23,441 31,556
Nine years later 21,858 24,261
Ten years later 22,486

Net
Redundancy/(Deficiency) (2,340) (3,529) (6,105) (10,463) (14,178) (17,309) (15,361) (11,616) (5,069) 259

Remaining Reserves
(undiscounted) 3,015 3,482 5,539 7,121 8,979 12,247 15,523 20,562 28,458 42,030

Remaining Discount 360 427 517 623 748 894 1,079 1,265 1,484 1,809
Remaining Reserves 2,655 3,055 5,022 6,498 8,231 11,353 14,444 19,297 26,974 40,221

The following table presents the gross liability (before discount), reinsurance recoverable and net liability recorded at
each year end and the reestimation of these amounts as of December 31, 2006.

(in millions) 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Gross Liability, End of
Year $30,302 $29,740 $34,474 $ 34,666 $ 36,777 $ 40,400 $ 46,036 $ 51,363 $59,897 $73,912 $77,211

Reinsurance
Recoverable,
End of Year 10,156 9,008 9,023 8,846 10,661 13,691 15,887 14,288 12,602 16,576 14,495

Net Liability, End of Year 20,146 20,732 25,451 25,820 26,116 26,709 30,149 37,075 47,295 57,336 62,715
Reestimated Gross

Liability 32,186 34,940 44,281 50,004 55,974 60,289 61,735 62,488 64,772 73,241
Reestimated

Reinsurance
Recoverable 9,699 10,679 12,725 13,722 15,680 16,270 16,225 13,797 12,409 16,164

Reestimated Net Liability 22,487 24,261 31,556 36,282 40,294 44,019 45,510 48,691 52,363 57,077
Cumulative Gross

Redundancy/(Deficiency) (1,884) (5,200) (9,807) (15,338) (19,197) (19,889) (15,699) (11,125) (4,875) 671
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The reserve for losses and loss expenses as reported in AIG’s independent producers, and sell their products largely to indige-
consolidated balance sheet at December 31, 2006 differs from nous persons in local and foreign currencies. In addition to the
the total reserve reported in the Annual Statements filed with agency outlets, these companies also distribute their products
state insurance departments and, where appropriate, with foreign through direct marketing channels, such as mass marketing, and
regulatory authorities. The differences at December 31, 2006 through brokers and other distribution outlets, such as financial
relate primarily to reserves for certain foreign operations not institutions.
required to be reported in the United States for statutory Life insurance products such as whole life and endowment
reporting purposes. Further, statutory practices in the United continue to be significant in the overseas companies, especially in
States require reserves to be shown net of applicable reinsurance Southeast Asia, while a mixture of life insurance, accident and
recoverable. health and retirement services products are sold in Japan.

The reserve for gross losses and loss expenses is prior to AIG also has subsidiary operations in Canada, Egypt, Mexico,
reinsurance and represents the accumulation for reported losses Poland, Switzerland, Russia and Puerto Rico, and conducts life
and IBNR. Management reviews the adequacy of established insurance business through a joint venture in Brazil and in certain
gross loss reserves in the manner previously described for net countries in Central and South America.
loss reserves.

For further discussion regarding net reserves for losses and Domestic Life Insurance & Retirement
loss expenses, see Management’s Discussion and Analysis of Services
Financial Condition and Results of Operations — Operating Re-

AIG’s principal domestic Life Insurance & Retirement Services
view — General Insurance Operations — Reserve for Losses and

operations include AGLA, AIG American General, AIG Annuity,
Loss Expenses.

USLIFE, VALIC and SunAmerica Life. These companies utilize
multiple distribution channels including independent producers,Life Insurance & Retirement Services
brokerage, career agents and banks to offer life insurance,Operations
annuity and accident and health products and services, as well as

AIG’s Life Insurance & Retirement Services subsidiaries offer a financial and other investment products. The domestic Life
wide range of insurance and retirement savings products both Insurance & Retirement Services operations comprised 22 per-
domestically and abroad. Insurance-oriented products consist of cent of total Life Insurance & Retirement Services GAAP premi-
individual and group life, payout annuities (including structured ums and 32 percent of Life Insurance & Retirement Services
settlements), endowment and accident and health policies. Retire- operating income in 2006.
ment savings products consist generally of fixed and variable
annuities. Reinsurance

There was no significant adverse effect on AIG’s Life Insur-
AIG’s General Insurance subsidiaries worldwide operate primarily

ance & Retirement Services results of operations from economic
by underwriting and accepting risks for their direct account and

conditions in any one state, country or geographic region for the
securing reinsurance on that portion of the risk in excess of the

year ended December 31, 2006.
limit which they wish to retain. This operating policy differs from
that of many insurance companies that will underwrite only up toForeign Life Insurance & Retirement Services
their net retention limit, thereby requiring the broker or agent to

In its Life Insurance & Retirement Services businesses, AIG secure commitments from other underwriters for the remainder of
operates overseas principally through ALICO, AIG Star Life, AIG the gross risk amount.
Edison Life, AIA, AIRCO, Nan Shan and Philamlife. ALICO is Various AIG profit centers, including DBG, AIU, AIG Reinsurance
incorporated in Delaware and all of its business is written outside Advisors, Inc. and AIG Risk Finance, as well as certain Foreign
of the United States. ALICO has operations either directly or Life subsidiaries, use AIRCO as a reinsurer for certain of their
through subsidiaries in Europe, including the U.K., Latin America, businesses, and AIRCO also receives premiums from offshore
the Caribbean, the Middle East, South Asia and the Far East, with captives of AIG clients. In accordance with permitted accounting
Japan being the largest territory. AIA operates primarily in China practices in Bermuda, AIRCO discounts reserves attributable to
(including Hong Kong), Singapore, Malaysia, Thailand, Korea, certain classes of business assumed from other AIG subsidiaries.
Australia, New Zealand, Vietnam, Indonesia, and India. The For a further discussion of reinsurance, see Item 1A. Risk
operations in India are conducted through a joint venture, Tata AIG Factors — Reinsurance, Management’s Discussion and Analysis of
Life Insurance Company Limited. Nan Shan operates in Taiwan. Financial Condition and Results of Operations — Risk Manage-
Philamlife is the largest life insurer in the Philippines. AIG Star ment — Reinsurance and Note 5 of Notes to Consolidated
Life and AIG Edison Life operate in Japan. Operations in foreign Financial Statements.
countries comprised 78 percent of Life Insurance & Retirement
Services GAAP premiums and 68 percent of Life Insurance & Insurance Investment Operations
Retirement Services operating income in 2006.

A significant portion of AIG’s General Insurance and Life Insur-
The Foreign Life Insurance & Retirement Services companies

ance & Retirement Services revenues are derived from AIG’s
have over 270,000 full and part-time agents, as well as
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insurance investment operations, which are summarized in the
following table.

The following table summarizes the investment results of the insurance operations.

Annual Average Cash and Invested Assets

Cash
(including Return on Return on

Years Ended December 31, short-term Invested Average Cash Average
(in millions) investments) Assets(a)(b) Total and Assets(c) Assets(d)

General Insurance:
2006 $3,201 $102,231 $105,432 5.4% 5.6%
2005 2,450 86,211 88,661 4.5 4.7
2004 2,012 73,338 75,350 4.2 4.4
2003 1,818 59,855 61,673 4.2 4.3
2002 1,537 47,477 49,014 4.8 5.0
Life Insurance & Retirement Services:
2006 $7,205 $384,724 $391,929 5.0% 5.1%
2005 6,180 352,250 358,430 5.1 5.1
2004 5,089 307,659 312,748 4.9 5.0
2003 4,680 247,608 252,288 5.1 5.2
2002 3,919 199,750 203,669 5.5 5.6

(a) Including investment income due and accrued and real estate.

(b) Includes collateral assets invested under the securities lending program.

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

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

AIG’s worldwide insurance investment policy places primary Capital Markets
emphasis on investments in government and other high quality,

The Capital Markets operations of AIG are conducted primarilyfixed income securities in all of its portfolios and, to a lesser
through AIGFP, which engages as principal in standard andextent, investments in high yield bonds, common stocks, real
customized interest rate, currency, equity, commodity, energy andestate, hedge funds and partnerships, in order to enhance returns
credit products with top-tier corporations, financial institutions,on policyholders’ funds and generate net investment income. The
governments, agencies, institutional investors, and high-net-worthability to implement this policy is somewhat limited in certain
individuals throughout the world. AIGFP also invests in a diversi-territories as there may be a lack of adequate long-term
fied portfolio of securities and principal investments and engagesinvestments or investment restrictions may be imposed by the
in borrowing activities that include issuing standard and structuredlocal regulatory authorities.
notes and other securities and entering into guaranteed invest-
ment agreements (GIAs). See also Note 2 of Notes to Consoli-Financial Services Operations
dated Financial Statements.

AIG’s Financial Services subsidiaries engage in diversified activi-
ties including aircraft and equipment leasing, capital markets, Consumer Finance
consumer finance and insurance premium finance. Together, the

Consumer Finance operations include AGF as well as AIGCFG. AGFAircraft Leasing, Capital Markets and Consumer Finance opera-
provides a wide variety of consumer finance products, includingtions generate the majority of the revenues produced by the
real estate and non-real estate loans, retail sales finance andFinancial Services operations. Imperial A.I. Credit Companies also
credit-related insurance to customers in the United States, Puertocontribute to Financial Services income. This operation engages
Rico, and the U.S. Virgin Islands. AIGCFG, through its subsidiaries,principally in insurance premium financing for both AIG’s custom-
is engaged in developing a multi-product consumer financeers and those of other insurers.
business with an emphasis on emerging markets.

Aircraft Leasing
Asset Management Operations

AIG’s Aircraft Leasing operations represent the operations of ILFC,
AIG’s Asset Management operations comprise a wide variety ofwhich generates its revenues primarily from leasing new and used
investment-related services and investment products, includingcommercial jet aircraft to foreign and domestic airlines. Revenues
institutional and retail asset management, broker-dealer servicesalso result from the remarketing of commercial jets for its own
and institutional spread-based investment business. Such ser-account, and remarketing and fleet management services for
vices and products are offered to individuals and institutions bothairlines and for financial institutions. See also Note 2 of Notes to
domestically and overseas. Asset Management’s spread-basedConsolidated Financial Statements.
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investment business includes the results of AIG’s proprietary developments in foreign countries, including such possibilities as
institutional spread-based investment operation, the Matched tax changes, nationalization, and changes in regulatory policy, as
Investment Program (MIP), which was launched in September of well as by consequence of hostilities and unrest. The risks of
2005 and replaced the GIC program. such occurrences and their overall effect upon AIG vary from

AIG’s principal Asset Management operations are conducted country to country and cannot easily be predicted. If expropriation
through certain subsidiaries of AIG Retirement Services, Inc., or nationalization does occur, AIG’s policy is to take all appropri-
including SAAMCo and the AIG Advisor Group broker dealers (AIG ate measures to seek recovery of such assets. Certain of the
SunAmerica); and through AIGGIG, including AIG Global Investment countries in which AIG’s business is conducted have currency
Corp., AIG Global Real Estate and AIG Private Bank. AIG restrictions which generally cause a delay in a company’s ability to
SunAmerica sells and manages mutual funds and provides repatriate assets and profits. See also Notes 1 and 2 of Notes to
financial advisory services through independent-contractor regis- Consolidated Financial Statements and Item 1A. Risk Factors —
tered representatives. AIGGIG manages invested assets on a Foreign Operations.
global basis for AIG subsidiaries and affiliates, as well as third-
party institutional, retail, and private banking clients. AIGGIG Regulation
offers equity, fixed income and alternative investment funds and

AIG’s operations around the world are subject to regulation by
provides securities lending and custodial services and numerous

many different types of regulatory authorities, including insurance,
forms of structured investment products across all asset classes.

securities, investment advisory, banking and thrift regulators in
Each of these subsidiary operations receives fees for investment

the United States and abroad. The regulatory environment can
products and services provided.

have a significant effect on AIG and its business. AIG’s operations
have become more diverse and consumer-oriented, increasing theOther Operations
scope of regulatory supervision and the possibility of intervention.

Certain other AIG subsidiaries provide insurance-related services In addition, the investigations into financial accounting practices
such as adjusting claims and marketing specialized products. that led to two restatements of AIG’s consolidated financial
Several wholly owned foreign subsidiaries of AIG operating in statements have heightened regulatory scrutiny of AIG worldwide.
countries or jurisdictions such as Ireland, Bermuda, Barbados and In 1999, AIG became a unitary thrift holding company within
Gibraltar provide insurance and related administrative and back the meaning of the Home Owners’ Loan Act (HOLA) when the
office services to a variety of affiliated and unaffiliated insurance Office of Thrift Supervision (OTS) granted AIG approval to organize
and reinsurance companies, including captive insurance compa- AIG Federal Savings Bank. AIG is subject to OTS regulation,
nies unaffiliated with AIG. examination, supervision and reporting requirements. In addition,

AIG also has several other subsidiaries which engage in the OTS has enforcement authority over AIG and its subsidiaries.
various businesses. Mt. Mansfield Company, Inc. owns and Among other things, this permits the OTS to restrict or prohibit
operates the ski slopes, lifts, school and an inn located at Stowe, activities that are determined to be a serious risk to the financial
Vermont. Also included in AIG’s Other operations are unallocated safety, soundness or stability of AIG’s subsidiary savings associa-
corporate expenses, including interest expense and the settle- tion, AIG Federal Savings Bank.
ment costs more fully described in Item 3. Legal Proceedings and Under prior law, a unitary savings and loan holding company,
Note 12(a) of Notes to Consolidated Financial Statements. such as AIG, was not restricted as to the types of business in

which it could engage, provided that its savings association
subsidiary continued to be a qualified thrift lender. The Gramm-Additional Investments
Leach-Bliley Act of 1999 (GLBA) provides that no company may

AIG’s significant investments in partially owned companies (which
acquire control of an OTS regulated institution after May 4, 1999

are accounted for under the equity method) include a 19.4 per-
unless it engages only in the financial activities permitted for

cent interest in Allied World Assurance Holdings, Ltd. (AWAC), a
financial holding companies under the law or for multiple savings

property-casualty insurance holding company, a 24.5 percent
and loan holding companies. The GLBA, however, grandfathered

interest in The Fuji Fire and Marine Insurance Co., Ltd., a general
the unrestricted authority for activities with respect to a unitary

insurance company, a 26 percent interest in Tata AIG Life
savings and loan holding company existing prior to May 4, 1999,

Insurance Company, Ltd. and a 26 percent interest in Tata AIG
so long as its savings association subsidiary continues to be a

General Insurance Company, Ltd. For a discussion of AIG’s
qualified thrift lender under the HOLA. As a unitary savings and

investments in partially owned companies, see Note 1(u) of Notes
loan holding company whose application was pending as of

to Consolidated Financial Statements.
May 4, 1999, AIG is grandfathered under the GLBA and generally
is not restricted under existing laws as to the types of business

Locations of Certain Assets activities in which it may engage, provided that AIG Federal
Savings Bank continues to be a qualified thrift lender under theAs of December 31, 2006, approximately 37 percent of the
HOLA.consolidated assets of AIG were located in foreign countries (other

Certain states require registration and periodic reporting bythan Canada), including $6.5 billion of cash and securities on
insurance companies that are licensed in such states and aredeposit with foreign regulatory authorities. Foreign operations and
controlled by other corporations. Applicable legislation typicallyassets held abroad may be adversely affected by political
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requires periodic disclosure concerning the corporation that mately $2 billion of letters of credit issued by several commercial
controls the registered insurer and the other companies in the banks in favor of certain Domestic General Insurance companies.
holding company system and prior approval of intercorporate Risk-Based Capital (RBC) is designed to measure the adequacy
services and transfers of assets (including in some instances of an insurer’s statutory surplus in relation to the risks inherent in
payment of dividends by the insurance subsidiary) within the its business. Thus, inadequately capitalized general and life
holding company system. AIG’s subsidiaries are registered under insurance companies may be identified.
such legislation in those states that have such requirements. The RBC formula develops a risk-adjusted target level of

AIG’s insurance subsidiaries, in common with other insurers, statutory surplus by applying certain factors to various asset,
are subject to regulation and supervision by the states and by premium and reserve items. Higher factors are applied to more
other jurisdictions in which they do business. Within the United risky items and lower factors are applied to less risky items. Thus,
States, the method of such regulation varies but generally has its the target level of statutory surplus varies not only as a result of
source in statutes that delegate regulatory and supervisory the insurer’s size, but also based on the risk profile of the
powers to an insurance official. The regulation and supervision insurer’s operations.
relate primarily to approval of policy forms and rates, the The RBC Model Law provides for four incremental levels of
standards of solvency that must be met and maintained, including regulatory attention for insurers whose surplus is below the
risk-based capital measurements, the licensing of insurers and calculated RBC target. These levels of attention range in severity
their agents, the nature of and limitations on investments, from requiring the insurer to submit a plan for corrective action to
restrictions on the size of risks that may be insured under a placing the insurer under regulatory control.
single policy, deposits of securities for the benefit of policyhold- The statutory surplus of each of AIG’s Domestic General and
ers, requirements for acceptability of reinsurers, periodic examina- Life Insurance subsidiaries exceeded their RBC target levels as of
tions of the affairs of insurance companies, the form and content December 31, 2006.
of reports of financial condition required to be filed, and reserves To the extent that any of AIG’s insurance entities would fall
for unearned premiums, losses and other purposes. In general, below prescribed levels of statutory surplus, it would be AIG’s
such regulation is for the protection of policyholders rather than intention to infuse necessary capital to support that entity.
the equity owners of these companies. A substantial portion of AIG’s General Insurance business and

In preparing both its 2004 and 2005 audited statutory a majority of its Life Insurance business is carried on in foreign
financial statements for its Domestic General Insurance compa- countries. The degree of regulation and supervision in foreign
nies, AIG agreed with the relevant regulatory agencies on the jurisdictions varies. Generally, AIG, as well as the underwriting
statutory accounting treatment of the various items requiring companies operating in such jurisdictions, must satisfy local
adjustment or restatement. These adjustments and restatements regulatory requirements. Licenses issued by foreign authorities to
reduced previously reported General Insurance statutory surplus AIG subsidiaries are subject to modification or revocation by such
at December 31, 2004 by approximately $3.5 billion to approxi- authorities, and AIU or other AIG subsidiaries could be prevented
mately $20.6 billion. from conducting business in certain of the jurisdictions where they

With respect to the 2005 audited statutory financial state- currently operate. In the past, AIU has been allowed to modify its
ments, the state regulators permitted the Domestic General operations to conform with new licensing requirements in most
Insurance companies to record a $724 million reduction to jurisdictions.
opening statutory surplus as of January 1, 2005. In addition to licensing requirements, AIG’s foreign operations

AIG has taken various steps to enhance the capital positions are also regulated in various jurisdictions with respect to currency,
of the Domestic General Insurance companies. AIG entered into policy language and terms, amount and type of security deposits,
capital maintenance agreements with the Domestic General amount and type of reserves, amount and type of local invest-
Insurance companies that set forth procedures through which AIG ment and the share of profits to be returned to policyholders on
will provide ongoing capital support. Dividends from the Domestic participating policies. Some foreign countries regulate rates on
General Insurance companies were suspended from fourth quarter various types of policies. Certain countries have established
2005 through 2006, but AIG expects that dividend payments will reinsurance institutions, wholly or partially owned by the local
resume in the first quarter of 2007. AIG contributed an additional government, to which admitted insurers are obligated to cede a
$750 million of capital into American Home effective Septem- portion of their business on terms that may not always allow
ber 30, 2005, and contributed a further $2.25 billion of capital in foreign insurers, including AIG subsidiaries, full compensation. In
February 2006 for a total of approximately $3 billion of capital some countries, regulations governing constitution of technical
into Domestic General Insurance subsidiaries effective Decem- reserves and remittance balances may hinder remittance of profits
ber 31, 2005. Furthermore, in order to allow the Domestic and repatriation of assets.
General Insurance companies to record as an admitted asset at See also Management’s Discussion and Analysis of Financial
December 31, 2006 certain reinsurance ceded to non-U.S. Condition and Results of Operations — Capital Resources and
reinsurers (which has the effect of increasing the statutory Liquidity — Regulation and Supervision and Note 11 of Notes to
surplus of such Domestic General Insurance companies), AIG Consolidated Financial Statements.
obtained and entered into reimbursement agreements for approxi-
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Competition Directors and Executive Officers of AIG
AIG’s Insurance, Financial Services and Asset Management Set forth below is information concerning the directors and
businesses operate in highly competitive environments, both executive officers of AIG. All directors are elected for one-year
domestically and overseas. Principal sources of competition are terms at the annual meeting of shareholders. All executive officers
insurance companies, banks, investment banks and other non- are elected to one-year terms, but serve at the pleasure of the
bank financial institutions. Board of Directors.

The insurance industry in particular is highly competitive. Except as hereinafter noted, each of the executive officers has,
Within the United States, AIG’s General Insurance subsidiaries for more than five years, occupied an executive position with AIG or
compete with approximately 3,100 other stock companies, spe- companies that are now its subsidiaries. Other than the employ-
cialty insurance organizations, mutual companies and other ment contracts between AIG and Messrs. Sullivan and Bensinger,
underwriting organizations. AIG’s subsidiaries offering Life Insur- there are no other arrangements or understandings between any
ance & Retirement Services compete in the United States with executive officer and any other person pursuant to which the
approximately 2,000 life insurance companies and other partici- executive officer was elected to such position. From January 2000
pants in related financial services fields. Overseas, AIG subsidiar- until joining AIG in May 2004, Dr. Frenkel served as Chairman of
ies compete for business with foreign insurance operations of the Merrill Lynch International, Inc. Prior to joining AIG in September
larger U.S. insurers, global insurance groups, and local companies 2002, Mr. Bensinger was Executive Vice President and Chief
in particular areas in which they are active. Financial Officer of Combined Specialty Group, Inc. (a division of

AIG’s strong ratings have historically provided a competitive Aon Corporation) commencing in March 2002, and served as
advantage. For a discussion of the possible adverse effects on Executive Vice President of Trenwick Group, Ltd. from October 1999
AIG’s competitive position as a result of a ratings downgrade, see through December 2001. Prior to joining AIG in September 2006,
Item 1A. Risk Factors — AIG’s Credit Ratings. Ms. Kelly served as Executive Vice President and General Counsel

of MCI/WorldCom. Previously, she was Senior Vice President and
General Counsel of Sears, Roebuck and Co. from 1999 to 2003.

Served as
Director or

Name Title Age Officer Since

Marshall A. Cohen Director 71 1992
Martin S. Feldstein Director 67 1987
Ellen V. Futter Director 57 1999
Stephen L. Hammerman Director 68 2005
Richard C. Holbrooke Director 65 2001
Fred H. Langhammer Director 63 2006
George L. Miles, Jr. Director 65 2005
Morris W. Offit Director 70 2005
James F. Orr III Director 63 2006
Virginia M. Rometty Director 49 2006
Martin J. Sullivan Director, President and Chief Executive Officer 52 2002
Michael H. Sutton Director 66 2005
Edmund S. W. Tse Director, Senior Vice Chairman – Life Insurance 69 1996
Robert B. Willumstad Director and Chairman 61 2006
Frank G. Zarb Director 72 2001
Jacob A. Frenkel Vice Chairman – Global Economic Strategies 63 2004
Frank G. Wisner Vice Chairman – External Affairs 68 1997
Steven J. Bensinger Executive Vice President and Chief Financial Officer 52 2002
Anastasia D. Kelly Executive Vice President, General Counsel and Senior Regulatory

and Compliance Officer 57 2006
Rodney O. Martin, Jr. Executive Vice President – Life Insurance 54 2002
Kristian P. Moor Executive Vice President – Domestic General Insurance 47 1998
Win J. Neuger Executive Vice President and Chief Investment Officer 57 1995
Robert M. Sandler Executive Vice President – Domestic Personal Lines 64 1980
Nicholas C. Walsh Executive Vice President – Foreign General Insurance 56 2005
Jay S. Wintrob Executive Vice President – Retirement Services 49 1999
William N. Dooley Senior Vice President – Financial Services 54 1992
David L. Herzog Senior Vice President and Comptroller 47 2005
Robert E. Lewis Senior Vice President and Chief Risk Officer 55 1993
Brian T. Schreiber Senior Vice President – Strategic Planning 41 2002
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accelerate its DAC amortization and such acceleration couldItem 1A.
adversely affect AIG’s results of operations. See also Manage-Risk Factors
ment’s Discussion and Analysis of Financial Condition and Results

Casualty Insurance Underwriting and Reserves of Operations — Critical Accounting Estimates and Notes 1 and 4
of Notes to Consolidated Financial Statements.Casualty insurance liabilities are difficult to predict and may

exceed the related reserves for losses and loss expenses.
ReinsuranceAlthough AIG annually reviews the adequacy of the established

reserve for losses and loss expenses, there can be no assurance Reinsurance may not be available or affordable. AIG subsidiaries
that AIG’s ultimate loss reserves will not develop adversely and are major purchasers of reinsurance and utilize reinsurance as
materially exceed AIG’s current loss reserves. Estimation of part of AIG’s overall risk management strategy. Reinsurance is an
ultimate net losses, loss expenses and loss reserves is a important risk management tool to manage transaction and
complex process for long-tail casualty lines of business, which insurance line risk retention, and to mitigate losses that may arise
include excess and umbrella liability, D&O, professional liability, from catastrophes. Market conditions beyond AIG’s control deter-
medical malpractice, workers compensation, general liability, mine the availability and cost of the reinsurance purchased by AIG
products liability and related classes, as well as for asbestos and subsidiaries. For example, reinsurance may be more difficult to
environmental exposures. Generally, actual historical loss develop- obtain after a year with a large number of major catastrophes.
ment factors are used to project future loss development. Accordingly, AIG may be forced to incur additional expenses for
However, there can be no assurance that future loss development reinsurance or may be unable to obtain sufficient reinsurance on
patterns will be the same as in the past. Moreover, any deviation acceptable terms, in which case AIG would have to accept an
in loss cost trends or in loss development factors might not be increase in exposure risk, reduce the amount of business written
discernible for an extended period of time subsequent to the by its subsidiaries or seek alternatives.
recording of the initial loss reserve estimates for any accident

Reinsurance subjects AIG to the credit risk of its reinsurers andyear. Thus, there is the potential for reserves with respect to a
may not be adequate to protect AIG against losses. Althoughnumber of years to be significantly affected by changes in loss
reinsurance makes the reinsurer liable to the AIG subsidiary tocost trends or loss development factors that were relied upon in
the extent the risk is ceded, it does not relieve the AIG subsidiarysetting the reserves. These changes in loss cost trends or loss
of the primary liability to its policyholders. Accordingly, AIG bearsdevelopment factors could be attributable to changes in inflation
credit risk with respect to its subsidiaries’ reinsurers. A rein-or in the judicial environment, or in other social or economic
surer’s insolvency or inability or refusal to make timely paymentsphenomena affecting claims. See also Management’s Discussion
under the terms of its agreements with the AIG subsidiaries couldand Analysis of Financial Condition and Results of Operations —
have a material adverse effect on AIG’s results of operations andOperating Review — General Insurance Operations — Reserve for
liquidity. See also Management’s Discussion and Analysis ofLosses and Loss Expenses.
Financial Condition and Results of Operations — Risk Manage-
ment — Reinsurance.Adjustments to Life Insurance & Retirement

Services Deferred Policy
A Material WeaknessAcquisition Costs
The remaining material weakness in AIG’s internal control overInterest rate fluctuations and other events may require AIG
financial reporting relating to income tax accounting couldsubsidiaries to accelerate the amortization of deferred policy
affect the accuracy or timing of future regulatory filings. As ofacquisition costs (DAC) which could adversely affect AIG’s
December 31, 2006, AIG’s management concluded that theconsolidated financial condition or results of operations. DAC
material weakness relating to the controls over income taxrepresents the costs that vary with and are related primarily to
accounting was not fully remediated. Remediation of this materialthe acquisition of new and renewal insurance and annuity
weakness is ongoing. Until remediated, this weakness couldcontracts. When interest rates rise, policy loans and surrenders
affect the accuracy or timing of future filings with the SEC andand withdrawals of life insurance policies and annuity contracts
other regulatory authorities. See also Item 9A. Controls andmay increase as policyholders seek to buy products with per-
Procedures — Management’s Report on Internal Control Overceived higher returns, requiring AIG subsidiaries to accelerate the
Financial Reporting.amortization of DAC. To the extent such amortization exceeds

surrender or other charges earned upon surrender and withdraw-
Catastrophe Exposuresals of certain life insurance policies and annuity contracts, AIG’s

results of operations could be negatively affected. The occurrence of catastrophic events could adversely affect
DAC for both insurance-oriented and investment-oriented prod- AIG’s consolidated financial condition or results of operations.

ucts as well as retirement services products is reviewed for
The occurrence of events such as hurricanes, earthquakes,

recoverability, which involves estimating the future profitability of
pandemic disease, acts of terrorism and other catastrophes could

current business. This review involves significant management
adversely affect AIG’s consolidated financial condition or results of

judgment. If the actual emergence of future profitability were to be
substantially lower than estimated, AIG could be required to
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operations, including by exposing AIG’s businesses to the the United States may be affected by regional economic down-
following: turns, changes in foreign currency exchange rates, political

) widespread claim costs associated with property, workers upheaval, nationalization and other restrictive government actions,
compensation, mortality and morbidity claims; which could also affect other AIG operations.

) loss resulting from the cash flows from invested assets The degree of regulation and supervision in foreign jurisdic-
being less than the cash flows required to meet the policy tions varies. Generally, AIG, as well as the underwriting compa-
and contract liabilities; or nies operating in such jurisdictions, must satisfy local regulatory

) loss resulting from the actual policy experience adversely requirements. Licenses issued by foreign authorities to AIG
emerging in comparison to the assumptions made in the subsidiaries are subject to modification and revocation. Thus,
product pricing associated with mortality, morbidity, termina- AIG’s insurance subsidiaries could be prevented from conducting
tion and expenses. future business in certain of the jurisdictions where they currently

operate. AIG’s international operations include operations in
various developing nations. Both current and future foreignLegal Proceedings
operations could be adversely affected by unfavorable political

Significant legal proceedings adversely affected AIG’s results of
developments including tax changes, regulatory restrictions and

operations in 2005. As a result of the settlements discussed
nationalization of AIG’s operations without compensation. Adverse

below under Item 3. Legal Proceedings, AIG recorded an after-tax
actions from any one country may adversely affect AIG’s results of

charge of approximately $1.15 billion in the fourth quarter of
operations, liquidity and financial condition depending on the

2005. AIG is party to numerous other legal proceedings and
magnitude of the event and AIG’s net financial exposure at that

regulatory investigations. It is possible that the effect of the
time in that country.

unresolved matters could be material to AIG’s consolidated
results of operations for an individual reporting period. For a Information Technology
discussion of these unresolved matters, see Item 3. Legal
Proceedings. A failure in AIG’s operational systems or infrastructure or those

of third parties could disrupt business, damage AIG’s reputation
and cause losses. AIG’s operations rely on the secure processing,Regulation
storage and transmission of confidential and other information in

AIG is subject to extensive regulation in the jurisdictions in
its computer systems and networks. AIG’s business depends on

which it conducts its businesses. AIG’s operations around the
effective information systems and the integrity and timeliness of

world are subject to regulation by different types of regulatory
the data it uses to run its business. AIG’s ability to adequately

authorities, including insurance, securities, investment advisory,
price its products and services, establish reserves, provide

banking and thrift regulators in the United States and abroad.
effective and efficient service to its customers, and to timely and

AIG’s operations have become more diverse and consumer-
accurately report its financial results also depends significantly on

oriented, increasing the scope of regulatory supervision and the
the integrity of the data in its information systems. Although AIG

possibility of intervention. In particular, AIG’s consumer lending
takes protective measures and endeavors to modify them as

business is subject to a broad array of laws and regulations
circumstances warrant, its computer systems, software and

governing lending practices and permissible loan terms, and AIG
networks may be vulnerable to unauthorized access, computer

would expect increased regulatory oversight relating to this
viruses or other malicious code and other events that could have

business.
security consequences. If one or more of such events occur, this

The regulatory environment could have a significant effect on
potentially could jeopardize AIG’s or its clients’ or counterparties’

AIG and its businesses. Among other things, AIG could be fined,
confidential and other information processed and stored in, and

prohibited from engaging in some of its business activities or
transmitted through, its computer systems and networks, or

subject to limitations or conditions on its business activities.
otherwise cause interruptions or malfunctions in AIG’s, its

Significant regulatory action against AIG could have material
clients’, its counterparties’ or third parties’ operations, which

adverse financial effects, cause significant reputational harm, or
could result in significant losses or reputational damage. AIG may

harm business prospects. New laws or regulations or changes in
be required to expend significant additional resources to modify

the enforcement of existing laws or regulations applicable to
its protective measures or to investigate and remediate vulnerabil-

clients may also adversely affect AIG and its businesses.
ities or other exposures, and AIG may be subject to litigation and
financial losses that are either not insured against or not fully

Foreign Operations covered by insurance maintained.
Foreign operations expose AIG to risks that may affect its Despite the contingency plans and facilities AIG has in place, its
operations, liquidity and financial condition. AIG provides insur- ability to conduct business may be adversely affected by a disruption
ance and investment products and services to both businesses of the infrastructure that supports AIG’s business in the communities
and individuals in more than 130 countries and jurisdictions. A in which it is located. This may include a disruption involving
substantial portion of AIG’s General Insurance business and a electrical, communications, transportation or other services used by
majority of its Life Insurance & Retirement Services businesses AIG. These disruptions may occur, for example, as a result of events
are conducted outside the United States. Operations outside of that affect only the buildings occupied by AIG or as a result of events
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with a broader effect on the cities where those buildings are located. S&P would permit counterparties to call for approximately $864
If a disruption occurs in one location and AIG’s employees in that million of additional collateral. Further, additional downgrades
location are unable to occupy its offices and conduct business or could result in requirements for substantial additional collateral,
communicate with or travel to other locations, AIG’s ability to service which could have a material effect on how AIG manages its
and interact with its clients may suffer and it may not be able to liquidity. For a further discussion of AIG’s credit ratings and the
successfully implement contingency plans that depend on communi- potential effect of posting collateral on AIG’s liquidity, see
cation or travel. Management’s Discussion and Analysis of Financial Condition and

Results of Operations — Capital Resources and Liquidity — Credit
Ratings and — Liquidity.AIG’s Credit Ratings

Financial strength and credit ratings by major ratings agencies Liquidity
are an important factor in establishing the competitive position of

Liquidity risk represents the potential inability of AIG to meet allinsurance companies and other financial institutions and affect
payment obligations when they become due. AIG’s liquidity couldthe availability and cost of borrowings. Any ratings downgrade may
be impaired by an inability to access the capital markets or bylessen AIG’s ability to compete in certain businesses and may
unforeseen significant outflows of cash. This situation may ariseincrease AIG’s interest expense. Financial strength ratings measure
due to circumstances that AIG may be unable to control, such as aan insurance company’s ability to meet its obligations to contract
general market disruption or an operational problem that affectsholders and policyholders, help to maintain public confidence in a
third parties or AIG. AIG depends on dividends, distributions andcompany’s products, facilitate marketing of products and enhance a
other payments from its subsidiaries to fund dividend payments andcompany’s competitive position. Credit ratings measure a com-
to fund payments on AIG’s obligations, including debt obligations.pany’s ability to repay its obligations and directly affect the cost
Regulatory and other legal restrictions may limit AIG’s ability toand availability to that company of unsecured financing. Historically,
transfer funds freely, either to or from its subsidiaries. In particular,AIG’s credit and financial strength ratings have provided AIG a
many of AIG’s subsidiaries, including AIG’s insurance subsidiaries,competitive advantage.
are subject to laws and regulations that authorize regulatory bodiesFrom March through June of 2005, the major rating agencies
to block or reduce the flow of funds to the parent holding company,downgraded the ratings of AIG and its insurance subsidiaries in a
or that prohibit such transfers altogether in certain circumstances.series of actions. Many of the ratings were put on negative watch
These laws and regulations may hinder AIG’s ability to access fundsor negative outlook, which indicates a potential downgrade. Since
that AIG may need to make payments on its obligations. See alsothen, however, the agencies have affirmed the ratings of AIG and
Item 1. Business — Regulation.all of its subsidiaries with a stable outlook, which indicates that

the rating is not likely to change in the near term, except that S&P Some of AIG’s investments are relatively illiquid. AIG’s invest-
maintains a negative outlook on Transatlantic and on the senior ments in certain fixed income investments, certain structured
long-term debt rating of ILFC. securities, direct private equities, limited partnerships, hedge

A downgrade of the credit or financial strength ratings of AIG or funds and real estate are relatively illiquid. These asset classes
its subsidiaries could adversely affect AIG’s business and its represented nine percent of the carrying value of AIG’s total cash
consolidated results of operations in a number of ways, including: and invested assets as of December 31, 2006. If AIG requires

) increasing AIG’s interest expense; significant amounts of cash on short notice in excess of normal
) reducing AIGFP’s ability to compete in the structured prod- cash requirements, AIG may have difficulty selling these invest-

ucts and derivatives businesses; ments in a timely manner or be forced to sell them for less than
) reducing the competitive advantage of AIG’s insurance what AIG might otherwise have been able to, or both.

subsidiaries, which may result in reduced product sales Concentration of AIG’s investment portfolios in any particular
and/or lower prices; segment of the economy may have adverse effects. The

) adversely affecting relationships with agents and sales concentration of AIG’s investment portfolios in any particular
representatives; and industry, group of related industries or geographic sector could

) in the case of a downgrade of AGF or ILFC, increasing their have an adverse effect on the investment portfolios and conse-
interest expense and reducing their ability to compete in quently on AIG’s results of operations and financial position. While
their respective businesses. AIG seeks to mitigate this risk by having a broadly diversified

As a result of the downgrades in 2005 discussed above, AIG portfolio, events or developments that have a negative effect on
was required to post approximately $1.16 billion of collateral with any particular industry, group of related industries or geographic
counterparties to municipal guaranteed investment contracts and region may have a greater adverse effect on the investment
financial derivatives transactions. In the event of a further portfolios to the extent that the portfolios are concentrated rather
downgrade, AIG would be required to post additional collateral. It than diversified. Further, AIG’s ability to sell assets relating to
is estimated that, as of the close of business on February 15, such particular industry, group of related industries or geographic
2007, based on AIG’s outstanding municipal GIAs and financial region may be limited if other market participants are seeking to
derivatives transactions as of such date, a further downgrade of sell at the same time.
AIG’s long-term senior debt ratings to Aa3 by Moody’s or AA- by
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See also Management’s Discussion and Analysis of Financial stable, producing aircraft and related components which meet the
Condition and Results of Operations — Capital Resources and airlines’ demands, both in type and quantity, and fulfilling their
Liquidity — Liquidity. contractual obligations to ILFC. Competition between the manufac-

turers for market share is intense and may lead to instances of
deep discounting for certain aircraft types and may negativelyThe Relationships Between AIG and
affect ILFC’s competitive pricing.the Starr Entities

The relationships between AIG and the Starr entities may take Item 1B.
an extended period of time to unwind and/or resolve, and the Unresolved Staff Comments
consequences of such resolution are uncertain. During 2006,
AIG unwound and resolved its most significant relationships with There are no material unresolved written comments that were
C.V. Starr & Co, Inc. (Starr) and began unwinding and resolving received from the SEC staff 180 days or more before the end of
various relationships with Starr International Company, Inc. (SICO). AIG’s fiscal year relating to AIG’s periodic or current reports under
AIG cannot predict what its future relationship with Starr and SICO the Exchange Act.
will be.

The agency relationships between AIG subsidiaries and Starr Item 2.
have been terminated and litigation with Starr has been resolved, Properties
but there can be no assurance that AIG will compete successfully

AIG and its subsidiaries operate from approximately 2,300 offices
for the business previously produced by the Starr agencies. In

in the United States, 6 offices in Canada and numerous offices in
January 2006, Starr announced that it had completed its tender

approximately 100 foreign countries. The offices in Greensboro
offers to purchase interests in Starr and that all eligible

and Winston-Salem, North Carolina; Springfield, Illinois; Amarillo,
shareholders had tendered their shares. As a result of completion

Ft. Worth and Houston, Texas; Wilmington, Delaware; San Juan,
of the tender offers, no AIG executive currently holds any Starr

Puerto Rico; Tampa, Florida; Livingston, New Jersey; Evansville,
interest.

Indiana; Nashville, Tennessee; 70 Pine Street, 72 Wall Street and
AIG has entered into agreements pursuant to which AIG

175 Water Street in New York, New York; and offices in more than
agrees, subject to certain conditions, to assure AIG’s current

30 foreign countries and jurisdictions including Bermuda, Chile,
employees that all payments are made under a series of two-year

Hong Kong, the Philippines, Japan, United Kingdom, Singapore,
Deferred Compensation Profit Participation Plans provided by SICO

Malaysia, Switzerland, Taiwan and Thailand are located in build-
(SICO Plans). For a further discussion of the SICO plans, see

ings owned by AIG and its subsidiaries. The remainder of the
Note 16 of Notes to Consolidated Financial Statements. Neverthe-

office space utilized by AIG subsidiaries is leased.
less, there can be no assurance that AIG will be able to
effectively address the consequences for its executives of the

Item 3.unwinding of their participation in the SICO plans and programs.
Legal ProceedingsFinally, litigation between AIG and SICO remains pending, and the

timing, terms and effect on AIG of any resolution cannot currently General
be predicted. See also Item 3. Legal Proceedings.

AIG and its subsidiaries, in common with the insurance industry in
general, are subject to litigation, including claims for punitiveEmployee Error and Misconduct
damages, in the normal course of their business. See also

Employee error and misconduct may be difficult to detect and Note 12(a) of Notes to Consolidated Financial Statements, as well
prevent and may result in significant losses. Losses may result as the discussion and analysis of Consolidated Net Losses and
from, among other things, fraud, errors, failure to document Loss Expense Reserve Development and Management’s Discus-
transactions properly or to obtain proper internal authorization or sion and Analysis of Financial Condition and Results of Operations
failure to comply with regulatory requirements. herein.

There have been a number of highly publicized cases involving
fraud or other misconduct by employees in the financial services 2006 Regulatory Settlements
industry in recent years, and AIG runs the risk that employee

In February 2006, AIG reached a final settlement with the SEC,misconduct could occur. It is not always possible to deter or
the United States Department of Justice (DOJ), the Office of theprevent employee misconduct and the precautions AIG takes to
New York Attorney General (NYAG) and the New York Stateprevent and detect this activity may not be effective in all cases.
Department of Insurance (DOI). The settlements resolved investi-
gations conducted by the SEC, NYAG and DOI in connection withAircraft Suppliers
the accounting, financial reporting and insurance brokerage prac-

There are limited suppliers of aircraft and engines. The supply of tices of AIG and its subsidiaries, as well as claims relating to the
jet transport aircraft, which ILFC purchases and leases, is underpayment of certain workers compensation premium taxes
dominated by two air frame manufacturers, Boeing and Airbus, and and other assessments. The 2005 financial statements included
a limited number of engine manufacturers. As a result, ILFC is in this Annual Report on Form 10-K include a fourth quarter after-
dependent on the manufacturers’ success in remaining financially tax charge of $1.15 billion relating to the settlements.

18 AIG 2006 Form 10-K



American International Group, Inc. and Subsidiaries

As part of the settlement with the SEC, the SEC filed a civil record keeping provisions of those laws. AIG, without admitting or
complaint, alleging that from 2000 until 2005, AIG materially denying the allegations in the SEC complaint, consented to the
falsified its financial statements through a variety of transactions issuance of a final judgment permanently enjoining it and its
and entities in order to strengthen the appearance of its financial employees and related persons from violating certain provisions
results to analysts and investors. AIG, without admitting or of the Exchange Act, Exchange Act rules and the Securities Act,
denying the allegations in the SEC complaint, consented to the ordering disgorgement of fees it received in the PNC transactions
issuance of a final judgment on February 9, 2006: and providing for AIG to establish a transaction review committee
(a) permanently restraining and enjoining AIG from violating to review the appropriateness of certain future transactions and
Section 17(a) of the Securities Act of 1933 (Securities Act) and to retain an independent consultant to examine certain transac-
Sections 10(b), 13(a), 13(b)(2) and 13(b)(5) and Rules 10b-5, tions entered into between 2000 and 2004 and review the
12b-20, 13a-1, 13a-13 and 13b2-1 of the Exchange Act; policies and procedures of the transaction review committee. AIG
(b) ordering AIG to pay disgorgement in the amount of $700 mil- expects that the review by the independent consultant of transac-
lion; and (c) ordering AIG to pay a civil penalty in the amount of tions entered into by AIG during the 2000 to 2004 period will be
$100 million. The $800 million was deposited into a fund under completed during 2007.
the supervision of the SEC to be available to resolve claims The settlement with the DOJ consists of separate agreements
asserted against AIG by investors, including the shareholder with AIG and AIGFP and a criminal complaint alleging violations of
lawsuits described below. federal securities laws filed against, and deferred prosecution

In February 2006, AIG and the DOJ entered into a letter agreement with, a wholly owned subsidiary of AIGFP. Under the
agreement whereby AIG agreed to cooperate with the DOJ in the terms of the settlement, AIGFP paid a penalty of $80 million. On
DOJ’s ongoing criminal investigation of violations of federal January 17, 2006, the court approved an order dismissing the
criminal law in connection with misstatements in periodic financial complaint with prejudice. 
reports that AIG filed with the SEC between 2000 and 2004
relating to certain transactions, accepted responsibility for certain Regulatory Investigations
of its actions and those of its employees relating to these

Regulators from several states have commenced investigations
transactions, and paid $25 million in penalties.

into insurance brokerage practices related to contingent commis-
In February 2006, AIG entered into agreements with the NYAG

sions and other industry-wide practices as well as other broker-
and the DOI, resolving claims under New York’s Martin Act and

related conduct, such as alleged bid rigging.
insurance laws. Under the agreements, $375 million was paid into

In addition, various federal and state regulatory agencies are
a fund under the supervision of the NYAG and the DOI to be

reviewing certain other transactions and practices of AIG and its
available principally to pay certain insureds who purchased AIG

subsidiaries in connection with industry-wide and other inquiries.
excess casualty policies through Marsh & McLennan Companies,

AIG has cooperated, and will continue to cooperate, with all these
Inc. or Marsh Inc. (Marsh). In addition, a fund of approximately

investigations, including by producing documents and other infor-
$343 million was created to pay obligations resulting from the

mation in response to subpoenas.
underpayment by AIG of its workers compensation premium taxes
and related fees and assessments. In addition, AIG paid a

Pending Private Litigation$100 million fine to the State of New York.
As part of these settlements, AIG has agreed to retain, for a Securities Actions. Beginning in October 2004, a number of

period of three years, an independent consultant who will conduct putative securities fraud class action suits were filed against AIG
a review that will include, among other things, the adequacy of and consolidated as In re American International Group, Inc.
AIG’s internal controls over financial reporting, the policies, Securities Litigation. Subsequently, a separate, though similar,
procedures and effectiveness of AIG’s regulatory, compliance and securities fraud action was also brought against AIG by certain
legal functions, and the remediation plan that AIG has imple- Florida pension funds. The lead plaintiff in the class action is a
mented as a result of its own internal review. group of public retirement systems and pension funds benefiting

Ohio state employees, suing on behalf of themselves and all
PNC Settlement purchasers of AIG’s publicly traded securities between Octo-

ber 28, 1999 and April 1, 2005. The named defendants are AIG
In November 2004, AIG and AIGFP reached a final settlement with

and a number of present and former AIG officers and directors, as
the SEC, the Fraud Section of the DOJ and the United States

well as Starr, SICO, General Reinsurance Corporation and Price-
Attorney for the Southern District of Indiana with respect to issues

waterhouseCoopers LLP (PwC), among others. The lead plaintiff
arising from certain structured transactions entered into with

alleges, among other things, that AIG: (1) concealed that it
Brightpoint, Inc. and The PNC Financial Services Group, Inc.

engaged in anti-competitive conduct through alleged payment of
(PNC), the marketing of transactions similar to the PNC transac-

contingent commissions to brokers and participation in illegal bid-
tions and related matters.

rigging; (2) concealed that it used ‘‘income smoothing’’ products
As part of the settlement, the SEC filed against AIG a civil

and other techniques to inflate its earnings; (3) concealed that it
complaint, based on the conduct of AIG primarily through AIGFP,

marketed and sold ‘‘income smoothing’’ insurance products to
alleging violations of certain antifraud provisions of the federal

other companies; and (4) misled investors about the scope of
securities laws and aiding and abetting violations of reporting and
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government investigations. In addition, the lead plaintiff alleges Derivative Actions — Delaware Chancery Court. From October
that AIG’s former Chief Executive Officer manipulated AIG’s stock 2004 to April 2005, AIG shareholders filed five derivative
price. The lead plaintiff asserts claims for violations of Sec- complaints in the Delaware Chancery Court. All of these derivative
tions 11 and 15 of the Securities Act, Section 10(b) of the lawsuits have been consolidated into a single action. The
Exchange Act, and Rule 10b-5 promulgated thereunder, Sec- amended consolidated complaint names 43 defendants (not
tion 20(a) of the Exchange Act, and Section 20A of the Exchange including nominal defendant AIG) who, like the New York consoli-
Act. In April 2006, the court denied the defendants’ motions to dated derivative litigation, are current and former officers and
dismiss the second amended class action complaint and the directors of AIG, as well as other entities and certain of their
Florida complaint. In December 2006, a third amended class current and former employees and directors. The factual allega-
action complaint was filed, which does not differ substantially tions, legal claims and relief sought in the Delaware action are
from the prior complaint. Fact and class discovery is currently similar to those alleged in the New York derivative actions, except
ongoing. that plaintiffs in the Delaware derivative action assert claims only

ERISA Action. Between November 30, 2004 and July 1, 2005, under state law. The court has approved agreements staying the
several Employee Retirement Income Security Act of 1974 (ERISA) derivative case pending in the Delaware Chancery Court while the
actions were filed on behalf of a purported class of participants special committee performs its work. The current stay extends
and beneficiaries of three pension plans sponsored by AIG or its until March 14, 2007.
subsidiaries. A consolidated complaint filed on September 26, An additional derivative lawsuit, filed in the Delaware Chancery
2005 alleges a class period between September 30, 2000 and Court in December 2002 against twenty directors and executives
May 31, 2005 and names as defendants AIG, the members of of AIG as well as against AIG as a nominal defendant, alleges,
AIG’s Retirement Board and the Administrative Boards of the among other things, that the directors of AIG breached the
plans at issue, and four present or former members of AIG’s fiduciary duties of loyalty and care by approving the payment of
Board of Directors. The factual allegations in the complaint are commissions to Starr and of rental and service fees to SICO and
essentially identical to those in the securities actions described the executives breached their duty of loyalty by causing AIG to
above. Plaintiffs allege that defendants violated duties under enter into contracts with Starr and SICO and their fiduciary duties
ERISA by allowing the plans to offer AIG stock as a permitted by usurping AIG’s corporate opportunity. The complaint further
investment, when defendants allegedly knew it was not a prudent alleges that the Starr agencies did not provide any services that
investment, and by failing to provide participants with accurate AIG was not capable of providing itself, and that the diversion of
information about AIG stock. AIG’s motion to dismiss was denied commissions to these entities was solely for the benefit of Starr’s
on December 12, 2006. Discovery will be consolidated with owners. The complaint also alleged that the service fees and
proceedings in the securities actions. rental payments made to SICO and its subsidiaries were improper.

Derivative Actions — Southern District of New York. Between Under the terms of a stipulation approved by the Court on
October 25, 2004 and July 14, 2005, seven separate derivative February 16, 2006, the claims against the outside independent
actions were filed in the Southern District of New York, five of which directors were dismissed with prejudice, while the claims against
were consolidated into a single action. The New York derivative the other directors were dismissed without prejudice. On Octo-
complaint contains nearly the same types of allegations made in ber 31, 2005, Messrs. Greenberg, Matthews and Smith, SICO and
the securities fraud and ERISA actions described above. The named Starr filed motions to dismiss the amended complaint. In an
defendants include current and former officers and directors of AIG, opinion dated June 21, 2006, the Court denied defendants’
as well as Marsh, SICO, Starr, ACE Limited and subsidiaries (ACE), motion to dismiss, except with respect to plaintiff’s challenge to
General Reinsurance Corporation, PwC, and certain employees or payments made to Starr before January 1, 2000. On July 21,
officers of these entity defendants. Plaintiffs assert claims for 2006, plaintiff filed its second amended complaint, which alleges
breach of fiduciary duty, gross mismanagement, waste of corporate that, between January 1, 2000 and May 31, 2005, individual
assets, unjust enrichment, insider selling, auditor breach of defendants breached their duty of loyalty by causing AIG to enter
contract, auditor professional negligence and disgorgement from into contracts with Starr and SICO and breached their fiduciary
AIG’s former Chief Executive Officer and Chief Financial Officer of duties by usurping AIG’s corporate opportunity. Starr is charged
incentive-based compensation and AIG share proceeds under with aiding and abetting breaches of fiduciary duty and unjust
Section 304 of the Sarbanes-Oxley Act, among others. Plaintiffs enrichment for its acceptance of the fees. SICO is no longer
seek, among other things, compensatory damages, corporate named as a defendant. Discovery is currently ongoing.
governance reforms, and a voiding of the election of certain AIG Policyholder Actions. After the NYAG filed its complaint against
directors. AIG’s Board of Directors has appointed a special insurance broker Marsh, policyholders brought multiple federal
committee of independent directors (special committee) to review antitrust and the Racketeer Influenced and Corrupt Organizations
the matters asserted in the operative consolidated derivative Act (RICO) class actions in jurisdictions across the nation against
complaint. The court has approved agreements staying the deriva- insurers and brokers, including AIG and a number of its subsidiar-
tive case pending in the Southern District of New York while the ies, alleging that the insurers and brokers engaged in a broad
special committee performs its work. The current stay extends until conspiracy to allocate customers, steer business, and rig bids.
March 14, 2007. These actions, including 18 complaints filed in different federal

courts naming AIG or an AIG subsidiary as a defendant, were
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consolidated by the judicial panel on multi-district litigation and Brown of the District of New Jersey transferred the multi-district
transferred to the United States District Court for the District of litigation to himself. Oral argument on the renewed motions to
New Jersey for coordinated pretrial proceedings. The consolidated dismiss has been scheduled before Chief Judge Brown on
actions have proceeded in that court in two parallel actions, In re March 1, 2007. Fact discovery in the multi-district litigation is
Insurance Brokerage Antitrust Litigation (the Commercial Com- ongoing.
plaint) and In re Employee Benefit Insurance Brokerage Antitrust A number of complaints making allegations similar to those in
Litigation (the Employee Benefits Complaint, and together with the the Commercial Complaint have been filed against AIG and other
Commercial Complaint, the multi-district litigation). defendants in state and federal courts around the country. The

The plaintiffs in the Commercial Complaint are nineteen defendants have thus far been successful in having the federal
corporations, individuals and public entities that contracted with actions transferred to the District of New Jersey and consolidated
the broker defendants for the provision of insurance brokerage into the multi-district litigation. The defendants have also sought
services for a variety of insurance needs. The broker defendants to have state court actions making similar allegations stayed
are alleged to have placed insurance coverage on the plaintiffs’ pending resolution of the multi-district litigation. In one state court
behalf with a number of insurance companies named as defend- action pending in Florida, the trial court recently decided not to
ants, including AIG subsidiaries. The Commercial Complaint also grant an additional stay, but instead to allow the case to proceed.
named ten brokers and fourteen other insurers (one of which has Litigation Relating to 21st Century. Shortly after the announce-
since settled) as defendants. The Commercial Complaint alleges ment in late January 2007 of AIG’s offer to acquire the
that defendants engaged in a widespread conspiracy to allocate outstanding shares of 21st Century not already owned by AIG and
customers through ‘‘bid-rigging’’ and ‘‘steering’’ practices. The its subsidiaries, two related class actions were filed in the
Commercial Complaint also alleges that the insurer defendants Superior Court of California, Los Angeles County against AIG,
permitted brokers to place business with AIG subsidiaries through 21st Century and the individual members of 21st Century’s Board
wholesale intermediaries affiliated with or owned by those same of Directors, two of whom are current executive officers of AIG.
brokers rather than placing the business with AIG subsidiaries The actions were filed purportedly on behalf of the minority
directly. Finally, the Commercial Complaint alleges that the insurer shareholders of 21st Century and assert breaches of fiduciary
defendants entered into agreements with broker defendants that duty in connection with the AIG proposal. The complaints allege
tied insurance placements to reinsurance placements in order to that the proposed per share price is unfair and seek preliminary
provide additional compensation to each broker. Plaintiffs assert and permanent injunctive relief to enjoin the consummation of the
that the defendants violated the Sherman Antitrust Act, RICO, the proposed transaction.
antitrust laws of 48 states and the District of Columbia, and are SICO. In July, 2005, SICO filed a complaint against AIG in the
liable under common law breach of fiduciary duty and unjust Southern District of New York, claiming that AIG had refused to
enrichment theories. Plaintiffs seek treble damages plus interest provide SICO access to certain artwork and asked the court to
and attorneys’ fees as a result of the alleged RICO and Sherman order AIG immediately to release the property to SICO. AIG filed
Act violations. an answer denying SICO’s allegations and setting forth defenses

The plaintiffs in the Employee Benefits Complaint are nine to SICO’s claims. In addition, AIG filed counterclaims asserting
individual employees and corporate and municipal employers breach of contract, unjust enrichment, conversion, breach of
alleging claims on behalf of two separate nationwide purported fiduciary duty, a constructive trust and declaratory judgment,
classes: an employee class and an employer class that acquired relating to SICO’s breach of its commitment to use its AIG shares
insurance products from the defendants from August 26, 1994 to only for the benefit of AIG and AIG employees. Fact and expert
the date of any class certification. The Employee Benefits discovery has been substantially concluded and briefing on SICO’s
Complaint names AIG, as well as eleven brokers and five other motion for summary judgment is underway.
insurers, as defendants. The activities alleged in the Employee
Benefits Complaint, with certain exceptions, track the allegations Effect on AIG
of contingent commissions, bid-rigging and tying made in the

In the opinion of AIG management, AIG’s ultimate liability for the
Commercial Complaint.

unresolved matters referred to above is not likely to have a
On October 3, 2006, Judge Hochberg of the District of New

material adverse effect on AIG’s consolidated financial condition,
Jersey reserved in part and denied in part motions filed by the

although it is possible that the effect would be material to AIG’s
insurer defendants and broker defendants to dismiss the multi-

consolidated results of operations for an individual reporting
district litigation. The Court also ordered the plaintiffs in both

period.
actions to file supplemental statements of particularity to elabo-
rate on the allegations in their complaints. Plaintiffs filed their

Item 4.supplemental statements on October 25, 2006, and the AIG
Submission of Matters to a Vote of Securitydefendants, along with other insurer and broker defendants in the
Holderstwo consolidated actions, filed renewed motions to dismiss on

November 30, 2006. Briefing has been completed on the renewed There were no matters submitted to a vote of security holders
motions to dismiss, as well as plaintiffs’ motion for class during the fourth quarter of 2006.
certification in both cases. On February 16, 2007, Chief Judge
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Part II

For a discussion of certain restrictions on the payment ofItem 5.
dividends to AIG by some of its insurance subsidiaries, seeMarket for the Registrant’s Common Equity,
Note 11 of Notes to Consolidated Financial Statements.Related Stockholder Matters and Issuer

Purchases of Equity Securities The following table summarizes AIG’s stock repurchases
for the three-month period ended December 31, 2006:AIG’s common stock is listed on the New York Stock Exchange, as

well as on the stock exchanges in London, Paris, Switzerland and Maximum
Tokyo. Number of

Total Shares
Number of that MayThe following table presents the high and low closing

Shares Yet Besales prices and the dividends paid per share of AIG’s Purchased Purchased
common stock on the New York Stock Exchange Compos- Average as Part of Under the

Price Publicly Plans orite Tape, for each quarter of 2006 and 2005.
Total Number Paid Announced Programs

of Shares per Plans or at End of2006 2005 Period  Purchased(a)(b) Share Programs Month(b)

Dividends Dividends
High Low Paid High Low Paid October 1 - 31, 2006 — $ — — 36,542,700

November 1 - 30,First quarter $70.83 $65.35 $0.150 $73.46 $54.18 $0.125
2006 — — — 36,542,700Second

December 1 - 31,quarter 66.54 58.67 0.150 58.94 49.91 0.125
2006 — — — 36,542,700Third quarter 66.48 57.76 0.165 63.73 56.00 0.150

Total — $ — —Fourth
quarter 72.81 66.30 0.165 64.40 60.43 0.150

(a) Does not include 165,190 shares delivered or attested to in satisfac-
tion of the exercise price by holders of AIG employee stock optionsThe approximate number of holders of common stock as of
exercised during the three months ended December 31, 2006 or

January 31, 2007, based upon the number of record holders, was 17,000 shares purchased by ILFC to satisfy obligations under em-
58,000. ployee benefit plans.

Subject to the dividend preference of any of AIG’s serial (b) On July 19, 2002, AIG announced that its Board of Directors had
authorized the open market purchase of up to 10 million shares ofpreferred stock that may be outstanding, the holders of shares of
common stock. On February 13, 2003, AIG announced that its Boardcommon stock are entitled to receive such dividends as may be
of Directors had expanded the existing program through the authoriza-

declared by AIG’s Board of Directors from funds legally available tion of an additional 50 million shares. The purchase program has no
therefor. set expiration or termination date. In February 2007, AIG’s Board of

Directors increased the repurchase program by authorizing the repur-In February 2007, AIG’s Board of Directors adopted a new
chase of shares with an aggregate purchase price of $8 billion.dividend policy, to take effect with the dividend to be declared in

the second quarter of 2007, providing that under ordinary AIG’s table of equity compensation plans previously approved
circumstances, AIG’s plan will be to increase its common stock by security holders and equity compensation plans not previously
dividend by approximately 20 percent annually. The payment of approved by security holders will be included in AIG’s Definitive
any dividend, however, is at the discretion of AIG’s Board of Proxy Statement in connection with its 2007 Annual Meeting of
Directors, and the future payment of dividends will depend on Shareholders, which will be filed with the SEC within 120 days of
various factors, including the performance of AIG’s businesses, AIG’s fiscal year end.
AIG’s consolidated financial position, results of operations and
liquidity and the existence of investment opportunities.
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companies comprised of The Allstate Corporation, The ChubbPerformance Graph
Corporation, CNA Financial Corporation, The Hartford Financial

The following Performance Graph compares the cumulative total Services Group, Inc., Lincoln National Corporation, MetLife, Inc.,
shareholder return on AIG common stock for a five-year period Prudential Financial, Inc. and The Travelers Companies, Inc. (the
(December 31, 2001 to December 31, 2006) with the cumulative Old Peer Group), to which AIG compared itself in the Performance
total return of the Standard & Poor’s 500 stock index (which Graph included in its Definitive Proxy Statement in connection with
includes AIG) and a peer group of companies (the New Peer AIG’s 2006 Annual Meeting of Shareholders. ACE Limited, Aflac
Group) consisting of nine insurance companies to which AIG Incorporated, and XL Capital Ltd have been added to the New
compares its business and operations: ACE Limited, Aflac Incorpo- Peer Group to reflect their status as significant competitors of
rated, The Chubb Corporation, The Hartford Financial Services AIG’s business. The Allstate Corporation and CNA Financial
Group, Inc., Lincoln National Corporation, MetLife, Inc., Prudential Corporation have been excluded because AIG no longer believes
Financial, Inc., The Travelers Companies, Inc. (formerly The these companies to be comparable to AIG in its overall business
St. Paul Travelers Companies, Inc.) and XL Capital Ltd. The and operations. Dividend reinvestment has been assumed and
Performance Graph also compares the cumulative total share- returns have been weighted to reflect relative stock market
holder return on AIG common stock to the return of a group of capitalization.

FIVE-YEAR CUMULATIVE TOTAL SHAREHOLDER RETURNS
Value of $100 Invested on December 31, 2001

$0

$50
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$150

$200

$250

2001 2002 2003 2004 2005 2006

Years Ending

AMERICAN INTERNATIONAL GROUP S&P 500 INDEX NEW PEER GROUP OLD PEER GROUP

2001 2002 2003 2004 2005 2006

AIG $100.00 $73.07 $ 84.04 $ 83.61 $ 87.67 $ 92.97
S&P 500 100.00 77.90 100.25 111.15 116.61 135.03
New Peer Group 100.00 86.49 109.07 126.05 155.01 179.36
Old Peer Group 100.00 88.84 111.14 134.80 164.51 196.58
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Item 6.
Selected Financial Data

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

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

Years Ended December 31,
(in millions, except per share data) 2006 2005 2004 2003 2002

Revenues(a)(b)(c):
Premiums and other considerations $ 74,083 $ 70,209 $ 66,625 $ 54,802 $ 44,289
Net investment income 25,292 22,165 18,465 15,508 13,593
Realized capital gains (losses) 106 341 44 (442) (1,653)
Other income 13,713 16,190 12,532 9,553 9,942

Total revenues 113,194 108,905 97,666 79,421 66,171
Benefits and expenses:

Incurred policy losses and benefits 59,706 63,558 58,212 46,034 40,005
Insurance acquisition and other operating expenses 31,801 30,134 24,609 21,480 18,358

Total benefits and expenses 91,507 93,692 82,821 67,514 58,363
Income before income taxes, minority interest and cumulative

effect of accounting changes(b)(c)(d)(e) 21,687 15,213 14,845 11,907 7,808
Income taxes 6,537 4,258 4,407 3,556 1,919
Income before minority interest and cumulative effect of

accounting changes 15,150 10,955 10,438 8,351 5,889
Minority interest (1,136) (478) (455) (252) (160)
Income before cumulative effect of accounting changes 14,014 10,477 9,983 8,099 5,729
Cumulative effect of accounting changes, net of tax 34 — (144) 9 —
Net income 14,048 10,477 9,839 8,108 5,729
Earnings per common share:

Basic
Income before cumulative effect of accounting changes 5.38 4.03 3.83 3.10 2.20
Cumulative effect of accounting changes, net of tax 0.01 — (0.06) — —
Net income 5.39 4.03 3.77 3.10 2.20

Diluted
Income before cumulative effect of accounting changes 5.35 3.99 3.79 3.07 2.17
Cumulative effect of accounting changes, net of tax 0.01 — (0.06) — —
Net income 5.36 3.99 3.73 3.07 2.17

Dividends declared per common share 0.65 0.63 0.29 0.24 0.18
Total assets 979,414 853,051 801,007 675,602 561,131
Long-term debt and commercial paper(f)

Guaranteed by AIG 17,126 10,425 8,498 7,469 7,144
Liabilities connected to trust preferred stock 1,440 1,391 1,489 1,682 —
Matched/not guaranteed by AIG 130,113 98,033 86,912 71,198 63,866

Total liabilities 877,546 766,548 721,135 606,180 500,696
Shareholders’ equity $101,677 $ 86,317 $ 79,673 $ 69,230 $ 58,303

(a) Represents the sum of General Insurance net premiums earned, Life Insurance & Retirement Services GAAP premiums and net investment income,
Financial Services interest, lease and finance charges, Asset Management net investment income from spread-based products and advisory and
management fees, and realized capital gains (losses).

(b) Includes the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains
and losses. For 2006, 2005, 2004, 2003 and 2002, respectively, the effect was $(1.86) billion, $2.02 billion, $385 million, $(1.50) billion and
$(216) million in revenues and $(1.86) billion, $2.02 billion, $671 million, $(1.22) billion and $(58) million in operating income. These amounts result
primarily from interest rate and foreign currency derivatives that are economically hedging available for sale securities and borrowings.

(c) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts. For 2006 the effect was an
increase of $490 million in both revenues and operating income for General Insurance and an increase of $240 million and $169 million in revenues
and operating income, respectively, for Life Insurance & Retirement Services.

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

(e) Operating income was reduced by fourth quarter charges of $1.8 billion, $850 million and $2.1 billion for 2005, 2004 and 2002, respectively, related
to the annual review of General Insurance loss and loss adjustment reserves. In 2006, 2005 and 2004, changes in estimates for asbestos and
environmental reserves were $198 million, $873 million and $850 million, respectively.

(f) Including that portion of long-term debt maturing in less than one year. See also Note 9 of Notes to Consolidated Financial Statements.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

presented in accordance with accounting principles prescribed byItem 7.
insurance regulatory authorities because these are standardManagement’s Discussion and Analysis of
measures of performance used in the insurance industry and thusFinancial Condition and Results of Operations
allow more meaningful comparisons with AIG’s insurance competi-

Throughout this Management’s Discussion and Analysis of Finan- tors. AIG has also incorporated into this discussion a number of
cial Condition and Results of Operations, AIG presents its cross-references to additional information included throughout this
operations in the way it believes will be most meaningful. Annual Report on Form 10-K to assist readers seeking additional
Statutory underwriting profit (loss) and combined ratios are information related to a particular subject.

Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide the reader
a narrative explanation of AIG’s operations, financial condition and liquidity and certain other significant matters.
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Capital Markets 64
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Cautionary Statement Regarding Projections and Other Information About Future Events
This Annual Report on Form 10-K and other publicly available documents may include, and AIG’s officers and representatives may from time
to time make, projections concerning financial information and statements concerning future economic performance and events, plans and
objectives relating to management, operations, products and services, and assumptions underlying these projections and statements.
These projections and statements are not historical facts but instead represent only AIG’s belief regarding future events, many of which, by
their nature, are inherently uncertain and outside AIG’s control. These projections and statements may address, among other things, the
status and potential future outcome of the current regulatory and civil proceedings against AIG and their potential effect on AIG’s
businesses, financial position, results of operations, cash flows and liquidity, the effect of credit rating changes on AIG’s businesses and
competitive position, the unwinding and resolving of various relationships between AIG and SICO and AIG’s strategy for growth, product
development, market position, financial results and reserves. It is possible that AIG’s actual results and financial condition may differ,
possibly materially, from the anticipated results and financial condition indicated in these projections and statements. Factors that could
cause AIG’s actual results to differ, possibly materially, from those in the specific projections and statements are discussed throughout this
Management’s Discussion and Analysis of Financial Condition and Results of Operations and in Item 1A. Risk Factors of this Annual Report
on Form 10-K. AIG is not under any obligation (and expressly disclaims any such obligations) to update or alter any projection or other
statement, whether written or oral, that may be made from time to time, whether as a result of new information, future events or otherwise.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations Continued

quired Central Insurance Co., Ltd., a leading general insuranceOverview of Operations and Business Results
company in Taiwan.

AIG identifies its reportable segments by product or service line,
consistent with its management structure. AIG’s major product Outlook
and service groupings are General Insurance, Life Insurance &

The commercial property and casualty insurance industry hasRetirement Services, Financial Services and Asset Management.
historically experienced cycles of price erosion followed by rateAIG’s operations in 2006 were conducted by its subsidiaries
strengthening as a result of catastrophe or other significantthrough these segments. Through these segments, AIG provides
losses that affect the overall capacity of the industry to provideinsurance, financial and investment products and services to both
coverage. Despite industry price erosion in commercial lines, AIGbusinesses and individuals in more than 130 countries and
expects to continue to identify profitable opportunities and buildjurisdictions. This geographic, product and service diversification
attractive new general insurance businesses as a result of AIG’sis one of AIG’s major strengths and sets it apart from its
broad product line and extensive distribution networks in the U.S.competitors. AIG’s Other category consists of items not allocated
and abroad. Workers compensation remains under considerableto AIG’s operating segments.
pricing pressure, as statutory rates continue to decline. Rates forAIG’s subsidiaries serve commercial, institutional and individ-
D&O insurance also continue to decline due to competitiveual customers through an extensive property-casualty and life
pressures. There can be no assurance that price erosion will notinsurance and retirement services network. In the United States,
become more widespread or that AIG’s profitability will notAIG companies are the largest underwriters of commercial and
deteriorate from current levels in major commercial lines, as wellindustrial insurance and are among the largest life insurance and
as in personal lines and specialty coverages, such as mortgageretirement services operations as well. AIG’s Financial Services
guaranty, where the loss ratio has increased due to softening inbusinesses include commercial aircraft and equipment leasing,
the U.S. housing market and the weakening performance of non-capital markets operations and consumer finance, both in the
traditional mortgage products. In Foreign General, opportunitiesUnited States and abroad. AIG also provides asset management
for growth exist in the consumer lines due to increased demand inservices to institutions and individuals. As part of its spread-
emerging markets and the trend toward privatization of healthbased business activities, AIG issues various debt instruments in
insurance. Growth in the Personal Lines marketplace remainsthe public and private markets.
challenged from flat renewal pricing, consumer price shopping andAIG’s operating performance reflects implementation of various
increased advertising spending by market leaders. However, thelong-term strategies and defined goals in its various operating
high net worth market continues to provide opportunities forsegments. A primary goal of AIG in managing its General
growth as a result of AIG’s innovative products and servicesInsurance operations is to achieve an underwriting profit. To
specifically designed for that market. AIG expects that theachieve this goal, AIG must be disciplined in its risk selection,
acquisition of the remaining interest in 21st Century will enhanceand premiums must be adequate and terms and conditions
AIG’s ability to grow the Personal Lines business while gainingappropriate to cover the risks accepted and expenses incurred.
efficiencies of scale.Expense efficiency is also a primary goal of AIG.

Losses caused by catastrophes can fluctuate widely from yearA central focus of AIG operations in recent years has been the
to year, making comparisons of results more difficult. Withdevelopment and expansion of distribution channels. In 2006, AIG
respect to catastrophe losses, AIG believes that it has takencontinued to expand its distribution channels, which now include
appropriate steps, such as careful exposure selection andbanks, credit card companies, television-media home shopping,
adequate reinsurance coverage, to reduce the effect of possibleaffinity groups, direct response, worksite marketing and
future losses. The occurrence of one or more catastrophic eventse-commerce.
of unanticipated frequency or severity, such as a terrorist attack,AIG patiently builds relationships in markets around the world
earthquake or hurricane, that causes insured losses, however,where it sees long-term growth opportunities. For example, the
could have a material adverse effect on AIG’s results offact that AIG has the only wholly owned foreign life insurance
operations, liquidity or financial condition.operations in eleven cities in China is the result of relationships

AIG’s operations in China continue to expand, but AIG expectsdeveloped over nearly 30 years. AIG’s more recent extensions of
competition in China to remain strong and AIG’s success in Chinaoperations into India, Vietnam, Russia and other emerging
will depend on its ability to execute its growth strategy.markets reflect the same growth strategy. Moreover, AIG believes

In India, AIG expects to grow all segments, both organicallyin investing in the economies and infrastructures of these
and through acquisitions and joint ventures.countries and growing with them. When AIG companies enter a

In Japan, AIG expects its Life Insurance & Retirement Servicesnew jurisdiction, they typically offer both basic protection and
earnings growth may be challenged by increased competition insavings products. As the economies evolve, AIG’s products evolve
light of a new industry-wide mortality table, the continued runoffwith them, to more sophisticated and investment-oriented models.
of the older, higher-margin in-force business of AIG Star Life andGrowth for AIG may be generated internally as well as through
AIG Edison Life and lower consumer demand for certain accidentacquisitions which both fulfill strategic goals and offer adequate
and health products in light of tax law changes. The flat yieldreturn on capital. During 2006, AIG acquired Travel Guard
curve and declining Yen foreign exchange environment mayInternational, one of the nation’s leading providers of travel
continue to constrain certain fixed annuity production. To leverageinsurance programs and emergency travel assistance, and ac-
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AIG’s leadership position in the distribution of annuities through variable annuity markets. The group annuity market is undergoing
banks in Japan, ALICO launched new life products in this a transition from group annuities to mutual fund products that
distribution channel. Although ALICO’s direct marketing activities have lower profit margins.
in Japan could experience a contraction while it re-positions its Globally, heightened regulatory scrutiny of financial services
brand and products in a very competitive market, AIG expects that companies in many jurisdictions has the potential to affect future
further deregulation will provide additional growth opportunities. In financial results through higher compliance costs. This is particu-
addition, AIG expects that the planned integration of AIG Star Life larly true in Japan and Southeast Asia where financial institutions
and AIG Edison Life will provide enhanced distribution opportuni- have received remediation orders affecting consumer and policy-
ties and scale economies with an anticipated completion date of holder rights.
2009. Within Financial Services, demand for ILFC’s modern, fuel

AIG is a leader in direct marketing through sponsors and in the efficient aircraft remains strong, and ILFC plans to increase its
broad market in Japan and Korea, and AIG is investing in fleet by purchasing 83 aircraft in 2007. However, ILFC’s margins
expanding distribution channels in India, Korea and Vietnam. may be adversely affected by further increases in interest rates.

Through new operations in Bahrain designed to comply with AIGFP expects opportunities for growth across its product seg-
Islamic law, AIG is tapping into a growing market. Islamic ments, but AIGFP is a transaction-oriented business, and its
insurance, called Takaful, is an alternative to conventional insur- operating results will depend to a significant extent on actual
ance based on the concept of mutual assistance through pooling transaction flow, which can be affected by market conditions and
of resources. other variables outside its control. AIG continues to explore

Domestically, AIG plans to continue expansion of its Life opportunities to expand its Consumer Finance operations into new
Insurance & Retirement Services businesses through direct foreign markets. Consumer Finance operations overseas were
marketing and independent agent distribution channels. The aging negatively affected in 2006 by industry-wide credit deterioration in
population in the U.S. provides a growth opportunity for a variety the Taiwan credit card market, however, and operating results in
of products, including longevity, guaranteed income and supple- the U.S. could be affected by the residential housing market,
mental accident and health products. Certain other demographic interest rates and unemployment.
groups that have traditionally been underserved provide additional The GIC portfolio, which is reported within the Asset Manage-
growth opportunities. The home service operation, a slow growth ment segment, continues to run off and the MIP has replaced the
business, has not met business objectives, although its cash flow GIC program as AIG’s principal institutional spread-based invest-
has been steady. Domestic group life/health operations continue ment activity. The MIP program is expected to continue to grow in
to face competitors with greater scale in group benefits. At the 2007. Because the asset mix under the MIP does not include the
end of 2006, AIG exited the financial institutions credit life alternative investments utilized in the GIC program, however, AIG
business in the U.S. as a result of competition from bank does not expect that the income growth in the MIP will offset the
products and low profit margins. The individual fixed annuities runoff in the GIC portfolio for the foreseeable future.
business will continue to be challenged due to the interest rate For a description of important factors that may affect the
environment and increased competition from bank products, while operations and initiatives described above, see Item 1A. Risk
lower margin variable annuity products with living benefits will Factors.
continue to be the product of consumer choice in the individual

Consolidated Results

The following table summarizes AIG’s consolidated revenues, income before income taxes, minority interest and
cumulative effect of accounting changes and net income for the years ended December 31, 2006, 2005 and 2004:

Years Ended December 31,
(in millions) 2006 2005 2004

Total revenues $113,194 $108,905 $97,666

Income before income taxes, minority interest and cumulative effect of accounting changes 21,687 15,213 14,845

Net income $ 14,048 $ 10,477 $ 9,839

FAS 133, decreasing revenues by $1.8 billion in 2006 and2006 and 2005 Comparison
increasing revenues by $2.01 billion in 2005.The 4 percent growth in revenues in 2006 was primarily

Income before income taxes, minority interest and cumulativeattributable to the growth in net premiums earned and net
effect of accounting changes increased 43 percent in 2006investment income from General Insurance operations and growth
compared to 2005, reflecting higher General Insurance and Lifein Life Insurance & Retirement Services GAAP premiums and net
Insurance & Retirement Services operating income. These in-investment income. Revenues in the Financial Services segment
creases were partially offset by lower Financial Services operatingdeclined as a result of the effect of hedging activities for AIGFP
income reflecting the effects of hedging activities that did notthat did not qualify for hedge accounting treatment under
qualify for hedge accounting treatment under FAS 133. Results in
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2005 reflected the negative effect of $3.28 billion (pre-tax) in stemming from deferred tax adjustments in Foreign Life of
catastrophe-related losses incurred that year. Net income in 2005 $190 million ($124 million after tax), an increase in insurance
also reflected the charges related to regulatory settlements, as operating expenses of $61 million ($40 million after tax) within
described in Item 3. Legal Proceedings, and the fourth quarter Foreign Life for corrections of expense allocations to certain par
charge resulting from the annual review of General Insurance loss fund accounts, and a $79 million ($51 million after tax) charge
and loss adjustment reserves. related to purchases of life insurance policies for AIG’s life

settlements portfolio that were issued by AIG subsidiaries.
During 2006, AIG identified and recorded out of period2005 and 2004 Comparison

adjustments related to the accounting for certain interests in unit
Revenues grew 12 percent in 2005 compared to 2004 primarily

investment trusts in accordance with FIN 46(R), ‘‘Consolidation of
due to the growth in net premiums earned from General Insurance

Variable Interest Entities’’ and APB Opinion No. 18, ‘‘The Equity
operations as well as growth in both General Insurance and Life

Method of Accounting for Investments in Common Stock.’’ These
Insurance & Retirement Services net investment income and Life

investments had previously been accounted for as available for
Insurance & Retirement Services GAAP premiums. Hedging activi-

sale securities, with changes in market values being reflected in
ties for AIGFP that did not qualify for hedge accounting treatment

other comprehensive income, net of deferred income taxes.
under FAS 133 caused an increase in Financial Services revenues

Beginning with the second quarter of 2006, the changes in
of $2.01 billion in 2005 and a decrease of $122 million in 2004.

market values are included in net investment income. The
AIG’s income before income taxes, minority interest and

adjustments decreased unrealized appreciation (depreciation) of
cumulative effect of accounting changes increased 2 percent in

investments — net of reclassification adjustments, and the related
2005 compared to 2004. Life Insurance & Retirement Services,

deferred income tax benefit (expense), in the Consolidated
Financial Services and Asset Management operating income gains

Statement of Comprehensive Income (Loss) by approximately
accounted for the increase over 2004 in both pretax income and

$659 million and approximately $231 million, respectively, and
net income. Offsetting these gains was the effect of the charges

increased net investment income by $844 million, increased
related to regulatory settlements.

Incurred policy losses and benefits (related to certain participating
policyholder funds) by $71 million, increased Income taxes by

Remediation and Other Items $231 million and increased minority interest expense by $114
million in the Consolidated Statement of Income. There was noThroughout 2006, as part of its continuing remediation efforts,
effect on Total shareholders’ equity at December 31, 2006 orAIG recorded out of period adjustments. The net effect of out of
December 31, 2005.period adjustments relating to prior years increased 2006 net income

Results for 2006 were negatively affected by a one-timeby $65 million. The more significant adjustments included increases
charge relating to the Starr tender offer ($54 million before andin unit investment trust income of $773 million ($428 million after
after tax) and an additional allowance for losses in AIG Credittax) (more fully described below) and other expenses of $356 million
Card Company (Taiwan) ($94 million before and after tax).($231 million after tax), and a decrease in revenues for certain

The effective income tax rate increased from 28.0 percent forderivative transactions of $300 million ($145 million after tax).
2005 to 30.1 percent for 2006, reflecting changes in the sourcesDuring the fourth quarter, as part of its ongoing remediation
of foreign taxable income, the effect of the phase out of synfuelefforts, AIG recorded out of period adjustments. These adjust-
tax credits, the effect of consolidating certain limited partnershipsments collectively increased net income in the fourth quarter by
and a reduction in the proportion of total income derived from tax$56 million but were offset by fourth quarter charges to expense
exempt income, which was partially offset by the aforementionedwithin Domestic Life for the adverse ruling in the Superior National
out of period income tax adjustments.arbitration of $125 million ($81 million after tax) and a charge of

There were no significant catastrophe-related losses for the$66 million ($43 million after tax) in connection with the exit of
year ended December 31, 2006.the financial institutions credit life business. The more significant

out of period adjustments included the following: a decrease in The following table summarizes the net effect of
income tax expense of $181 million relating to AIG’s ongoing catastrophe-related losses for the years ended
remediation of internal controls over income tax accounting, an December 31, 2005 and 2004.
increase in other expenses of $167 million ($109 million after

(in millions) 2005 2004tax) relating to AIG’s remediation of internal controls over
reconciliation of certain balance sheet accounts, an increase in Pretax* $3,280 $1,155
incurred policy losses and benefits of $103 million ($67 million

Net of tax and minority interest 2,109 729
after tax) in Domestic General Insurance for corrections of certain

* Includes $312 million and $96 million in catastrophe-related losses fromreserves for losses and loss expenses, a reduction in incurred
partially owned companies in 2005 and 2004, respectively.policy benefits in the Foreign Life participating policyholder fund
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Segment Results (h) Includes consolidation and elimination adjustments which increased
revenues and operating income by $296 million and $74 million,

The following table summarizes the operations of each respectively, in 2006.
principal segment for the years ended December 31, (i) Represents income before income taxes, minority interest, and cumula-

tive effect of accounting changes.2006, 2005 and 2004. See also Note 2 of Notes to
Consolidated Financial Statements. (j) Includes current year catastrophe-related losses of $3.28 billion and

$1.16 billion in 2005 and 2004, respectively. There were no significant
(in millions) 2006 2005 2004 catastrophe-related losses in 2006. Includes additional losses incurred

and net reinstatement premiums related to prior year catastrophes of
Revenues(a): $165 million and $292 million in 2006 and 2005, respectively.

General Insurance(b)(c) $ 49,206 $ 45,174 $41,961
(k) Includes current year catastrophe-related losses from unconsolidated

Life Insurance & subsidiaries of $312 million and $96 million in 2005 and 2004. There
Retirement Services(c)(d) 50,163 47,376 43,402 were no significant catastrophe-related losses in 2006.

Financial Services(e)(f) 8,010 10,525 7,495
General InsuranceAsset Management(g) 5,814 5,325 4,714

Other(h) 1 505 94
AIG’s General Insurance operations provide property and casualty

Total $113,194 $108,905 $97,666 products and services throughout the world. The increase in
General Insurance operating income in 2006 compared to 2005Operating Income(a)(i)(j):
was primarily attributable to an improvement in underwritingGeneral Insurance(c) $ 10,412 $ 2,315 $ 3,177

Life Insurance & results for DBG, including the absence of catastrophe-related
Retirement Services(c) 10,032 8,904 7,925 losses, which amounted to $2.89 billion in 2005. Operating

Financial Services(f) 524 4,276 2,180 income for 2006 also reflected higher net investment income,
Asset Management 2,346 2,253 2,125 including the effect of the out of period adjustments related to the
Other(h)(k) (1,627) (2,535) (562) accounting for certain interests in unit investment trusts.

Total $ 21,687 $ 15,213 $14,845
Life Insurance & Retirement Services

(a) Includes the effect of hedging activities that did not qualify for hedge
accounting treatment under FAS 133, including the related foreign AIG’s Life Insurance & Retirement Services operations provide
exchange gains and losses. For 2006, 2005 and 2004, respectively, insurance, financial and investment products throughout the world.
the effect was $(1.86) billion, $2.02 billion and $385 million in

Foreign operations contributed approximately 68 percent, 59 per-revenues and $(1.86) billion, $2.02 billion and $671 million in
cent and 61 percent of AIG’s Life Insurance & Retirementoperating income. These amounts result primarily from interest rate

and foreign currency derivatives that are hedging available for sale Services operating income in 2006, 2005 and 2004, respectively.
securities and borrowings. Life Insurance & Retirement Services operating income in-

(b) Represents the sum of General Insurance net premiums earned, net creased 13 percent in 2006 compared to 2005 on higher GAAP
investment income and realized capital gains (losses).

premiums and an increase in net investment income. Net
(c) Includes the effect of out of period adjustments related to the

investment income in 2006 included the effect of an out of periodaccounting for certain interests in unit investment trusts. For 2006, the
adjustment related to the accounting for certain interests in uniteffect was an increase of $490 million in both revenues and operating

income for General Insurance and an increase of $240 million and investment trusts. Realized capital gains included in revenues and
$169 million in revenues and operating income, respectively, for Life operating income were $88 million in 2006 compared to realized
Insurance & Retirement Services.

capital losses of $158 million in 2005. Results for 2006 were
(d) Represents the sum of Life Insurance & Retirement Services GAAP

particularly strong in the Foreign Life operations that were helpedpremiums, net investment income and realized capital gains (losses).
by increased net investment income, higher realized gains andIncluded in realized capital gains (losses) and operating income is the

effect of hedging activities that did not qualify for hedge accounting lower acquisition costs. Domestic Life Insurance & Retirement
treatment under FAS 133 and the application of FAS 52, of $355 mil- Services operating income declined from the prior year on lower
lion, $(495) million and $(140) million for 2006, 2005 and 2004,

realized gains, the charge discussed above relating to therespectively.
Superior National arbitration and the exiting of the financial(e) Represents interest, lease and finance charges.
institutions credit insurance business.(f) Includes the effect of hedging activities that did not qualify for hedge

accounting treatment under FAS 133, including the related foreign
Financial Servicesexchange gains and losses. For 2006, 2005 and 2004, respectively,

the effect was $(1.82) billion, $2.01 billion, and $(122) million in both
AIG’s Financial Services subsidiaries engage in diversified activi-revenues and operating income for Capital Markets. These amounts

result primarily from interest rate and foreign currency derivatives that ties including aircraft and equipment leasing, capital markets,
are economically hedging available for sale securities and borrowings. consumer finance and insurance premium finance.
For 2004, the effect was $(27) million in operating income for Aircraft

Financial Services operating income decreased in 2006 com-Leasing. During 2006 and 2005, Aircraft Leasing derivative gains and
pared to 2005 primarily due to the effects of hedging activitieslosses were reported as part of AIG’s Other category, and were not

reported in Aircraft Leasing operating income. that did not qualify for hedge accounting treatment under
(g) Represents net investment income with respect to spread-based FAS 133. AIG is reinstituting hedge accounting in the first quarter

products and management and advisory fees. of 2007 for AIGFP. In addition to the effects of FAS 133,
fluctuations in revenues and operating income from period to
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period are not unusual because of the transaction-oriented nature Critical Accounting Estimates
of Capital Markets operations.

AIG considers its most critical accounting estimates to be those
relating to reserves for losses and loss expenses, future policyAsset Management
benefits for life and accident and health contracts, recoverability

AIG’s Asset Management operations include institutional and retail of DAC, estimated gross profits for investment-oriented products,
asset management, broker-dealer services and institutional fair value determinations for certain Capital Markets assets and
spread-based investment businesses. The MIP has replaced the liabilities, other-than-temporary declines in the value of invest-
GIC program as AIG’s principal spread-based investment activity. ments and flight equipment recoverability. These accounting

Asset Management operating income increased 4 percent in estimates require the use of assumptions about matters, some of
2006 compared to 2005 due primarily to growth in asset which are highly uncertain at the time of estimation. To the extent
management fees within Institutional Asset Management and actual experience differs from the assumptions used, AIG’s
income from the MIP. These increases were partially offset by the results of operations would be directly affected.
continued runoff of GIC balances, spread compression in the Throughout this Management’s Discussion and Analysis of
remaining GIC portfolio as well as decreased performance-based Financial Condition and Results of Operations, AIG’s critical
fees. Gains and losses arising from the consolidation of certain accounting estimates are discussed in detail. The major catego-
variable interest entities (VIEs) and partnerships are included in ries for which assumptions are developed and used to establish
operating income, but are offset in minority interest expense, each critical accounting estimate are highlighted below. For a
which is not a component of operating income. discussion regarding the significant accounting policies relating to

these estimates, see Note 1 of Notes to Consolidated Financial
Capital Resources Statements.

At December 31, 2006, AIG had total consolidated shareholders’
Reserves for Losses and Loss Expenses (General Insurance):equity of $101.68 billion and total consolidated borrowings of
( Loss trend factors: used to establish expected loss ratios for$148.68 billion. At that date, $131.55 billion of such borrowings

subsequent accident years based on premium rate adequacywere not guaranteed by AIG, were matched borrowings by AIG or
and the projected loss ratio with respect to prior accidentAIGFP, or represented liabilities connected to trust preferred
years.stock.

( Expected loss ratios for the latest accident year: in this case,AIG did not purchase shares of its common stock under its
accident year 2006 for the year end 2006 loss reservecommon stock repurchase authorization during 2006. In February
analysis. For low-frequency, high-severity classes such as2007, AIG’s Board of Directors increased the repurchase program
excess casualty, expected loss ratios generally are utilized forby authorizing the repurchase of shares with an aggregate
at least the three most recent accident years.purchase price of $8 billion.

( Loss development factors: used to project the reported lossesIn 2007, AIG expects to issue capital securities in one or more
for each accident year to an ultimate amount.series. The proceeds will be used to repurchase shares of

( Reinsurance recoverable on unpaid losses: the expected recov-common stock or to otherwise improve the efficiency of AIG’s
eries from reinsurers on losses that have not yet beencapital structure.
reported and/or settled.

Liquidity
Future Policy Benefits for Life and Accident and Health Contracts

AIG manages liquidity at both the subsidiary and parent company (Life Insurance & Retirement Services):
levels. At December 31, 2006, AIG’s consolidated invested

( Interest rates: which vary by geographical region, year ofassets, primarily held by its subsidiaries, included $26.8 billion in
issuance and products.cash and short-term investments. Consolidated net cash provided

( Mortality, morbidity and surrender rates: based upon actualfrom operating activities in 2006 amounted to $6.8 billion. At the
experience by geographical region modified to allow for variationparent company level, liquidity management activities are con-
in policy form, risk classification and distribution channel.ducted in a manner to preserve and enhance funding stability,

flexibility, and diversity through the full range of potential operating
Estimated Gross Profits (Life Insurance & Retirement Services):environments and market conditions. AIG’s primary sources of
( Estimated gross profits: to be realized over the estimatedcash flow are dividends and other payments from its regulated

duration of the contracts (investment-oriented products) affectand unregulated subsidiaries, as well as issuances of debt
the carrying value of DAC, unearned revenue liability andsecurities. Primary uses of cash flow are for debt service,
associated amortization patterns under FAS 97 and Salessubsidiary funding and shareholder dividend payments. Manage-
Inducement Assets under SOP 03-1. Estimated gross profitsment believes that AIG’s liquid assets, cash provided by opera-
include investment income and gains and losses on invest-tions and access to the capital markets will enable it to meet its
ments less required interest, actual mortality and otheranticipated cash requirements, including the funding of increased
expenses.dividends under AIG’s new dividend policy and repurchases of

common stock.
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Deferred Policy Acquisition Costs (Life Insurance & Retirement Flight Equipment — Recoverability (Financial Services):
Services): ( Expected undiscounted future net cash flows: based upon
( Recoverability: based on current and future expected profitabil- current lease rates, projected future lease rates and estimated

ity, which is affected by interest rates, foreign exchange rates, terminal values of each aircraft based on third party
mortality experience, and policy persistency. information.

Deferred Policy Acquisition Costs (General Insurance): Operating Review
( Recoverability and eligibility: based upon the current terms and General Insurance Operations

profitability of the underlying insurance contracts.
AIG’s General Insurance subsidiaries are multiple line companies
writing substantially all lines of commercial property and casualtyFair Value Determinations Of Certain Assets And Liabilities
insurance and various personal lines both domestically and(Financial Services):
abroad.

( Valuation models: utilizing factors, such as market liquidity and
As previously noted, AIG believes it should present and discuss

current interest, foreign exchange and volatility rates.
its financial information in a manner most meaningful to its

( Market price data: AIG attempts to secure reliable and
financial statement users. Accordingly, in its General Insurance

independent current market price data, such as published
business, AIG uses certain regulatory measures, where AIG has

exchange rates from external subscription services such as
determined these measurements to be useful and meaningful.

Bloomberg or Reuters or third-party broker quotes for use in its
A critical discipline of a successful general insurance business

models. When such data is not available, AIG uses an internal
is the objective to produce profit from underwriting activities

methodology, which includes interpolation and extrapolation
exclusive of investment-related income. When underwriting is not

from verifiable prices from trades occurring on dates nearest to
profitable, premiums are inadequate to pay for insured losses and

the dates of the transactions.
underwriting related expenses. In these situations, the addition of
general insurance related investment income and realized capital

Other-Than-Temporary Declines In The Value Of Investments:
gains may, however, enable a general insurance business to

A security is considered a candidate for other-than-temporary produce operating income. For these reasons, AIG views underwrit-
impairment if it meets any of the following criteria: ing results to be critical in the overall evaluation of performance.
( Trading at a significant (25 percent or more) discount to par or See also Liquidity herein.

amortized cost (if lower) for an extended period of time (nine Statutory underwriting profit is derived by reducing net premi-
months or longer); ums earned by net losses and loss expenses incurred and net

( The occurrence of a discrete credit event resulting in the debtor expenses incurred. Statutory accounting generally requires imme-
defaulting or seeking bankruptcy or insolvency protection or diate expense recognition and ignores the matching of revenues
voluntary reorganization; or and expenses as required by GAAP. That is, for statutory

( The probability of non-realization of a full recovery on its purposes, expenses (including acquisition costs) are recognized
investment, irrespective of the occurrence of one of the immediately, not over the same period that the revenues are
foregoing events. earned. Thus, statutory expenses exclude changes in DAC.
At each balance sheet date, AIG evaluates its securities GAAP provides for the recognition of expenses at the same

holdings in an unrealized loss position. Where AIG does not intend time revenues are earned, the accounting principle of matching.
to hold such securities until they have fully recovered their Therefore, acquisition expenses are deferred and amortized over
carrying value, based on the circumstances present at the date of the period the related net premiums written are earned. DAC is
evaluation, AIG records the unrealized loss in income. If events or reviewed for recoverability, and such review requires management
circumstances change, such as unexpected changes in the judgment. The most comparable GAAP measure to statutory
creditworthiness of the obligor, unanticipated changes in interest underwriting profit is income before income taxes, minority
rates, tax laws, statutory capital positions and unforeseen liquidity interest and cumulative effect of an accounting change. A table
events, among others, AIG revisits its intent. Further, if a loss is reconciling statutory underwriting profit to income before income
recognized from a sale subsequent to a balance sheet date taxes, minority interest and cumulative effect of an accounting
pursuant to these unexpected changes in circumstances, the loss change is contained in footnote (g) to the following table. See also
is recognized in the period in which the intent to hold the Critical Accounting Estimates herein and Notes 1 and 4 of Notes
securities to recovery no longer existed. to Consolidated Financial Statements.

In periods subsequent to the recognition of an other-than- AIG, along with most general insurance companies, uses the
temporary impairment loss for debt securities, AIG amortizes the loss ratio, the expense ratio and the combined ratio as measures
discount or reduced premium over the remaining life of the of underwriting performance. The loss ratio is the sum of losses
security in a prospective manner based on the amount and timing and loss expenses incurred divided by net premiums earned. The
of estimated future cash flows. expense ratio is statutory underwriting expenses divided by net

premiums written. These ratios are relative measurements that
describe, for every $100 of net premiums earned or written, the
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cost of losses and statutory expenses, respectively. The com- ally earned ratably over the policy period. Thus, the net unearned
bined ratio is the sum of the loss ratio and the expense ratio. The premium reserve is not fully recognized in income as net
combined ratio presents the total cost per $100 of premium premiums earned until the end of the policy period.
production. A combined ratio below 100 demonstrates underwrit- The underwriting environment varies from country to country,
ing profit; a combined ratio above 100 demonstrates underwriting as does the degree of litigation activity. Regulation, product type
loss. and competition have a direct effect on pricing and consequently

Net premiums written are initially deferred and earned based on profitability as reflected in underwriting profit and statutory
upon the terms of the underlying policies. The net unearned general insurance ratios.
premium reserve constitutes deferred revenues which are gener-

General Insurance Results

General Insurance operating income is comprised of statutory underwriting results, changes in DAC, net investment
income and realized capital gains and losses. Operating income, as well as net premiums written, net premiums
earned, net investment income and realized capital gains (losses) and statutory ratios for 2006, 2005 and 2004 were
as follows:

(in millions, except ratios) 2006 2005 2004

Net premiums written:
Domestic General

DBG $24,345 $23,128 $22,506
Transatlantic 3,633 3,466 3,749
Personal Lines 4,654 4,653 4,354
Mortgage Guaranty 866 628 607

Foreign General(a) 11,368 9,997 9,407

Total $44,866 $41,872 $40,623

Net premiums earned:
Domestic General

DBG $23,936 $22,602 $21,215
Transatlantic 3,604 3,385 3,661
Personal Lines 4,645 4,634 4,291
Mortgage Guaranty 740 533 539

Foreign General(a) 10,526 9,655 8,831

Total $43,451 $40,809 $38,537

Net investment income(b):
Domestic General

DBG $ 3,411 $ 2,403 $ 1,965
Transatlantic 435 343 307
Personal Lines 225 217 186
Mortgage Guaranty 140 123 120
Intercompany adjustments and eliminations — net 1 1 —

Foreign General 1,484 944 618

Total $ 5,696 $ 4,031 $ 3,196

Realized capital gains (losses) $ 59 $ 334 $ 228

Operating income (loss)(b)(c)(d):
Domestic General

DBG $ 5,985 $ (646) $ 777
Transatlantic 589 (39) 282
Personal Lines 432 195 357
Mortgage Guaranty 328 363 399

Foreign General(e) 3,088 2,427 1,344
Reclassifications and eliminations (10) 15 18

Total $10,412 $ 2,315 $ 3,177

Statutory underwriting profit (loss)(c)(d)(g):
Domestic General

DBG $ 2,450 $ (3,227) $ (1,500)
Transatlantic 129 (434) (77)
Personal Lines 204 (38) 136
Mortgage Guaranty 188 249 234

Foreign General(e) 1,437 1,285 643

Total $ 4,408 $ (2,165) $ (564)

(continued)
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(in millions, except ratios) 2006 2005 2004

Domestic General(c)(d):
Loss ratio 69.1 89.6 83.9
Expense ratio 21.5 21.0 19.2

Combined ratio 90.6 110.6 103.1

Foreign General(c)(d):
Loss ratio(a) 50.5 53.7 61.6
Expense ratio(e)(f) 33.2 31.9 29.2

Combined ratio 83.7 85.6 90.8

Consolidated(c)(d):
Loss ratio 64.6 81.1 78.8
Expense ratio 24.5 23.6 21.5

Combined ratio 89.1 104.7 100.3

(a) Income statement accounts expressed in non-functional currencies are translated into U.S. dollars using average exchange rates.

(b) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts in 2006. For DBG, the effect
was an increase of $66 million, and for Foreign General, the effect was an increase of $424 million.

(c) Catastrophe-related losses increased the consolidated General Insurance combined ratio for 2005 and 2004 by 7.06 points and 2.74 points,
respectively. There were no significant catastrophe-related losses in 2006. Catastrophe-related losses for 2005 and 2004 by reporting unit were as
follows:

2005 2004

Insurance Net Insurance Net
Related Reinstatement Related Reinstatement

(in millions) Losses Premium Cost Losses Premium Cost

Reporting Unit:
DBG $1,747 $122 $ 582 $ —
Transatlantic 463 45 215 —
Personal Lines 112 2 25 —
Mortgage Guaranty 10 — — —
Foreign General 293 94 232 —

Total $2,625 $263 $1,054 $ —

(d) Includes additional losses incurred and net reinstatement premiums related to prior year catastrophes of $199 million and $277 million, in 2006 and 2005,
respectively.

(e) Includes the results of wholly owned Foreign General agencies.

(f) Includes amortization of advertising costs.

(g) Statutory underwriting profit (loss) is a measure that U.S. domiciled insurance companies are required to report to their regulatory authorities. The
following table reconciles statutory underwriting profit (loss) to operating income for General Insurance for the years ended December 31, 2006, 2005
and 2004:

Domestic
Brokerage Personal Mortgage Foreign Reclassifications

(in millions) Group Transatlantic Lines Guaranty General and Eliminations Total

2006:
Statutory underwriting profit (loss) $ 2,450 $ 129 $204 $188 $1,437 $ — $ 4,408
Increase (decrease) in DAC 26 14 2 3 204 — 249
Net investment income 3,411 435 225 140 1,484 1 5,696
Realized capital gains (losses) 98 11 1 (3) (37) (11) 59

Operating income (loss) $ 5,985 $ 589 $432 $328 $3,088 $(10) $10,412

2005:
Statutory underwriting profit (loss) $(3,227) $(434) $ (38) $249 $1,285 $ — $ (2,165)
Increase (decrease) in DAC (23) 14 19 (8) 113 — 115
Net investment income 2,403 343 217 123 944 1 4,031
Realized capital gains (losses) 201 38 (3) (1) 85 14 334

Operating income (loss) $ (646) $ (39) $195 $363 $2,427 $ 15 $ 2,315

2004:
Statutory underwriting profit (loss) $(1,500) $ (77) $136 $234 $ 643 $ — $ (564)
Increase (decrease) in DAC 160 30 24 44 59 — 317
Net investment income 1,965 307 186 120 618 — 3,196
Realized capital gains (losses) 152 22 11 1 24 18 228

Operating income (loss) $ 777 $ 282 $357 $399 $1,344 $ 18 $ 3,177
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quarter 2005 increase in reserves and changes in estimatesAIG transacts business in most major foreign currencies.
related to remediation of the material weakness in reconciliationThe following table summarizes the effect of changes in
of balance sheet accounts. Catastrophe-related losses wereforeign currency exchange rates on the growth of General
$2.89 billion and $1.05 billion in 2005 and 2004, respectively.Insurance net premiums written for the years ended
These decreases in operating income were partially offset byDecember 31, 2006 and 2005.
strong growth in statutory underwriting profit and increases in net

2006 2005
investment income. General Insurance operating income in 2004

Growth in original currency* 7.4% 2.6% also included a $232 million charge reflecting a change in
Foreign exchange effect (0.2) 0.5 estimate for salvage and subrogation recoveries.

General Insurance net investment income grew in 2005Growth as reported in U.S. dollars 7.2% 3.1%
compared to 2004 due to strong cash flows, higher interest rates* Computed using a constant exchange rate for each period.
and increased partnership income. See also Capital Resources
and Liquidity — Liquidity herein and Note 8 of Notes to2006 and 2005 Comparison
Consolidated Financial Statements.

General Insurance operating income increased in 2006 compared
to 2005 due to growth in net premiums, a reduction in both DBG Results
catastrophe losses and prior accident year development, and

2006 and 2005 Comparison
growth in net investment income. The combined ratio improved to
89.1, a reduction of 15.6 points from 2005, including an DBG’s operating income increased to $5.99 billion in 2006
improvement in the loss ratio of 16.5 points. The reduction in compared to a loss of $646 million in 2005, an improvement of
catastrophe losses represented 6.9 points and the reduction in $6.63 billion. The improvement is also reflected in the combined
prior year adverse development represented 11.5 points of the ratio, which declined to 89.4 in 2006 compared to 113.8 in 2005
overall reduction. Net premiums written increased $3.0 billion or primarily due to an improvement in the loss ratio of 24.9 points.
7 percent in 2006 compared to 2005. Domestic General accounted The reduction in prior year adverse development and the reduction
for $1.6 billion of the increase as property rates improved and in catastrophe losses and related reinstatement premiums ac-
submission activity increased due to the strength of AIG’s capacity, counted for 21.0 points and 8.2 points, respectively, of the
commitment to difficult markets and diverse product offerings. improvement.
Foreign General contributed $1.4 billion to the increase in net DBG’s net premiums written increased 5 percent in 2006
premiums written. In 2005, Domestic General net premiums written compared to 2005 as property rates improved and submission
increased by $300 million and Foreign General net premiums activity increased due to the strength of AIG’s capacity, commit-
written decreased by the same amount as a result of the ment to difficult markets and diverse product offerings. Net
commutation of the Richmond reinsurance contract. The commuta- premiums written in 2005 were reduced by $122 million due to
tion partially offset the increase in Domestic General net premiums reinstatement premiums related to catastrophes, offset by in-
written in 2006 compared to 2005 and increased Foreign General creases of $300 million for the Richmond commutation and
net premiums written in 2006 compared to 2005. $147 million related to an accrual for workers compensation

In 2006, certain adjustments were made in conjunction with premiums for payroll not yet reported by insured employers. The
the remediation of the material weakness relating to balance combined effect of these items reduced the growth rate for net
sheet account reconciliations which increased earned premiums premiums written by 1.5 percent.
by $189 million and increased other expenses by $415 million. The loss ratio for 2006 declined 24.9 points to 69.4. The
These adjustments reflect continuing progress in AIG’s ongoing 2005 loss ratio was negatively affected by catastrophe-related
remediation efforts. The combined effect of these adjustments losses of $1.7 billion and related reinstatement premiums of
increased the expense ratio by 0.9 points and decreased the loss $122 million. Adverse development on reserves for loss and loss
ratio by 0.3 points. adjustment expenses declined to $110 million in 2006 compared

General Insurance net investment income increased $1.67 bil- to $4.9 billion in 2005, accounting for 21.0 points of the
lion in 2006 to $5.7 billion on higher levels of invested assets, decrease in the loss ratio.
strong cash flows, slightly higher yields and increased partnership DBG’s expense ratio increased to 20.0 in 2006 compared to
income, and included increases from out of period adjustments of 19.5 in 2005, primarily due to an increase in other expenses that
$490 million related to the accounting for certain interests in unit amounted to $498 million in 2006 (including out of period
investment trusts, $43 million related to partnership income and charges of $356 million) compared to $372 million in 2005. This
$85 million related to interest earned on a DBG deposit contract. increase added 0.4 points to the expense ratio. Overall al-
See also Capital Resources and Liquidity — Liquidity and Invested lowances decreased, however, due to charge-offs against previ-
Assets herein. ously established allowances resulting from AIG’s remediation

activities.
DBG’s net investment income increased by $1.0 billion in2005 and 2004 Comparison

2006 compared to 2005, as interest income increased $482 mil-
General Insurance operating income in 2005 decreased from

lion on growth in the bond portfolio resulting from investment of
2004 due to higher catastrophe-related losses and the fourth

operating cash flows and capital contributions. Partnership income
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increased from 2005 due to improved performance of the Personal Lines Results
underlying investments, including initial public offering activity. Net 2006 and 2005 Comparison
investment income in 2006 included increases relating to out of

Personal Lines operating income increased $237 million in 2006period adjustments of $109 million for the accounting for certain
compared to 2005 reflecting a reduction in the loss ratio ofinvestments in unit investment trusts and partnerships and
5.8 points. Favorable development on prior accident years re-$85 million related to interest earned on a deposit contract that
duced incurred losses by $111 million in 2006 compared to andid not exist in the prior year.
increase of $14 million in 2005, accounting for 2.7 points of the
decrease in the loss ratio. The 2005 catastrophe-related losses of2005 and 2004 Comparison
$112 million added 2.4 points to the loss ratio. The loss ratio for

DBG’s net premiums written increased modestly in 2005 compared the 2006 accident year improved 0.7 points primarily due to the
to 2004, reflecting generally improving renewal retention rates and termination of The Robert Plan relationship effective Decem-
a modest change in the mix of business towards smaller accounts ber 31, 2005 and growth in the Private Client Group. The
for which DBG purchases less reinsurance. DBG also continued to improvement in the loss ratio was partially offset by an increase
expand its relationships with a larger number and broader range of in the expense ratio of 0.6 points primarily due to investments in
brokers. DBG saw improvement in domestic property rates as well people and technology, national expansion efforts and lower
as increases in submission activity in the aftermath of the 2005 response rates. Net premiums written were flat in 2006 compared
hurricanes. DBG attributes the increase in submissions to its to 2005, with growth in the Private Client Group and Agency Auto
overall financial strength in comparison to many insurers that divisions offset by termination of The Robert Plan relationship.
experienced significant losses and reductions of surplus as a result Growth in the Private Client Group spans multiple products, with a
of the hurricanes. continued penetration of the high net worth market, strong brand

The DBG loss ratio increased in 2005 from 2004 principally as promotion and innovative loss prevention programs.
a result of adverse loss development, higher catastrophe-related
losses and $197 million of losses incurred in 2005 resulting from 2005 and 2004 Comparison
the 2004 catastrophes.

Personal Lines net premiums written and net premiums earned forThe DBG expense ratio increased in 2005 from 2004,
2005 increased compared to 2004 as a result of strong growth inprincipally due to an increase in net commissions resulting from
the Private Client Group and Agency Auto divisions due tothe replacement of certain ceded quota share reinsurance, for
increased agent/broker appointments, greater market penetrationwhich DBG earns a ceding commission, with excess-of-loss
and enhanced product offerings. AIG direct premiums in 2005reinsurance, which generally does not include a ceding commis-
were down slightly from 2004 due to aggressive re-underwriting ofsion. Increases in other underwriting expenses reflect a change in
the previously acquired GE business and the discontinuation ofestimates for salvage and subrogation recoveries.
underwriting homeowners business. Involuntary auto premiumsDBG’s net investment income increased in 2005 compared to
were down in 2005 due to the decline in the assigned risk2004 due to strong cash flows, higher interest rates and
marketplace. Statutory underwriting profit declined in 2005 as aincreased partnership income.
result of hurricane losses and related expenses, reserve strength-
ening, an increase in Agency Auto’s current accident year physicalTransatlantic Results
damage loss ratio, and expenses incurred related to terminating

2006 and 2005 Comparison
AIG’s relationship with The Robert Plan effective December 31,
2005.Transatlantic’s net premiums written and net premiums earned

increased in 2006 by 5 percent and 6 percent, respectively,
compared to 2005 due primarily to increased writings in domestic Mortgage Guaranty Results
operations. Operating income increased in 2006 compared to 2006 and 2005 Comparison
2005 due largely to lower catastrophe losses and net ceded

UGC’s operating income declined $35 million in 2006, down 10reinstatement premiums, and increased net investment income.
percent from 2005 due primarily to unfavorable loss experience
on third-party originated second lien business with a credit quality2005 and 2004 Comparison
lower than typical for UGC and a softening U.S. housing market.

Transatlantic’s net premiums written and net premiums earned for This increased UGC’s consolidated loss ratio for 2006 to 47.2
2005 decreased compared to 2004, principally due to competitive compared to 26.0 in 2005. The writing of this second lien
market conditions and increased ceding company retentions in coverage, which began in 2005, was discontinued as of year end
certain classes of business, largely resulting from Transatlantic’s 2006. Losses in the second lien business have been mitigated by
domestic operations. Operating income decreased principally as a a policy year aggregate limitation provision that is typically
result of the increased level of catastrophe losses. established for each lender.

Net premiums written increased 38 percent from growth in the
domestic second lien and international businesses as well as
improved persistency in the domestic first lien business. The
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expense ratio remained flat as premium growth covered increased development from prior accident years and adverse development
expenses related to expansion internationally and continued on 2005 hurricanes.
investment in risk management resources. UGC had approximately The expense ratio increased 1.3 points in 2006 compared to
$27 billion of guaranty risk in force at December 31, 2006. 2005. Underwriting expenses for 2006 increased $59 million due

to an out of period adjustment for amortization of deferred
advertising costs and premiums were reduced by $61 million due2005 and 2004 Comparison
to reconciliation remediation activities, in aggregate accounting for

UGC’s net premiums written were up slightly for 2005 compared
0.7 points of the increase in the expense ratio. The expense ratio

to 2004 as strong growth in the international and domestic
also increased due to growth in consumer business lines, which

second lien businesses was mostly offset by lower persistency in
have higher acquisition expenses but historically lower loss ratios.

domestic first lien residential renewal premiums. Statutory under-
The expense ratio for 2005 increased by 1.2 points due to the

writing profit rose from 2004 due to lower contract underwriting
decline in net premiums written from reinstatement premiums

expenses and favorable loss development.
related to catastrophes and the portfolio transfer of the Richmond
unearned premium reserves. Due to the current mix of business,

Foreign General Insurance Results AIG expects the expense ratio to continue to increase during
2007, principally for classes of business with historically lower2006 and 2005 Comparison
than average loss ratios.

Foreign General’s operating income increased $661 million or Net investment income increased $540 million or 57 percent
27 percent in 2006 compared to 2005 due to out of period in 2006 compared to 2005 primarily due to a $424 million out of
adjustments related to the accounting for interests in unit period adjustment related to the accounting for interests in unit
investment trusts, the absence of significant catastrophe-related investment trusts.
losses in 2006, rate increases and lower current accident year
losses by the Lloyd’s syndicate Ascot (Ascot) on its U.S. book of 2005 and 2004 Comparison
business and lower asbestos and environmental reserve in-

Foreign General operating income increased 81 percent in 2005creases. Partially offsetting these increases in operating income
compared to 2004 due primarily to favorable loss developmentwere lower favorable loss development from prior accident years
from prior accident years and increased net investment income.and adverse loss development on the 2005 hurricanes. Statutory

Net premiums written increased 6 percent (4 percent inunderwriting profit increased $152 million in 2006 compared to
original currency) in 2005 compared to 2004 as a result of new2005. Catastrophes in 2005 resulted in losses of $293 million
business as well as new distribution channels such as theand reinstatement premiums of $94 million.
February 2005 purchase of the insurance portfolio of the Royal &Net premiums written increased $1.4 billion or 14 percent
Sun Alliance branch operations in Japan. The personal accident(15 percent in original currency) in 2006 compared to 2005,
business in the Far East and the personal lines operations inreflecting growth in both commercial and consumer lines driven by
Latin America also contributed to the growth. Partially offsettingnew business from both established and new distribution chan-
these increases was the portfolio transfer of Richmond’snels, including a wholly owned insurance company in Vietnam and
unearned premium reserves to DBG, which reduced net premiumsCentral Insurance Co., Ltd. in Taiwan. Ascot also contributed to
in 2005 and reinstatement premiums related to catastrophes.the growth in net premiums written as a result of rate increases

The 2005 combined ratio of 85.6 decreased 5.3 points fromon its U.S. business. Consumer lines in Latin America and
2004. The loss ratio decreased 8.0 points in 2005 from 2004.commercial lines in Europe, including the U.K.,  also contributed
The loss ratio decreased 4.7 points due to favorable lossto the increase. Net premiums written for 2005 were reduced by
development from prior accident years, excluding catastrophes,reinstatement premiums related to catastrophes and a portfolio
and 2.3 points related to a 2004 loss reserve restatementtransfer of unearned premium reserves to DBG related to the
adjustment. The loss ratio increased 0.9 points due to higherRichmond commutation, accounting for 3 percent of the increase
catastrophe losses in 2005 related to hurricanes. The expensein 2006 compared to 2005.
ratio increased 2.7 points in 2005 from 2004 principally due toThe 2006 combined ratio declined to 83.7, a decrease of
the portfolio transfer of Richmond’s unearned premium reserves1.9 points from 2005. The 2005 catastrophes added 3.5 points
to DBG in 2005, loyalty business initiatives in the consumerto the 2005 loss ratio. The expense ratio in 2006 increased by
business lines, which have higher acquisition costs, and also due1.3 points as a result of increased amortization of deferred
to reinstatement premiums.advertising costs and a continued change in the business mix

Foreign General net investment income increased $326 milliontowards products with higher acquisition costs but historically
in 2005 compared to 2004 on increased partnership income,lower loss ratios. The loss ratio decreased 3.2 points in 2006 as
reflecting increases in market valuations of infrastructure fundthe absence of significant catastrophes in 2006 resulted in a
investments in Africa, Asia, China, Eastern Europe and India.decrease of 3.5 points, rate increases and lower current year
Additionally, net investment income was positively affected bylosses by Ascot on its U.S. book of business accounted for
positive cash flows, higher interest rates and the compounding of1.3 points of the decrease and lower asbestos and environmental
previously earned and reinvested net investment income. Cashreserve increases accounted for 1.2 points of the decrease.
flow was lower in 2005 compared to 2004 due to payments forThese declines were partially offset by lower favorable loss
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catastrophe-related losses incurred in 2005 and 2004 and for the The following table classifies the components of the
purchase of the Royal & Sun Alliance branch operations. General Insurance net loss reserves by business unit as

of December 31, 2006 and 2005.
Reserve for Losses and Loss Expenses

(in millions) 2006 2005

The following table presents the components of the DBG(a) $43,998 $40,782
General Insurance gross reserve for losses and loss Transatlantic 6,207 5,690
expenses (loss reserves) as of December 31, 2006 and Personal Lines(b) 2,440 2,578
2005 by major lines of business on a statutory Annual Mortgage Guaranty 460 340
Statement basis*: Foreign General(c) 9,525 8,086

Total Net Loss Reserve $62,630 $57,476(in millions) 2006 2005

Other liability occurrence $19,156 $18,116 (a) At December 31, 2006 and 2005, respectively, DBG loss reserves
include approximately $3.33 billion and $3.77 billion ($3.66 billion andWorkers compensation 13,465 11,630
$4.26 billion, respectively, before discount), related to business writtenOther liability claims made 12,394 12,447
by DBG but ceded to AIRCO and reported in AIRCO’s statutory filings.

Property 6,663 7,217 DBG loss reserves also include approximately $535 million and
Auto liability 5,931 6,569 $407 million related to business included in AIUO’s statutory filings at

December 31, 2006 and 2005, respectively.International 5,810 4,939
Reinsurance 2,960 2,886 (b) At December 31, 2006 and 2005, respectively, Personal Lines loss

reserves include $861 million and $878 million related to businessMedical malpractice 2,308 2,363
ceded to DBG and reported in DBG’s statutory filings.Products liability 2,168 1,937

(c) At December 31, 2006 and 2005, respectively, Foreign General lossAccident and health 1,649 1,678
reserves include approximately $2.87 billion and $2.15 billion relatedCommercial multiple peril 1,621 1,359 to business reported in DBG’s statutory filings.

Aircraft 1,562 1,844
The DBG net loss reserve of $44.0 billion is comprisedFidelity/surety 1,127 1,072

Other 3,185 3,112 principally of the business of AIG subsidiaries participating in the
American Home/National Union pool (11 companies) and theTotal $79,999 $77,169
surplus lines pool (Lexington, Starr Excess Liability Insurance

* Presented by lines of business pursuant to statutory reporting require- Company and Landmark Insurance Company).
ments as prescribed by the National Association of Insurance Commis-

Beginning in 1998, DBG ceded a quota share percentage of itssioners (NAIC).
other liability occurrence and products liability occurrence busi-

AIG’s gross reserve for losses and loss expenses represents ness to AIRCO. The quota share percentage ceded was 40 per-
the accumulation of estimates of ultimate losses, including IBNR cent in 1998, 65 percent in 1999, 75 percent in 2000 and 2001,
and loss expenses. The methods used to determine loss reserve 50 percent in 2002 and 2003, 40 percent in 2004, 35 percent in
estimates and to establish the resulting reserves are continually 2005 and 20 percent in 2006 and covered all business written in
reviewed and updated by management. Any adjustments resulting these years for these lines by participants in the American Home/
therefrom are reflected in operating income currently. Because National Union pool. In 1998 the cession reflected only the other
loss reserve estimates are subject to the outcome of future liability occurrence business, but in 1999 and subsequent years
events, changes in estimates are unavoidable given that loss included products liability occurrence. AIRCO’s loss reserves
trends vary and time is often required for changes in trends to be relating to these quota share cessions from DBG are recorded on
recognized and confirmed. Reserve changes that increase previ- a discounted basis. As of year-end 2006, AIRCO carried a
ous estimates of ultimate cost are referred to as unfavorable or discount of approximately $330 million applicable to the $3.66
adverse development or reserve strengthening. Reserve changes billion in undiscounted reserves it assumed from the American
that decrease previous estimates of ultimate cost are referred to Home/National Union pool via this quota share cession. AIRCO
as favorable development. also carries approximately $467 million in net loss reserves

At December 31, 2006, General Insurance net loss reserves relating to Foreign General insurance business. These reserves
increased $5.15 billion from 2005 to $62.63 billion. The net loss are carried on an undiscounted basis.
reserves represent loss reserves reduced by reinsurance recover- Beginning in 1997, the Personal Lines division ceded a
ables, net of an allowance for unrecoverable reinsurance and percentage of all business written by the companies participating
applicable discount for future investment income. in the personal lines pool to the American Home/National Union

pool. As noted above, the total reserves carried by participants in
the American Home/National Union pool relating to this cession
amounted to $861 million as of year-end 2006.

The companies participating in the American Home/National
Union pool have maintained a participation in the business written
by AIU for decades. As of year-end 2006, these AIU reserves
carried by participants in the American Home/National Union pool
amounted to approximately $2.87 billion. The remaining Foreign
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General reserves are carried by AIUO, AIRCO, and other smaller development and resulting increase in reserves is not likely to
AIG subsidiaries domiciled outside the United States. Statutory have a material adverse effect on AIG’s consolidated financial
filings in the U.S. by AIG companies reflect all the business condition, although it could have a material adverse effect on
written by U.S. domiciled entities only, and therefore exclude AIG’s consolidated results of operations for an individual reporting
business written by AIUO, AIRCO, and all other internationally period. See also Item 1A. Risk Factors — Casualty Insurance and
domiciled subsidiaries. The total reserves carried at year-end Underwriting Reserves.
2006 by AIUO and AIRCO were approximately $4.57 billion and

The following table presents the reconciliation of net loss
$3.80 billion, respectively. AIRCO’s $3.80 billion in total general

reserves for 2006, 2005 and 2004 as follows:
insurance reserves consists of approximately $3.33 billion from

(in millions) 2006 2005 2004business assumed from the American Home/National Union pool
and an additional $467 million relating to Foreign General Net reserve for losses
Insurance business. and loss expenses at

beginning of year $57,476 $47,254 $36,228
Foreign exchange effect 741 (628) 524Discounting of Reserves
Acquisition(a) 55 — —

At December 31, 2006, AIG’s overall General Insurance net loss Losses and loss
reserves reflect a loss reserve discount of $2.26 billion, including expenses incurred:
tabular and non-tabular calculations. The tabular workers compen- Current year 27,805 28,426 26,793

Prior years, other thansation discount is calculated using a 3.5 percent interest rate and
accretion of discount (53) 4,680(b) 3,187(c)

the 1979-81 Decennial Mortality Table. The non-tabular workers
Prior years, accretion ofcompensation discount is calculated separately for companies

discount 300 (15) 377
domiciled in New York and Pennsylvania, and follows the statutory

Losses and lossregulations for each state. For New York companies, the discount
expenses incurred 28,052 33,091 30,357

is based on a five percent interest rate and the companies’ own
Losses and losspayout patterns. For Pennsylvania companies, the statute has

expenses paid:specified discount factors for accident years 2001 and prior,
Current year 8,368 7,331 7,692

which are based on a six percent interest rate and an industry Prior years 15,326 14,910 12,163
payout pattern. For accident years 2002 and subsequent, the

Losses and loss
discount is based on the yield of U.S. Treasury securities ranging expenses paid 23,694 22,241 19,855
from one to twenty years and the company’s own payout pattern,

Net reserve for losses
with the future expected payment for each year using the interest

and loss expenses at
rate associated with the corresponding Treasury security yield for end of year $62,630 $57,476 $47,254
that time period. The discount is comprised of the following: $662

(a) Reflects the opening balance with respect to the acquisition of themillion — tabular discount for workers compensation in DBG;
Central Insurance Co., Ltd. in the third quarter of 2006.

$1.27 billion — non-tabular discount for workers compensation in
(b) Includes fourth quarter charge of $1.8 billion.

DBG; and, $330 million — non-tabular discount for other liability
(c) Includes fourth quarter charge of $850 million attributable to theoccurrence and products liability occurrence in AIRCO. The total

change in estimate for asbestos and environmental exposures.
undiscounted workers compensation loss reserve carried by DBG

The following tables summarize development, (favorable) oris approximately $11.5 billion as of year-end 2006. The other
unfavorable, of incurred losses and loss expenses for priorliability occurrence and products liability occurrence business in
years (other than accretion of discount):AIRCO that is assumed from DBG is discounted based on the

yield of U.S. Treasury securities ranging from one to twenty years
(in millions) 2006 2005 2004

and the DBG payout pattern for this business. The undiscounted
Prior Accident Yearreserves assumed by AIRCO from DBG totaled approximately

Development by Reporting
$3.66 billion at December 31, 2006. Unit:

DBG $ 110 $4,871 $2,857
Results of 2006 Reserving Process Personal Lines (111) 14 75

UGC (115) (103) (102)
Management believes that the General Insurance net loss Foreign General (118) (371) 40
reserves are adequate to cover General Insurance net losses and

Sub total (234) 4,411 2,870
loss expenses as of December 31, 2006. While AIG regularly Transatlantic 181 269 317
reviews the adequacy of established loss reserves, there can be

Prior years, other than
no assurance that AIG’s ultimate loss reserves will not develop accretion of discount $ (53) $4,680 $3,187
adversely and materially exceed AIG’s loss reserves as of
December 31, 2006. In the opinion of management, such adverse
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clear change in the ultimate loss estimate for the accident years in
(in millions) 2006 2005 2004

question, and no adjustment would be made to the profit center’s
Prior Accident Year reserves for prior accident years. In other cases, the higher or lower

Development by Major than expected emergence may result in a larger change, either
Class of Business: favorable or unfavorable, than the difference between the actual and

Excess casualty (DBG) $ 102 $ 1,191 $ 1,240 expected loss emergence. Such additional analyses were conducted
D&O and related for each profit center, as appropriate, in the first, second and third

management liability quarters of 2006 to determine the loss development from prior
(DBG) (20) 1,627 930 accident years for the first, second and third quarters of 2006. As

Excess workers
part of its quarterly reserving process, AIG also considers notices of

compensation (DBG) 74 983 279
claims received with respect to emerging issues, such as those

Reinsurance (Transatlantic) 181 269 317
related to stock option backdating. In the fourth quarter of 2006, aAsbestos and environmental
comprehensive loss reserve review was completed for each AIG(primarily DBG) 208 930 1,006
general insurance subsidiary. The prior accident year loss reserveAll other, net (598) (320) (585)
development shown in the tables above for 2006 reflects the results

Prior years, other than of these comprehensive reviews, including the effect of actual loss
accretion of discount $ (53) $ 4,680 $ 3,187

emergence in the fourth quarter of 2006.
In 2006, net loss development from prior accident years was

Calendar Year favorable by approximately $53 million, including approximately
Accident Year $198 million in net adverse development from asbestos and
(in millions) 2006 2005 2004 environmental reserves resulting from the updated ground up

analysis of these exposures in the fourth quarter of 2006;Prior Accident Year
Development by approximately $103 million of adverse development pertaining to
Accident Year: the major hurricanes in 2004 and 2005; and $181 million of

2005 $(1,576) adverse development from the general reinsurance operations of
2004 (511) $(3,853) Transatlantic; and excluding approximately $300 million from
2003 (212) (63) $(1,483) accretion of loss reserve discount. Excluding the fourth quarter
2002 373 1,360 69 asbestos and environmental reserve increase, catastrophes and
2001 29 1,749 1,123 Transatlantic, as well as accretion of discount, net loss develop-
2000 338 1,323 760 ment in 2006 from prior accident years was favorable by
1999 382 944 693 approximately $535 million. The overall favorable development of
1998 41 605 536 $53 million consisted of approximately $2.30 billion of favorable
1997 197 281 174

development from accident years 2003 through 2005, partially
1996 & Prior 886 2,334 1,315

offset by approximately $2.25 billion of adverse development from
Prior years, other than accident years 2002 and prior. For 2006, most classes of AIG’s

accretion of discount $ (53) $ 4,680 $ 3,187 business continued to experience favorable development for
accident years 2003 through 2005. The adverse developmentThe loss ratios recorded by AIG for 2006 took into account the
from accident years 2002 and prior reflected development fromresults of the comprehensive reserve reviews that were completed
excess casualty, workers compensation, excess workers compen-in the fourth quarter of 2005. AIG’s year-end 2005 reserve review
sation, and post-1986 environmental liability classes of business,reflected careful consideration of the reserve analyses prepared
all within DBG, from asbestos reserves within DBG and Foreignby AIG’s internal actuarial staff with the assistance of third party
General, and from Transatlantic.actuaries. In determining the appropriate loss ratios for accident

For 2005, net loss development from prior accident years wasyear 2006 for each class of business, AIG gave consideration to
adverse by approximately $4.68 billion, including approximatelythe loss ratios resulting from the 2005 reserve analyses as well
$269 million from the general reinsurance operations of Transat-as all other relevant information including rate changes, expected
lantic. This $4.68 billion adverse development in 2005 waschanges in loss costs, changes in coverage, reinsurance or mix of
comprised of approximately $8.60 billion for the 2002 and priorbusiness, and other factors that may affect the loss ratios.
accident years, partially offset by favorable development forIn 2006, AIG enhanced its process of determining the quarterly
accident years 2003 and 2004 for most classes of business, withloss development from prior accident years. In the first quarter of
the notable exception of D&O. The adverse loss development for2006, AIG began conducting additional analyses to determine the
2002 and prior accident years was attributable to approximatelychange in estimated ultimate loss for each accident year for each
$4.0 billion of development from the D&O and related manage-profit center. For example, if loss emergence for a profit center is
ment liability classes of business, excess casualty, and excessdifferent than expected for certain accident years, the actuaries now
workers compensation, and to approximately $900 million oftake additional steps to examine the indicated effect such emer-
adverse development from asbestos and environmental claims.gence would have on the reserves of that profit center. In some
The remaining portion of the adverse development from 2002 andcases, the higher or lower than expected emergence may result in no
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prior accident years included approximately $520 million related account the higher ultimate loss ratios for accident years 2001
to Transatlantic with the balance spread across many other and prior.
classes of business. Most classes of business produced For the year-end 2005 loss reserve review, AIG’s actuaries
favorable development for accident years 2003 and 2004, and responded to the continuing adverse development by further
adverse development for accident years 2001 and prior. increasing the loss development factors applicable to accident

For 2004, AIG’s overall net loss reserve development from years 1999 and subsequent by approximately 5 percent. In
prior accident years was an increase of approximately $3.19 bil- addition, to more accurately estimate losses for construction
lion, including approximately $317 million from the general defect-related claims, a separate review was performed by AIG
reinsurance operations of Transatlantic and excluding approxi- claims staff for accounts with significant exposure to these
mately $377 million from accretion of loss reserve discount. This claims.
$3.19 billion adverse development in 2004 was comprised of For the year-end 2006 loss reserve review, AIG claims staff
approximately $4.67 billion of adverse development for the 2002 updated the separate review for accounts with significant expo-
and prior accident years, partially offset by approximately sure to construction defect-related claims in order to assist the
$1.48 billion of favorable development for accident year 2003. actuaries in determining the proper reserve for this exposure.
The adverse development for the 2002 and prior accident years AIG’s actuaries determined that no significant changes in the
was primarily attributable to excess casualty, D&O and related assumptions were required. Prior accident year loss development
management liability classes, and asbestos and environmental in 2006 was adverse by approximately $100 million, a relatively
reserves, all within DBG, and also to Transatlantic. Most classes minor amount for this class of business. However, AIG continues
of business throughout AIG produced favorable development for to experience adverse development for this class for accident
accident year 2003. years prior to 2003.

The following is a discussion of the primary reasons for the Loss reserves pertaining to the excess casualty class of
development in 2006, 2005 and 2004 for those classes of business are generally included in the Other liability occurrence
business that experienced significant prior accident year develop- line of business, with a small portion of the excess casualty
ments during the three-year period. See Asbestos and Environ- reserves included in the Other liability claims made line of
mental Reserves below for a further discussion of asbestos and business, as presented in the table on page 37.
environmental reserves and developments.

D&O and Related Management Liability Classes of Business:
Excess Casualty: Excess Casualty reserves experienced signifi- These classes of business experienced significant adverse devel-
cant adverse loss development in 2004 and 2005, but in 2006 opment in 2004 and 2005, but experienced slightly favorable
there was only a relatively minor amount of adverse development. development in 2006. The adverse development in 2004 and
The adverse development for all periods shown related principally 2005 related principally to accident years 2002 and prior. This
to accident years 2000 and prior, and to a lesser extent 2001, adverse development resulted from significant loss cost escala-
and resulted from significant loss cost increases due to both tion due to a variety of factors, including the following: the
frequency and severity of claims. The increase in loss costs increase in frequency and severity of corporate bankruptcies; the
resulted primarily from medical inflation, which increased the increase in frequency of financial statement restatements; the
economic loss component of tort claims, advances in medical sharp rise in market capitalization of publicly traded companies;
care, which extended the life span of severely injured claimants, and the increase in the number of initial public offerings, which
and larger jury verdicts, which increased the value of severe tort led to an unprecedented number of IPO allocation/laddering suits
claims. An additional factor affecting AIG’s excess casualty in 2001. In addition, extensive utilization of multi-year policies
experience in recent years has been the accelerated exhaustion of during this period limited AIG’s ability to respond to emerging
underlying primary policies for homebuilders. This has led to trends as rapidly as would otherwise be the case. AIG exper-
increased construction defect-related claims activity on AIG’s ienced significant adverse loss development since 2002 as a
excess policies. Many excess casualty policies were written on a result of these issues. AIG responded to this development with
multi-year basis in the late 1990s, which limited AIG’s ability to rate increases and policy form and coverage changes to better
respond to emerging market trends as rapidly as would otherwise contain future loss costs in this class of business.
be the case. In subsequent years, AIG responded to these In the year-end 2004 loss reserve review, AIG’s actuaries
emerging trends by increasing rates and implementing numerous responded to the adverse development for D&O and related
policy form and coverage changes. This led to a significant management liability classes by increasing the loss development
improvement in experience beginning with accident year 2001. factor assumptions. The development factors applicable to accident

In the year-end 2004 loss reserve review, AIG’s actuaries years 1997 and subsequent were increased by approximately
responded to the adverse development for excess casualty by 5 percent in the year-end 2004 reserve study. In addition, the
increasing the loss development factor assumptions. In the year- expected loss ratios for accident years 2002 and subsequent were
end 2004 reserve study, the development factors applicable to increased to take into account the higher ultimate loss ratios for
accident years 1998 and subsequent were increased by approxi- accident years 2001 and prior. The loss ratios for the older
mately 12 percent. In addition, the expected loss ratios for accident years increased due to the combination of higher than
accident years 2002 and subsequent were increased to take into expected loss development in the year and the increase in the loss

development factor assumptions.
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For the year-end 2005 loss reserve review, AIG’s actuaries assumption for excess workers compensation was increased from
responded to the continuing adverse development by further approximately 2.5 percent to 6 percent for the 2005 study.
increasing the loss development factor assumptions. The loss For the year-end 2006 loss reserve review, AIG claims staff
development factors applicable to 1997 and subsequent accident updated the claim-by-claim projection for each open claim for
years were increased by approximately 4 percent. In addition, accident years 1999 and prior. These updated claims projections
AIG’s actuaries began to give greater weight to loss development were utilized by the actuaries as a benchmark for loss develop-
methods for accident years 2002 and 2003, in order to more fully ment factors in the year-end 2006 study. AIG’s actuaries
respond to the recent loss experience. AIG’s claims staff also determined that no significant changes in the assumptions were
conducted a series of ground-up claim projections covering all required. Prior accident year development in 2006 was adverse by
open claims for this business through accident year 2004. AIG’s approximately $70 million, a relatively minor amount for this
actuaries benchmarked the loss reserve indications for all class.
accident years through 2004 to these claim projections.

For the year-end 2006 loss reserve review, AIG’s actuaries Overview of Loss Reserving Process
determined that no significant changes in the assumptions were

The General Insurance loss reserves can generally be categorized
required. Prior accident year loss development in 2006 was

into two distinct groups. One group is short-tail classes of
favorable by approximately $20 million, an insignificant amount for

business consisting principally of property, personal lines and
these classes. AIG’s actuaries continued to benchmark the loss

certain casualty classes. The other group is long-tail casualty
reserve indications to the ground up claim projections provided by

classes of business which includes excess and umbrella liability,
AIG claims staff for this class of business. For the year-end 2006

D&O, professional liability, medical malpractice, workers compen-
loss reserve review, the ground up claim projections included all

sation, general liability, products liability, and related classes.
accident years through 2005.

Loss reserves pertaining to D&O and related management
Shor t-Tail Reser vesliability classes of business are included in the Other liability

claims made line of business, as presented in the table on For operations writing short-tail coverages, such as property
page 37. coverages, the process of recording quarterly loss reserves is

generally geared toward maintaining an appropriate reserve for theExcess Workers Compensation: This class of business exper-
outstanding exposure, rather than determining an expected lossienced significant adverse development in 2005, and a relatively
ratio for current business. For example, the IBNR reserve requiredminor amount of adverse development in 2006. The adverse
for a class of property business might be expected to approximatedevelopment in 2005 related to 2002 and prior accident years.
20 percent of the latest year’s earned premiums, and this level ofThis adverse development resulted primarily from significant loss
reserve would generally be maintained regardless of the loss ratiocost increases, primarily attributable to rapidly increasing medical
emerging in the current quarter. The 20 percent factor would beinflation and advances in medical care, which increased the cost
adjusted to reflect changes in rate levels, loss reporting patterns,of covered medical care and extended the life span of severely
known exposure to unreported losses, or other factors affectinginjured workers. The effect of these factors on excess workers
the particular class of business.compensation claims experience is leveraged, as frequency is

increased by the rising number of claims that reach the excess
Long-Tail Reser veslayers.

In response to the significantly adverse loss development in Estimation of ultimate net losses and loss expenses (net losses)
2005, an additional study was conducted for the 2005 year-end for long-tail casualty classes of business is a complex process
actuarial reserve analysis for DBG pertaining to the selection of and depends on a number of factors, including the class and
loss development factors for this class of business. Claims for volume of business involved. Experience in the more recent
excess workers compensation exhibit an exceptionally long-tail of accident years of long-tail casualty classes of business shows
loss development, running for decades from the date the loss is limited statistical credibility in reported net losses because a
incurred. Thus, the adequacy of loss reserves for this class is relatively low proportion of net losses would be reported claims
sensitive to the estimated loss development factors, as such and expenses and an even smaller percentage would be net
factors may be applied to many years of loss experience. In order losses paid. Therefore, IBNR would constitute a relatively high
to better estimate the tail development for this class, AIG claims proportion of net losses.
staff conducted a claim-by-claim projection of the expected ultimate AIG’s carried net long-tail loss reserves are tested using loss
paid loss for each open claim for 1998 and prior accident years as trend factors that AIG considers appropriate for each class of
these are the primary years from which the tail factors are derived. business. A variety of actuarial methods and assumptions is
The objective of the study was to provide a benchmark against normally employed to estimate net losses for long-tail casualty
which loss development factors in the tail could be evaluated. The classes of businesses. These methods ordinarily involve the use
resulting loss development factors utilized by the actuaries in the of loss trend factors intended to reflect the annual growth in loss
year-end 2005 study reflected an increase of approximately 18 per- costs from one accident year to the next. For the majority of long-
cent from the factors used in the prior year study without the tail casualty classes of business, net loss trend factors approxi-
benefit of the claims benchmark. In addition, the loss cost trend mated five percent. Loss trend factors reflect many items
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including changes in claims handling, exposure and policy forms, reflecting all of the factors described above. At the close of each
current and future estimates of monetary inflation and social quarter, the assumptions underlying the loss ratios are reviewed
inflation and increases in litigation and awards. These factors are to determine if the loss ratios based thereon remain appropriate.
periodically reviewed and adjusted, as appropriate, to reflect This process includes a review of the actual claims experience in
emerging trends which are based upon past loss experience. the quarter, actual rate changes achieved, actual changes in
Thus, many factors are implicitly considered in estimating the year coverage, reinsurance or mix of business, and changes in certain
to year growth in loss costs. other factors that may affect the loss ratio. When this review

A number of actuarial assumptions are generally made in the suggests that the initially determined loss ratio is no longer
review of reserves for each class of business. For longer tail appropriate, the loss ratio for current business is changed to
classes of business, actuarial assumptions generally are made reflect the revised assumptions.
with respect to the following: A comprehensive annual loss reserve review is completed in
( Loss trend factors which are used to establish expected loss the fourth quarter of each year for each AIG general insurance

ratios for subsequent accident years based on the projected subsidiary. These reviews are conducted in full detail for each
loss ratio for prior accident years. class of business for each subsidiary, and thus consist of

( Expected loss ratios for the latest accident year (i.e., accident hundreds of individual analyses. The purpose of these reviews is
year 2006 for the year-end 2006 loss reserve analysis) and, in to confirm the appropriateness of the reserves carried by each of
some cases for accident years prior to the latest accident year. the individual subsidiaries, and therefore of AIG’s overall carried
The expected loss ratio generally reflects the projected loss reserves. The reserve analysis for each class of business is
ratio from prior accident years, adjusted for the loss trend (see performed by the actuarial personnel who are most familiar with
above) and the effect of rate changes and other quantifiable that class of business. In completing these detailed actuarial
factors on the loss ratio. For low-frequency, high-severity reserve analyses, the actuaries are required to make numerous
classes such as excess casualty, expected loss ratios generally assumptions, including the selection of loss development factors
are used for at least the three most recent accident years. and loss cost trend factors. They are also required to determine

( Loss development factors which are used to project the and select the most appropriate actuarial methods to employ for
reported losses for each accident year to an ultimate basis. each business class. Additionally, they must determine the
Generally, the actual loss development factors observed from appropriate segmentation of data from which the adequacy of the
prior accident years would be used as a basis to determine the reserves can be most accurately tested. In the course of these
loss development factors for the subsequent accident years. detailed reserve reviews a point estimate of the loss reserve is
AIG records quarterly changes in loss reserves for each of its determined. The sum of these point estimates for each class of

many General Insurance classes of business. The overall change business for each subsidiary provides an overall actuarial point
in AIG’s loss reserves is based on the sum of these classes of estimate of the loss reserve for that subsidiary. The ultimate
business changes. For most long-tail classes of business, the process by which the actual carried reserves are determined
process of recording quarterly loss reserve changes involves considers both the actuarial point estimate and numerous other
determining the estimated current loss ratio for each class of internal and external factors including a qualitative assessment of
coverage. This loss ratio is multiplied by the current quarter’s net inflation and other economic conditions in the United States and
earned premium for that class of coverage to determine the abroad, changes in the legal, regulatory, judicial and social
current accident quarter’s total estimated net incurred loss and environment, underlying policy pricing, terms and conditions, and
loss expense. The change in loss reserves for the quarter for claims handling. Loss reserve development can also be affected
each class is thus the difference between the net incurred loss by commutations of assumed and ceded reinsurance agreements.
and loss expense, estimated as described above, and the net
paid losses and loss expenses in the quarter. Also any change in Actuarial Methods for Major Classes of Business
estimated ultimate losses from prior accident years, either

In testing the reserves for each class of business, a determina-
positive or negative, is reflected in the loss reserve for the current

tion is made by AIG’s actuaries as to the most appropriate
quarter.

actuarial methods. This determination is based on a variety of
factors including the nature of the claims associated with the

Details of the Loss Reserving Process
class of business, such as frequency or severity. Other factors

The process of determining the current loss ratio for each class of considered include the loss development characteristics associ-
business is based on a variety of factors. These include, but are ated with the claims, the volume of claim data available for the
not limited to, the following considerations: prior accident year and applicable class, and the applicability of various actuarial methods
policy year loss ratios; rate changes; changes in coverage, to the class. In addition to determining the actuarial methods, the
reinsurance, or mix of business; and actual and anticipated actuaries determine the appropriate loss reserve groupings of
changes in external factors affecting results, such as trends in data. For example, AIG writes a great number of unique sub-
loss costs or in the legal and claims environment. The current classes of professional liability. For pricing or other purposes, it is
loss ratio for each class of business reflects input from actuarial, appropriate to evaluate the profitability of each subclass individu-
underwriting and claims staff and is intended to represent ally. However, for purposes of estimating the loss reserves for
management’s best estimate of the current loss ratio after professional liability, it is appropriate to combine the subclasses
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into larger groups. The greater degree of credibility in the claims Loss development methods generally give full credibility to the
experience of the larger groups may outweigh the greater degree reported loss experience to date. In the example above, loss
of homogeneity of the individual subclasses. This determination of development methods would typically indicate an ultimate loss
data segmentation and actuarial methods is carefully considered estimate of $10 million, as the reported losses of $1 million
for each class of business. The segmentation and actuarial would be estimated to reflect only 10 percent of the ultimate
methods chosen are those which together are expected to losses.
produce the most accurate estimate of the loss reserves. A key advantage of loss development methods is that they

Actuarial methods used by AIG for most long-tail casualty respond quickly to any actual changes in loss costs for the class
classes of business include loss development methods and of business. Therefore, if loss experience is unexpectedly deterio-
expected loss ratio methods, including ‘‘Bornhuetter Ferguson’’ rating or improving, the loss development method gives full
methods described below. Other methods considered include credibility to the changing experience. Expected loss ratio meth-
frequency/severity methods, although these are generally used by ods would be slower to respond to the change, as they would
AIG more for pricing analysis than for loss reserve analysis. Loss continue to give more weight to the expected loss ratio, until
development methods utilize the actual loss development patterns enough evidence emerged for the expected loss ratio to be
from prior accident years to project the reported losses to an modified to reflect the changing loss experience. On the other
ultimate basis for subsequent accident years. Loss development hand, loss development methods have the disadvantage of
methods generally are most appropriate for classes of business overreacting to changes in reported losses if in fact the loss
which exhibit a stable pattern of loss development from one experience is not credible. For example, the presence or absence
accident year to the next, and for which the components of the of large losses at the early stages of loss development could
classes have similar development characteristics. For example, cause the loss development method to overreact to the favorable
property exposures would generally not be combined into the or unfavorable experience by assuming it will continue at later
same class as casualty exposures, and primary casualty expo- stages of development. In these instances, expected loss ratio
sures would generally not be combined into the same class as methods such as ‘‘Bornhuetter Ferguson’’ have the advantage of
excess casualty exposures. Expected loss ratio methods are properly recognizing large losses without extrapolating unusual
generally utilized by AIG where the reported loss data lacks large loss activity onto the unreported portion of the losses for
sufficient credibility to utilize loss development methods, such as the accident year. AIG’s loss reserve reviews for long-tail classes
for new classes of business or for long-tail classes at early stages typically utilize a combination of both loss development and
of loss development. expected loss ratio methods. Loss development methods are

Expected loss ratio methods rely on the application of an generally given more weight for accident years and classes of
expected loss ratio to the earned premium for the class of business where the loss experience is highly credible. Expected
business to determine the loss reserves. For example, an loss ratio methods are given more weight where the reported loss
expected loss ratio of 70 percent applied to an earned premium experience is less credible, or is driven more by large losses.
base of $10 million for a class of business would generate an Expected loss ratio methods require sufficient information to
ultimate loss estimate of $7 million. Subtracting any reported paid determine the appropriate expected loss ratio. This information
losses and loss expense would result in the indicated loss generally includes the actual loss ratios for prior accident years,
reserve for this class. ‘‘Bornhuetter Ferguson’’ methods are and rate changes as well as underwriting or other changes which
expected loss ratio methods for which the expected loss ratio is would affect the loss ratio. Further, an estimate of the loss cost
applied only to the expected unreported portion of the losses. For trend or loss ratio trend is required in order to allow for the effect
example, for a long-tail class of business for which only 10 per- of inflation and other factors which may increase or otherwise
cent of the losses are expected to be reported at the end of the change the loss costs from one accident year to the next.
accident year, the expected loss ratio would be applied to the Frequency/severity methods generally rely on the determination
90 percent of the losses still unreported. The actual reported of an ultimate number of claims and an average severity for each
losses at the end of the accident year would be added to claim for each accident year. Multiplying the estimated ultimate
determine the total ultimate loss estimate for the accident year. number of claims for each accident year by the expected average
Subtracting the reported paid losses and loss expenses would severity of each claim produces the estimated ultimate loss for
result in the indicated loss reserve. In the example above, the the accident year. Frequency/severity methods generally require a
expected loss ratio of 70 percent would be multiplied by sufficient volume of claims in order for the average severity to be
90 percent. The result of 63 percent would be applied to the predictable. Average severity for subsequent accident years is
earned premium of $10 million resulting in an estimated unre- generally determined by applying an estimated annual loss cost
ported loss of $6.3 million. Actual reported losses would be trend to the estimated average claim severity from prior accident
added to arrive at the total ultimate losses. If the reported losses years. Frequency/severity methods have the advantage that
were $1 million, the ultimate loss estimate under the ‘‘Bornhuet- ultimate claim counts can generally be estimated more quickly
ter Ferguson’’ method would be $7.3 million versus the $7 million and accurately than can ultimate losses. Thus, if the average
amount under the expected loss ratio method described above. claim severity can be accurately estimated, these methods can
Thus, the ‘‘Bornhuetter Ferguson’’ method gives partial credibility more quickly respond to changes in loss experience than other
to the actual loss experience to date for the class of business. methods. However, for average severity to be predictable, the
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class of business must consist of homogeneous types of claims
more than by claim frequency. Severity trends have varied

for which loss severity trends from one year to the next are
significantly from accident year to accident year.

reasonably consistent. Generally these methods work best for
high frequency, low severity classes of business such as personal Workers Compensation: AIG generally utilizes loss development
auto. AIG utilizes these methods in pricing subclasses of methods for all but the most recent accident year. Expected loss
professional liability. However, AIG does not generally utilize ratio methods generally are given significant weight only in the
frequency/severity methods to test loss reserves, due to the most recent accident year. Workers compensation claims are
general nature of AIG’s reserves being applicable to lower generally characterized by high frequency, low severity, and
frequency, higher severity commercial classes of business where relatively consistent loss development from one accident year to
average claim severity is volatile. the next. AIG is a leading writer of workers compensation, and

thus has sufficient volume of claims experience to utilize
Excess Casualty: AIG generally uses a combination of loss

development methods. AIG does not believe frequency/severity
development methods and expected loss ratio methods for excess

methods are as appropriate, due to significant growth and
casualty classes. Expected loss ratio methods are generally

changes in AIG’s workers compensation business over the years.
utilized for at least the three latest accident years, due to the

AIG generally segregates California business from other business
relatively low credibility of the reported losses. The loss experi-

in evaluating workers compensation reserves. Certain classes of
ence is generally reviewed separately for lead umbrella classes

workers compensation, such as construction, are also evaluated
and for other excess classes, due to the relatively shorter tail for

separately. Additionally, AIG writes a number of very large
lead umbrella business. Automobile-related claims are generally

accounts which include workers compensation coverage. These
reviewed separately from non-auto claims, due to the shorter tail

accounts are generally priced by AIG actuaries, and to the extent
nature of the automobile related claims. The expected loss ratios

appropriate, the indicated losses based on the pricing analysis
utilized for recent accident years are based on the projected

may be utilized to record the initial estimated loss reserves for
ultimate loss ratios of prior years, adjusted for rate changes,

these accounts.
estimated loss cost trends and all other changes that can be
quantified. The estimated loss cost trend utilized in the year-end Excess Workers Compensation: AIG generally utilizes a combina-
2006 reviews averaged approximately 6 percent for excess tion of loss development methods and expected loss ratio
casualty classes. Frequency/severity methods are generally not methods. Loss development methods are given the greater weight
utilized as the vast majority of reported claims do not result in a for mature accident years such as 2000 and prior. Expected loss
claim payment. In addition, the average severity varies significantly ratio methods are given the greater weight for the more recent
from accident year to accident year due to large losses which accident years. Excess workers compensation is an extremely
characterize this class of business, as well as changing propor- long-tail class of business, with loss emergence extending for
tions of claims which do not result in a claim payment. decades. Therefore there is limited credibility in the reported

losses for many of the more recent accident years. Beginning with
D&O: AIG generally utilizes a combination of loss development

the year-end 2005 loss reserve review, AIG’s actuaries began to
methods and expected loss ratio methods for D&O and related

utilize claims projections provided by AIG claims staff to help
management liability classes of business. Expected loss ratio

determine the loss development factors for this class of business.
methods are given more weight in the two most recent accident
years, whereas loss development methods are given more weight General Liability: AIG generally uses a combination of loss
in more mature accident years. Beginning with the year-end 2005 development methods and expected loss ratio methods for
loss reserve review, AIG’s actuaries began to utilize claim primary general liability or products liability classes. For certain
projections provided by AIG claims staff as a benchmark for classes of business with sufficient loss volume, loss development
determining the indicated ultimate losses for accident years 2004 methods may be given significant weight for all but the most
and prior. For the year end 2006 loss reserve review, claims recent one or two accident years, whereas for smaller or more
projections for accident years 2005 and prior were utilized. In volatile classes of business, loss development methods may be
prior years, AIG’s actuaries had utilized these claims projections given limited weight for the five or more most recent accident
as a benchmark for profitability studies for major classes of D&O years. Expected loss ratio methods would be utilized for the more
and related management liability business. The track record of recent accident years for these classes. The loss experience for
these claims projections has indicated a very low margin of error, primary general liability business is generally reviewed at a level
thus providing support for their usage as a benchmark in that is believed to provide the most appropriate data for reserve
determining the estimated loss reserve. These classes of busi- analysis. For example, primary claims made business is generally
ness reflect claims made coverage, and losses are characterized segregated from business written on an occurrence policy form.
by low frequency and high severity. Thus, the claim projections Additionally, certain subclasses, such as construction, are gener-
can produce an accurate overall indicator of the ultimate loss ally reviewed separately from business in other subclasses. Due
exposure for these classes by identifying and estimating all large to the fairly long-tail nature of general liability business, and the
losses. Frequency/severity methods are generally not utilized for many subclasses that are reviewed individually, there is less
these classes as the overall losses are driven by large losses credibility in the reported losses and increased reliance on

expected loss ratio methods. AIG’s actuaries generally do not
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utilize frequency/severity methods to test reserves for this methods are used to determine the loss reserves for the latest
business, due to significant changes and growth in AIG’s general accident year. Frequency/severity methods are not employed due
liability and products liability business over the years. to the high severity nature of the claims and different mix of

claims from year to year.
Commercial Automobile Liability: AIG generally utilizes loss devel-
opment methods for all but the most recent accident year for Personal Auto (Domestic): AIG generally utilizes frequency/severity
commercial automobile classes of business. Expected loss ratio methods and loss development methods for domestic personal
methods are generally given significant weight only in the most auto classes. For many classes of business, greater reliance is
recent accident year. Frequency/severity methods are generally placed on frequency/severity methods as claim counts emerge
not utilized due to significant changes and growth in this business quickly for personal auto and allow for more immediate analysis of
over the years. resulting loss trends and comparisons to industry and other

diagnostic metrics.
Healthcare: AIG generally uses a combination of loss development
methods and expected loss ratio methods for healthcare classes Fidelity/Surety: AIG generally uses loss development methods for
of business. The largest component of the healthcare business fidelity exposures for all but the latest accident year. Expected
consists of coverage written for hospitals and other healthcare loss ratio methods are also given weight for the more recent
facilities. Reserves for excess coverage are tested separately accident years, and for the latest accident year they may be given
from those for primary coverage. For primary coverages, loss 100 percent weight. For surety exposures, AIG generally uses the
development methods are generally given the majority of the same method as for short-tail classes.
weight for all but the latest three accident years, and are given

Mortgage Guaranty: AIG tests mortgage guaranty reserves using
some weight for all years other than the latest accident year. For

loss development methods, supplemented by an internal claim
excess coverages, expected loss methods are generally given all

analysis by actuaries and staff who specialize in the mortgage
the weight for the latest three accident years, and are also given

guaranty business. The claim analysis projects ultimate losses for
considerable weight for accident years prior to the latest three

claims within each of several categories of default based on
years. For other classes of healthcare coverage, an analogous

actual historical experience and is essentially a frequency/severity
weighting between loss development and expected loss ratio

analysis for each category of default.
methods is utilized. The weights assigned to each method are
those which are believed to result in the best combination of Short-Tail Classes: AIG generally uses either loss development
responsiveness and stability. Frequency/severity methods are methods or IBNR factor methods to set reserves for short-tail
sometimes utilized for pricing certain healthcare accounts or classes such as property coverages. Where a factor is used, it
business. However, in testing loss reserves the business is generally represents a percent of earned premium or other
generally combined into larger groupings to enhance the credibility exposure measure. The factor is determined based on prior
of the loss experience. The frequency/severity methods that are accident year experience. For example, the IBNR for a class of
applicable in pricing may not be appropriate for reserve testing property coverage might be expected to approximate 20 percent
and thus frequency/severity methods are not generally employed of the latest year’s earned premium. The factor is continually
in AIG’s healthcare reserve analyses. reevaluated in light of emerging claim experience as well as rate

changes or other factors that could affect the adequacy of the
Professional Liability: AIG generally uses a combination of loss

IBNR factor being employed.
development methods and expected loss ratio methods for
professional liability classes of business. Loss development International: Business written by AIG’s Foreign General Insurance
methods are used for the more mature accident years. Greater sub-segment includes both long-tail and short-tail classes of
weight is given to expected loss ratio methods in the more recent business. For long-tail classes of business, the actuarial methods
accident years. Reserves are tested separately for claims made utilized would be analogous to those described above. However,
classes and classes written on occurrence policy forms. Further the majority of business written by Foreign General Insurance is
segmentations are made in a manner believed to provide the short-tail, high frequency and low severity in nature. For this
most appropriate balance between credibility and homogeneity of business, loss development methods are generally employed to
the data. Frequency/severity methods are used in pricing and test the loss reserves. AIG maintains a data base of detailed
profitability analyses for some classes of professional liability; historical premium and loss transactions in original currency for
however, for loss reserve testing, the need to enhance credibility business written by Foreign General Insurance, thereby allowing
generally results in classes that are not sufficiently homogenous AIG actuaries to determine the current reserves without any
to utilize frequency/severity methods. distortion from changes in exchange rates over time. In testing

the Foreign General Insurance reserves, AIG’s actuaries segment
Aviation: AIG generally uses a combination of loss development

the data by region, country or class of business as appropriate to
methods and expected loss ratio methods for aviation exposures.

determine the optimal balance between homogeneity and
Aviation claims are not very long-tail in nature; however, they are

credibility.
driven by claim severity. Thus a combination of both development
and expected loss ratio methods are used for all but the latest Loss Adjustment Expenses: AIG determines reserves for legal
accident year to determine the loss reserves. Expected loss ratio defense and cost containment loss adjustment expenses for each
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made in the reserving process will not materially affect reserve
class of business by one or more actuarial methods. The methods

development for a particular class of business.
generally include development methods analogous to those de-
scribed for loss development methods. The developments could Excess Casualty: For the excess casualty class of business, the
be based on either the paid loss adjustment expenses or the ratio assumed loss cost trend was approximately six percent. After
of paid loss adjustment expenses to paid losses, or both. Other evaluating the historical loss cost trends from prior accident years
methods include the utilization of expected ultimate ratios of paid since the early 1990s, in AIG’s judgment, it is reasonably likely
loss expense to paid losses, based on actual experience from that actual loss cost trends applicable to the year-end 2006 loss
prior accident years or from similar classes of business. AIG reserve review for excess casualty will range from negative four
generally determines reserves for adjuster loss adjustment ex- percent to positive 16 percent, or approximately ten percent lower
penses based on calendar year ratios of adjuster expenses paid or higher than the assumption actually utilized in the year-end
to losses paid for the particular class of business. AIG generally 2006 reserve review. A ten percent change in the assumed loss
determines reserves for other unallocated loss adjustment ex- cost trend for excess casualty would cause approximately a
penses based on the ratio of the calendar year expenses paid to $1.7 billion increase or a $1.2 billion decrease in the net loss
overall losses paid. This determination is generally done for all and loss expense reserve for this class of business. It should be
classes of business combined, and reflects costs of home office emphasized that the ten percent deviations are not considered
claim overhead as a percent of losses paid. the highest possible deviations that might be expected, but rather

what is considered by AIG to reflect a reasonably likely range of
Catastrophes: Special analyses are conducted by AIG in response

potential deviation. Actual loss cost trends in the early 1990s
to major catastrophes in order to estimate AIG’s gross and net

were negative for several years, including amounts below the
loss and loss expense liability from the event. These analyses

negative four percent cited above, whereas actual loss cost trends
may include a combination of approaches, including modeling

in the late 1990s ran well into the double digits for several years,
estimates, ground up claim analysis, loss evaluation reports from

including amounts greater than the 16 percent cited above. Thus,
on-site field adjusters, and market share estimates.

there can be no assurance that loss trends will not deviate by
AIG’s loss reserve analyses do not calculate a range of loss

more than ten percent. The loss cost trend assumption is critical
reserve estimates. Because a large portion of the loss reserves

for the excess casualty class of business due the long-tail nature
from AIG’s General Insurance business relates to longer-tail

of the claims and therefore is applied across many accident
casualty classes of business driven by severity rather than

years.
frequency of claims, such as excess casualty and D&O, develop-

For the excess casualty class of business, the assumed loss
ing a range around loss reserve estimates would not be

development factors are also a key assumption. After evaluating
meaningful. Using the reserving methodologies described above,

the historical loss development factors from prior accident years
AIG’s actuaries determine their best estimate of the required

since the early 1990s, in AIG’s judgment, it is reasonably likely
reserve and advise Management of that amount. AIG then adjusts

that actual loss development factors will range from approximately
its aggregate carried reserves as necessary so that the actual

3.25 percent below those actually utilized in the year-end 2006
carried reserves as of December 31 reflect this best estimate.

reserve review to approximately ten percent above those factors
actually utilized. If the loss development factor assumptions were

Volatility of Reser ve Estimates and Sensitivity Analyses
changed by 3.25 percent and ten percent, respectively, the net
loss reserves for the excess casualty class would decrease byAs described above, AIG uses numerous assumptions in determin-
approximately $450 million under the lower assumptions oring its best estimate of reserves for each class of business. The
increase by approximately $1.25 billion under the higher assump-importance of any specific assumption can vary by both class of
tions. Generally, actual historical loss development factors arebusiness and accident year. If actual experience differs from key
used to project future loss development. However there can be noassumptions used in establishing reserves, there is potential for
assurance that future loss development patterns will be the samesignificant variation in the development of loss reserves, particu-
as in the past, or that they will not deviate by more than thelarly for long-tail casualty classes of business such as excess
amounts illustrated above. Moreover, as excess casualty is a long-casualty, D&O or workers compensation. Set forth below is a
tail class of business, any deviation in loss cost trends or in losssensitivity analysis that estimates the effect on the loss reserve
development factors might not be discernible for an extendedposition of using alternative loss trend or loss development factor
period of time subsequent to the recording of the initial lossassumptions rather than those actually used in determining AIG’s
reserve estimates for any accident year. Thus, there is thebest estimates in the year-end loss reserve analyses for 2006.
potential for the reserves with respect to a number of accidentThe analysis addresses each major class of business for which a
years to be significantly affected by changes in the loss costmaterial deviation to AIG’s overall reserve position is believed
trends or loss development factors that were initially relied uponreasonably possible, and uses what AIG believes is a reasonably
in setting the reserves. These changes in loss trends or losslikely range of potential deviation for each class. There can be no
development factors could be attributable to changes in inflationassurance, however, that actual reserve development will be
or in the judicial environment, or in other social or economicconsistent with either the original or the adjusted loss trend or
conditions affecting claims. Thus, there is the potential forloss development factor assumptions, or that other assumptions
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variations greater than the amounts cited above, either positively
loss cost trend would cause approximately a $350 million

or negatively.
increase or a $225 million decrease in the net loss reserves for
this business. It should be emphasized that the actual loss costD&O and Related Management Liability Classes of Business: For
trend could vary significantly from this assumption, and there canD&O and related management liability classes of business, the
be no assurance that actual loss costs will not deviate, perhapsassumed loss cost trend was approximately four percent. After
materially, by greater than five percent.evaluating the historical loss cost trends from prior accident years

For excess workers compensation business, the assumed losssince the early 1990s, in AIG’s judgment, it is reasonably likely
development factors are a critical assumption. Excess workersthat actual loss cost trends applicable to the year-end 2006 loss
compensation is an extremely long-tail class of business, with areserve review for these classes will range from negative
much greater than normal uncertainty as to the appropriate loss11 percent to positive 19 percent, or approximately 15 percent
development factors for the tail of the loss development. Afterlower or higher than the assumption actually utilized in the year-
evaluating the historical loss development factors for priorend 2006 reserve review. A 15 percent change in the assumed
accident years since the 1980s, in AIG’s judgment, it isloss cost trend for these classes would cause approximately a
reasonably likely that actual loss development factors will range$625 million increase or a $550 million decrease in the net loss
approximately 15 percent lower or higher than those factorsand loss expense reserves for these classes of business. It
actually utilized in the year-end 2006 loss reserve review forshould be emphasized that the 15 percent deviations are not
excess workers compensation. If the loss development factorconsidered the highest possible deviations that might be ex-
assumptions were changed by 15 percent, the net loss reservespected, but rather what is considered by AIG to reflect a
for excess workers compensation would increase or decrease byreasonably likely range of potential deviation. Actual loss cost
approximately $600 million. Given the exceptionally long-tail fortrends for these classes in the early 1990s were negative for
this class of business, there is the potential for actual deviationsseveral years, including amounts below the negative 11 percent
in the loss development tail to exceed the deviations assumed,cited above, whereas actual loss cost trends in the late 1990s
perhaps materially.ran at nearly 50 percent per year for several years, vastly

exceeding the 19 percent figure cited above. Because the D&O
Primary Workers Compensation: For primary workers compensa-

class of business has exhibited highly volatile loss trends from
tion, the loss cost trend assumption is not believed to be material

one accident year to the next, there is the possibility of an
with respect to AIG’s loss reserves. This is primarily because

exceptionally high deviation.
AIG’s actuaries are generally able to use loss development

For D&O and related management liability classes of business,
projections for all but the most recent accident year’s reserves,

the assumed loss development factors are also an important
so there is limited need to rely on loss cost trend assumptions for

assumption but less critical than for excess casualty. Because
primary workers compensation business.

these classes are written on a claims made basis, the loss
However, for primary workers compensation business the loss

reporting and development tail is much shorter than for excess
development factor assumptions are important. Generally, AIG’s

casualty. However, the high severity nature of the claims does
actual historical workers compensation loss development factors

create the potential for significant deviations in loss development
would be expected to provide a reasonably accurate predictor of

patterns from one year to the next. After evaluating the historical
future loss development. However, workers compensation is a

loss development factors for these classes of business for
long-tail class of business, and AIG’s business reflects a very

accident years since the early 1990s, in AIG’s judgment, it is
significant volume of losses particularly in recent accident years

reasonably likely that actual loss development factors will range
due to growth of the business. After evaluating the actual

approximately five percent lower or higher than those factors
historical loss developments since the 1980s for this business, in

actually utilized in the year-end 2006 loss reserve review for these
AIG’s judgment, it is reasonably likely that actual loss develop-

classes. If the loss development factor assumptions were
ment factors will fall within the range of approximately 2.75 per-

changed by five percent, the net loss reserves for these classes
cent below to 7.5 percent above those actually utilized in the year-

would be estimated to increase or decrease by approximately
end 2006 loss reserve review. If the loss development factor

$200 million. As noted above for excess casualty, actual historical
assumptions were changed by 2.75 percent and 7.5 percent,

loss development factors are generally used to project future loss
respectively, the net loss reserves for workers compensation

development. However, there can be no assurance that future
would decrease or increase by approximately $525 million and

loss development patterns will be the same as in the past, or that
$1.5 billion, respectively. It should be noted that loss emergence

they will not deviate by more than the five percent.
in 2006 for this class was higher than historical averages,
resulting in an increase in loss reserves for prior accident years.Excess Workers Compensation: For excess workers compensation
However, it is too soon to ascertain if this increased emergencebusiness, loss costs were trended at six percent per annum. After
represents a new trend in the pattern of loss development. Forreviewing actual industry loss trends for the past ten years, in
this class of business, there can be no assurance that actualAIG’s judgment, it is reasonably likely that actual loss cost trends
deviations from the expected loss development factors will notapplicable to the year-end 2006 loss reserve review for excess
exceed the deviations assumed, perhaps materially.workers compensation will range five percent lower or higher than

this estimated loss trend. A five percent change in the assumed
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Due to this uncertainty, it is not possible to determine the
Other Casualty Classes of Business: For casualty business other

future development of asbestos and environmental claims with
than the classes discussed above, there is generally some the same degree of reliability as with other types of claims. Such
potential for deviation in both the loss cost trend and loss future development will be affected by the extent to which courts
development factor assumptions. However, the effect of such continue to expand the intent of the policies and the scope of the
deviations is expected to be less material when compared to the coverage, as they have in the past, as well as by the changes in
effect on the classes cited above. Superfund and waste dump site coverage and liability issues. If

the asbestos and environmental reserves develop deficiently,
Asbestos and Environmental Reserves such deficiency would have an adverse effect on AIG’s future

results of operations.The estimation of loss reserves relating to asbestos and
With respect to known asbestos and environmental claims, AIGenvironmental claims on insurance policies written many years

established over a decade ago specialized toxic tort and environ-ago is subject to greater uncertainty than other types of claims
mental claims units, which investigate and adjust all suchdue to inconsistent court decisions as well as judicial interpreta-
asbestos and environmental claims. These units evaluate thesetions and legislative actions that in some cases have tended to
asbestos and environmental claims utilizing a claim-by-claimbroaden coverage beyond the original intent of such policies and
approach that involves a detailed review of individual policy termsin others have expanded theories of liability. The insurance
and exposures. Because each policyholder presents differentindustry as a whole is engaged in extensive litigation over these
liability and coverage issues, AIG generally evaluates exposure oncoverage and liability issues and is thus confronted with a
a policy-by-policy basis, considering a variety of factors such ascontinuing uncertainty in its efforts to quantify these exposures.
known facts, current law, jurisdiction, policy language and otherAIG continues to receive claims asserting injuries and dam-
factors that are unique to each policy. Quantitative techniquesages from toxic waste, hazardous substances, and other environ-
have to be supplemented by subjective considerations, includingmental pollutants and alleged claims to cover the cleanup costs
management judgment. Each claim is reviewed at least semi-of hazardous waste dump sites, referred to collectively as
annually utilizing the aforementioned approach and adjusted asenvironmental claims, and indemnity claims asserting injuries
necessary to reflect the current information.from asbestos.

In both the specialized and dedicated asbestos and environ-The vast majority of these asbestos and environmental claims
mental claims units, AIG actively manages and pursues earlyemanate from policies written in 1984 and prior years. Commenc-
resolution with respect to these claims in an attempt to mitigateing in 1985, standard policies contained an absolute exclusion for
its exposure to the unpredictable development of these claims.pollution-related damage and an absolute asbestos exclusion was
AIG attempts to mitigate its known long-tail environmental expo-also implemented. The current environmental policies that AIG
sures by utilizing a combination of proactive claim-resolutionunderwrites on a claims-made basis have been excluded from the
techniques, including policy buybacks, complete environmentalanalysis herein.
releases, compromise settlements, and, where indicated,The majority of AIG’s exposures for asbestos and environmen-
litigation.tal claims are excess casualty coverages, not primary coverages.

With respect to asbestos claims handling, AIG’s specializedThus, the litigation costs are treated in the same manner as
claims staff operates to mitigate losses through proactive han-indemnity amounts. That is, litigation expenses are included within
dling, supervision and resolution of asbestos cases. Thus, whilethe limits of the liability AIG incurs. Individual significant claim
AIG has resolved all claims with respect to miners and majorliabilities, where future litigation costs are reasonably determina-
manufacturers (Tier One), its claims staff continues to operateble, are established on a case-by-case basis.
under the same proactive philosophy to resolve claims involvingEstimation of asbestos and environmental claims loss
accounts with products containing asbestos (Tier Two), productsreserves is a subjective process and reserves for asbestos and
containing small amounts of asbestos, companies in the distribu-environmental claims cannot be estimated using conventional
tion process, and parties with remote, ill-defined involvement inreserving techniques such as those that rely on historical accident
asbestos (Tiers Three and Four). Through its commitment toyear loss development factors. The methods used to determine
appropriate staffing, training, and management oversight of asbes-asbestos and environmental loss estimates and to establish the
tos cases, AIG mitigates to the extent possible its exposure toresulting reserves are continually reviewed and updated by
these claims.management.

To determine the appropriate loss reserve as of December 31,Significant factors which affect the trends that influence the
2006 for its asbestos and environmental exposures, AIG per-asbestos and environmental claims estimation process are the
formed a series of top-down and ground-up reserve analyses. Ininconsistent court resolutions and judicial interpretations which
order to ensure it had the most comprehensive analysis possible,broaden the intent of the policies and scope of coverage. The
AIG engaged a third-party actuary to assist in a review of thesecurrent case law can be characterized as still evolving, and there
exposures, including ground-up estimates for both asbestosis little likelihood that any firm direction will develop in the near
reserves and environmental reserves consistent with the 2005future. Additionally, the exposures for cleanup costs of hazardous
review. Prior to 2005, AIG’s reserve analyses for asbestos andwaste dump sites involve issues such as allocation of responsibil-
environmental exposures was focused around a report yearity among potentially responsible parties and the government’s
projection of aggregate losses for both asbestos and environmen-refusal to release parties.
tal reserves. Additional tests such as market share analyses were
also performed. Ground-up analyses take into account policy-
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holder-specific and claim-specific information that has been gath- tions are performed on losses gross of reinsurance. The IBNR
ered over many years from a variety of sources. Ground-up studies (including a provision for development of reported claims) on a
can thus more accurately assess the exposure to AIG’s layers of net basis is based on applying a factor reflecting the expected
coverage for each policyholder, and hence for all policyholders in ratio of net losses to gross losses for future loss emergence.
the aggregate, provided a sufficient sample of the policyholders For environmental claims, an analogous series of frequency/
can be modeled in this manner. severity tests are produced. Environmental claims from future

In order to ensure its ground-up analyses were comprehensive, report years, (i.e., IBNR) are projected out ten years, i.e., through
AIG staff produced in the 2006 analyses the information required the year 2016.
at policy and claim level detail for over 1,000 asbestos defend- At year-end 2006, AIG considered a number of factors and
ants and nearly 1,000 environmental defendants. This repre- recent experience in addition to the results of the respective top-
sented over 95 percent of all accounts for which AIG had received down and ground-up analyses performed for asbestos and
any claim notice of any amount pertaining to asbestos or environmental reserves. AIG considered the significant uncertainty
environmental exposure. AIG did not set any minimum thresholds, that remains as to AIG’s ultimate liability relating to asbestos and
such as amount of case reserve outstanding, or paid losses to environmental claims. This uncertainty is due to several factors
date, that would have served to reduce the sample size and including:
hence the comprehensiveness of the ground-up analysis. The ( The long latency period between asbestos exposure and
results of the ground-up analysis for each significant account were disease manifestation and the resulting potential for involve-
examined by AIG’s claims staff for reasonableness, for consis- ment of multiple policy periods for individual claims;
tency with policy coverage terms, and any claim settlement terms ( The increase in the volume of claims by currently unimpaired
applicable. Adjustments were incorporated accordingly. The results plaintiffs;
from the universe of modeled accounts, which as noted above ( Claims filed under the non-aggregate premises or operations
reflects the vast majority of AIG’s known exposures, were then section of general liability policies;
utilized to estimate the ultimate losses from accounts or expo- ( The number of insureds seeking bankruptcy protection and the
sures that could not be modeled and to determine the appropriate effect of prepackaged bankruptcies;
provision for all unreported claims. ( Diverging legal interpretations; and

AIG conducted a comprehensive analysis of reinsurance ( With respect to environmental claims, the difficulty in estimat-
recoverability to establish the appropriate asbestos and environ- ing the allocation of remediation cost among various parties.
mental reserve net of reinsurance. AIG determined the amount of After carefully considering the results of the ground-up analy-
reinsurance that would be ceded to insolvent reinsurers or to sis, which AIG updates on an annual basis, as well as all of the
commuted reinsurance contracts for both reported claims and for above factors, including the recent report year experience, AIG
IBNR. These amounts were then deducted from the indicated determined its best estimate was to recognize an increase of
amount of reinsurance recoverable. The year-end 2006 analysis $256 million in its carried net asbestos reserves, and a decrease
reflected an update to the comprehensive analysis of reinsurance of $58 million in its carried net environmental reserves at
recoverability that was first completed in 2005. All asbestos December 31, 2006. The corresponding changes in gross
accounts for which there was a significant change in estimated reserves were an increase of approximately $570 million for
losses in the 2006 review were analyzed to determine the asbestos and a decrease of approximately $230 million for
appropriate reserve net of reinsurance. environmental, respectively. A minor amount of additional incurred

AIG also completed a top-down report year projection of its loss emergence pertaining to asbestos was reflected in 2006,
indicated asbestos and environmental loss reserves. These primarily attributable to the general reinsurance operations of
projections consist of a series of tests performed separately for Transatlantic. The majority of the increase in asbestos reserves
asbestos and for environmental exposures. resulting from the 2006 review is attributable to higher than

For asbestos, these tests project the expected losses to be expected emergence of claims pertaining to new asbestos policy
reported over the next twenty years, i.e., from 2007 through exposures. A significant portion of this increase pertains to higher
2026, based on the actual losses reported through 2006 and the layers of excess coverage for certain major asbestos defendants
expected future loss emergence for these claims. Three scenarios on business written by DBG. Approximately $80 million of the
were tested, with a series of assumptions ranging from more overall $256 million net asbestos reserve increase is attributable
optimistic to more conservative. In the first scenario, all carried to business written by Foreign General, approximately $30 million
asbestos case reserves are assumed to be within ten percent of of which is in turn ceded to DBG. In 2006, Foreign General
their ultimate settlement value. The second scenario relies on an enhanced its capability to identify asbestos exposures, resulting in
actuarial projection of report year development for asbestos the identification of additional asbestos defendants in 2006, as
claims reported from 1993 to the present to estimate case well as higher layers of exposure for certain existing defendants.
reserve adequacy as of year-end 2006. The third scenario relies As described above, the ground up analysis as of 2006 now
on an actuarial projection of report year claims for asbestos but models over 1,000 asbestos defendants and over 95 percent of
reflects claims reported from 1989 to the present to estimate all known reported asbestos claims.
case reserve adequacy as of year-end 2006. Based on the results The decrease in environmental reserves resulting from the
of the prior report years for each of the three scenarios described 2006 review is primarily attributable to favorable loss trends in
above, the report year approach then projects forward to the year recent report years. These favorable trends resulted in a reduced
2026 the expected future report year losses, based on AIG’s expectation of unreported claims, i.e., IBNR, for future report
estimate of reasonable loss trend assumptions. These calcula- years.
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A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims
separately and combined at December 31, 2006, 2005 and 2004 appears in the table below. The vast majority of such
claims arise from policies written in 1984 and prior years. The current environmental policies that AIG underwrites on a
claims-made basis have been excluded from the table below.

2006 2005 2004

(in millions) Gross Net Gross Net Gross Net

Asbestos:
Reserve for losses and loss expenses at beginning of year $ 4,441 $1,840 $2,559 $1,060 $1,235 $ 386
Losses and loss expenses incurred(a) 571 267 2,207(b) 903(b) 1,595(b) 772(b)

Losses and loss expenses paid(a) (548) (218) (325) (123) (271) (98)

Reserve for losses and loss expenses at end of year $ 4,464 $1,889 $4,441 $1,840 $2,559 $1,060

Environmental:
Reserve for losses and loss expenses at beginning of year $ 926 $ 410 $ 974 $ 451 $ 789 $ 283
Losses and loss expenses incurred(a) (232) (59) 47(c) 27(c) 314(c) 234(c)

Losses and loss expenses paid(a) (106) (61) (95) (68) (129) (66)

Reserve for losses and loss expenses at end of year $ 588 $ 290 $ 926 $ 410 $ 974 $ 451

Combined:
Reserve for losses and loss expenses at beginning of year $ 5,367 $2,250 $3,533 $1,511 $2,024 $ 669
Losses and loss expenses incurred(a) 339 208 2,254(d) 930(d) 1,909(d) 1,006(d)

Losses and loss expenses paid(a) (654) (279) (420) (191) (400) (164)

Reserve for losses and loss expenses at end of year $ 5,052 $2,179 $5,367 $2,250 $3,533 $1,511

(a) All amounts pertain to policies underwritten in prior years, primarily to policies issued in 1984 and prior.

(b) Includes increases to gross losses and loss expense reserves of $2.0 billion and $1.2 billion in the fourth quarter of 2005 and 2004, respectively,
and increases to net losses and loss expense reserves of $843 million and $650 million for the fourth quarter of 2005 and 2004, respectively.

(c) Includes increases to gross losses and loss expense reserves of $56 million and $250 million in the fourth quarter of 2005 and 2004, respectively,
and increases to net losses and loss expense reserves of $30 million and $200 million for the fourth quarter of 2005 and 2004, respectively.

(d) Includes increases to gross losses and loss expense reserves of $2.0 billion and $1.5 billion in the fourth quarter of 2005 and 2004, respectively,
and increases to net losses and loss expense reserves of $873 million and $850 million for the fourth quarter of 2005 and 2004, respectively.

As indicated in the table above, asbestos loss payments increased significantly in 2006 compared to the prior years, primarily as a
result of payments pertaining to settlements that had been negotiated in earlier periods.

The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental
claims separately and combined, at December 31, 2006, 2005 and 2004 were estimated as follows:

2006 2005 2004

(in millions) Gross Net Gross Net Gross Net

Asbestos $3,212 $1,469 $3,401 $1,465 $2,033 $ 876
Environmental 340 173 586 266 606 284

Combined $3,552 $1,642 $3,987 $1,731 $2,639 $1,160

A summary of asbestos and environmental claims count activity for the years ended December 31, 2006, 2005 and
2004 was as follows:

2006 2005 2004

Asbestos Environmental Combined Asbestos Environmental Combined Asbestos Environmental Combined

Claims at beginning of year 7,293 9,873 17,166 7,575 8,216 15,791 7,474 8,852 16,326
Claims during year:

Opened 643 1,383 2,026 854 5,253* 6,107 909 2,592 3,501
Settled (150) (155) (305) (67) (219) (286) (100) (279) (379)
Dismissed or otherwise

resolved (908) (1,659) (2,567) (1,069) (3,377) (4,446) (708) (2,949) (3,657)

Claims at end of year 6,878 9,442 16,320 7,293 9,873 17,166 7,575 8,216 15,791

* The opened claims count increased substantially during 2005 compared to 2004 because a court ruling led AIG to report separate opened claims for
previously pending cases relating to alleged MTBE exposures that AIG previously had counted in the aggregate as only a single claim on the assumption
that the cases would be consolidated into a single federal court proceeding.
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Sur vival Ratios — Asbestos and Environmental Life Insurance & Retirement Services
OperationsThe following table presents AIG’s survival ratios for asbestos and

environmental claims for year-end 2006, 2005 and 2004. The AIG’s Life Insurance & Retirement Services subsidiaries offer a
survival ratio is derived by dividing the year end carried loss wide range of insurance and retirement savings products both
reserve by the average payments for the three most recent domestically and abroad.
calendar years for these claims. Therefore, the survival ratio is a Domestically, AIG’s Life Insurance & Retirement Services
simplistic measure estimating the number of years it would be operations offer a broad range of protection products, such as life
before the current ending loss reserves for these claims would be insurance and group life and health products, including disability
paid off using recent year average payments. The December 31, income products and payout annuities, which include single
2006 survival ratio is lower than the ratio at December 31, 2005 premium immediate annuities, structured settlements and termi-
because the more recent periods included in the rolling average nal funding annuities. Home service operations include an array of
reflect higher claims payments. Many factors, such as aggressive life insurance, accident and health and annuity products sold
settlement procedures, mix of business and level of coverage primarily through career agents. In addition, home service in-
provided, have a significant effect on the amount of asbestos and cludes a small block of runoff property and casualty coverage.
environmental reserves and payments and the resultant survival Retirement services include group retirement products, individual
ratio. Thus, caution should be exercised in attempting to deter- fixed and variable annuities sold through banks, broker-dealers
mine reserve adequacy for these claims based simply on this and exclusive sales representatives, and annuity runoff opera-
survival ratio. tions, which include previously acquired ‘‘closed blocks’’ and

other fixed and variable annuities largely sold through distributionAIG’s survival ratios for asbestos and environmental
relationships that have been discontinued.claims, separately and combined were based upon a

Overseas, AIG’s Life Insurance & Retirement Services opera-three-year average payment. These ratios for the years
tions include insurance and investment-oriented products such asended December 31, 2006, 2005 and 2004 were as
whole and term life, investment linked, universal life and endow-follows:
ments, personal accident and health products, group products

Gross Net including pension, life and health, and fixed and variable
2006 annuities.
Survival ratios: AIG’s Life Insurance & Retirement Services subsidiaries report

Asbestos 11.7 12.9 their operations through the following major internal reportingEnvironmental 5.3 4.5
units and business units:Combined 10.3 10.3

2005 Foreign Life Insurance & Retirement ServicesSurvival ratios:
Asbestos 15.9 19.8 Japan and Other*
Environmental 6.9 6.2

( ALICOCombined 13.0 14.2
( AIG Star Life

2004
( AIG Edison LifeSurvival ratios:

Asbestos 10.7 13.5 Asia
Environmental 6.5 6.8

( AIACombined 9.1 10.5
( Nan Shan
( AIRCO
( Philamlife

Domestic Life Insurance
( AIG American General
( USLIFE
( AGLA

Domestic Retirement Services
( VALIC
( AIG Annuity
( AIG SunAmerica

* Japan and Other consists of all operations in Japan and the
operations of ALICO and its subsidiaries worldwide.
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Life Insurance & Retirement Services Results

Life Insurance & Retirement Services results for 2006, 2005 and 2004 were as follows:

Net Realized
GAAP Investment Capital Gains Total Operating

(in millions) Premiums Income (Losses) Revenues Income

2006
Foreign Life Insurance & Retirement Services $24,036 $ 9,173 $ 707 $33,916 $ 6,792
Domestic Life Insurance 5,543 3,778 (215) 9,106 917
Domestic Retirement Services 1,057 6,488 (404) 7,141 2,323

Total $30,636 $19,439 $ 88 $50,163 $10,032

2005
Foreign Life Insurance & Retirement Services $23,016 $ 8,175 $ 84 $31,275 $ 5,245
Domestic Life Insurance 5,447 3,733 35 9,215 1,495
Domestic Retirement Services 937 6,226 (277) 6,886 2,164

Total $29,400 $18,134 $(158) $47,376 $ 8,904

2004
Foreign Life Insurance & Retirement Services $21,917 $ 5,834 $ 372 $28,123 $ 4,848
Domestic Life Insurance 5,376 3,459 (120) 8,715 1,023
Domestic Retirement Services 795 5,976 (207) 6,564 2,054

Total $28,088 $15,269 $ 45 $43,402 $ 7,925

invested assets. Realized capital gains increased $246 millionThe following table presents the Insurance In-force for
in 2006 compared to 2005. In addition, operating income inLife Insurance & Retirement Services for the years
2006 includes charges of $125 million for the adverse Superiorended December 31, 2006, 2005 and 2004:
National arbitration ruling (see Note 12(c) of Notes to Consoli-

Years Ended December 31,
dated Financial Statements) and $66 million related to the

(in millions) 2006 2005 2004
exiting of the domestic financial institutions credit life business.

Foreign $1,162,699 $1,027,682 $1,085,843
Domestic* 907,901 825,151 772,251

2005 and 2004 Comparison
Total $2,070,600 $1,852,833 $1,858,094

Life Insurance & Retirement Services revenues, including real-* Domestic insurance in-force for 2005 includes the effect of the non-
ized capital losses of $158 million, grew $4.0 billion torenewal of a single large group life case of $36 billion.
$47.4 billion. The increase in revenues reflects growth in the
underlying global Life Insurance & Retirement Services busi-2006 and 2005 Comparison
nesses. Operating income grew $979 million in 2005, reflecting

Life Insurance & Retirement Service revenues increased growth in both domestic and overseas operations. In 2005, the
$2.8 billion in 2006, to $50.2 billion. The increased revenues Domestic Life Insurance reporting unit performed well in its life
reflect growth in the underlying global Life Insurance & Retire- insurance and payout annuities businesses, but results were
ment Services businesses. Revenues include the positive effect offset by restructuring efforts in both home services and group
of out of period adjustments related to the accounting for life/health. The Domestic Retirement Services reporting unit
certain interests in unit investment trusts totaling $240 million faced a challenging environment in 2005, resulting in lower
in 2006. Operating income grew by $1.1 billion from 2005, to deposits and increased surrender rates. The Foreign Life
$10.0 billion, reflecting higher revenues and out of period Insurance & Retirement Services reporting unit had improved
reductions of policy benefits expense of $163 million resulting operating income in 2005 helped by higher net investment
from corrections of par policyholder dividend reserves and income, lower acquisition and operating expenses in life insur-
allocations between participating and non-participating accounts, ance and strong growth in annuities, partially offset by lower
both of which were related to remediation efforts. Net invest- realized capital gains and higher incurred policy benefit costs.
ment income increased $1.3 billion, reflecting growth in the
underlying global business and the related increased level of
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Foreign Life Insurance & Retirement Services Results

Foreign Life Insurance & Retirement Services results for 2006, 2005 and 2004 were as follows:

Net Realized
GAAP Investment Capital Gains Total Operating

(in millions) Premiums Income (Losses) Revenues Income

2006

Japan and Other:
Life insurance(a) $ 4,769 $1,696 $ 316 $ 6,781 $1,725
Personal accident 3,957 162 49 4,168 1,122
Group products 1,740 541 13 2,294 272
Individual fixed annuities 337 1,930 28 2,295 553
Individual variable annuities 173 325 — 498 60

Total $10,976 $4,654 $ 406 $16,036 $3,732

Asia:
Life insurance(b) $10,949 $4,188 $ 258 $15,395 $2,516
Personal accident 1,561 123 6 1,690 337
Group products 486 107 34 627 178
Individual fixed annuities 63 97 3 163 27
Individual variable annuities 1 4 — 5 2

Total $13,060 $4,519 $ 301 $17,880 $3,060

Total Foreign Life Insurance & Retirement Services:
Life insurance(a)(b) $15,718 $5,884 $ 574 $22,176 $4,241
Personal accident 5,518 285 55 5,858 1,459
Group products 2,226 648 47 2,921 450
Individual fixed annuities 400 2,027 31 2,458 580
Individual variable annuities 174 329 — 503 62

Total $24,036 $9,173 $ 707 $33,916 $6,792

2005

Japan and Other:
Life insurance $ 4,852 $1,752 $ (52) $ 6,552 $1,280
Personal accident 3,788 137 (15) 3,910 1,051
Group products 1,473 535 (34) 1,974 191
Individual fixed annuities 292 1,672 29 1,993 390
Individual variable annuities 97 767 — 864 47

Total $10,502 $4,863 $ (72) $15,293 $2,959

Asia:
Life insurance $10,779 $3,056 $ 146 $13,981 $1,907
Personal accident 1,214 118 (15) 1,317 241
Group products 452 78 25 555 131
Individual fixed annuities 69 56 — 125 8
Individual variable annuities — 4 — 4 (1)

Total $12,514 $3,312 $ 156 $15,982 $2,286

Total Foreign Life Insurance & Retirement Services:
Life insurance $15,631 $4,808 $ 94 $20,533 $3,187
Personal accident 5,002 255 (30) 5,227 1,292
Group products 1,925 613 (9) 2,529 322
Individual fixed annuities 361 1,728 29 2,118 398
Individual variable annuities 97 771 — 868 46

Total $23,016 $8,175 $ 84 $31,275 $5,245
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Net Realized
GAAP Investment Capital Gains Total Operating

(in millions) Premiums Income (Losses) Revenues Income

2004

Japan and Other:
Life insurance $ 4,469 $1,371 $(134) $ 5,706 $1,079
Personal accident 3,307 96 16 3,419 932
Group products 1,229 378 (42) 1,565 133
Individual fixed annuities 312 1,011 4 1,327 236
Individual variable annuities 68 142 — 210 13

Total $ 9,385 $2,998 $(156) $12,227 $2,393

Asia:
Life insurance $10,469 $2,676 $ 497 $13,642 $2,098
Personal accident 994 83 17 1,094 260
Group products(c) 986 53 14 1,053 90
Individual fixed annuities 83 23 — 106 7
Individual variable annuities — 1 — 1 —

Total $12,532 $2,836 $ 528 $15,896 $2,455

Total Foreign Life Insurance & Retirement Services:
Life insurance $14,938 $4,047 $ 363 $19,348 $3,177
Personal accident 4,301 179 33 4,513 1,192
Group products(c) 2,215 431 (28) 2,618 223
Individual fixed annuities 395 1,034 4 1,433 243
Individual variable annuities 68 143 — 211 13

Total $21,917 $5,834 $ 372 $28,123 $4,848

(a) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts. For 2006, the effect was an
increase of $32 million in both net investment income and operating income.

(b) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts. For 2006, the effect was an
increase of $208 million and $137 million in net investment income and operating income, respectively. Operating income also includes an out of
period reduction in participating policyholder dividend reserves of $163 million, primarily as a result of tax remediation adjustments.

(c) Revenues include approximately $640 million of premiums from a single reinsurance transaction involving terminal funding business, which is offset by
a similar increase of benefit reserves.

2006. In addition, operating income was negatively affected by
AIG transacts business in most major foreign currencies and

the continued runoff of the older, higher margin in-force business
therefore premiums reported in U.S. dollars vary by volume and

of AIG Star Life and AIG Edison Life.
from changes in foreign currency translation rates. The following

Life insurance GAAP premiums declined in 2006 compared to
table summarizes the effect of changes in foreign currency

2005 primarily due to the effect of foreign exchange. Foreign
exchange rates on the growth of the Foreign Life Insurance &

exchange negatively affected GAAP premiums by approximately
Retirement Services GAAP premiums for the year ended Decem-

$250 million, most notably as a result of the weakening in the
ber 31, 2006 and 2005:

Japanese Yen. Life insurance operating income grew $445 million,
primarily due to an increase of $368 million of realized capital2006 2005

gains. Life insurance growth improved due to an increase in single
Growth in original currency* 6.4% 2.5% premium life insurance sales in Japan as a result of further bank
Foreign exchange effect (2.0) 2.5 deregulation effective in December 2005. The expansion of the
Growth as reported in U.S. dollars 4.4% 5.0% bank distribution platform for single premium life insurance

products adds to the existing multiple distribution platforms in* Computed using a constant exchange rate for each period.

Japan, where AIG remains the leading foreign insurance provider.
Personal accident revenues grew $258 million or 7 percentJapan and Other

resulting in operating income growth of $71 million or 7 percent.2006 and 2005 Comparison
Personal accident operating income includes the effect of higher

Total revenues for Japan and Other increased $743 million in terminations of certain accident and health policies in Japan
2006, to $16.0 billion, compared to 2005. Operating income grew which increased expenses by $54 million in 2006. The higher
$773 million, due to growth in the underlying retirement services terminations are a result of a change in the Japanese tax
businesses and realized capital gains of $406 million. The 2006 regulations that reduced the tax deduction for premiums. AIG’s
results for the reporting unit were negatively affected by the Japanese operations have experienced lower sales and higher
weakening of the Japanese Yen against the U.S. dollar during terminations of these contracts. DAC related to these accident
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and health policies in force at December 31, 2006 totaled ing realized capital gains of $301 million. Revenues and
$214 million. In response to the tax law change, AIG has operating income in 2006 include $208 million and
introduced new products, both life and health, to meet the needs $137 million, respectively, from out of period adjustments
of clients in that market. AIG continues to believe that the effect related to cer tain investments in unit trusts. GAAP premiums
of future policy terminations will not be material to AIG’s grew 4 percent in 2006 compared to 2005. The GAAP
consolidated financial condition or results of operations. premium growth rate was negatively af fected by the continu-

Revenues from group products increased in 2006 by $320 mil- ing trend towards investment-oriented products in Asia as
lion, to $2.3 billion, resulting in an increase in operating income only a por tion of policy charges collected from the custom-
of $81 million to $272 million. Fixed annuity reserves continued ers are repor ted as GAAP premiums. AIG’s Life Insurance
to grow due to positive net flows, but demand for U.S. dollar fixed operations in Asia have responded to this trend by of fering a
annuities has slowed due to a weaker Japanese Yen. The wide array of investment linked products, with multiple fund
individual fixed annuity revenues grew $302 million to $2.3 billion choices but with minimal investment guarantees.
resulting in an increase in operating income of $163 million to Operating income benefited in 2006 from an out of period
$553 million. Growth in variable annuity deposits has accelerated reduction in participating policyholder dividend reserves of
compared to 2005 due to new product offerings and stronger $163 million, primarily as a result of tax remediation adjustments
equity markets, resulting in higher fees and policy charges and a correction to expense allocations between participating and
included in GAAP premiums. Variable annuity revenues declined in non-participating accounts. Certain participating policyholder divi-
2006 compared to 2005 due to lower policyholder trading gains dend reserves are determined on an after tax basis and as a
which comprise the entirety of variable annuity net investment result any change in the local tax provision will have a partially
income. Policyholder trading gains are offset by an equal increase offsetting, but not equal, effect on participating policyholder
in policy benefits expense, as all investment returns for these dividend reserves. The amount of the offsetting effect depends on
variable annuities accrue to the benefit of the policyholder. the level of participation required by law or regulation in that

specific country or by the participation level provided for in the
underlying contracts. In 2005, operating income for Asia included2005 and 2004 Comparison
a charge of $137 million related to an increase in participating

In 2005, total revenues for the Japan and Other repor ting
policyholder dividends as a result of the settlement of a tax

unit grew $3.1 billion to $15.3 billion, including policyholder
dispute in Singapore. Life insurance revenues grew $1.4 billion to

trading gains of $1.3 billion. Operating income grew
$15.4 billion in 2006, including realized capital gains of $258 mil-

$566 million to $3.0 billion. Compared to 2004, results
lion and policyholder trading gains of $552 million, helped by

repor ted in U.S. dollars were negatively af fected by foreign
strong growth in investment linked products throughout Asia.

exchange, par ticularly the weakening of the Japanese Yen to
Operating income grew $609 million, including adjustments in

the U.S. dollar. In addition, Japan and Other operating
2006 and 2005 for participating policyholder dividend reserves

income was negatively af fected by the runof f of older higher
mentioned above. Operating income includes the Life Insurance &

margin in-force business of AIG Star Life and AIG Edison
Retirement Services segment’s equal share of the results of AIG

Life. Life insurance operating income grew primarily due to
Credit Card Company (Taiwan), which amounted to a loss of

lower realized capital losses and higher GAAP premiums.
$47 million in 2006 compared to a gain of $26 million in 2005.

Personal accident operating income continued to repor t
Personal accident revenues grew 28 percent to $1.7 billion,

stable profit margins and grew $119 million to $1.05 billion.
reflecting increased focus on risk based accident and health

Group operating income grew to $191 million on strong
products. The growth in revenues resulted in operating income of

growth in ALICO operations outside of Japan. Individual fixed
$337 million for the year, an increase of 40 percent over 2005.

annuities operating income grew to $390 million, primarily
Group products revenues increased $72 million from 2005, to

from strong growth of net flows that increased underlying
$627 million, resulting in operating income growth of $47 million

reser ves in Japan. Individual fixed annuity operating income
to $178 million.

for 2005 included a charge of $47 million related to the
unwinding of cer tain businesses in Chile that were sold in

2005 and 2004 Comparison
2006. Individual variable annuities operating income grew to
$47 million on higher average reser ves. Net investment In 2005, revenues were essentially unchanged at $16.0 bil-
income for individual variable annuities grew to $767 million lion on lower realized capital gains that declined $372 mil-
in 2005 and represents policyholder trading gains lion, due to lower gains on derivatives that did not qualify for
(losses) that are of fset by an equal amount in incurred hedge accounting. Operating income declined in 2005 by
policy losses and benefits. $169 million due to the decrease in realized capital gains

and an increase in liabilities for par ticipating policyholder
dividends of $137 million as a result of the settlement of aAsia
tax dispute in Singapore. Life insurance GAAP premiums2006 and 2005 Comparison
grew $310 million to $10.8 billion. Life insurance operating

Revenues for Asia grew $1.9 billion in 2006 to $17.9 billion.
income did not grow in 2005 due to the ef fect of the

Operating income grew $774 million, to $3.1 billion, includ-
additional par policy dividend reser ves previously noted and
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lower realized capital gains. Personal accident operating 2004. 2004 GAAP premiums included premiums of approxi-
income declined primarily due to realized capital losses in mately $640 million from a single reinsurance transaction
2005 compared to realized capital gains in 2004. Group involving terminal funding business, which is of fset by a
products GAAP premiums dropped in 2005 compared to similar increase in benefit reser ves.

Domestic Life Insurance Results

Domestic Life Insurance results, presented on a sub-product basis for 2006, 2005 and 2004 were as follows:

Net Realized Operating
GAAP Investment Capital Gains Total Income

(in millions) Premiums Income (Losses) Revenues (Loss)

2006
Life insurance(a) $2,127 $1,377 $ (83) $3,421 $ 654
Home service 790 630 (38) 1,382 282
Group life/health 995 213 (8) 1,200 (159)
Payout annuities(b) 1,582 1,004 (51) 2,535 76
Individual fixed annuities 4 77 (8) 73 8
Individual annuities — runoff(c) 45 477 (27) 495 56

Total $5,543 $3,778 $(215) $9,106 $ 917

2005
Life insurance(a) $2,041 $1,352 $ 98 $3,491 $ 874
Home service 801 605 (2) 1,404 282
Group life/health 1,079 201 (1) 1,279 69
Payout annuities(b) 1,473 912 (34) 2,351 128
Individual fixed annuities 3 47 — 50 7
Individual annuities — runoff(c) 50 616 (26) 640 135

Total $5,447 $3,733 $ 35 $9,215 $1,495

2004
Life insurance(a) $1,821 $1,228 $ (94) $2,955 $ 612
Home service 812 608 (18) 1,402 290
Group life/health 1,195 182 — 1,377 (131)
Payout annuities(b) 1,484 801 (8) 2,277 124
Individual fixed annuities 4 22 3 29 1
Individual annuities — runoff(c) 60 618 (3) 675 127

Total $5,376 $3,459 $(120) $8,715 $1,023

(a) Effective January 1, 2006, the broker-dealer operations of the Domestic Life Insurance companies are being reported and managed within the Asset
Management segment. Included in GAAP premiums and Total Revenues were revenues of $102 million and $96 million, respectively, for 2005 and
2004.

(b) GAAP Premiums and Total Revenues include structured settlements, single premium immediate annuities and terminal funding annuities.

(c) Primarily represents runoff annuity business sold through discontinued distribution relationships.
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DAC unlocking charge of $11 million and higher realized capitalThe following table reflects periodic Domestic Life insur-
losses. Group life/health operating income for 2006 was lowerance sales by product for 2006, 2005 and 2004,
than 2005 primarily due to the $125 million Superior Nationalrespectively:
charge and the $66 million loss associated with the exit from theDomestic Life Insurance
financial institutions credit business. The group life/health lines

(in millions) 2006 2005 2004
operating income was also affected by a $25 million charge for

Periodic Premium Sales By Product*: litigation reserves. Payout annuities operating income declined for
Universal life $334 $271 $201 2006 due to lower calls and tenders on fixed maturity securities.
Variable universal life 56 44 79 In addition, various methodologies and assumptions were en-
Term life 240 229 215 hanced for payout annuity reserves, resulting in a $24 million
Whole life/other 13 10 13 increase to the payout annuity reserves. Individual annuities —
Total $643 $554 $508 runoff operating income is down from 2005 due to the decline in

the block of business and the related DAC unlocking charge of* Periodic premium represents premium from new business expected to
$30 million to reflect lower in-force amounts.be collected over a one-year period.

2005 and 2004 Comparison2006 and 2005 Comparison

The Domestic Life Insurance operations in 2005 had continuedGAAP premiums for Domestic Life Insurance were $5.5 billion in
growth in term and universal life sales with good performance2006, a 2 percent increase compared to 2005. Overall, periodic
from the independent distribution channels. GAAP premiums forlife insurance sales grew by 16 percent, compared to 2005,
life insurance grew 12 percent in 2005 reflecting consistentlyreflecting increased growth from the independent distribution
strong sales from the independent distribution platform. Payoutplatform. During the second half of 2006, certain universal life
annuities declined slightly due to the low interest rate environmentproducts were re-priced and underwriting standards were tight-
and the competitive market conditions for structured settlementened, which could affect future periodic life insurance sales. GAAP
and single premiums individual annuity business. Home servicepremiums from AGLA, AIG’s home service business, declined
GAAP premiums were essentially flat in this slow growth business.slightly in 2006 as the reduction of premium in-force from normal
The group life/health GAAP premiums declined by $116 million, orlapses and maturities exceeded sales growth for the period. GAAP
10 percent, primarily due to the non-renewal of several accountspremiums for group life/health for 2006 declined over the prior
where pricing was unacceptable and loss experience was higheryear primarily due to restructuring efforts in certain product lines,
than anticipated.including the financial institutions credit life business and the

employer benefits business. The GAAP premium growth from Domestic Life Insurance operating income of $1.5 billion
payout annuities for 2006 reflects increased sales of single increased 46 percent in 2005 resulting from increased realized
premium annuities and structured settlements when compared to capital gains, higher partnership income and growth in the
2005. At December 31, 2006, AIG effectively exited the financial underlying business compared to 2004. Life insurance operating
institutions credit business through a third party indemnity income was up 43 percent in 2005 compared to 2004 due in part
reinsurance agreement. The transaction is expected to close in to growth in the underlying business, improved mortality results
the first quarter of 2007, subject to normal closing requirements, and higher realized capital gains, offset by higher losses from
including regulatory approval. GAAP premiums in 2006 related to partnership investments in synthetic fuel production facilities.
this business were approximately $100 million. Home service operating income declined as a result of a

reduction in premiums in-force and higher insurance and acquisi-Domestic Life Insurance operating income of $917 million
tions expenses, combined with an increase in losses related todeclined by 39 percent in 2006 compared to 2005 due to several
hurricanes. Group life/health operating income was affected bysignificant transactions, including a $125 million charge resulting
the non-renewal of cases where acceptable margins could not befrom the loss of the Superior National arbitration. For a further
achieved. Operating income in 2004 includes a $178 milliondiscussion of the Superior National arbitration see Note 12(c) of
charge related to a workers compensation quota share reinsur-Notes to Consolidated Financial Statements. In addition, Domestic
ance agreement with Superior National. In addition, in 2004, asLife operating income was negatively affected by a $55 million
part of the business review of group life/health, approximatelyaccrual related to other litigation and a $66 million loss related to
$68 million was incurred for reserve strengthening and al-exiting the financial institutions credit business.
lowances for receivables. Payout annuities operating income

Life insurance operating income decreased by $220 million or increased 3 percent as growth in the business base was offset by
25 percent for 2006 due to a $45 million decrease in partnership higher realized capital losses. Individual annuities runoff operating
income, $30 million in litigation-related charges and realized income increased in 2005 primarily as a result of lower operating
capital losses that offset growth in the underlying business. Home expenses offset by higher realized capital losses when compared
service operating income was flat compared with 2005 due to to 2004.
increased net investment income from partnerships and lower
acquisition costs and catastrophe losses, partially offset by a
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Domestic Retirement Services Results

Domestic Retirement Services results, presented on a sub-product basis for 2006, 2005 and 2004 were as follows:

Net Realized
GAAP Investment Capital Gains Total Operating

(in millions) Premiums Income (Losses) Revenue Income

2006
Group retirement products $ 386 $2,279 $(144) $2,521 $1,017
Individual fixed annuities 122 3,581 (257) 3,446 1,036
Individual variable annuities 531 202 5 738 193
Individual annuities — runoff* 18 426 (8) 436 77

Total $1,057 $6,488 $(404) $7,141 $2,323

2005
Group retirement products $ 351 $2,233 $ (67) $2,517 $1,055
Individual fixed annuities 97 3,346 (214) 3,229 858
Individual variable annuities 467 217 4 688 189
Individual annuities — runoff* 22 430 — 452 62

Total $ 937 $6,226 $(277) $6,886 $2,164

2004
Group retirement products $ 313 $2,201 $(111) $2,403 $ 987
Individual fixed annuities 55 3,078 (78) 3,055 851
Individual variable annuities 407 239 (17) 629 176
Individual annuities — runoff* 20 458 (1) 477 40

Total $ 795 $5,976 $(207) $6,564 $2,054

* Primarily represents runoff annuity business sold through discontinued distribution relationships.

2006 and 2005 Comparison operating income. Total revenues for individual fixed annuities
were up 7 percent in 2006 and operating income was up

Domestic Retirement Services total deposits decreased slightly for
21 percent primarily driven by higher partnership and yield

2006 compared to 2005. The decrease in total deposits reflects
enhancement income. Individual variable annuity total revenues

lower fixed annuity sales that continued to face increased
were up 7 percent in 2006, primarily driven by higher variable

competition from bank deposit products and money market funds
annuity fees resulting from the increase in the equity markets.

offering very competitive short-term rates in the flat yield curve
Offsetting somewhat the growth in total revenues was an increase

environment. This was partially offset by substantially higher
in DAC amortization resulting from increased surrender activity in

individual variable annuity sales and group mutual fund deposits.
the first half of 2006, with operating income up 2 percent for the

Individual variable annuity deposits grew 29 percent in 2006 from
year. In 2006, the individual annuities runoff operating income

2005, reflecting growth in products with living benefit guarantee
increased $15 million even though the underlying reserves

features. Group retirement deposits grew 6 percent in 2006,
decreased. The higher income in 2006 was primarily due to

reflecting 51 percent growth in group mutual fund sales partially
increased net spreads as a result of higher investment yields

offset by a 1 percent sales drop in annuity deposits. Over time,
partially offset by increased realized capital losses and lower

this will result in a gradual reduction in overall profit margins of
volumes due to the continued runoff of the business.

this business driven by the growth in the lower-margin mutual fund
products relative to the annuity products. Fixed annuity surrender

2005 and 2004 Comparison
rates increased in 2006 compared to 2005 due to products
coming out of their surrender charge period and the increased The Domestic Retirement Services businesses faced a challenging
competition from banks. Individual fixed annuity net flows for environment in 2005, as deposits declined approximately 18 per-
2006 were negative $2.7 billion compared to positive net flows of cent from 2004. The decrease in AIG’s individual variable annuity
$1.3 billion in 2005, reflecting both the lower deposits and higher product sales in 2005 was largely attributable to significant
surrenders, caused by the flat or inverted yield curve. variable annuity sales declines at several of AIG’s largest

Total domestic retirement service operating income for 2006 of distribution firms due to lackluster equity markets, more intense
$2.3 billion increased 7 percent from 2005. Group retirement industry competition with regard to living benefit product features
products total revenues were flat in 2006 primarily due to and heightened compliance procedures over selling practices.
improvements in partnership income and variable annuity fees AIG’s introduction of more competitive guaranteed minimum
being offset by increased capital losses. The flat revenues, withdrawal features was delayed until late in the fourth quarter of
coupled with higher amortization of deferred acquisition costs 2005 due to filing delays associated with the restatements.
related to internal replacements of existing contracts into new During 2005, the interest yield curve flattened and, as a result,
contracts, resulted in a 4 percent decrease in group retirement competing bank products such as certificates of deposit and other
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money market instruments with shorter durations than AIG’s In 2006, surrender rates increased for individual fixed annui-
individual fixed annuity products became more attractive. ties, group retirement products and individual variable annuities.

Total Domestic Retirement Services operating income for 2005 The increase in surrender rate for fixed annuities continues to be
of $2.2 billion increased 5 percent compared to 2004 operating driven by the shape of the yield curve and general aging of the in-
income of $2.1 billion. Total revenues for the group retirement force block; however, less than 20 percent of the individual fixed
products increased 5 percent in 2005 compared to 2004 while annuity reserves as of December 31, 2006 were available to be
operating income increased 7 percent, primarily due to higher surrendered without charge. Surrender rates for group retirement
variable annuity fee income and lower realized capital losses. products increased only slightly as a result of successful retention
Individual fixed annuity total revenues were up 6 percent in 2005 efforts. In 2006, new products were introduced to retain assets
primarily due to an increase in net investment income, partially and AIG has retained or attracted over $1 billion in assets.
offset by higher realized capital losses. Operating income for Individual variable annuity surrender rates for 2006 primarily
individual fixed annuities increased primarily due to the increase in reflect higher shock-lapses that occur following expiration of the
net investment income from growth in average reserves and surrender charge period on certain 3-year and 7-year contracts,
higher surrender charges, partially offset by the higher level of although the trend moderated during the year. Reflecting a
realized capital losses. Individual variable annuities total revenues widespread industry phenomenon, this lapse rate, much of which
were up 9 percent in 2005, primarily driven by higher variable was anticipated when the products were issued, has recently been
annuity fees resulting from the increase in the equity markets in affected by investor demand to exchange existing policies for new-
the fourth quarter of 2004 and an increase in realized capital generation contracts with living benefits or lower fees. In addition,
gains. The 7 percent growth in individual variable annuities income the high lapse rates are in part due to the surrenders within
was consistent with the overall growth in reserves. In 2005, the certain acquired blocks of business.
individual annuities runoff operating income increased $22 million A further increase in the level of surrenders in any of these
even though the underlying reserves decreased. The higher businesses or in the individual fixed annuities runoff block could
income in 2005 was due to lower interest crediting rates and accelerate the amortization of DAC and negatively affect fee
lower DAC amortization due to lower surrenders. income earned on assets under management.

The following table presents the net flows by line of
Domestic Retirement Ser vices Supplemental Data business for 2006, 2005 and 2004:
The following table presents deposits for 2006, 2005 and

Net Flows(a)

2004:
(in millions) 2006 2005 2004

(in millions) 2006 2005 2004 Group retirement products(b) $ 467 $ 628 $ 1,706
Individual fixed annuities (2,697) 1,288 5,936Group retirement products:
Individual variable annuities (114) (336) 1,145Annuities $ 5,464 $ 5,532 $ 5,555
Individual fixed annuities — runoff (1,009) (818) (714)Mutual funds 1,361 904 947

Individual fixed annuities 5,330 6,861 9,713 Total $(3,353) $ 762 $ 8,073
Individual variable annuities 4,266 3,319 4,126

(a) Net flows are defined as deposits received less benefits, surrenders,Individual fixed annuities — runoff 56 67 77
withdrawals and death benefits.

Total $16,477 $16,683 $20,418 (b) Includes mutual funds.

The combination of lower deposits and higher surrenders in theThe following table presents the amount of reserves by
individual fixed annuity and individual fixed annuity-runoff blocks,surrender charge category as of December 31, 2006:
which include closed blocks of business from acquired companies

Group Individual Individual
or terminated distribution relationships, resulted in negative netRetirement Fixed Variable

(in millions) Products* Annuities Annuities flows for 2006. The continuation of the current interest rate and
competitive environment could prolong this trend.Zero or no surrender charge $42,741 $10,187 $11,467

0% — 2% 6,921 4,503 4,869
Greater than 2% — 4% 4,573 6,422 4,830
Greater than 4% 2,842 28,109 9,836
Non-Surrenderable 877 3,464 91

Total $57,954 $52,685 $31,093

* Excludes mutual funds.
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Life Insurance & Retirement Services Net Investment Income and
(in millions) 2006 2005 2004

Realized Capital Gains (Losses)
Total investment income before

The following table summarizes the components of net policyholder trading gains
investment income for 2006, 2005 and 2004: (losses) $18,726 $17,293 $15,361

Policyholder trading gains(in millions) 2006 2005 2004
(losses)(c) 1,053 1,177 196

Domestic
Total investment income 19,779 18,470 15,557Fixed maturities, including short

term investments $ 9,089 $ 9,060 $ 8,646 Investment expenses 340 336 288
Equity securities 32 10 27 Net investment income(d) $19,439 $18,134 $15,269
Interest on mortgage, policy and

(a) Other net investment income includes real estate income, income oncollateral loans 798 728 669
non-partnership invested assets, securities lending and Life InsurancePartnership income — excluding
& Retirement Services’ equal share of the results of AIG Credit Card

Synfuels 505 359 293 Company (Taiwan).
Partnership income (loss) — (b) Includes the effect of out of period adjustments relating to the

Synfuels (107) (143) (121) accounting for certain interests in unit investment trusts. For 2006, the
Unit investment trusts 5 — — effect was an increase of $240 million.
Other(a) 49 56 (20) (c) Relates principally to assets held in various trading securities accounts

that do not qualify for separate account treatment under SOP 03-1.Total investment income 10,371 10,070 9,494
These amounts are offset by an equal change included in incurred
policy losses and benefits.Investment expenses 105 111 59

(d) Includes call and tender income.Net investment income $10,266 $ 9,959 $ 9,435

The following table summarizes Domestic LifeForeign
Fixed maturities, including short Insurance & Retirement Services partnership income

term investments $ 6,845 $ 5,995 $ 5,002 (losses) by sub-product line for 2006, 2005 and 2004:
Equity securities 339 300 182

(in millions) 2006 2005 2004Interest on mortgage, policy and
Domestic Life — excluding Synfuels:collateral loans 455 448 426

Life insurance $ 67 $ 136 $ 43Partnership income 94 57 20
Home service 13 (1) 8

Unit investment trusts(b) 310 — —
Subtotal 80 135 51Other(a) 312 423 237

Domestic Life — Synfuels:
Total investment income before Life insurance (73) (97) (74)

policyholder trading gains Home service (34) (46) (47)
(losses) 8,355 7,223 5,867 Subtotal (107) (143) (121)

Total Domestic Life (27) (8) (70)Policyholder trading gains
(losses)(c) 1,053 1,177 196 Retirement Services:

Group retirement products 178 89 95Total investment income 9,408 8,400 6,063
Individual fixed annuities 247 135 147

Investment expenses 235 225 229 Total Retirement Services 425 224 242

Net investment income $ 9,173 $ 8,175 $ 5,834 Total $ 398 $ 216 $ 172

Total
Fixed maturities, including short 2006 and 2005 Comparison

term investments $15,934 $15,055 $13,648
Net investment income increased 7 percent for 2006 compared toEquity securities 371 310 209
2005 as income from fixed maturity and equity securitiesInterest on mortgage, policy and
increased as levels of invested assets grew. Net investmentcollateral loans 1,253 1,176 1,095

Partnership income — excluding income in 2006 also included out of period adjustments relating
Synfuels 599 416 313 to the accounting for certain interests in unit investment trusts of

Partnership income (loss) — $240 million. Partially offsetting this growth were lower policy-
Synfuels (107) (143) (121) holder trading gains (losses) in 2006. Net Investment income for

Unit investment trusts(b) 315 — — certain operations include investments in structured notes linked
Other(a) 361(c) 479 217 to emerging market sovereign debt that incorporates both interest

rate risk and currency risk. In addition, period to period compari-
sons of investment income for some lines of business are
affected by yield enhancement activity, particularly partnership
income as shown in the above table. See also Insurance and
Asset Management Invested Assets herein.
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Realized capital gains (losses) include normal portfolio transac-
AIG generates income tax credits as a result of investing in

tions as well as derivative gains (losses) for transactions that didsynthetic fuel production (synfuels) related to the investment loss
not qualify for hedge accounting treatment under FAS 133,shown in the above table and records those benefits in its
transactional foreign exchange gains and losses and other-than-provision for income taxes. The amounts of those income tax
temporary declines in the value of investments. Realized capitalcredits were $127 million, $203 million and $160 million for
gains (losses) for derivatives in Foreign Life Insurance & Retire-2006, 2005 and 2004, respectively. For a further discussion of
ment Services are related primarily to hedging of fixed incomethe effect of fluctuating domestic crude oil prices on synfuel tax
instruments denominated in a currency other than the functionalcredits, see Note 12(c) of Notes to Consolidated Financial
currency of the respective country to such functional currency. TheStatements.
related currency gain or loss of the available for sale fixed income
instrument is deferred until the date of the sale.2005 and 2004 Comparison

The growth in net investment income in 2005 compared to 2004 Deferred Policy Acquisition Costs
reflects growth in general account reserves and surplus for both
Foreign and Domestic Life Insurance & Retirement Services DAC for Life Insurance & Retirement Services products arises
companies. Also, net investment income was positively affected from the deferral of those costs that vary with, and are directly
by the compounding of previously earned and reinvested net related to, the acquisition of new or renewal business. Policy
investment income along with the addition of new cash flow from acquisition costs for life insurance products are generally deferred
operations available for investment. The global flattening of the and amortized over the premium paying period of the policy. Policy
yield curve put additional pressure on yields and spreads, which acquisition costs that relate to universal life and investment-type
was partially offset with income generated from other investment products, including variable and fixed annuities (investment-
sources, including income from partnerships. oriented products), are deferred and amortized, with interest, as

appropriate, in relation to the historical and future incidence ofThe following table summarizes realized capital gains
estimated gross profits to be realized over the estimated lives of(losses) by major category for 2006, 2005 and 2004:
the contracts. Total acquisition costs deferred increased $310 mil-

(in millions) 2006 2005 2004 lion over 2005 and were generally in line with growth in new
Domestic Life Insurance: business. Total DAC amortization expense, excluding VOBA, grew

Sales of fixed maturities $ (33) $ 65 $ (4) $432 million over 2005 with each year’s amortization expense
Sales of equity securities 17 18 7 level at approximately 14 percent of the opening DAC balance.
Other:

Amortization expense includes the effects of current periodForeign exchange transactions (6) 11 —
realized capital gains and losses for investment type products.Derivatives instruments 25 65 8
With respect to investment-oriented products, AIG’s policy is toOther-than-temporary decline (192) (119) (98)

Other (26) (5) (33) adjust amortization assumptions for DAC when estimates of
current or future gross profits to be realized from these contractsTotal Domestic Life Insurance $(215) $ 35 $(120)
are revised. With respect to variable annuities sold domesticallyDomestic Retirement Services:
(representing the vast majority of AIG’s variable annuity business),Sales of fixed maturities $ 1 $(106) $ 107
the assumption for the long-term annual net growth rate of theSales of equity securities 31 115 30

Other: equity markets used in the determination of DAC amortization is
Foreign exchange transactions (13) — — approximately ten percent. A methodology referred to as ‘‘rever-
Derivatives instruments (33) (12) (14) sion to the mean’’ is used to maintain this long-term net growth
Other-than-temporary decline (368) (267) (305)

rate assumption, while giving consideration to short-term varia-Other (22) (7) (25)
tions in equity markets. Estimated gross profits include invest-

Total Domestic Retirement Services $(404) $(277) $(207) ment income and gains and losses less interest required on
Foreign Life Insurance & Retirement policyholder reserves, as well as other charges in the contract

Services: less actual mortality and expenses. Current experience and
Sales of fixed maturities $(209) $ 191 $ 223

changes in the expected future gross profits are analyzed toSales of equity securities 459 281 295
determine the effect on the amortization of DAC. The projection ofOther:
estimated gross profits requires significant management judg-Foreign exchange transactions 106 40 (382)

Derivatives instruments 276 (599) 248 ment. The assumptions with respect to the current and projected
Other-than-temporary decline (81) (39) (38) gross profits are reviewed and analyzed quarterly and are adjusted
Other* 156 210 26 accordingly.

Total Foreign Life Insurance & Retirement
Services $ 707 $ 84 $ 372

Total $ 88 $(158) $ 45

* Net of allocations to participating policyholders of $88 million, $109 mil-
lion and $65 million for 2006, 2005 and 2004, respectively.
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The following table summarizes the major components of the changes in DAC and Value of Business Acquired
(VOBA) for 2006 and 2005:

2006 2005

(in millions) DAC VOBA Total DAC VOBA Total

Domestic Life Insurance & Retirement Services:
Balance at beginning of year(a) $ 9,599 $ 869 $10,468 $ 8,214 $ 836 $ 9,050
Acquisition costs deferred 1,832 — 1,832 1,840 — 1,840
Amortization (charged) or credited to operating income:

Related to realized capital gains (losses) 77 16 93 45 3 48
Related to unlocking future assumptions (40) (5) (45) (15) — (15)
All other amortization(b) (1,387) (81) (1,468) (1,399) (85) (1,484)

Related to change in unrealized gains (losses) on securities 744 34 778 904 112 1,016
Increase (decrease) due to foreign exchange (1) — (1) 10 3 13

Balance at end of year $10,824 $ 833 $11,657 $ 9,599 $ 869 $10,468

Foreign Life Insurance & Retirement Services:
Balance at beginning of year(a) $16,360 $1,278 $17,638 $14,349 $1,681 $16,030
Acquisition costs deferred 4,991 — 4,991 4,673 — 4,673
Amortization (charged) or credited to operating income:

Related to realized capital gains (losses) 4 1 5 (1) (1) (2)
Related to unlocking future assumptions 87 15 102 93 — 93
All other amortization (2,214) (185) (2,399) (1,764) (204) (1,968)

Related to change in unrealized gains (losses) on securities (127) (5) (132) (47) 8 (39)
Increase (decrease) due to foreign exchange 904 44 948 (943) (206) (1,149)

Balance at end of year $20,005 $1,148 $21,153 $16,360 $1,278 $17,638

Total Life Insurance & Retirement Services:
Balance at beginning of year(a) $25,959 $2,147 $28,106 $22,563 $2,517 $25,080
Acquisition costs deferred 6,823 — 6,823 6,513 — 6,513
Amortization (charged) or credited to operating income:

Related to realized capital gains (losses) 81 17 98 44 2 46
Related to unlocking future assumptions 47 10 57 78 — 78
All other amortization (3,601) (266) (3,867) (3,163) (289) (3,452)

Related to change in unrealized gains (losses) on securities 617 29 646 857 120 977
Increase (decrease) due to foreign exchange 903 44 947 (933) (203) (1,136)

Balance at end of year $30,829 $1,981 $32,810 $25,959 $2,147 $28,106

(a) In 2006, sales inducement assets were reclassified to Other assets in the consolidated balance sheet. All periods have been adjusted to reflect this
reclassification.

(b) In 2006, all other amortization for Domestic Life Insurance & Retirement Services includes $136 million of negative amortization related to changes in
estimates from conversion of actuarial systems, which is substantially offset by related adjustments in incurred policy losses and benefits in the
consolidated statement of income.

AIG’s variable annuity earnings will be affected by changes in recoverability, which involves estimating the future profitability of
market returns because separate account revenues, primarily current business. This review also involves significant manage-
composed of mortality and expense charges and asset manage- ment judgment. If the actual emergence of future profitability were
ment fees, are a function of asset values. to be substantially lower than estimated, AIG’s results of

DAC for both insurance-oriented and investment-oriented prod- operations could be significantly affected in future periods.
ucts as well as retirement services products is reviewed for
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Aircraft LeasingFinancial Services Operations
AIG’s Aircraft Leasing operations represent the operations of ILFC,AIG’s Financial Services subsidiaries engage in diversified activi-
which generates its revenues primarily from leasing new and usedties including aircraft and equipment leasing, capital markets,
commercial jet aircraft to foreign and domestic airlines. Revenuesconsumer finance and insurance premium finance.
also result from the remarketing of commercial jets for ILFC’s own
account, and remarketing and fleet management services forFinancial Services Results
airlines and financial institutions. ILFC finances its purchases of

Financial Services results for 2006, 2005 and 2004 were aircraft primarily through the issuance of a variety of debt
as follows: instruments. The composite borrowing rates at December 31,

2006 and 2005 were 5.17 percent and 4.61 percent, respec-(in millions) 2006 2005 2004
tively. The composite borrowing rates did not reflect the benefit of

Revenues(a):
economically hedging ILFC’s floating rate and foreign currency

Aircraft Leasing(b) $ 4,143 $ 3,578 $3,136
denominated debt using interest rate and foreign currency deriva-Capital Markets(c)(d) (186) 3,260 1,278
tives. These derivatives are effective economic hedges; however,Consumer Finance(e) 3,819 3,613 2,978
since hedge accounting under FAS 133 was not applied, theOther 234 74 103
benefits of using derivatives to hedge these exposures were notTotal $ 8,010 $10,525 $7,495
reflected in ILFC’s borrowing rates.

Operating income (loss)(a): ILFC’s sources of revenue are principally from scheduled and
Aircraft Leasing $ 639 $ 679 $ 642

charter airlines and companies associated with the airline indus-
Capital Markets(d) (873) 2,661 662

try. The airline industry is sensitive to changes in economicConsumer Finance(f) 761 876 786
conditions and is cyclical and highly competitive. Airlines andOther, including
related companies may be affected by political or economicintercompany adjustments(g) (3) 60 90
instability, terrorist activities, changes in national policy, competi-Total $ 524 $ 4,276 $2,180
tive pressures on certain air carriers, fuel prices and shortages,

(a) Includes the effect of hedging activities that did not qualify for hedge labor stoppages, insurance costs, recessions, world health issues
accounting treatment under FAS 133, including the related foreign and other political or economic events adversely affecting world or
exchange gains and losses. For 2006, 2005 and 2004, respectively,

regional trading markets.the effect was $(1.8) billion, $2.0 billion and $(122) million in both
revenues and operating income for Capital Markets. These amounts ILFC is exposed to operating loss and liquidity strain through
result primarily from interest rate and foreign currency derivatives that nonperformance of aircraft lessees, through owning aircraft which
are economically hedging available for sale securities and borrowings.

it would be unable to sell or re-lease at acceptable rates at leaseFor 2004, the effect was $(27) million in operating income for Aircraft
expiration and, in part, through committing to purchase aircraftLeasing. During 2006 and 2005, Aircraft Leasing derivative gains and

losses were reported as part of AIG’s Other category, and were not which it would be unable to lease.
reported in Aircraft Leasing operating income. ILFC’s revenues and operating income may be adversely

(b) Revenues are primarily aircraft lease rentals from ILFC. affected by the volatile competitive environment in which its
(c) Revenues, shown net of interest expense of $3.2 billion, $3.0 billion customers operate. ILFC manages the risk of nonperformance by

and $2.3 billion, in 2006, 2005 and 2004, respectively, were primarily
its lessees with security deposit requirements, repossessionfrom hedged financial positions entered into in connection with
rights, overhaul requirements and close monitoring of industrycounterparty transactions and the effect of hedging activities that did

not qualify for hedge accounting treatment under FAS 133 described in conditions through its marketing force. However, there can be no
(a) above. assurance that ILFC would be able to successfully manage the

(d) Certain transactions entered into by AIGFP generate tax credits and risks relating to the effect of possible future deterioration in the
benefits which are included in income taxes in the consolidated

airline industry. Approximately 90 percent of ILFC’s fleet is leasedstatement of income. The amounts of such tax credits and benefits for
to non-U.S. carriers, and the fleet, comprised of the most efficientthe years ended December 31, 2006, 2005 and 2004, respectively,

are $50 million, $67 million and $107 million. aircraft in the airline industry, continues to be in high demand
(e) Revenues are primarily finance charges. from such carriers.
(f) Includes catastrophe-related losses of $62 million recorded in the third ILFC typically contracts to re-lease aircraft before the end of

quarter of 2005 resulting from hurricane Katrina, which were reduced the existing lease term. For aircraft returned before the end of the
by $35 million in 2006 due to the reevaluation of the remaining

lease term, ILFC has generally been able to re-lease such aircraftestimated losses.
within two to six months of its return. As a lessor, ILFC considers(g) Includes specific reserves recorded during 2006 in the amount of
an aircraft ‘‘idle’’ or ‘‘off lease’’ when the aircraft is not subject$42 million related to two commercial lending transactions.
to a signed lease agreement or signed letter of intent. ILFC had

Financial Services operating income decreased in 2006 com- one aircraft off lease at December 31, 2006, and all new aircraft
pared to 2005 and increased in 2005 compared to 2004, due scheduled for delivery through 2007 have been leased.
primarily to the effect of hedging activities that did not qualify for Management formally reviews regularly, and no less frequently
hedge accounting under FAS 133. AIG is reinstituting hedge than quarterly, issues affecting ILFC’s fleet, including events and
accounting in the first quarter of 2007 for AIGFP and later in circumstances that may cause impairment of aircraft values.
2007 for the balance of the Financial Services operations. Management evaluates aircraft in the fleet as necessary based on
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these events and circumstances in accordance with Statement of tions derive substantially all their revenues from hedged financial
Financial Accounting Standards No. 144, ‘‘Accounting for the positions entered into in connection with counterparty transac-
Impairment or Disposal of Long-Lived Assets’’ (FAS 144). ILFC has tions rather than from speculative transactions. AIGFP also
not recognized any impairment related to its fleet in 2006, 2005 participates as a dealer in a wide variety of financial derivatives
and 2004. ILFC has been able to re-lease the aircraft without transactions. AIGFP economically hedges the market risks arising
diminution in lease rates that would result in an impairment under from its transactions, although hedge accounting under FAS 133
FAS 144. was not being applied during 2006, 2005 and 2004 to any of the

derivatives and related assets and liabilities. Accordingly, reve-
nues and operating income were exposed to volatility resultingAircraft Leasing Results
from differences in the timing of revenue recognition between the

2006 and 2005 Comparison derivatives and the hedged assets and liabilities. Revenues and
operating income of the Capital Markets operations and theILFC’s operating income decreased in 2006 compared to 2005 by
percentage change in these amounts for any given period are also$40 million, or 6 percent. Rental revenues increased by $536 mil-
significantly affected by the number, size and profitability oflion or 16 percent, driven by a larger aircraft fleet, increased
transactions entered into by these subsidiaries during that periodutilization and higher lease rates. During 2006, ILFC’s fleet
relative to those entered into during the prior period. Generally,subject to operating leases increased by 78 airplanes to a total of
the realization of transaction revenues as measured by the receipt824. The increase in rental revenues was offset in part by
of funds is not a significant reporting event as the gain or loss onincreases in depreciation expense and interest expense, charges
AIGFP’s trading transactions is currently reflected in operatingrelated to bankrupt airlines, as well as the settlement of a tax
income as the fair values change from period to period.dispute in Australia related to the restructuring of ownership of

Derivative transactions are entered into in the ordinary courseaircraft. Depreciation expense increased by $200 million, or
of AIGFP operations. Derivatives are recorded at fair value,14 percent, in line with the increase in the size of the aircraft
determined by reference to the mark to market value of thefleet. Interest expense increased by $317 million, or 28 percent,
derivative or their estimated fair value where market prices aredriven by rising cost of funds, a weaker U.S. dollar against the
not readily available. The resulting aggregate unrealized gains orEuro and the British Pound and additional borrowings funding
losses from the derivatives are reflected in the consolidatedaircraft purchases. As noted above, ILFC’s interest expense did
income statement. Where AIGFP cannot verify significant modelnot reflect the benefit of hedging these exposures. Gains or
inputs to observable market data and cannot verify the modellosses on derivatives for ILFC are reported in AIG’s Other
value to market transactions, AIGFP values the contract at thecategory.
transaction price at inception and, consequently, records no initial
gain or loss in accordance with Emerging Issues Task Force Issue2005 and 2004 Comparison
No. 02-03, ‘‘Issues Involved in Accounting for Derivative Contracts

ILFC’s operating income increased in 2005 compared to 2004 by Held for Trading Purposes and Contracts Involved in Energy
$37 million, or 6 percent. Rental revenues increased by $499 mil- Trading and Risk Management Activities’’ (EITF 02-03). Such initial
lion, or 17 percent, driven by a larger aircraft fleet and increased gain or loss is recognized over the life of the transaction. AIGFP
utilization. During 2005, ILFC’s fleet subject to operating leases periodically reevaluates its revenue recognition under EITF 02-03
increased by 79 airplanes to a total of 746. The increase in rental based on the observability of market parameters. The mark to fair
revenues was offset in part by increases in depreciation expense, value of derivative transactions is reflected in the consolidated
interest expense, leasing-related costs and other reserves. Depre- balance sheet in the captions ‘‘Unrealized gain on swaps, options
ciation expense increased by $111 million, or 9 percent, in line and forward transactions’’ and ‘‘Unrealized loss on swaps,
with the increase in the size of the aircraft fleet. Interest expense options and forward transactions.’’ Unrealized gains represent the
increased by $132 million, or 13 percent, driven by rising cost of present value of the aggregate of each net receivable, by
funds and additional borrowings funding aircraft purchases. counterparty, and the unrealized losses represent the present

value of the aggregate of each net payable, by counterparty, as of
Capital Markets December 31, 2006. These amounts will change from one period

to the next due to changes in interest rates, currency rates, equity
Capital Markets represents the operations of AIGFP, which

and commodity prices and other market variables, as well as cash
engages as principal in a wide variety of financial transactions,

movements, execution of new transactions and the maturing of
including standard and customized financial products involving

existing transactions.
commodities, credit, currencies, energy, equities and rates. AIGFP

Spread income on investments and borrowings is recorded on
also invests in a diversified portfolio of securities and principal

an accrual basis over the life of the transaction. Investments are
investments and engages in borrowing activities involving issuing

classified as securities available for sale and are carried at fair
standard and structured notes and other securities, and entering

value with the resulting unrealized gains or losses reflected in
into GIAs.

accumulated other comprehensive income. U.S. dollar denomi-
As Capital Markets is a transaction-oriented operation, current

nated borrowings are carried at cost, while borrowings in any
and past revenues and operating results may not provide a basis

currency other than the U.S. dollar result in unrealized foreign
for predicting future performance. AIG’s Capital Markets opera-
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exchange gains or losses reported in income. AIGFP hedges the standing as of January 1, 2006. The cumulative effect of the
economic exposure on its investments and borrowings on a adoption of FAS 155 on these instruments at January 1, 2006
portfolio basis using derivatives and other financial instruments. was a pre-tax loss of $29 million. The effect of these hybrid
While these hedges are highly effective economic hedges, they did financial instruments reflected in AIGFP’s operating income in
not qualify for hedge accounting treatment under FAS 133 through 2006 was a pretax loss of $287 million, largely offset by gains on
2006. The change in the fair value of the derivatives used to economic hedge positions also reflected in AIGFP’s operating
hedge these economic exposures is therefore included in Other income.
income, while the offsetting change in fair value of the hedged
investments and borrowings is not recognized in income. AIG is 2005 and 2004 Comparison
reinstituting hedge accounting in the first quarter of 2007 for

Capital Markets operating income in 2005 increased by $2 billion
AIGFP.

compared to 2004, primarily due to a gain related to derivatives
To the extent the Financial Services subsidiaries, other than

not qualifying for hedge accounting treatment of $2.01 billion in
AIGFP, use derivatives to economically hedge their assets or

2005 compared to a loss of $122 million in 2004. The majority
liabilities with respect to their future cash flows, and such hedges

of the net gain on AIGFP’s derivatives recognized in 2005 was
did not qualify for hedge accounting treatment under FAS 133, the

due to the strengthening of the U.S. dollar against the Euro and
changes in fair value of such derivatives were recorded in realized

British Pound, which resulted in an increase in the fair value of
capital gains (losses) or other income. Amounts recorded in

the foreign currency derivatives hedging available for sale securi-
realized capital gains (losses) are reported as part of AIG’s Other

ties. To a lesser extent, the net gain was also due to the fall in
category.

long-term U.S. interest rates, which resulted in an increase in the
fair value of AIGFP’s interest rate derivatives hedging its assets

Capital Markets Results
and liabilities. The majority of the net loss on AIGFP’s derivatives
recognized in 2004 was due to the weakening of the U.S. dollar2006 and 2005 Comparison
against the Euro and British Pound, which resulted in a decrease

Capital Markets operating income in 2006 decreased by $3.53 bil- in the fair value of the foreign currency derivatives hedging
lion compared to 2005. Improved results, primarily from increased available for sale securities. This loss was partially offset by an
transaction flow in AIGFP’s credit, commodity index, energy and increase in the fair value of its interest rate derivatives hedging its
equity products, were more than offset by the loss resulting from assets and liabilities as a result of the decrease in long-term
the effect of derivatives not qualifying for hedge accounting U.S. interest rates.
treatment under FAS 133. This loss was $1.82 billion in 2006 Financial market conditions in 2005 compared to 2004 were
compared to a gain of $2.01 billion in 2005, a decrease of characterized by a general flattening of interest rate yield curves
$3.83 billion. A large part of the net loss on AIGFP’s derivatives across fixed income markets globally, some tightening of credit
recognized in 2006 was due to the weakening of the U.S. dollar, spreads, higher equity valuations and a stronger U.S. dollar.
primarily against the British Pound and Euro, resulting in a AIGFP’s 2005 results were adversely affected by customer
decrease in the fair value of the foreign currency derivatives uncertainty surrounding the negative actions of the rating agen-
hedging AIGFP’s available for sale securities. The majority of the cies and the investigations, as well as the negative effect on its
net gain on AIGFP’s derivatives in 2005 was due to the structured notes business of AIG being unable to fully access the
strengthening of the U.S. dollar, primarily against the British capital markets during 2005.
Pound and Euro, which increased the fair value of the foreign Capital Markets operating income was also negatively affected
currency derivatives hedging available for sale securities. To a in 2004 by the costs of the PNC settlement.
lesser extent, the net gain in 2005 was due to the decrease in
long-term U.S. interest rates, which increased the fair value of Consumer Finance
derivatives hedging AIGFP’s assets and liabilities.

AIG’s consumer finance operations in North America are princi-Financial market conditions in 2006 were characterized by a
pally conducted through AGF. Effective January 2, 2007, AGFgeneral flattening of interest rate yield curves across fixed income
expanded its operations into the United Kingdom through themarkets globally, tightening of credit spreads, higher equity
acquisition of Ocean Finance and Mortgages Limited, a financevaluations and a weaker U.S. dollar.
broker for home owner loans in the United Kingdom. AGF derivesThe most significant component of Capital Markets operating
a substantial portion of its revenues from finance chargesexpenses is compensation, which was approximately $544 mil-
assessed on outstanding real estate loans, secured and un-lion, $481 million and $497 million in 2006, 2005 and 2004,
secured non-real estate loans and retail sales finance receivables.respectively. The amount of compensation was not affected by
The real estate loans are comprised principally of first lien andgains and losses arising from derivatives not qualifying for hedge
some second lien mortgages on residential real estate generallyaccounting treatment under FAS 133.
having a maximum term of 360 months, and are considered non-AIG elected to early adopt FAS 155, ‘‘Accounting for Certain
conforming. The real estate loans may be closed-end accounts orHybrid Financial Instruments’’ (FAS 155), in 2006 and AIGFP
open-end home equity lines of credit and may be fixed rate orelected to apply the fair value option to its structured notes and
adjustable rate products. AGF does not offer mortgage productsother financial liabilities containing embedded derivatives out-
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with borrower payment options that allow for negative amortization term borrowing rates were 5.14 percent in 2006 compared to
of the principal balance. The secured non-real estate loans are 3.58 percent in 2005. AGF’s long-term borrowing rates were
secured by consumer goods, automobiles or other personal 5.05 percent in 2006 compared to 4.41 percent in 2005. AGF’s
property. Both secured and unsecured non-real estate loans and net charge-off ratio improved to 0.95 percent in 2006 from 1.19
retail sales finance receivables generally have a maximum term of percent in 2005. The improvement in the net charge-off ratio in
60 months. The core of AGF’s originations is sourced through its 2006 was primarily due to positive economic fundamentals. The
branches. However, a significant volume of real estate loans is U.S. economy continued to expand during the year, and the
also originated through broker relationships, and to lesser unemployment rate remained low, which improved the credit
extents, through correspondent relationships and direct mail quality of AGF’s portfolio. AGF’s delinquency ratio remained
solicitations. In the first quarter of 2006, two wholly owned relatively low, although it increased to 2.06 percent at Decem-
subsidiaries of AGF discontinued originating real estate loans ber 31, 2006 from 1.93 percent at December 31, 2005. AGF
through an arrangement with AIG Federal Savings Bank, a reduced the hurricane Katrina portion of its allowance for finance
federally chartered thrift, and began originating such loans under receivable losses to $15 million at December 31, 2006 after the
their own state licenses. reevaluation of its remaining estimated losses. AGF’s allowance

AIG’s foreign consumer finance operations are principally ratio was 2.01 percent at December 31, 2006 compared to
conducted through AIGCFG. AIGCFG operates primarily in emerging 2.20 percent at December 31, 2005.
and developing markets. AIGCFG has operations in Argentina, Revenues from the foreign consumer finance operations in-
China, Hong Kong, Mexico, Philippines, Poland, Taiwan and creased by approximately 19 percent in 2006 compared to 2005.
Thailand. Certain of the AIGCFG operations are owned in part or in Loan growth, particularly in Poland and Argentina, was the primary
whole by Life Insurance subsidiaries. Accordingly, the financial driver behind the higher revenues. Higher revenues were more
results of those companies are shared between Financial Services than offset, however, by AIGCFG’s $47 million share of the
and Life Insurance & Retirement Services according to their allowance for losses related to industry-wide credit deterioration in
ownership percentages. While products vary by market, the the Taiwan credit card market, increased cost of funds, and higher
businesses generally provide credit cards, unsecured and secured operating expenses in connection with expansion into new
non-real estate loans, term deposits, savings accounts, retail markets and distribution channels and new product promotions,
sales finance and real estate loans. AIGCFG originates finance resulting in lower operating income for 2006 compared to 2005.
receivables through its branches and direct solicitation. AIGCFG
also originates finance receivables indirectly through relationships 2005 and 2004 Comparison
with retailers, auto dealers, and independent agents.

Revenues and operating income from the Consumer Finance
operations improved in 2005, both domestically and

Consumer Finance Results
internationally.

2006 and 2005 Comparison Domestically, the relatively low interest rate environment
contributed to a high level of mortgage refinancing activity. AGF’sConsumer Finance operating income decreased to $761 million,
real estate loans increased 21 percent during 2005 compared toor 13 percent, in 2006 compared to 2005. Operating income from
2004. AGF’s short-term borrowing rates rose to 3.58 percent indomestic consumer finance operations declined as a result of
2005 compared to 2.68 percent in 2004. AGF’s long-termdecreased originations and purchases of real estate loans and
borrowing rates were 4.41 percent in 2005 compared to 4.28 per-margin compression resulting from increased interest rates and
cent in 2004. Despite high energy costs, the U.S. economyflattened yield curves. The foreign operations operating income
continued to expand during 2005, improving consumer creditdecreased primarily due to the credit deterioration in the Taiwan
quality. Both AGF’s net charge-off ratio and delinquency ratiocredit card market.
improved in 2005 compared to 2004. AGF’s net charge-off ratioDomestically, the U.S. housing market deteriorated throughout
improved to 1.19 percent in 2005 from 1.60 percent in 2004.2006 and ended the year fairly weak compared to recent years.
The improvement in the net charge-off ratio in 2005 was primarilyAs a result, the real estate loan portfolio decreased slightly during
due to the improving economy and a higher proportion of average2006 due to lower refinancing activity. This lower refinancing
net receivables that were real estate loans. AGF’s delinquencyactivity also caused a significant decrease in originations and
ratio at December 31, 2005 was 1.93 percent compared towhole loan sales in AGF’s mortgage banking operation, which
2.31 percent at December 31, 2004. However, AGF incurredresulted in a substantial reduction of revenue and operating
charges of approximately $62 million for the estimated effect ofincome compared to the prior year. However, softening home
hurricane Katrina on customers in the Gulf Coast areas affectedprices (reducing the equity customers are able to extract from
by the storm. At December 31, 2005, AGF’s allowance ratio wastheir homes when refinancing) and higher mortgage rates contrib-
2.20 percent compared to 2.26 percent at December 31, 2004.uted to customers utilizing non-real estate loans, which increased

Foreign consumer finance operations performed well, as the10 percent compared to 2005. Retail sales finance receivables
operations in Poland and Argentina recorded improved growth inalso increased 23 percent due to increased marketing efforts and
operating income. The Hong Kong businesses experienced im-customer demand. Higher revenue resulting from portfolio growth
proved loan and earnings growth in a strengthening economy.was more than offset by higher interest expense. AGF’s short-
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clients primarily in the U.S. marketplace. SAAMCo manages,Asset Management Operations
advises and/or administers retail mutual funds, as well as the

AIG’s Asset Management operations comprise a wide variety of underlying assets of variable annuities sold by AIG SunAmerica
investment-related services and investment products. Such ser- and VALIC to individuals and groups throughout the United States.
vices and products are offered to individuals and institutions both
domestically and overseas, and are primarily comprised of Spread- Other
Based Investment Businesses, Institutional Asset Management

Included in the Other category for Asset Management is income orand Brokerage Services and Mutual Funds.
loss from partnerships. Partnership assets consist of investmentsThe revenues and operating income for this segment are
in a diversified portfolio of private equity funds, affordable housingsubject to variability because they are affected by the general
partnerships and hedge fund investments.conditions in the equity and credit markets. In addition, realized

gains and performance fees are contingent upon various fund
Asset Management Resultsclosings, maturity levels and market conditions.

Asset Management results for 2006, 2005 and 2004
Spread-Based Investment Business were as follows:
In prior years, the sale of GICs to investors, both domestically and (in millions) 2006 2005 2004
overseas, was AIG’s primary institutional Spread-Based Invest-

Revenues:ment Business. During 2005, AIG launched its MIP and its asset
Spread-Based Investmentmanagement subsidiaries, primarily SunAmerica Life, ceased

Business $3,554 $3,547 $3,192
writing new GIC business. The GIC business will continue to run

Institutional Asset
off for the foreseeable future while the MIP business is expected

Management 1,670 1,195 1,049
to grow. Brokerage Services and

Mutual Funds 293 257 249
Institutional Asset Management Other 297 326 224

AIG’s Institutional Asset Management business provides an array Total $5,814 $5,325 $4,714
of investment products and services globally to institutional Operating income:
investors, AIG subsidiaries and affiliates and high net worth Spread-Based Investment
investors. These products and services include traditional equity Business(a) $ 947 $1,185 $1,328
and fixed income investment management and a full range of Institutional Asset
alternative asset classes. Delivery of AIG’s Institutional Asset Management(b)(c) 1,031 686 515
Management products and services is accomplished via a global Brokerage Services and
network of operating subsidiaries comprising AIGGIG. The primary Mutual Funds 87 66 70
operating entities within this group are AIG Global Investment Other 281 316 212
Corp., AIG Global Real Estate Investment Corp. and AIG Private Total $2,346 $2,253 $2,125
Bank. AIG Private Bank offers banking, trading and investment

(a) Includes the effect of hedging activities that did not qualify for hedgemanagement services to private client and high net worth
accounting treatment under FAS 133, including the related foreign

individuals and institutions globally. exchange gains and losses. For 2004, the effect was a gain of
Within the alternative investment asset class, AIGGIG offers $313 million in operating income. During 2006 and 2005, these

derivative gains and losses were reported as part of AIG’s Otherhedge and private equity fund-of-funds, direct investments and
category, and were not reported in Asset Management operatingdistressed debt investments. Within the structured fixed income
income.

and equity product asset class, AIGGIG offers various forms of
(b) Includes the full results of certain AIG managed private equity and real

structured and credit linked notes, various forms of collateralized estate funds that are consolidated pursuant to FIN 46(R), ‘‘Consolida-
debt obligations and other investment strategies aimed at achiev- tion of Variable Interest Entities’’. Also includes $346 million, $261 mil-

lion and $195 million for 2006, 2005 and 2004, respectively, of third-ing superior returns or capital preservation. In addition, Institu-
party limited partner earnings offset in minority interest expense on thetional Asset Management’s product offerings include various
consolidated statement of income which is not a component of

forms of principal protected and liability management structures. operating income.

(c) Includes the full results of certain AIG managed partnerships that are
consolidated effective January 1, 2006 pursuant to EITF 04-5,Brokerage Services and Mutual Funds
‘‘Determining Whether a General Partner, or the General Partners as a

AIG’s Brokerage Services and Mutual Funds business provides Group, Controls a Limited Partnership or Similar Entity When the
Limited Partners Have Certain Rights’’. For 2006, operating incomemutual fund and broker-dealer related services to retail investors,
includes $252 million of third-party limited partner earnings offset ingroup trusts and corporate accounts through an independent minority interest expense which is not a component of operating

network of financial advisors. The AIG Advisor Group, Inc., a income.
subsidiary of AIG Retirement Services, Inc., is comprised of
several broker-dealer entities that provide these services to
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management, and the associated fee revenue, along with strong2006 and 2005 Comparison
realized gains on sales of real estate investments and perform-

Asset Management operating income increased 4 percent in 2006 ance fees earned on various private equity investments. The
compared to 2005 on revenues that increased 9 percent. increase in operating income was achieved despite the runoff of

Operating income related to the Spread-Based Investment the existing GIC portfolio and the delay in the MIP. The decline in
Business declined 20 percent in 2006 compared to 2005 due GIC operating income compared to 2004 reflects tighter spreads
primarily to the continued runoff of GIC balances and spread in the GIC portfolio, partially offset by improved partnership
compression related to increases in short-term interest rates. A returns. Spread compression occurred as the base portfolio yield
significant portion of the remaining GIC portfolio consists of declined due to an increase in the cost of funds in the short-term
floating rate obligations. AIG has entered into hedges to manage floating rate portion of the GIC portfolio, only partially offset by
against increases in short-term interest rates. AIG believes these increased investment income from the floating rate assets
hedges are economically effective, but they did not qualify for backing the portfolio.
hedge accounting treatment under FAS 133. Income or loss from
these hedges are classified as realized capital gains or losses Other Operations
and are included in AIG’s Other category. The decline in operating

The operating loss of AIG’s Other category for the years endedincome was partially offset by improved partnership income,
December 31, 2006, 2005 and 2004 was as follows:particularly during the fourth quarter of 2006. Partnership income

is primarily derived from alternative investments and is affected
(in millions) 2006 2005 2004by performance in the equity markets. Thus, revenues, operating

income and cash flow attributable to GICs will vary among Other Operating Income
reporting periods. Commencing with transactions initiated in the (Loss):
first quarter of 2007, AIG is reinstituting hedge accounting for Equity earnings in
derivative transactions related to the MIP. unconsolidated entities $ 193 $ (124) $ 157

During 2005, the MIP replaced the GIC program as AIG’s Interest expense (859) (541) (435)
principal spread-based investment activity. While the MIP showed Unallocated corporate
strong growth in operating income, AIG does not expect that the expenses (555) (413) (316)

Compensation expense —income growth in the MIP will offset the runoff in the GIC portfolio
SICO Plans (108) (205) (62)for the foreseeable future, because the asset mix under the MIP

Compensation expense —does not include the alternative investments utilized in the GIC
Starr tender offer (54) — —program.

Realized capital gains (losses) (295) 505 94The MIP was initially launched in the Euromarkets in
Regulatory settlement costs — (1,644) —September 2005 through AIG’s $10 billion Euro medium term
Other miscellaneous, net (23) (113) —note program. Through December 31, 2006, AIG has issued the
Total Other $(1,701) $(2,535) $ (562)equivalent of $5.3 billion for the MIP in the Euromarkets and the

U.S. public and private markets.
Operating income related to Institutional Asset Management 2006 and 2005 Comparison

increased 50 percent in 2006 to $1.0 billion compared to 2005,
Operating loss for AIG’s Other category declined to $1.7 billion inprimarily due to an increase of $337 million in gains on certain
2006 compared to $2.5 billion in 2005, largely due to regulatoryVIEs and partnerships. These gains are offset in minority interest
settlement costs of $1.6 billion in 2005 as described underexpense, which is not a component of operating income. AIG’s
Item 3. Legal Proceedings. Interest expense grew in 2006 as aunaffiliated client assets under management, including both retail
result of increased borrowings by the parent holding company.mutual funds and institutional accounts, increased 21 percent
Unallocated corporate expenses increased $142 million due tofrom year-end 2005 to $75 billion, resulting in higher manage-
increases in general corporate expenses primarily resulting fromment fee income. Increased realized capital gains on real estate
ongoing efforts to improve internal controls, higher stock compen-investments from 2005 also contributed to the increase in
sation expenses and expenses relating to executive departures inoperating income. The growth in Institutional Asset Management
2005 and 2006. AIG expects these compensation expenses torevenues and operating income were driven by contributions from
continue to increase as these improvement efforts progress.all asset classes globally. Partially offsetting this growth were
Operating income in 2006 also includes realized capital losses oflower performance-based fees on private equity investments, and
$295 million, primarily reflecting the effect of hedging activities inhigher expenses related to the planned expansion of marketing
the Financial Services and Asset Management segments that didand distribution capabilities, combined with technology and opera-
not qualify for hedge accounting treatment under FAS 133. Alsotional infrastructure-related enhancements.
reflected in Other operating loss in 2006 is an out of period
charge of $61 million with respect to the SICO Plans and a one-2005 and 2004 Comparison
time charge related to the Starr tender offer of $54 million. For a

Asset Management operating income increased in 2005 compared further discussion of these items, see Note 16 of Notes to
to 2004 as a result of growth in institutional assets under Consolidated Financial Statements. These declines were partially
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offset by increased equity earnings in certain unconsolidated Borrowings issued or guaranteed by AIG and those
subsidiaries. borrowings not guaranteed by AIG at December 31, 2006

and 2005 were as follows:
2005 and 2004 Comparison

(in millions) 2006 2005

AIG’s Other operating loss was $2.5 billion in 2005 compared to AIG borrowings:
$562 million in 2004, reflecting the $1.6 billion of regulatory Notes and bonds payable $ 8,915 $ 4,607

Loans and mortgages payable 841 814settlement costs in 2005. In addition, AIG’s equity in certain
AIG MIP matched notes and bondspartially owned subsidiaries includes $312 million and $96 million

payable 5,468 —in catastrophe losses in 2005 and 2004, respectively.
Series AIGFP matched notes and

bonds payable 72 —Capital Resources and Liquidity
Total AIG Borrowing 15,296 5,421

At December 31, 2006, AIG had total consolidated shareholders’ Borrowings guaranteed by AIG:
equity of $101.68 billion and total consolidated borrowings of AIGFP
$148.68 billion. At that date, $131.55 billion of such borrowings GIAs 20,664 20,811
were not guaranteed by AIG, were matched borrowings by AIG or Notes and bonds payable 37,528 26,463

Hybrid financial instrumentAIGFP, or represented liabilities connected to trust preferred
liabilities(a) 8,856 —stock.

Total 67,048 47,274In 2007, AIG expects to issue capital securities in one or more
series. The proceeds will be used to repurchase shares of AIG Funding, Inc. commercial paper 4,821 2,694
common stock or to otherwise improve the efficiency of AIG’s AGC Notes and bonds payable 797 797
capital structure.

Liabilities connected to trust
preferred stock 1,440 1,391

Borrowings
Total borrowings issued or

guaranteed by AIG 89,402 57,577At December 31, 2006, AIG’s net borrowings were
$17.13 billion after reflecting amounts that were Borrowings not guaranteed by AIG:
matched borrowings by AIG and AIGFP, amounts not ILFC

Commercial paper 2,747 2,615guaranteed by AIG and liabilities connected to trust
Notes and bonds payable(b) 26,591 23,715preferred stock. The following table summarizes
Total 29,338 26,330borrowings outstanding at December 31, 2006 and 2005:

AGF(in millions) 2006 2005
Commercial paper 4,328 3,423

AIG’s net borrowings $ 17,126 $ 10,425 Notes and bonds payable 19,595 18,719
Liabilities connected to trust Total 23,923 22,142

preferred stock 1,440 1,391
AIGCFGAIG MIP matched notes and bonds

Commercial paper 227 476payable 5,468 —
Loans and mortgages payable 1,453 1,047

Series AIGFP matched notes and
Total 1,680 1,523bonds payable 72 —

AIGFP AIG Finance Taiwan Limited
commercial paper 26 —GIAs 20,664 20,811

Matched notes and bonds payable 35,776 24,950 Other Subsidiaries 1,065 927
Hybrid financial instrument Variable Interest Entity debt:

liabilities* 8,856 — A.I. Credit 880 —
Borrowings not guaranteed by AIG 59,277 52,272 AIGGIG 55 140

AIG Global Real Estate Investment 2,052 977Total $148,679 $109,849
AIG SunAmerica 203 233

* Represents structured notes issued by AIGFP that are accounted for ALICO 55 —
using the fair value option.

Total 3,245 1,350

Total borrowings not guaranteed by
AIG 59,277 52,272

Total Debt $148,679 $109,849

(a) Represents structured notes issued by AIGFP that are accounted for
using the fair value option.

(b) Includes borrowings under Export Credit Facility of $2.7 billion and
$2.6 billion, at December 31, 2006 and 2005, respectively.
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The debt activity, excluding commercial paper of $12.15 billion and VIE debt of $3.25 billion, for the year ended
December 31, 2006 was as follows:

Balance at Maturities Effect of Balance at
December 31, and Foreign Other December 31,

(in millions) 2005 Issuances Repayments Exchange Changes 2006

AIG
Notes and bonds payable $ 4,607 $ 5,262 $ (1,096) $ 142 $ — $ 8,915
Loans and mortgages payable 814 1,348 (1,325) 3 1 841
AIG MIP matched notes and bonds payable — 5,371 — 98 (1) 5,468
Series AIGFP matched notes and bonds payable — 72 — — — 72

AIGFP
GIAs 20,811 12,265 (12,432) 20 — 20,664
Notes and bonds payable and hybrid financial

instrument liabilities 26,463 32,115 (12,532) 299 39 46,384

AGC notes and bonds payable 797 — — — — 797
Liabilities connected to trust preferred stock 1,391 — — — 49 1,440
ILFC notes and bonds payable 23,715 6,406 (3,843) 535 (222) 26,591
AGF notes and bonds payable 18,719 3,620 (3,065) 296 25 19,595
AIGCFG loans and mortgages payable 1,047 3,067 (2,711) 58 (8) 1,453
Other subsidiaries 927 344 (350) 4 140 1,065

Total $ 99,291 $69,870 $ (37,354) $ 1,455 $ 23 $ 133,285

$98 million relates to notes issued to fund the MIP. AIG hasAIG (Parent Company)
hedged the currency exposure arising from foreign currency

AIG intends to continue its customary practice of issuing debt denominated notes by effectively economically hedging that
securities from time to time to meet its financing needs and those exposure, although such hedges did not qualify for hedge
of certain of its subsidiaries for general corporate purposes, as accounting treatment under FAS 133. In 2007, through Febru-
well as for the MIP. In July 2006, AIG filed and had declared ary 15, AIG issued the equivalent of $194 million under the Euro
effective a post-effective amendment to its universal shelf program to fund the MIP.
registration statement to sell up to $25.1 billion of debt In 2006, AIG issued in Rule 144A/Regulation S offerings
securities, preferred and common stock and other securities. $3 billion principal amount of senior notes, of which $1.0 billion

In October 2006, AIG established a medium term note program was exchanged by AIG for substantially identical notes that are
under its shelf registration statement providing for the issuance of registered under the Securities Act. The proceeds from the sale of
up to $25.1 billion of AIG debt securities. The proceeds from the $2.25 billion of these notes were used for AIG’s general corporate
issuance of these debt securities may be used (i) by AIG for purposes and $750 million was used to fund the MIP. In 2007,
general corporate purposes, (ii) by AIGFP as it would use the through February 15, AIG issued in Rule 144A offerings an
proceeds from its own borrowings as discussed below or (iii) to aggregate of $750 million principal amount of senior notes, of
fund the MIP. As of December 31, 2006, $1.8 billion principal which $500 million was used to fund the MIP and $250 million
amount of notes were outstanding under the medium term note was used for AIG’s general corporate purposes.
program, of which (i) $749 million was used for AIG’s general In November 2006, AIG filed a shelf registration statement in
corporate purposes, (ii) $72 million was used by AIGFP and Japan, providing for the issuance of up to Japanese
(iii) $1.0 billion was used to fund the MIP. The maturity dates of Yen 300 billion principal amount of senior notes. In December
these notes range from 2011 to 2046. To the extent deemed 2006, AIG issued the equivalent of $429 million under the
appropriate, AIG may enter into swap transactions to manage its Japanese shelf registration statement, the proceeds of which were
effective borrowing with respect to these notes. used for AIG’s general corporate purposes.

AIG also maintains a Euro medium term note program under In November 2006, AIG established an Australian dollar debt
which an aggregate nominal amount of up to $10.0 billion of program under which senior notes with an aggregate amount of up
notes may be outstanding at any one time. The program provides to 5 billion Australian dollars may be outstanding at any one time.
that additional notes may be issued to replace matured or The program provides that additional notes may be issued to
redeemed notes. As of December 31, 2006, the equivalent of replace matured or redeemed notes. Although as of December 31,
$5.7 billion of notes were outstanding under the program, of 2006 there were no outstanding notes under the Australian
which $3.7 billion were used to fund the MIP and the remainder program, AIG intends to use the program opportunistically to fund
was used for AIG’s general corporate purposes. The aggregate the MIP or for AIG’s general corporate purposes.
amount outstanding includes $249 million resulting from foreign In March 2006, AIG borrowed a total of $1.3 billion on an
exchange translation into U.S. dollars, of which $151 million unsecured basis pursuant to loan agreements with third-party
relates to notes issued by AIG for general corporate purposes and banks, of which $700 million remained outstanding on Decem-
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ber 31, 2006; $500 million was repaid in February 2007, and the Revolving Credit Facilities. These facilities are used as back up for
balance matures in March 2007. ILFC’s maturing debt and other obligations.

As a well-known seasoned issuer, ILFC has filed an automatic
shelf registration statement with the SEC allowing ILFC immediateAIGFP
access to the U.S. public debt markets. For 2006, $1.90 billion of

AIGFP uses the proceeds from the issuance of notes and bonds
debt securities were issued under this registration statement and

and GIA borrowings to invest in a diversified portfolio of securities
$3.52 billion were issued under a prior registration statement. In

and derivative transactions. The borrowings may also be tempora-
addition, ILFC has a Euro medium term note program for

rily invested in securities purchased under agreements to resell.
$7.0 billion, under which $4.28 billion in notes were sold through

AIGFP’s notes and bonds include structured debt instruments
December 31, 2006. Notes issued under the Euro medium term

whose payment terms are linked to one or more financial or other
note program are included in ILFC Notes and bonds payable in the

indices (such as an equity index or commodity index or another
preceding table of borrowings. The foreign exchange adjustment

measure that is not considered to be clearly and closely related to
for the foreign currency denominated debt was $733 million at

the debt instrument). These notes contain embedded derivatives
December 31, 2006 and $197 million at December 31, 2005.

that otherwise would be required to be accounted for separately
ILFC has substantially eliminated the currency exposure arising

under FAS 133. Upon AIG’s early adoption of FAS 155, AIGFP
from foreign currency denominated notes by economically hedging

elected the fair value option for these notes. The notes that are
the portion of the note exposure not already offset by Euro-

accounted for using the fair value option are reported separately
denominated operating lease payments, although such hedges did

under hybrid financial instrument liabilities. AIG guarantees the
not qualify for hedge accounting treatment under FAS 133.

obligations of AIGFP under AIGFP’s notes and bonds and GIA
ILFC had a $4.3 billion Export Credit Facility for use in

borrowings. See Operating Review — Financial Services Opera-
connection with the purchase of approximately 75 aircraft deliv-

tions, Liquidity and Derivatives herein.
ered through 2001. This facility was guaranteed by various

In June 2006, AIGFP sold an aggregate of $2.0 billion principal
European Export Credit Agencies. The interest rate varies from

amount of senior, floating rate notes in Rule 144A offerings, of
5.75 percent to 5.90 percent on these amortizing ten-year

which $1.0 billion matures in 2007 and $1.0 billion matures in
borrowings depending on the delivery date of the aircraft. At

2008. AIGFP also has a Euro medium term note program under
December 31, 2006, ILFC had $1.0 billion outstanding under this

which an aggregate nominal amount of up to $10.0 billion of
facility. The debt is collateralized by a pledge of the shares of a

notes may be outstanding at any one time. The program provides
subsidiary of ILFC, which holds title to the aircraft financed under

that additional notes may be issued to replace matured or
the facility.

redeemed notes. As of December 31, 2006, $5.66 billion of
In May 2004, ILFC entered into a similarly structured Export

notes were outstanding under the program, including $575 million
Credit Facility for up to a maximum of $2.64 billion for Airbus

resulting from foreign exchange translation into U.S. dollars.
aircraft to be delivered through May 31, 2005. The facility was

AIGFP’s Rule 144A Notes and the notes issued under this
subsequently increased to $3.64 billion and extended to include

program are guaranteed by AIG and are included in AIGFP’s Notes
aircraft to be delivered through May 31, 2007. The facility

and Bonds Payable in the preceding table of borrowings.
becomes available as the various European Export Credit Agen-
cies provide their guarantees for aircraft based on a six-month

AIG Funding forward-looking calendar, and the interest rate is determined
through a bid process. At December 31, 2006, ILFC hadAIG Funding, Inc. (AIG Funding), issues commercial paper that is
$1.7 billion outstanding under this facility. Borrowings withguaranteed by AIG in order to help fulfill the short-term cash
respect to these facilities are included in ILFC’s Notes and bondsrequirements of AIG and its subsidiaries. The issuance of AIG
payable in the preceding table of borrowings.Funding’s commercial paper, including the guarantee by AIG, is

From time to time, ILFC enters into funded financing agree-subject to the approval of AIG’s Board of Directors or the Finance
ments. As of December 31, 2006, ILFC had a total of $1.2 billionCommittee of the Board if it exceeds certain pre-approved limits.
outstanding, which has varying maturities through February 2012.As backup for the commercial paper program and for other
The interest rates are LIBOR-based, with spreads ranging fromgeneral corporate purposes, AIG and AIG Funding maintain
0.30 percent to 1.625 percent.revolving credit facilities, which, as of December 31, 2006, had

In December of 2005, ILFC issued two tranches of junioran aggregate of $5.8 billion available to be drawn and which are
subordinated debt totaling $1.0 billion to underlie trust preferredsummarized below under Revolving Credit Facilities.
securities issued by a trust sponsored by ILFC. Both tranches
mature on December 21, 2065, but each tranche has a differentILFC
call option. The $600 million tranche has a call date of

ILFC fulfills its short-term cash requirements through operating December 21, 2010 and the $400 million tranche has a call date
cash flows and the issuance of commercial paper. The issuance of December 21, 2015. The tranche with the 2010 call date has
of commercial paper is subject to the approval of ILFC’s Board of a fixed interest rate of 5.90 percent for the first five years. The
Directors and is not guaranteed by AIG. ILFC maintains syndicated tranche with the 2015 call date has a fixed interest rate of
revolving credit facilities which, as of December 31, 2006, 6.25 percent for the first ten years.
aggregated $6.5 billion and which are summarized below under
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Both tranches have interest rate adjustments if the call option with the SEC allowing AGF immediate access to the U.S. public
is not exercised. If the call option is not exercised, the new debt markets. At December 31, 2006, AGF had the corporate
interest rate will be a floating quarterly reset rate based on the authority to issue up to $13.4 billion of debt securities under its
initial credit spread plus the highest of (i) 3-month LIBOR, shelf registration statements.
(ii) 10-year constant maturity treasury and (iii) 30-year constant In January 2007, AGF issued junior subordinated debentures in
maturity treasury. an aggregate principal amount of $350 million that mature in

The proceeds of ILFC’s debt financing are primarily used to January 2067. The debentures underlie a series of trust preferred
purchase flight equipment, including progress payments during the securities sold by a trust sponsored by AGF in a Rule 144A/
construction phase. The primary sources for the repayment of this Regulation S offering. AGF can redeem the debentures at par
debt and the interest expense thereon are the cash flow from beginning in January 2017 and until that time will pay a fixed rate
operations, proceeds from the sale of flight equipment and the of interest. If AGF does not redeem the debentures in January
rollover and refinancing of the prior debt. AIG does not guarantee 2017, the interest rate changes to a floating rate, which will reset
the debt obligations of ILFC. See also Operating Review — based on 3-month LIBOR.
Financial Services Operations and Liquidity herein. AGF’s funding sources include a medium term note program,

private placement debt, retail note issuances, securitizations of
finance receivables that AGF accounts for as on-balance-sheetAGF
secured financings and bank financings. In addition, AGF has

AGF fulfills its short-term cash requirements through the issuance
become an established issuer of long-term debt in the interna-

of commercial paper. The issuance of commercial paper is subject
tional capital markets.

to the approval of AGF’s Board of Directors and is not guaranteed
In addition to debt refinancing activities, proceeds from the

by AIG. AGF maintains committed syndicated revolving credit
collection of finance receivables may be used to pay the principal

facilities which, as of December 31, 2006, aggregated to
and interest on AGF’s debt. AIG does not guarantee any of the

$4.25 billion and which are summarized below under Revolving
debt obligations of AGF. See also Operating Review — Financial

Credit Facilities. The facilities can be used for general corporate
Services Operations and Liquidity herein.

purposes and to provide backup for AGF’s commercial paper
programs. AIGCFG

AGF issued $3.62 billion during 2006 and $5.51 billion during
2005 of notes and bonds ranging in maturities from two to AIGCFG has a variety of funding mechanisms for its various
25 years. As of December 31, 2006, notes and bonds aggregat- markets, including: retail and wholesale deposits; short-term and
ing $19.59 billion were outstanding with maturity dates ranging long-term bank loans and intercompany subordinated debt. AIG
from 2007 to 2031 at interest rates ranging from 1.94 percent to Credit Card Company (Taiwan), a consumer finance business in
8.45 percent. To the extent deemed appropriate, AGF may enter Taiwan, has issued commercial paper for the funding of its own
into swap transactions to manage its effective borrowing with operations. AIG does not guarantee any borrowings for AIGCFG
respect to these notes and bonds. As a well-known seasoned businesses, including this commercial paper.
issuer, AGF has filed an automatic shelf registration statement
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AIG, ILFC and AGF expect to replace or extend these creditRevolving Credit Facilities
facilities on or prior to their expiration. Some of the facilities, as

AIG, ILFC and AGF maintain the following committed, unsecured noted below, contain a ‘‘term-out option’’ allowing for the
revolving credit facilities in order to support their respective conversion by the borrower of any outstanding loans at expiration
commercial paper programs and for general corporate purposes. into one-year term loans.

Available
Amount One-Year

(in millions) December 31, Term-Out
Facility Size Borrower(s) 2006 Expiration Option

AIG:
364-Day Syndicated Facility $1,625 AIG $1,625 July 2007 Yes

AIG Funding(a)

AIG Capital Corporation(a)

5-Year Syndicated Facility 1,625 AIG 1,625 July 2011 No
AIG Funding(a)

AIG Capital Corporation(a)

364-Day Bilateral Facility 3,200 AIG(b) 505 November 2007 Yes
AIG Funding

364-Day Intercompany Facility(c) 2,000 AIG 2,000 October 2007 Yes

Total AIG $8,450 $5,755

ILFC:
5-Year Syndicated Facility $2,500 ILFC $2,500 October 2011 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2010 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2009 No

Total ILFC $6,500 $6,500

AGF:
364-Day Syndicated Facility $2,125 American General Finance $2,125 July 2007 Yes

Corporation
American General Finance, Inc.(d)

5-Year Syndicated Facility 2,125 American General Finance 2,125 July 2010 No
Corporation

Total AGF $4,250 $4,250

(a) Guaranteed by AIG.

(b) This facility can be drawn in the form of loans or letters of credit. All drawn amounts shown above are in the form of letters of credit.

(c) Subsidiaries of AIG are the lenders on this facility.

(d) American General Finance, Inc. is an eligible borrower for up to $400 million only.

Credit Ratings

The cost and availability of unsecured financing for AIG and its subsidiaries are generally dependent on their short-term and long-term
debt ratings. The following table presents the credit ratings of AIG and certain of its subsidiaries as of February 28, 2007. In
parentheses, following the initial occurrence in the table of each rating, is an indication of that rating’s relative rank within the agency’s
rating categories. That ranking refers only to the generic or major rating category and not to the modifiers appended to the rating by the
rating agencies to denote relative position within such generic or major category.

Short-term Debt Senior Long-term Debt

Moody’s S&P Fitch Moody’s(a) S&P(b) Fitch(c)

AIG P-1 (1st of 3) A-1+ (1st of 6) F1+ (1st of 5) Aa2 (2nd of 9) AA (2nd of 8) AA (2nd of 9)
AIG Financial Products Corp.(d) P-1 A-1+ — Aa2 AA —
AIG Funding, Inc.(d) P-1 A-1+ F1+ — — —
ILFC P-1 A-1+ F1 (1st of 5) A1 (3rd of 9) AA-(e) (2nd of 8) A+ (3rd of 9)
American General Finance Corporation P-1 A-1 (1st of 6) F1 A1 A+ (3rd of 8) A+
American General Finance, Inc. P-1 A-1 F1 — — A+

(a) Moody’s Investors Service (Moody’s). Moody’s appends numerical modifiers 1, 2 and 3 to the generic rating categories to show relative position within
rating categories.

(b) Standard & Poor’s, a division of the McGraw-Hill Companies (S&P). S&P ratings may be modified by the addition of a plus or minus sign to show
relative standing within the major rating categories.

(c) Fitch Ratings (Fitch). Fitch ratings may be modified by the addition of a plus or minus sign to show relative standing within the major rating categories.

(d) AIG guarantees all obligations of AIG Financial Products Corp. and AIG Funding, Inc.

(e) Negative rating outlook. A negative outlook by S&P indicates that a rating may be lowered, but is not necessarily a precursor of a ratings change. The
outlook on all other credit ratings in the table is stable.
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These credit ratings are current opinions of the rating agen- adverse effect on its financial condition or liquidity. Ratings
cies. As such, they may be changed, suspended or withdrawn at downgrades could also trigger the application of termination
any time by the rating agencies as a result of changes in, or provisions in certain of AIG’s contracts, principally agreements
unavailability of, information or based on other circumstances. entered into by AIGFP and assumed reinsurance contracts entered
Ratings may also be withdrawn at AIG management’s request. into by Transatlantic.
This discussion of ratings is not a complete list of ratings of AIG It is estimated that, as of the close of business on
and its subsidiaries. See Item 1A. Risk Factors for more February 15, 2007, based on AIGFP’s outstanding municipal GIAs
information regarding the credit ratings of AIG and its subsidiaries and financial derivatives transactions as of such date, a
and certain risks related thereto. downgrade of AIG’s long-term senior debt ratings to ‘Aa3’ by

‘‘Rating triggers’’ have been defined by one independent rating Moody’s or ‘AA–’ by S&P would permit counterparties to call for
agency to include clauses or agreements the outcome of which approximately $864 million of collateral. Further, additional
depends upon the level of ratings maintained by one or more downgrades could result in requirements for substantial additional
rating agencies. Rating triggers generally relate to events which collateral, which could have a material effect on how AIGFP
(i) could result in the termination or limitation of credit availability, manages its liquidity. The actual amount of additional collateral
or require accelerated repayment, (ii) could result in the termina- that AIGFP would be required to post to counterparties in the
tion of business contracts or (iii) could require a company to post event of such downgrades depends on market conditions, the fair
collateral for the benefit of counterparties. value of the outstanding affected transactions and other factors

AIG believes that any of its own or its subsidiaries’ contractual prevailing at the time of the downgrade. Additional obligations to
obligations that are subject to ‘‘ratings triggers’’ or financial post collateral would increase the demand on AIGFP’s liquidity.
covenants relating to ‘‘ratings triggers’’ would not have a material
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The maturity schedule of contractual obligations of AIG and its consolidated subsidiaries at December 31, 2006 was as
follows:

Payments due by Period

Total Less Than 1-3 3+-5 Over
(in millions) Payments One Year Years Years Five Years

Borrowings(a) $ 133,285 $ 34,670 $ 29,949 $ 30,483 $ 38,183
Interest payments on borrowings 44,090 4,960 8,130 5,445 25,555
Loss reserves(b) 79,999 22,000 24,399 11,600 22,000
Insurance and investment contract liabilities(c) 577,730 16,023 27,728 39,376 494,603
GIC liabilities(d) 56,042 19,399 23,209 3,889 9,545
Aircraft purchase commitments 19,042 5,442 7,079 2,155 4,366
Operating leases 2,763 626 802 581 754

Total $ 912,951 $103,120 $121,296 $ 93,529 $595,006

(a) Excludes commercial paper and obligations included as debt pursuant to FASB Interpretation No. 46, ‘‘Consolidation of Variable Interest Entities’’
(FIN 46R), and includes hybrid financial instrument liabilities recorded at fair value. See also Note 9 of Notes to Consolidated Financial Statements.

(b) Represents future loss and loss adjustment expense payments estimated based on historical loss development payment patterns.

(c) Insurance and investment contract liabilities include various investment-type products with contractually scheduled maturities, including periodic
payments of a term certain nature. Insurance and investment contract liabilities also include benefit and claim liabilities, of which a significant portion
represents policies and contracts that do not have stated contractual maturity dates and may not result in any future payment obligations. For these
policies and contracts (i) AIG is currently not making payments until the occurrence of an insurable event, such as death or disability, (ii) payments are
conditional on survivorship, or (iii) the occurrence of a payment due to a surrender or other non-scheduled event out of AIG’s control. AIG has made
significant assumptions to determine the estimated undiscounted cash flows of these contractual policy benefits which include mortality, morbidity,
future lapse rates, expenses, investment returns and interest crediting rates, offset by expected future deposits and premium on in-force policies. Due
to the significance of the assumptions used, the amounts presented could be materially different from actual required payments. The amounts
presented in this table are undiscounted and therefore exceed the future policy benefits and policyholder contract deposits included in the balance
sheet.

(d) Represents guaranteed maturities under GICs.

The maturity schedule of other commercial commitments of AIG and its consolidated subsidiaries at December 31,
2006 was as follows:

Amount of Commitment Expiration

Total Amounts Less Than 1-3 3+-5 Over
Committed One Year Years Years Five Years

Letters of credit:
Life Insurance & Retirement Services $ 185 $ 21 $ 28 $ — $ 136
Parent Company(a) 641 522 1 118 —
DBG 198 198 — — —

Standby letters of credit:
Capital Markets 1,739 1,427 104 40 168

Guarantees:
Life Insurance & Retirement Services(b) 2,100 113 423 7 1,557
Aircraft Leasing 161 — 52 — 109
Asset Management 246 23 53 — 170

Other commercial commitments(c):

Capital Markets(d) 15,946 5,127 2,313 2,640 5,866
Aircraft Leasing(e) 344 — — — 344
Life Insurance & Retirement Services(f) 4,896 1,119 1,730 1,177 870
Asset Management(g) 1,310 896 255 91 68
Life Settlement 203 — 203 — —
DBG(h) 1,588 690 603 295 —
Parent Company 193 56 137 — —

Total $ 29,750 $ 10,192 $ 5,902 $ 4,368 $ 9,288

(a) Represents reimbursement obligations under letters of credit issued by commercial banks.

(b) Primarily AIG SunAmerica construction guarantees connected to affordable housing investments.

(c) Excludes commitments with respect to pension plans. The annual pension contribution for 2007 is expected to be approximately $95 million for U.S.
and non-U.S. plans. See also Note 15 of Notes to Consolidated Financial Statements.

(d) Primarily liquidity facilities provided in connection with certain municipal swap transactions and collateralized bond obligations.

(e) Primarily in connection with options to acquire aircraft.

(f) Primarily AIG SunAmerica commitments to invest in partnerships.

(g) Includes commitments to invest in limited partnerships, private equity and hedge funds and real estate.

(h) Primarily commitments to invest in limited partnerships.

Form 10-K 2006 AIG 75



American International Group, Inc. and Subsidiaries

Management’s Discussion and Analysis of
Financial Condition and Results of Operations Continued

Special Purpose Vehicles and Off Balance Sheet Arrangements with an aggregate purchase price of $8 billion. AIG or its
subsidiaries from time to time may buy shares of its common

AIG transacts with special purpose vehicles (SPVs) in the ordinary
stock in the open market for general corporate purposes, including

course of business. Many of these SPVs are included in the
to satisfy its obligations under various employee benefit plans.

consolidated financial statements but some are off balance sheet.
During 2006, ILFC purchased 17,000 shares of AIG common

AIG has guidelines with respect to the formation of and
stock at an average cost of $72.18 per share to satisfy its

investment in SPVs and off balance sheet arrangements. In
obligations under an employee benefit plan. See Capital Re-

addition, AIG has expanded the responsibility of its Complex
sources and Liquidity — Liquidity for a discussion of possible

Structured Financial Transaction Committee (CSFT) to include the
share repurchases in 2007.

review of any transaction that could subject AIG to heightened
legal, reputational, regulatory, accounting or other risk. See

Dividends from Insurance Subsidiaries
Item 9A. Controls and Procedures — Management’s Report on
Internal Control Over Financial Reporting for a further discussion Payments of dividends to AIG by its insurance subsidiaries are
of the CSFT. subject to certain restrictions imposed by regulatory authorities.

For additional information related to AIG’s activities with With respect to AIG’s domestic insurance subsidiaries, the
respect to VIEs and certain guarantees, see Notes 1 and 18 of payment of any dividend requires formal notice to the insurance
Notes to Consolidated Financial Statements. department in which the particular insurance subsidiary is

domiciled. Under the laws of many states, an insurer may pay a
Shareholders’ Equity dividend without prior approval of the insurance regulator when

the amount of the dividend is below certain regulatory thresholds.
AIG’s consolidated shareholders’ equity increased during

Other foreign jurisdictions may restrict the ability of AIG’s foreign
2006 and 2005 as follows:

insurance subsidiaries to pay dividends. The most significant
(in millions) 2006 2005 foreign insurance regulatory jurisdictions include Bermuda, Japan,

Hong Kong, Taiwan, the United Kingdom, Thailand and Singapore.Beginning of year $ 86,317 $79,673
Largely as a result of the restrictions, approximately 90 percent ofNet income 14,048 10,477
consolidated shareholders’ equity was restricted from immediateUnrealized appreciation (depreciation)
transfer to AIG parent at December 31, 2006. See Regulation andof investments, net of tax 1,735 (1,978)
Supervision herein. AIG cannot predict how recent regulatoryCumulative translation adjustment,
investigations may affect the ability of its regulated subsidiaries tonet of tax 936 (540)
pay dividends. To AIG’s knowledge, no AIG company is currently onDividends to shareholders (1,690) (1,615)

Other* 331 300 any regulatory or similar ‘‘watch list’’ with regard to solvency. See
also Liquidity herein, Note 12 of Notes to Consolidated FinancialEnd of year $101,677 $86,317
Statements and Item 1A. Risk Factors — Liquidity.

* Reflects the effects of employee stock transactions and in 2006 also
reflects the cumulative effect of accounting changes, including the

Regulation and Supervisionadoption of FAS 158. See Note 1(hh) of Notes to Consolidated Financial
Statements.

AIG’s insurance subsidiaries, in common with other insurers, are
AIG has in the past reinvested most of its unrestricted subject to regulation and supervision by the states and jurisdic-

earnings in its operations and believes such continued reinvest- tions in which they do business. In the U.S., the NAIC has
ment in the future will be adequate to meet any foreseeable developed Risk-Based Capital (RBC) requirements. RBC relates an
capital needs. However, AIG may choose from time to time to individual insurance company’s statutory surplus to the risk
raise additional funds through the issuance of additional inherent in its overall operations.
securities. In preparing both its 2004 and 2005 audited statutory

In February 2007, AIG’s Board of Directors adopted a new financial statements for its Domestic General Insurance compa-
dividend policy, to take effect with the dividend to be declared in nies, AIG agreed with the relevant state regulatory authorities on
the second quarter of 2007, providing that under ordinary the statutory accounting treatment of the various items requiring
circumstances, AIG’s plan will be to increase its common stock adjustment or restatement. With respect to the 2004 audited
dividend by approximately 20 percent annually. statutory financial statements, these adjustments and restate-

ments reduced previously reported General Insurance statutory
surplus at December 31, 2004 by approximately $3.5 billion, toShare Repurchases
approximately $20.6 billion. With respect to the 2005 audited

During 2006, AIG did not purchase any shares of its common
statutory financial statements, the state regulators permitted the

stock under its existing share repurchase authorization. At
Domestic General Insurance companies to record a $724 million

December 31, 2006, an additional 36,542,700 shares could be
reduction to opening statutory surplus as of January 1, 2005.

purchased under the then current authorization by AIG’s Board of
AIG’s insurance subsidiaries file financial statements prepared

Directors. In February 2007, AIG’s Board of Directors increased
in accordance with statutory accounting practices prescribed or

the repurchase program by authorizing the repurchase of shares
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permitted by domestic and foreign insurance regulatory authori- these assessments upon notice. Additionally, certain states
ties. The principal differences between statutory financial state- permit at least a portion of the assessed amount to be used as a
ments and financial statements prepared in accordance with credit against a company’s future premium tax liabilities. There-
U.S. GAAP for domestic companies are that statutory financial fore, the ultimate net assessment cannot reasonably be esti-
statements do not reflect DAC, some bond portfolios may be mated. The guarantee fund assessments net of credits for 2006,
carried at amortized cost, assets and liabilities are presented net 2005 and 2004, respectively, were $97 million, $124 million and
of reinsurance, policyholder liabilities are valued using more $118 million.
conservative assumptions and certain assets are non-admitted. AIG is also required to participate in various involuntary pools

In connection with the filing of the 2005 statutory financial (principally workers compensation business) which provide insur-
statements for AIG’s Domestic General Insurance companies, AIG ance coverage for those not able to obtain such coverage in the
agreed with the relevant state insurance regulators on the voluntary markets. This participation is also recorded upon
statutory accounting treatment of various items. The regulatory notification, as these amounts cannot reasonably be estimated.
authorities have also permitted certain of the domestic and A substantial portion of AIG’s General Insurance business and
foreign insurance subsidiaries to support the carrying value of a majority of its Life Insurance & Retirement Services business
their investments in certain non-insurance and foreign insurance are conducted in foreign countries. The degree of regulation and
subsidiaries by utilizing the AIG audited consolidated financial supervision in foreign jurisdictions varies. Generally, AIG, as well
statements to satisfy the requirement that the U.S. GAAP-basis as the underwriting companies operating in such jurisdictions,
equity of such entities be audited. In addition, the regulatory must satisfy local regulatory requirements. Licenses issued by
authorities have permitted the Domestic General Insurance com- foreign authorities to AIG subsidiaries are subject to modification
panies to utilize audited financial statements prepared on a basis and revocation. Thus, AIG’s insurance subsidiaries could be
of accounting other than U.S. GAAP to value investments in joint prevented from conducting future business in certain of the
ventures, limited partnerships and hedge funds. AIG has received jurisdictions where they currently operate. AIG’s international
similar permitted practices authorizations from insurance regula- operations include operations in various developing nations. Both
tory authorities in connection with the 2006 statutory financial current and future foreign operations could be adversely affected
statements. These permitted practices did not affect the Domes- by unfavorable political developments up to and including national-
tic General Insurance companies’ compliance with minimum ization of AIG’s operations without compensation. Adverse effects
regulatory capital requirements. resulting from any one country may affect AIG’s results of

Statutory capital of each company continued to exceed operations, liquidity and financial condition depending on the
minimum company action level requirements following the adjust- magnitude of the event and AIG’s net financial exposure at that
ments, but AIG nonetheless contributed an additional $750 million time in that country.
of capital into American Home effective September 30, 2005 and Foreign insurance operations are individually subject to local
contributed a further $2.25 billion of capital in February 2006 for solvency margin requirements that require maintenance of ade-
a total of approximately $3 billion of capital into Domestic General quate capitalization, which AIG complies with by country. In
Insurance subsidiaries effective December 31, 2005. To enhance addition, certain foreign locations, notably Japan, have estab-
their current capital positions, AIG suspended dividends from the lished regulations that can result in guarantee fund assessments.
DBG companies from the fourth quarter 2005 through 2006, but These have not had a material effect on AIG’s financial condition
AIG expects dividend payments will resume in the first quarter of or results of operations.
2007. AIG believes it has the capital resources and liquidity to
fund any necessary statutory capital contributions. Liquidity

As discussed above, various regulators have commenced
AIG manages liquidity at both the subsidiary and parent company

investigations into certain insurance business practices. In addi-
levels. At December 31, 2006, AIG’s consolidated invested

tion, the OTS and other regulators routinely conduct examinations
assets, primarily held by its subsidiaries, included $26.8 billion in

of AIG and its subsidiaries, including AIG’s consumer finance
cash and short-term investments. Consolidated net cash provided

operations. AIG cannot predict the ultimate effect that these
from operating activities in 2006 amounted to $6.8 billion. At the

investigations and examinations, or any additional regulation
parent company level, liquidity management activities are con-

arising therefrom, might have on its business. Federal, state or
ducted in a manner to preserve and enhance funding stability,

local legislation may affect AIG’s ability to operate and expand its
flexibility, and diversity through the full range of potential operating

various financial services businesses, and changes in the current
environments and market conditions. AIG’s primary sources of

laws, regulations or interpretations thereof may have a material
cash flow are dividends and other payments from its regulated

adverse effect on these businesses.
and unregulated subsidiaries, as well as issuances of debt

AIG’s U.S. operations are negatively affected under guarantee
securities. Primary uses of cash flow are for debt service,

fund assessment laws which exist in most states. As a result of
subsidiary funding and shareholder dividend payments. Manage-

operating in a state which has guarantee fund assessment laws,
ment believes that AIG’s liquid assets, cash provided by opera-

a solvent insurance company may be assessed for certain
tions and access to the capital markets will enable it to meet its

obligations arising from the insolvencies of other insurance
anticipated cash requirements, including the funding of increased

companies which operated in that state. AIG generally records
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dividends under AIG’s new dividend policy and repurchases of tial portion of the Life Insurance & Retirement Services operations
common stock. bond portfolio diminished significantly in value and/or defaulted,

AIG might need to liquidate other portions of its Life Insurance &
Retirement Services investment portfolio and/or arrange financ-Insurance Operations
ing. Potential events causing such a liquidity strain could be the

The liquidity of the combined insurance operations is derived both
result of economic collapse of a nation or region in which Life

domestically and abroad. The combined insurance operating cash
Insurance & Retirement Services operations exist, nationalization,

flow is derived from two sources, underwriting operations and
terrorist acts, or other economic or political upheaval. In addition,

investment operations. Cash flow from underwriting operations
a significant rise in interest rates leading to a major increase in

includes periodic premium collections, including policyholders’
policyholder surrenders could also create a liquidity strain.

contract deposits, and paid loss recoveries, less reinsurance
premiums, losses, benefits, and acquisition and operating ex- Financial Services
penses. Generally, there is a time lag from when premiums are
collected and, when as a result of the occurrence of events AIG’s major Financial Services operating subsidiaries consist of
specified in the policy, the losses and benefits are paid. AIGFP, ILFC, AGF and AIGCFG. Sources of funds considered in
Investment cash flow is primarily derived from interest and meeting the liquidity needs of AIGFP’s operations include GIAs,
dividends received and includes realized capital gains net of issuance of long-term and short-term debt, proceeds from maturi-
realized capital losses. ties, sales of securities available for sale and securities and spot

In addition to the combined insurance operating cash flow, commodities leased or sold under repurchase agreements. ILFC,
AIG’s insurance operations held $11.2 billion in cash and short- AGF and AIGCFG utilize the commercial paper markets, bank loans
term investments at December 31, 2006. Operating cash flow and and bank credit facilities as sources of liquidity. ILFC and AGF
the cash and short-term balances held provided AIG’s insurance also fund in the domestic and international capital markets
operations with a significant amount of liquidity. This liquidity is without reliance on any guarantee from AIG. An additional source
available, among other things, to purchase predominately high of liquidity for ILFC is the use of export credit facilities. AIGCFG
quality and diversified fixed income securities and, to a lesser also uses wholesale and retail bank deposits as sources of funds.
extent, marketable equity securities, and to provide mortgage On occasion, AIG has provided equity capital to ILFC, AGF and
loans on real estate, policy loans, and collateral loans. This cash AIGCFG and provides intercompany loans to AIGCFG.
flow coupled with proceeds of approximately $126 billion from the
maturities, sales and redemptions of fixed income securities and Asset Management
from the sale of equity securities was used to purchase

Asset Management operating cash flow is derived primarily from
approximately $161 billion of fixed income securities and market-

investment income in connection with domestic and foreign GICs
able equity securities during 2006.

and from the collection of various forms of investment manage-
See also Operating Review — General Insurance Operations

ment fees, brokerage commissions and custody fees earned from
— General Insurance Net Investment Income and Life Insurance &

affiliated and unaffiliated clients. Investment management fees
Retirement Services Operations — Life Insurance & Retirement

are typically asset-based fees collected on a periodic basis, while
Services Net Investment Income and Realized Capital Gains

brokerage commissions and custody fees are more transaction
(Losses) herein.

driven and received on a continual basis. Asset Management also
derives cash from the realization of gains earned through its

General Insurance
investment partnership holdings and collects various forms of

General Insurance operating cash flow is derived from underwriting incentive management fees. These incentive management fees,
and investment activities. With respect to General Insurance which are typically based on the appreciation and/or realization of
operations, if paid losses accelerated beyond AIG’s ability to fund gains on managed assets, are generally received in the form of
such paid losses from current operating cash flows, AIG might carried interest earned from sponsored funds managed on behalf
need to liquidate a portion of its General Insurance investment of clients. Asset Management’s spread-based investment busi-
portfolio and/or arrange for financing. Potential events causing ness derives cash from the investment income and the sale of
such a liquidity strain could be the result of several significant invested assets backing these contract liabilities.
catastrophic events occurring in a relatively short period of time. AIGGIG incurs expenses with associated cash outflows from
Additional strain on liquidity could occur if the investments the operation of its business, including costs related to portfolio
liquidated to fund such paid losses were sold into a depressed management and related back and middle office costs. In
market place and/or reinsurance recoverable on such paid losses addition, cash is used in association with investment warehousing
became uncollectible or collateral supporting such reinsurance activities wherein AIGGIG funds and holds an investment for the
recoverable significantly decreased in value. benefit of a future investment vehicle.

Cash needs for the spread-based investment business are
principally the result of GIC maturities. Significant blocks of theLife Insurance & Retirement Services
GIC portfolio will mature over the next five years. AIG utilizes

Life Insurance & Retirement Services operating cash flow is
asset liability matching to control liquidity risks associated with

derived from underwriting and investment activities. If a substan-
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this business. In addition, AIG believes that its products incorpo- potential operating environments and market conditions. Assess-
rate certain restrictions which encourage persistency, limiting the ing liquidity risk involves forecasting of cash inflows/outflows on
magnitude of unforeseen surrenders in the GIC portfolio. both a short- and long-term basis. Corporate Treasury is responsi-

Liquidity for Asset Management operations can be affected by ble for formulating the parent company’s liquidity and contingency
significant credit or geopolitical events that might cause a delay in planning efforts, as well as for execution of AIG’s specific funding
fund closings, securitizations or an inability of AIG’s clients to activities. Through active liquidity management, AIG seeks to
fund their capital commitments. AIGGIG has relied upon AIG from retain stable, reliable and cost-effective funding sources. In
time to time in order to fund certain liquidity requirements addition to current liquidity requirements, factors which affect
associated with investment warehousing. In addition, AIG Global funding decisions include market conditions, prevailing interest
Real Estate maintains several external credit lines in order to fund rates and the desired maturity profile of liabilities. The objectives
its ongoing property development and construction related of contingency planning are to ensure maintenance of appropriate
activities. liquidity during normal and stress periods, to measure and project

funding requirements during periods of stress, and to manage
access to funding sources. Diversification of funding sources is anAIG (Parent Company)
important element of AIG’s liquidity risk management approach.

The liquidity of the parent company is principally derived from its
AIG’s liquidity could be impaired by an inability to access the

subsidiaries. The primary sources of cash flow are dividends and
capital markets or by unforeseen significant outflows of cash. This

other payments from its regulated and unregulated subsidiaries,
situation may arise due to circumstances that AIG may be unable

as well as issuance of debt securities. Primary uses of cash flow
to control, such as a general market disruption or an operational

are for debt service, subsidiary funding, shareholder dividend
problem that affects third parties or AIG. Regulatory and other

payments and purchases of outstanding shares of common stock.
legal restrictions may limit AIG’s ability to transfer funds freely,

In 2006, AIG Parent collected $2.1 billion in dividends and other
either to or from its subsidiaries. In particular, many of AIG’s

payments from subsidiaries and issued $6.6 billion in debt
subsidiaries, including its insurance subsidiaries, are subject to

securities excluding MIP and Series AIGFP debt. AIG Parent also
laws and regulations that authorize regulatory bodies to block or

made interest payments totaling $232 million, made $2.9 billion
reduce the flow of funds to the parent holding company, or that

in capital contributions to subsidiaries (principally $2.3 billion to
prohibit such transfers altogether in certain circumstances. These

DBG), and paid $1.6 billion in dividends to shareholders in 2006.
laws and regulations may hinder AIG’s ability to access funds that

No share repurchases were made by AIG Parent in 2006.
it may need to make payments on its obligations. Because of the

AIG funds its short-term working capital needs through com-
wide geographic profile of AIG’s regulated subsidiaries, manage-

mercial paper issued by AIG Funding. As of December 31, 2006,
ment believes that these cash flows represent a diversified source

AIG Funding had $4.8 billion of commercial paper outstanding with
of liquidity for AIG. For a further discussion of the regulatory

an average maturity of 28 days. As additional liquidity, AIG and
environment in which AIG subsidiaries operate and other issues

AIG Funding maintain revolving credit facilities that, as of
affecting AIG’s liquidity, see Item 1A. Risk Factors.

December 31, 2006, had an aggregate of $5.8 billion available to
be drawn, which are summarized above under Revolving Credit Invested Assets
Facilities.

At the parent company level, liquidity management activities AIG’s investment strategy is to invest primarily in high quality
are conducted in a manner intended to preserve and enhance securities while maintaining diversification to avoid significant
funding stability, flexibility, and diversity through the full range of exposure to issuer, industry and/or country concentrations.
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The following tables summarize the composition of AIG’s invested assets by segment, at December 31, 2006 and
2005:

Life
Insurance &

General Retirement Financial Asset
(in millions) Insurance Services Services Management Other Total

2006
Fixed maturities:

Bonds available for sale, at fair value $ 67,994 $287,360 $ 1,357 $30,680 $ — $387,391
Bonds held to maturity, at amortized cost 21,437 — — — — 21,437
Bond trading securities, at fair value 1 1,995 — 7,041 — 9,037

Equity securities:
Common stocks available for sale, at fair value 4,245 8,711 — 226 80 13,262
Common and preferred stocks trading, at fair value 350 13,705 — 366 — 14,421
Preferred stocks available for sale, at fair value 1,884 650 5 — — 2,539

Mortgage loans on real estate, net of allowance 13 12,852 95 4,107 — 17,067
Policy loans 1 7,458 2 48 (8) 7,501
Collateral and guaranteed loans, net of allowance 3 733 2,301 729 84 3,850
Financial services assets:

Flight equipment primarily under operating leases, net of
accumulated depreciation — — 39,875 — — 39,875

Securities available for sale, at fair value — — 47,205 — — 47,205
Trading securities, at fair value — — 5,031 — — 5,031
Spot commodities — — 220 — — 220
Unrealized gain on swaps, options and forward transactions — — 19,252 — — 19,252
Trading assets — — 2,468 — — 2,468
Securities purchased under agreements to resell, at contract

value — — 33,702 — — 33,702
Finance receivables, net of allowance — — 29,573 — — 29,573

Securities lending collateral, at fair value 5,376 50,099 76 13,755 — 69,306
Other invested assets 9,207 14,263 2,212 15,823 609 42,114
Short-term investments, at cost 3,281 6,893 1,245 13,825 5 25,249

Total investments and financial services assets as shown on
the balance sheet 113,792 404,719 184,619 86,600 770 790,500

Cash 334 672 390 186 8 1,590
Investment income due and accrued 1,363 4,364 23 326 1 6,077
Real estate, net of accumulated depreciation 570 698 17 75 26 1,386

Total invested assets* $116,059 $410,453 $185,049 $87,187 $805 $799,553

* At December 31, 2006, approximately 68 percent and 32 percent of invested assets were held in domestic and foreign investments, respectively.
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Life
Insurance &

General Retirement Financial Asset
(in millions) Insurance Services Services Management Other Total

2005
Fixed maturities:

Bonds available for sale, at fair value $50,870 $273,165 $ 1,307 $34,174 $ — $359,516
Bonds held to maturity, at amortized cost 21,528 — — — — 21,528
Bond trading securities, at fair value — 1,073 — 3,563 — 4,636

Equity securities:
Common stocks available for sale, at fair value 4,505 7,436 — 227 59 12,227
Common stocks trading, at fair value 425 8,122 — 412 — 8,959
Preferred stocks available for sale, at fair value 1,632 760 10 — — 2,402

Mortgage loans on real estate, net of allowance 14 10,247 71 3,968 — 14,300
Policy loans 2 6,987 2 48 — 7,039
Collateral and guaranteed loans, net of allowance 3 1,172 1,719 578 98 3,570
Financial services assets:

Flight equipment primarily under operating leases, net of
accumulated depreciation — — 36,245 — — 36,245

Securities available for sale, at fair value — — 37,511 — — 37,511
Trading securities, at fair value — — 6,499 — — 6,499
Spot commodities — — 92 — — 92
Unrealized gain on swaps, options and forward transactions — — 18,695 — — 18,695
Trading assets — — 1,204 — — 1,204
Securities purchased under agreements to resell, at contract

value — 28 14,519 — — 14,547
Finance receivables, net of allowance — — 27,995 — — 27,995

Securities lending collateral, at fair value 4,931 42,991 — 11,549 — 59,471
Other invested assets 6,350 9,847 2,758 12,096 21 31,072
Short-term investments, at cost 2,482 5,855 1,382 5,619 4 15,342

Total investments and financial services assets as shown on the
balance sheet 92,742 367,683 150,009 72,234 182 682,850

Cash 305 989 331 196 76 1,897
Investment income due and accrued 1,232 4,073 18 402 2 5,727
Real estate, net of accumulated depreciation 525 659 17 73 19 1,293

Total invested assets* $94,804 $373,404 $150,375 $72,905 $279 $691,767

* At December 31, 2005, approximately 70 percent and 30 percent of invested assets were held in domestic and foreign investments, respectively.

combination of added diversification and attractive long-termGeneral Insurance Invested Assets
returns.In AIG’s General Insurance business, the duration of liabilities for

General Insurance invested assets grew by $21.3 billion, orlong-tail casualty lines is greater than other lines. As differentiated
22 percent, during 2006 as bond holdings grew by $17 billion, orfrom the Life Insurance & Retirement Services companies, the
24 percent. Listed equity holdings remained essentially flat atfocus is not on asset-liability matching, but on preservation of
$6.5 billion.capital and growth of surplus.

Fixed income holdings of the Domestic General Insurance
Life Insurance & Retirement Services Investedcompanies are comprised primarily of tax-exempt securities, which
Assetsprovide attractive risk-adjusted after-tax returns. These high quality
With respect to Life Insurance & Retirement Services, AIG’smunicipal investments have an average rating of high AA.
investment strategy is to produce cash flows greater thanFixed income assets held in Foreign General Insurance are of
maturing insurance liabilities. AIG actively manages the asset-high quality and short to intermediate duration, averaging
liability relationship in its foreign operations, as it has been doing4.2 years compared to 7.2 years for those in Domestic General
throughout AIG’s history, even though certain territories lackInsurance.
qualified long-term investments or certain local regulatory authori-While reserves are invested in conventional fixed income
ties may impose investment restrictions. For example, in severalsecurities in Domestic General Insurance, a modest portion of
Southeast Asian countries, the duration of investments is shortersurplus is allocated to large capitalization, high-dividend, public
than the effective maturity of the related policy liabilities.equity strategies and to alternative investments, including private
Therefore, there is risk that the reinvestment of the proceeds atequity and hedge funds. These investments have provided a
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the maturity of the initial investments may be at a yield below that AIG actively manages the asset-liability relationship in its
of the interest required for the accretion of the policy liabilities. domestic operations. This relationship is more easily managed
Additionally, there exists a future investment risk associated with through the availability of qualified long-term investments.
certain policies currently in-force which will have premium receipts A number of guaranteed benefits, such as living benefits or
in the future. That is, the investment of these future premium guaranteed minimum death benefits, are offered on certain
receipts may be at a yield below that required to meet future variable life and variable annuity products. AIG manages its
policy liabilities. exposure resulting from these long-term guarantees through

In 2006, new money investment rates generally increased in reinsurance or capital market hedging instruments.
the U.S., Japan and Taiwan, and were generally unchanged in AIG invests in equities for various reasons, including diversify-
Thailand. In regard to in-force business, management focus is ing its overall exposure to interest rate risk. Available for sale
required in both the investment and product management process bonds and equity securities are subject to declines in fair value.
to maintain an adequate yield to match the interest necessary to Such declines in fair value are presented in unrealized apprecia-
support future policy liabilities. Business strategies continue to tion or depreciation of investments, net of taxes, as a component
evolve to maintain profitability of the overall business. In some of Accumulated other comprehensive income. Declines that are
countries, new products are being introduced with minimal determined to be other-than-temporary are reflected in income in
investment guarantees resulting in a shift toward investment the period in which the intent to hold the securities to recovery no
linked savings products and away from traditional savings prod- longer exists. See Valuation of Invested Assets herein. Generally,
ucts with higher guarantees. insurance regulations restrict the types of assets in which an

The investment of insurance cash flows and reinvestment of insurance company may invest. When permitted by regulatory
the proceeds of matured securities and coupons requires active authorities and when deemed necessary to protect insurance
management of investment yields while maintaining satisfactory assets, including invested assets, from adverse movements in
investment quality and liquidity. foreign currency exchange rates, interest rates and equity prices,

AIG may use alternative investments in certain foreign jurisdic- AIG and its insurance subsidiaries may enter into derivative
tions where interest rates remain low and there are limited long- transactions as end users to hedge their exposures. For a further
dated bond markets, including equities, real estate and foreign discussion of AIG’s use of derivatives, see Risk Management —
currency denominated fixed income instruments to extend the Credit Risk Management — Derivatives herein.
duration or increase the yield of the investment portfolio to more In certain jurisdictions, significant regulatory and/or foreign
closely match the requirements of the policyholder liabilities and governmental barriers exist which may not permit the immediate
DAC recoverability. This strategy has been effectively used in free flow of funds between insurance subsidiaries or from the
Japan and more recently by Nan Shan in Taiwan. In Japan, foreign insurance subsidiaries to AIG parent. For a discussion of these
assets, excluding those matched to foreign liabilities, were restrictions, see Item 1. Business — Regulation.
approximately 30 percent of statutory assets, which is below the Life Insurance & Retirement Services invested assets grew by
maximum allowable percentage under current local regulation. $37.0 billion, or 10 percent, during 2006 as bond holdings grew
Foreign assets comprised approximately 32 percent of Nan by $15.1 billion, or 6 percent, and listed equity holdings grew by
Shan’s invested assets at December 31, 2006, slightly below the $6.7 billion, or 41 percent. For a discussion of credit risk
maximum allowable percentage under current local regulation. The exposures, see Risk Management — Credit Risk Management
majority of Nan Shan’s in-force policy portfolio is traditional life herein.
and endowment insurance products with implicit interest rate
guarantees. New business with lower interest rate guarantees are Financial Services Invested Assets
gradually reducing the overall interest requirements, but asset ILFC
portfolio yields have declined faster due to the prolonged low

The cash used for the purchase of flight equipment is derivedinterest rate environment. As a result, although the investment
primarily from the proceeds of ILFC’s debt financings. The primarymargins for a large block of in-force policies are negative, the
sources for the repayment of this debt and the related interestblock remains profitable because the mortality and expense
expense are ILFC’s cash flow from operations, proceeds from themargins presently exceed the negative investment spread. In
sale of flight equipment and the rollover and refinancing of theresponse to the low interest rate environment and the volatile
prior debt. During 2006, ILFC acquired flight equipment costingexchange rate of the NT dollar, Nan Shan is emphasizing new
$6.0 billion. For a further discussion of ILFC’s borrowings, seeproducts with lower implied guarantees, including participating
Operating Review — Financial Services Operations — Aircraft Leas-endowments and investment linked products. Although the risks of
ing and Capital Resources — Borrowings herein.a continued low interest rate environment coupled with a volatile

At December 31, 2006, ILFC had committed to purchase 254NT dollar could increase net liabilities and require additional
new aircraft deliverable from 2007 through 2015 for an estimatedcapital to maintain adequate local solvency margins, Nan Shan
aggregate purchase price of $19.0 billion. As of February 22,currently believes it has adequate resources to meet all future
2007, ILFC has entered into leases for all of the new aircraft topolicy obligations.
be delivered in 2007, and 64 of 171 of the new aircraft to be
delivered subsequent to 2007. ILFC will be required to find
customers for any aircraft currently on order and any aircraft to be
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ordered, and it must arrange financing for portions of the terms of the investment security, which achieves the economic
purchase price of such equipment. ILFC has been successful to result of converting the return on the underlying security to
date both in placing its new aircraft on lease or under sales U.S. dollar LIBOR plus or minus a spread based on the underlying
contract and obtaining adequate financing, but there can be no profit on each security on the initial trade date. The market risk
assurance that such success will continue in future environments. associated with such internal hedges is managed on a portfolio

basis, with third-party hedging transactions executed as neces-
sary. As hedge accounting treatment was not achieved in 2006,Capital Markets
the unrealized gains and losses on the derivative transactions

Capital Markets derivative transactions are carried at market value
with unaffiliated third parties were reflected in operating income.

or at estimated fair value when market prices are not readily
The unrealized gains and losses on the underlying securities

available. AIGFP reduces its economic risk exposure through
available for sale resulting from changes in interest rates and

similarly valued offsetting transactions including swaps, trading
currency rates and commodity and equity prices were included in

securities, options, forwards and futures. The estimated fair
Accumulated other comprehensive income, or in operating income,

values of these transactions represent assessments of the
as appropriate. When a security is sold, the realized gain or loss

present value of expected future cash flows. These transactions
with respect to this security is then included in operating income.

would be exposed to liquidity risk if AIGFP were required to sell or
Securities purchased under agreements to resell are treated

close out the transactions prior to maturity. AIG believes that the
as collateralized financing transactions. AIGFP takes possession

effect of any such event would not be significant to AIG’s financial
of or obtains a security interest in securities purchased under

condition or its overall liquidity. For a further discussion on the
agreements to resell.

use of derivatives by Capital Markets, see Operating Review —
AIGFP owns inventories in certain commodities in which it

Financial Services Operations — Capital Markets and Risk Man-
trades, and may reduce the exposure to market risk through the

agement — Derivatives herein and Note 19 of Notes to Consoli-
use of swaps, forwards, futures, and option contracts. Physical

dated Financial Statements.
commodities held in AIGFP’s wholly owned broker-dealer subsidi-

AIGFP uses the proceeds from the issuance of notes and
ary are recorded at fair value. All other commodities are recorded

bonds and GIAs to invest in a diversified portfolio of securities,
at the lower of cost or market value.

including securities available for sale, at market, and derivative
Trading securities, at fair value, and securities and spot

transactions. The funds may also be invested in securities
commodities sold but not yet purchased, at fair value, are marked

purchased under agreements to resell. The proceeds from the
to market daily with the unrealized gain or loss being recognized

disposal of the aforementioned securities available for sale and
in income at that time. These trading securities are purchased

securities purchased under agreements to resell are used to fund
and sold as necessary to meet the risk management objectives of

the maturing GIAs or other AIGFP financings, or invest in new
Capital Markets operations.

assets. For a further discussion of AIGFP’s borrowings, see
The gross unrealized gains and gross unrealized losses ofCapital Resources — Borrowings herein.
Capital Markets operations included in the financialSecurities available for sale is predominately a diversified
services assets and liabilities at December 31, 2006portfolio of high grade fixed income securities, where the
were as follows:individual securities have varying degrees of credit risk. At

December 31, 2006, the average credit rating of this portfolio
Gross Gross

was in the AA+ category or the equivalent thereto as determined Unrealized Unrealized
(in millions) Gains Lossesthrough rating agencies or internal review. AIGFP has also entered

into credit derivative transactions to economically hedge its credit Securities available for sale, at fair
value(a) $ 1,575 $ 282risk associated with $128 million of these securities. Securities

Unrealized gain/loss on swaps, optionsdeemed below investment grade at December 31, 2006
and forward transactions(b) 19,252 11,401amounted to approximately $340 million in fair value, representing

0.7 percent of the total AIGFP securities available for sale. There (a) See Note 8(i) of Notes to Consolidated Financial Statements.
have been no significant downgrades through February 15, 2007. (b) These amounts are also presented as the respective balance sheet

amounts.If its securities available for sale portfolio were to suffer
significant default and the collateral held declined significantly in

The senior management of AIG defines the policies and
value with no replacement or the credit default swap counterparty

establishes general operating parameters for Capital Markets
failed to perform, AIGFP could have a liquidity strain. AIG

operations. AIG’s senior management has established various
guarantees AIGFP’s payment obligations, including its debt

oversight committees to monitor on an ongoing basis the various
obligations.

financial market, operational and credit risks attendant to the
AIGFP’s exposure management objective is to minimize interest

Capital Markets operations. The senior management of AIGFP
rate, currency, commodity and equity risks associated with its

reports the results of its operations to and reviews future
securities available for sale. That is, when AIGFP purchases a

strategies with AIG’s senior management.
security for its securities available for sale investment portfolio, it

AIGFP actively manages the exposures to limit potential losses,
simultaneously enters into an offsetting internal hedge such that

while maximizing the rewards afforded by these business opportu-
the payment terms of the hedging transaction offset the payment
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nities. In doing so, AIGFP must continually manage a variety of available for sale. Therefore, the decision to sell any such fixed
exposures, including credit, market, liquidity, operational and legal maturity security classified as available for sale reflects the
risks. judgment of AIG’s management that the security sold is unlikely to

provide, on a relative value basis, as attractive a return in the
future as alternative securities entailing comparable risks. WithConsumer Finance
respect to distressed securities, the sale decision reflects

AIG’s Consumer Finance operations provide a wide variety of
management’s judgment that the risk-discounted anticipated ulti-

consumer finance products, including real estate and other
mate recovery is less than the value achievable on sale.

consumer loans, credit card loans, retail sales finance and credit-
related insurance to customers both domestically and overseas, Traded Securities
particularly in emerging markets. These products are funded
through a combination of deposits and various borrowings, The valuation of AIG’s investment portfolio involves obtaining a
including commercial paper and medium-term notes. AIG’s Con- market value for each security. The source for the fair value is
sumer Finance operations are exposed to credit risk and risk of generally from market exchanges or dealer quotations, with the
loss resulting from adverse fluctuations in interest rates. Over half exception of nontraded securities. AIG considers nontraded securi-
of the finance receivables are real estate loans which are ties to mean certain fixed income investments, certain structured
substantially collateralized by the related properties. securities, direct private equities, limited partnerships, and hedge

With respect to credit losses, the allowance for losses is funds.
maintained at a level considered adequate to absorb anticipated
credit losses existing in that portfolio as of the balance sheet Nontraded Securities
date.

The aggregate carrying value of AIG’s nontraded securities at
December 31, 2006 was approximately $67 billion. The methodol-Asset Management Invested Assets
ogy used to estimate fair value of nontraded fixed income

Asset Management invested assets are primarily comprised of investments is by reference to traded securities with similar
assets supporting AIG’s spread-based investment business, which attributes and using a matrix pricing methodology. This methodol-
includes AIG’s MIP and domestic GIC programs as well as AIG’s ogy takes into account such factors as the issuer’s industry, the
foreign spread-based business. Asset Management invested as- security’s rating and tenor, its coupon rate, its position in the
sets also include assets attributable to certain consolidated capital structure of the issuer, and other relevant factors. The
partnerships and variable interest entities. A portion of these change in fair value is recognized as a component of Accumulated
consolidated assets is offset by minority interest liabilities other comprehensive income, net of tax.
attributable to unaffiliated investor entities in AIG-sponsored For certain structured securities, the carrying value is based
investment vehicles. on an estimate of the security’s future cash flows pursuant to the

The spread-based investment business strategy is to produce requirements of Emerging Issues Task Force Issue No. 99-20,
cash flows greater than maturing liabilities. The asset-liability ‘‘Recognition of Interest Income and Impairment on Purchased
relationship is managed actively, leveraging the organization’s and Retained Beneficial Interests in Securitized Financial Assets.’’
experience in the Life Insurance & Retirement Services segment. The change in carrying value is recognized in income.
Margins are emphasized while maintaining satisfactory investment Hedge funds and limited partnerships in which AIG holds in the
quality and liquidity. The invested assets are predominantly fixed aggregate less than a five percent interest are carried at fair
income securities for the spread-based investment business. value. The change in fair value is recognized as a component of

Asset Management invested assets grew by $14.3 billion, or Accumulated other comprehensive income, net of tax.
20 percent during 2006, although aggregate Asset Management With respect to hedge funds and limited partnerships in which
fixed income investments remained essentially flat at $37.7 bil- AIG holds in the aggregate a five percent or greater interest, or
lion. The growth in invested assets was primarily attributable to less than a five percent interest but where AIG has more than a
increases in short-term investments, securities lending collateral minor influence over the operations of the investee, AIG accounts
and real estate investments. These increases were primarily for these investments using the equity method. The changes in
driven by continued growth of the MIP and AIG’s foreign spread- such net asset values are included in operating income.
based business, and the growth of AIG’s institutional Asset AIG obtains the fair value of its investments in limited
Management business. These increases were partially offset by partnerships and hedge funds from information provided by the
the decrease in assets associated with the runoff of the domestic general partner or manager of each of these investments, the
GIC program. accounts of which generally are audited on an annual basis.

Each of these investment categories is regularly tested to
determine if impairment in value exists. Various valuation tech-Valuation of Invested Assets
niques are used with respect to each category in this

AIG has the ability to hold any fixed maturity security to its stated
determination.

maturity, including those fixed maturity securities classified as
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$944 million, $598 million and $684 million in 2006, 2005 andPortfolio Review
2004, respectively. Just over half of other-than-temporary impair-

AIG periodically evaluates its securities for other-than-temporary ment charges in 2006 were a result of the decision not to hold
impairments in valuation. As a matter of policy, the determination these investment securities until they fully recover in value. The
that a security has incurred an other-than-temporary decline in writedowns recorded in 2005 and 2004 were primarily the result
value and the amount of any loss recognition requires the of adverse changes in the creditworthiness of the issuer.
judgment of AIG’s management and a continual review of its No impairment charge with respect to any one single credit
investments. See Note 1(e) of Notes to Consolidated Financial was significant to AIG’s consolidated financial condition or results
Statements for further information on AIG’s policy. of operations, and no individual impairment loss exceeded

Once a security has been identified as other-than-temporarily 1.0 percent of consolidated net income for 2006.
impaired, the amount of such impairment is determined by Excluding the other-than-temporary impairments noted above,
reference to that security’s contemporaneous market price and the changes in fair value for AIG’s available for sale portfolio,
recorded as a charge to earnings. which constitutes the vast majority of AIG’s investments, were

As a result of these policies, AIG recorded, in realized capital recorded in Accumulated other comprehensive income as unreal-
gains (losses), other-than-temporary impairment pretax losses of ized gains or losses, net of tax.

At December 31, 2006, aggregate pretax unrealized gains were $17.5 billion, while the pretax unrealized losses with
respect to investment grade bonds, non-investment grade bonds and equity securities were $3.6 billion, $134 million
and $159 million, respectively. Aging of the pretax unrealized losses with respect to these securities, distributed as a
percentage of cost relative to unrealized loss (the extent by which the fair value is less than amortized cost or cost),
including the number of respective items, was as follows:

Less than or equal to Greater than 20% to Greater than 50% 
20% of Cost(a) 50% of Cost(a) of Cost(a) Total

Aging Unrealized Unrealized Unrealized Unrealized
(dollars in millions) Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss(b) Items

Investment
grade bonds

0-6 months $ 28,869 $ 376 3,941 $ 74 $17 9 $ — $ — — $ 28,943 $ 393 3,950

7-12 months 37,835 777 4,876 — — — — — — 37,835 777 4,876

H12 months 82,945 2,377 10,640 10 4 5 — — — 82,955 2,381 10,645

Total $149,649 $3,530 19,457 $ 84 $21 14 $ — $ — — $149,733 $3,551 19,471

Below
investment
grade bonds

0-6 months $ 1,828 $ 56 341 $ 3 $ 1 5 $ 1 $ 1 4 $ 1,832 $ 58 350

7-12 months 1,043 28 146 3 1 4 — — — 1,046 29 150

H12 months 1,085 47 201 — — — — — — 1,085 47 201

Total $ 3,956 $ 131 688 $ 6 $ 2 9 $ 1 $ 1 4 $ 3,963 $ 134 701

Total bonds

0-6 months $ 30,697 $ 432 4,282 $ 77 $18 14 $ 1 $ 1 4 $ 30,775 $ 451 4,300

7-12 months 38,878 805 5,022 3 1 4 — — — 38,881 806 5,026

H12 months 84,030 2,424 10,841 10 4 5 — — — 84,040 2,428 10,846

Total $153,605 $3,661 20,145 $ 90 $23 23 $ 1 $ 1 4 $153,696 $3,685 20,172

Equity securities

0-6 months $ 2,042 $ 86 1,309 $ 68 $20 54 $ 1 $ — 3 $ 2,111 $ 106 1,366

7-12 months 566 36 309 56 16 72 1 1 3 623 53 384

H12 months — — — — — — — — — — — —

Total $ 2,608 $ 122 1,618 $124 $36 126 $ 2 $ 1 6 $ 2,734 $ 159 1,750

(a) For bonds, represents amortized cost.

(b) As more fully described above, upon realization, certain realized losses will be charged to participating policyholder accounts, or realization will result in
a current decrease in the amortization of DAC.
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At December 31, 2006, the fair value of AIG’s fixed maturities responsible for establishing and implementing risk management
and equity securities aggregated $496.0 billion. At December 31, processes and responding to the individual needs and issues
2006, aggregate unrealized gains after taxes for fixed maturity within their business, including risk concentrations within their
and equity securities were $11.4 billion. At December 31, 2006, business segments.
the aggregate unrealized losses after taxes of fixed maturity and
equity securities were approximately $2.5 billion. Corporate Risk Management

The effect on net income of unrealized losses after taxes will
AIG’s major risks are addressed at the corporate level through the

be mitigated upon realization because certain realized losses will
Enterprise Risk Management Department (ERM). ERM is headed

be charged to participating policyholder accounts, or realization
by AIG’s Chief Risk Officer (CRO) and is responsible for assisting

will result in current decreases in the amortization of certain DAC.
AIG’s business leaders, executive management and the Board of

At December 31, 2006, unrealized losses for fixed maturity
Directors to identify, assess, quantify, manage and mitigate the

securities and equity securities did not reflect any significant
risks incurred by AIG. An important goal of ERM is to ensure that

industry concentrations.
once appropriate governance, authorities, procedures and policies

The amortized cost of fixed maturities available for sale have been established, aggregated risks do not result in inappro-
in an unrealized loss position at December 31, 2006, by priate concentrations.
contractual maturity, is shown below: Senior management defines the policies, has established

general operating parameters for its global businesses and has
(in millions) Amortized Cost

established various oversight committees to monitor the risks
Due in one year or less $ 6,139

attendant to its businesses:Due after one year through five years 31,839
( The Credit Risk Committee (CRC) is responsible forDue after five years through ten years 51,084

Due after ten years 64,634 (i) approving credit risk policies and procedures for use
Total $153,696 throughout AIG; (ii) delegating credit authority to business unit

credit officers and select business unit managers;
For the year ended December 31, 2006, the pretax realized (iii) approving transaction requests and limits for corporate,

losses incurred with respect to the sale of fixed maturities and sovereign and cross-border credit exposures that exceed the
equity securities were $1.3 billion. The aggregate fair value of delegated authorities; (iv) establishing and maintaining AIG’s
securities sold was $43 billion, which was approximately 97 per- risk rating process for corporate, financial and sovereign
cent of amortized cost. The average period of time that securities obligors; and (v) regular reviews of credit risk exposures in the
sold at a loss during the year ended December 31, 2006 were portfolios of all credit-incurring business units.
trading continuously at a price below book value was approxi- ( The Financial Risk Committee (FRC) oversees AIG’s market risk
mately four months. See Risk Management — Investments herein exposures to interest rates, foreign exchange and equity prices
for an additional discussion of investment risks associated with and provides strategic direction for AIG’s asset-liability manage-
AIG’s investment portfolio. ment. The FRC meets monthly and acts as a central mecha-

nism for AIG senior management to review comprehensive
Risk Management information on AIG’s financial exposures and to exercise broad

control over these exposures.Overview
( The Foreign Exchange Committee (FEC) monitors trends in

AIG believes that strong risk management practices and a sound foreign exchange rates, reviews AIG’s foreign exchange expo-
internal control environment are fundamental to its continued sures, and provides recommendations on foreign currency
success and profitable growth. Failure to manage risk properly asset allocation and remittance hedging.
could expose AIG to significant losses, regulatory issues and a ( The Derivatives Review Committee (DRC) provides an indepen-
damaged reputation. dent review of any proposed derivative transaction or program

The major risks to which AIG is exposed include the following: not otherwise managed by AIGFP. The DRC examines, among
( Insurance risk — the potential loss resulting from ultimate other things, the nature and purpose of the derivative transac-

claims and expenses exceeding held reserves. tion, its potential credit exposure, if any, and the estimated
( Credit risk — the potential loss arising from an obligor’s benefits.

inability or unwillingness to meet its obligations to AIG. ( The Complex Structured Finance Transaction Committee
( Market risk — the potential loss arising from adverse fluctua- (CSFTC) has the authority and responsibility to review and

tions in interest rates, foreign currencies, equity and commod- approve proposed transactions that could subject AIG to
ity prices, and their levels of volatility. heightened legal, reputational, accounting, or regulatory risk

( Operational risk — the potential loss resulting from inadequate (CSFTs). The CSFTC provides guidance to and monitors the
or failed internal processes, people, and systems, or from activities of transaction review committees (TRCs) which have
external events. been established in all major business units. TRCs have the
AIG senior management establishes the framework, principles responsibility to identify, review and refer CSFTs to the CSFTC.

and guidelines for risk management. The business executives are
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( Manage the approval process for all requests for credit limits,Credit Risk Management
program limits and transactions.

Credit risk is one of AIG’s largest single business risks and AIG
( Approve delegated credit authorities to CRM credit executives

devotes considerable resources, expertise and controls to manag- and business unit credit officers.
ing its credit exposures. Credit risk is defined as the risk that

( Aggregate globally all credit exposure data by counterparty,
AIG’s customers or counterparties are unable or unwilling to repay country and industry and report risk concentrations regularly to
their contractual obligations when they come due. Credit risk may the CRC.
also be manifested: (i) through the downgrading of credit ratings

( Administer regular portfolio credit reviews of all investment,
of counterparties whose credit instruments AIG may be holding, derivative and credit-incurring business units.
or, in some cases, insuring, causing the value of the assets to

( Develop methodologies for quantification and assessment of
decline or insured risks to rise and (ii) as cross-border risk where credit risks, including the establishment and maintenance of
a country (sovereign government risk) or one or more non- AIG’s internal risk rating process.
sovereign obligors within a country are unable to repay an

( Approve appropriate credit reserves and methodologies at the
obligation or are unable to provide foreign exchange to service a business unit and enterprise levels.
credit or equity exposure incurred by another AIG business unit AIG closely monitors and controls its company-wide credit risk
located outside that country. concentrations and attempts to avoid unwanted or excessive risk

AIG’s credit risks are managed at the corporate level by the accumulations, whether funded or unfunded. To minimize the level
Credit Risk Management Department (CRM) whose primary role is of credit risk in certain circumstances, AIG may require collateral,
to support and supplement the work of the CRC. CRM is headed guarantees and/or reinsurance support such as letters of credit.
by AIG’s Chief Credit Officer (CCO), who reports to AIG’s CRO. AIG defines its aggregate credit exposures to a counterparty as
AIG’s CCO is primarily responsible for the development and the sum of its fixed maturities, loans, derivatives (mark to
maintenance of credit risk policies and procedures approved by market), deposits (in the case of financial institutions) and the
the CRC. In discharging this function CRM has the following specified credit equivalent exposure to certain insurance products
responsibilities: which embody credit risk.

The following table presents AIG’s largest credit exposures at December 31, 2006 as a percentage of total shareholders’ equity.

Credit Exposure
as a percentage of Total

Category Risk Rating(a) Shareholders’ Equity

Investment Grade:
10 largest combined AA (weighted average)(b) 73.5%
Single largest non-sovereign (financial institution) AA 7.4
Single largest corporate AAA 5.6
Single largest sovereign AA– 14.3

Non-Investment Grade:
Single largest sovereign BB 1.4
Single largest non-sovereign BB 0.6

(a) Risk rating is based on external ratings, or equivalent, based on AIG’s internal risk rating process.

(b) Six are highly-rated financial institutions and three are investment-grade rated sovereigns; none is rated lower than BBB+ or its equivalent.

AIG closely controls its aggregate cross-border exposures to to the following industries (in descending order by approximate
avoid excessive concentrations in any one country or regional size):
group of countries. AIG defines its cross-border exposure to – global telecommunications companies;
include both cross-border credit exposures and its large cross- – U.S. residential mortgages;
border investments in its own international subsidiaries. Nine – global life insurance carriers;
countries had cross-border exposures in excess of 10 percent of – U.S.-based regional financial institutions;
total shareholders’ equity; seven are AAA-rated and two are AA- – U.S. commercial mortgages;
rated. – global reinsurance firms; and

In addition, AIG closely monitors its industry concentrations, – global securities firms.
the risks of which are often mitigated by the breadth and scope of The CRC reviews quarterly concentration reports in all catego-
AIG’s international operations. ries listed above as well as credit trends by risk ratings. The CRC
( AIG’s single largest industry credit exposure is to the highly- may adjust limits to provide reasonable assurance that AIG does

rated global financial institutions sector, accounting for 72 per- not incur excessive levels of credit risk and that AIG’s credit risk
cent of total shareholders’ equity at December 31, 2006. profile is properly calibrated across business units.

( AIG’s other industry credit concentrations in excess of 10 per-
cent of total shareholders’ equity at December 31, 2006 exist
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While VaR models are relatively sophisticated, their results areMarket Risk Management
limited by the assumptions and parameters used in these models.

AIG seeks to minimize market risks by matching the market risks AIG believes that statistical models alone do not provide a reliable
in its assets with the market risks in its liabilities. Nevertheless, method of monitoring and controlling market risk. Therefore, such
AIG does have net exposure to market risks, primarily within its models are tools and do not substitute for the experience or
insurance businesses. These asset-liability exposures are judgment of senior management.
predominantly structural in nature, and not the result of specula-
tive positioning to take advantage of short-term market opportuni-

Insurance, Asset Management and Non-Trading Financial Services
ties. The Market Risk Management Department (MRM), which

VaR
reports to the CRO, is responsible for control and oversight of

AIG has performed one comprehensive VaR analysis across all ofmarket risks in all aspects of AIG’s financial services, insurance,
its non-trading businesses, and a separate VaR analysis for itsand investment activities.
trading business at AIGFP. The comprehensive VaR is categorized

AIG’s market exposures arise from the following:
by AIG business segment (General Insurance, Life Insurance &

( AIG is a globally diversified enterprise with capital deployed in a
Retirement Services, Financial Services and Asset Management)

variety of currencies. Capital deployed in AIG’s overseas
and also by market risk factor (interest rate, currency and equity).

businesses, when converted into U.S. dollars for financial
For the insurance segments, assets included are invested

reporting purposes, constitutes a ‘‘long foreign currency/short
assets (excluding real estate and investment income due and

U.S. dollar’’ market exposure on AIG’s balance sheet. Similarly,
accrued), and liabilities included are reserve for losses and loss

overseas earnings denominated in foreign currency also repre-
expenses, reserve for unearned premiums, future policy benefits

sent a ‘‘long foreign currency/short U.S. dollar’’ market
for life and accident and health insurance contracts and other

exposure on AIG’s income statement.
policyholders’ funds. For financial services companies, loans and

( Much of AIG’s domestic capital is invested in fixed income or
leases represent the majority of assets represented in the VaR

equity securities, leading to exposures to U.S. yields and equity
calculation, while bonds and notes issued represent the majority

markets.
of liabilities.

( Several of AIG’s Foreign Life subsidiaries operate in developing
AIG calculated the VaR with respect to net fair values as of

markets where maturities on longer-term life insurance liabili-
December 31, 2006 and 2005. The VaR number represents the

ties exceed the maximum maturities of available local currency
maximum potential loss as of those dates that could be incurred

assets.
with a 95 percent confidence (i.e., only five percent of historical

AIG analyzes market risk using various statistical techniques
scenarios show losses greater than the VaR figure) within a one-

including Value at Risk (VaR). VaR is a summary statistical
month holding period. AIG uses the historical simulation methodol-

measure that uses the estimated volatility and correlation of
ogy that entails repricing all assets and liabilities under explicit

market factors to calculate the maximum loss that could occur
changes in market rates within a specific historical time period.

over a defined period of time given a certain probability. VaR
AIG uses the most recent three years of historical market

measures not only the size of individual exposures but also the
information for interest rates, foreign exchange rates, and equity

interaction between different market exposures, thereby providing
index prices. For each scenario, each transaction was repriced.

a portfolio approach to measuring market risk. Substantially
Segment and AIG-wide scenario values are then calculated by

similar VaR methodologies are used to determine capital require-
netting the values of all the underlying assets and liabilities.

ments for market risk within AIG’s economic capital framework.
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The following table presents the year-end, average, high and low VaRs on a diversified basis and of each component of market risk
for each of AIG’s non-trading investments as of December 31, 2006 and 2005. The diversified VaR is usually smaller than the sum of
its components due to correlation effects.

For the Year Ended For the Year Ended
December 31, 2006 December 31, 2005

(in millions) As of December 31 Average High Low As of December 31 Average High Low

Total AIG Non-Trading
Market risk:

Diversified $ 5,073 $ 5,209 $ 5,783 $ 4,852 $ 5,186 $5,353 $5,543 $5,186
Interest rate 4,577 4,962 5,765 4,498 4,869 4,963 5,223 4,707
Currency 686 641 707 509 667 622 667 532
Equity 1,873 1,754 1,873 1,650 1,650 2,113 2,358 1,650

General Insurance:
Market risk:

Diversified $ 1,717 $ 1,697 $ 1,776 $ 1,617 $ 1,617 $1,585 $1,672 $1,396
Interest rate 1,541 1,635 1,717 1,541 1,717 1,746 1,931 1,563
Currency 212 162 212 119 130 125 139 111
Equity 573 551 573 535 535 651 727 535

Life Insurance &
Retirement Services:
Market risk:

Diversified $ 4,574 $ 4,672 $ 5,224 $ 4,307 $ 4,307 $4,710 $5,088 $4,307
Interest rate 4,471 4,563 5,060 4,229 4,277 4,425 4,715 4,277
Currency 568 538 592 459 538 515 556 441
Equity 1,293 1,228 1,299 1,133 1,133 1,396 1,559 1,133

Non-Trading
Financial Services:

Market risk:
Diversified $ 125 $ 165 $ 252 $ 125 $ 252 $ 161 $ 252 $ 85
Interest rate 127 166 249 127 249 165 249 85
Currency 11 8 11 7 10 7 10 4
Equity 1 1 2 1 2 2 2 1

Asset Management:
Market risk:

Combined $ 64 $ 144 $ 190 $ 64 $ 186 $ 148 $ 186 $ 113
Interest rate 63 145 192 63 189 137 189 101
Currency 3 4 7 3 4 2 4 2
Equity 8 9 13 8 13 75 178 13

AIG’s total VaR declined from $5.2 billion at the end of 2005 is responsible for establishing the framework, principles and
to $5.1 billion at the end of 2006, even as the diversified VaR in guidelines for operational risk management. This framework also
each of the Insurance segments grew modestly. Two factors utilizes the risk management efforts of AIG’s compliance, legal
contributed to the decline in total VaR. A reduction in interest rate and regulatory and internal audit functions. ORM also manages
volatility in many currencies moderated AIG’s interest rate risk compliance with the requirements of the Sarbanes-Oxley Act of
profile, and higher correlations between the long asset duration 2002.
exposure in U.S. fixed income and long liability duration exposures Each business is responsible for implementing the components
in many emerging markets provided a greater diversification of AIG’s operational risk management program to ensure that
benefit during 2006. Lower VaR figures in both the Financial effective operational risk management practices are utilized
Services and Asset Management segments during 2006 were the throughout AIG. These components include governance, risk and
result of a combination of closer duration matching and a control self assessment, risk event data analysis, and key risk
reduction of interest rate volatility. indicators. The program currently incorporates the following:

( Governance
Strong governance sets the appropriate tone to enable effec-Operational Risk Management

tive management of the risks inherent in each of AIG’s busi-
AIG has established a corporate-level Operational Risk Manage-

nesses, as well as aid in the management of reputational risk.
ment Department (ORM) to oversee AIG’s operational risk man-

Each AIG business is responsible for maintaining appropriate
agement practices. The Director of ORM reports to the CRO. ORM

governance over its management of operational risk. This respon-
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sibility includes developing and implementing policies, procedures, business written by Lexington. Concord Re was capitalized with
management oversight processes, and other governance-related approximately $730 million through the issuance of equity
activities consistent with AIG’s overall operational risk manage- securities and loans from third party investors. AIG and its
ment process. subsidiaries invest in a wide variety of investment vehicles
( Risk and Control Self Assessment managed by third parties where AIG has no control over

AIG’s operational risk management program includes a self investment decisions. Accordingly, there can be no assurance that
assessment process. The self assessment process is used to such vehicles do not, or will not, hold securities of Concord Re.
identify key operational risks in a business and evaluate the
effectiveness of existing controls to mitigate those risks, as well Reinsurance Recoverable
as develop corrective action plans for identified deficiencies.

The Reinsurance Security Department reviews the nature of the
risks ceded to reinsurers and the requirements for credit riskInsurance Risk Management
mitigants. For example, in AIG’s treaty reinsurance contracts, AIG

Reinsurance frequently includes provisions that require a reinsurer to post
collateral when a referenced event occurs. Furthermore, AIG limitsAIG uses reinsurance programs for its general insurance risks as
its unsecured exposure to reinsurers through the use of creditfollows: (i) facultative to cover large individual exposures;
triggers, which include, but are not limited to, insurer financial(ii) quota share treaties to cover specific books of business;
strength rating downgrades, declines in policyholders surplus(iii) excess of loss treaties to cover large losses; and
below predetermined levels or reaching maximum limits of(iv) catastrophe treaties to cover certain catastrophes including
reinsurance recoverable. In addition, AIG’s CRC reviews allearthquake, flood, wind and terror. AIG’s Reinsurance Security
reinsurer exposures and credit limits and approves most largeDepartment conducts periodic detailed assessments of the
reinsurer credit limits that represent actual or potential creditreinsurance markets and current and potential reinsurers, both
concentrations. AIG believes that no exposure to a singleforeign and domestic. Such assessments may include, but are not
reinsurer represents an inappropriate concentration of risk to AIG,limited to, identifying if a reinsurer is appropriately licensed and
nor is AIG’s business substantially dependent upon any singlehas sufficient financial capacity, and evaluating the local economic
reinsurance contract.environment in which a foreign reinsurer operates.

AIG’s consolidated general reinsurance assets amounted toAIG enters into intercompany reinsurance transactions, prima-
$21.8 billion at December 31, 2006. AIG manages the credit riskrily through AIRCO, for its General Insurance and Life Insurance &
in its reinsurance relationships by transacting with reinsurers thatRetirement Services operations. AIG enters into these transac-
it considers financially sound, and when necessary AIG holdstions as a sound and prudent business practice in order to
substantial collateral in the form of funds, securities and/ormaintain underwriting control and spread insurance risk among
irrevocable letters of credit. This collateral can be drawn on forAIG’s various legal entities. AIG generally obtains letters of credit
amounts that remain unpaid beyond specified time periods on anfrom third-party financial institutions in order to obtain statutory
individual reinsurer basis. At December 31, 2006, approximatelyrecognition of these intercompany reinsurance transactions. At
54 percent of the general reinsurance assets were from unautho-December 31, 2006, approximately $4.0 billion of letters of credit
rized reinsurers. Many of these balances were collateralized,were outstanding to cover intercompany reinsurance transactions
permitting statutory recognition. Additionally, with the approval ofwith AIRCO or other General Insurance subsidiaries.
insurance regulators, AIG posted approximately $2 billion ofAlthough reinsurance arrangements do not relieve AIG subsidi-
letters of credit issued by commercial banks in favor of certainaries from their direct obligations to insureds, an efficient and
Domestic General Insurance companies to permit those compa-effective reinsurance program substantially limits AIG’s exposure
nies statutory recognition of balances otherwise uncollateralizedto potentially significant losses. AIG continually evaluates the
at December 31, 2006. The remaining 46 percent of the generalreinsurance markets and the relative attractiveness of various
reinsurance assets were from authorized reinsurers. The termsarrangements for coverage, including structures such as catastro-
authorized and unauthorized pertain to regulatory categories, notphe bonds, insurance risk securitizations and ‘‘sidecar’’ and
creditworthiness. At December 31, 2006, approximately 85 per-similar vehicles.
cent of the balances with respect to authorized reinsurers areEffective July 15, 2006, Lexington and Concord Re Limited
from reinsurers rated A (excellent) or better, as rated by A.M.(Concord Re), a ‘‘sidecar’’ reinsurer that was established exclu-
Best, or A (strong) or better, as rated by S&P. These ratings aresively to reinsure Lexington, entered into a quota share reinsur-
measures of financial strength.ance agreement covering the U.S. commercial property insurance
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The following table provides information for each reinsurer representing in excess of five percent of AIG’s general reinsurance assets
at December 31, 2006.

Percent of
A.M. Gross General Uncollateralized

S&P Best Reinsurance Reinsurance Collateral Reinsurance
(in millions) Rating Rating Assets Assets, Net Held(a) Assets

Reinsurer:
Swiss Reinsurance Group AA- A+ $2,032 9.3% $339 $1,693
Berkshire Hathaway Insurance Group AAA A++ $1,575 7.2% $144 $1,431
Munich Reinsurance Group AA- A+ $1,268 5.8% $341 $ 927
Lloyd’s Syndicates — Lloyd’s of London(b) A A $1,250 5.7% $101 $1,149

(a) Excludes collateral held in excess of applicable treaty balances.

(b) Excludes Equitas gross reinsurance assets that are unrated, which are less than five percent of AIG’s general reinsurance assets.

At December 31, 2006, consolidated general reinsurance assets of distribution; (ii) underwriting approval processes and authorities;
$21.8 billion include reinsurance recoverables for paid losses and (iii) exposure limits with ongoing monitoring; (iv) modeling and
loss expenses of $1.0 billion and $17.3 billion with respect to the reporting of aggregations and limit concentrations at multiple
ceded reserve for losses and loss expenses, including ceded levels (policy, line of business, product group, country, individ-
losses IBNR (ceded reserves) and $3.5 billion of ceded reserve for ual/group, correlation and catastrophic risk events);
unearned premiums. The ceded reserve for losses and loss (v) compliance with financial reporting and capital and solvency
expenses represent the accumulation of estimates of ultimate targets; (vi) extensive use of reinsurance, both internal and third-
ceded losses including provisions for ceded IBNR and loss party; and (vii) review and establishment of reserves.
expenses. The methods used to determine such estimates and to AIG has two major categories of insurance risks as follows:
establish the resulting ceded reserves involve significant judgment ( General Insurance — risks covered include property, casualty,
in projecting the frequency and severity of losses over multiple fidelity/surety, management liability and mortgage insurance.
years and are continually reviewed and updated by management. Risks in the general insurance segment are managed through
Any adjustments thereto are reflected in income currently. It is aggregations and limitations of concentrations at multiple levels:
AIG’s belief that the ceded reserves for losses and loss expenses policy, line of business, correlation and catastrophic risk events.
at December 31, 2006 were representative of the ultimate losses ( Life Insurance & Retirement Services — risks include mortality
recoverable. In the future, as the ceded reserves continue to and morbidity in the insurance-oriented products and insuffi-
develop to ultimate amounts, the ultimate loss recoverable may be cient cash flows to cover contract liabilities in the retirement
greater or less than the reserves currently ceded. savings-oriented products. In the Life Insurance & Retirement

AIG maintains an allowance for estimated unrecoverable Services segment, risk is aggregated and limited by individ-
reinsurance of $536 million. The allowance was reduced substan- ual/group, product group, country and catastrophic risk events.
tially during 2006, as uncollectible amounts due from individual AIG closely manages insurance risk by overseeing and control-
reinsurers were charged off against the allowance, primarily as a ling the nature and geographic location of the risks in each line of
result of the balance sheet reconciliation remediation process; in business underwritten, the terms and conditions of the underwrit-
addition, a portion of the allowance was reclassified to align it ing and the premiums charged for taking on the risk. Concentra-
with the related receivable. The reduction for charge offs was tions of risk primarily arise from external events, such as wind,
partially offset by additional provisions totaling $147 million flood, earthquake, terrorism and pandemics, which are analyzed
during 2006. At December 31, 2006, AIG had no significant using various modeling techniques.
reinsurance recoverables due from any individual reinsurer that AIG is a major purchaser of reinsurance for its insurance
was financially troubled (i.e., liquidated, insolvent, in receivership operations. The use of reinsurance facilitates insurance risk
or otherwise subject to formal or informal regulatory restriction). management (retention, volatility, concentrations) and capital

planning locally (branch and subsidiary). Pooling of AIG’s reinsur-
ance risks enables AIG to purchase reinsurance more efficiently atSegment Risk Management
a consolidated level, manage global counterparty risk and relation-

Other than as described above, AIG manages its business risk
ships and manage global catastrophe risks, both for the General

oversight activities through its business segments.
Insurance and Life Insurance & Retirement Services businesses.

Insurance Operations
General Insurance

AIG’s multiple insurance businesses conducted on a global basis
In General Insurance, underwriting risks are managed through the

expose AIG to a wide variety of risks with different time horizons.
application approval process, exposure limitations as well as

These risks are managed throughout the organization, both
through exclusions, coverage limits and reinsurance. The risks

centrally and locally, through a number of procedures, including:
covered by AIG are managed through limits on delegated under-

(i) pre-launch approval of product design, development and
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writing authority, the use of sound underwriting practices, pricing overview of modeled losses associated with the more significant
procedures and the use of actuarial analysis as part of the natural perils, which includes exposures for DBG, Personal Lines,
determination of overall adequacy of provisions for insurance Foreign General (other than Ascot), HSB and 21st Century.
contract liabilities. Transatlantic and Ascot utilize a different model, and their

A primary goal of AIG in managing its General Insurance combined results are presented separately below. The modeled
operations is to achieve an underwriting profit. To achieve this results assume that all reinsurers fulfill their obligations to AIG in
goal, AIG must be disciplined in its risk selection, and premiums accordance with their terms.
must be adequate and terms and conditions appropriate to cover It is important to recognize that there is no standard
the risk accepted. methodology to project the possible losses from total property

and workers compensation exposures. Further, there are no
Catastrophe Exposures industry standard assumptions to be utilized in projecting these

losses. The use of different methodologies and assumptionsThe nature of AIG’s business exposes it to various catastrophic
could materially change the projected losses. Therefore, theserisk events in which multiple losses across multiple lines of
modeled losses may not be comparable to estimates made bybusiness can occur in any calendar year. In order to control this
other companies.exposure, AIG uses a combination of techniques, including setting

These estimates are inherently uncertain and may not reflectaggregate limits in key business units, monitoring and modeling
AIG’s maximum exposures to these events. It is highly likely thataccumulated exposures and purchasing catastrophe reinsurance
AIG’s losses will vary, perhaps significantly, from these estimates.to supplement its other reinsurance protections.

The modeled results provided in the table below were basedNatural disasters such as hurricanes, earthquakes and other
on the aggregate exceedence probability (AEP) losses whichcatastrophes have the potential to adversely affect AIG’s operat-
represent total property and workers compensation losses thating results. Other risks, such as an outbreak of a pandemic
may occur in any single year from one or more natural events. Thedisease, such as the Avian Influenza A Virus (H5N1), could
model, which has been updated to reflect 2005 catastrophes,adversely affect AIG’s business and operating results to an extent
generally used exposure data as of mid-year 2006 and the currentthat may be only partially offset by reinsurance programs.
reinsurance program structure. The values provided were basedAIG evaluates catastrophic events and assesses the probability
on 100-year return period losses, which have a one percentof occurrence and magnitude of catastrophic events through the
likelihood of being exceeded in any single year. Thus, the modeluse of state-of-the-art industry recognized models, among other
projects that there is a one percent probability that AIG couldtechniques. AIG supplements these models by periodically moni-
incur in any year losses in excess of the modeled amounts fortoring the risk exposure of AIG’s worldwide General Insurance
these perils.operations and adjusting such models accordingly. Following is an

Net, After Percentage of Total
Net of Income Shareholders’ Equity at

(in millions) Gross Reinsurance Taxes December 31, 2006

Natural Peril:
Earthquake $3,676 $2,474 $1,608 1.6%
Tropical Cyclone* $4,780 $3,196 $2,077 2.0%

* Includes hurricanes, typhoons and other wind-related events.

The combined earthquake and tropical cyclone 100-year return Single event modeled property and workers compensation
period modeled losses for Ascot and Transatlantic together are losses to AIG’s worldwide portfolio of risk for key geographic
estimated to be $1.1 billion, on a gross basis, $761 million, net areas. Gross values represent AIG’s liability after the application
of reinsurance, and $494 million, net after income taxes, or of policy limits and deductibles, and net values represent losses
0.5 percent of total shareholders’ equity at December 31, 2006. after all reinsurance is applied.

In addition, AIG evaluates potential single event earthquake
Net of

and hurricane losses that may be incurred. The single events (in millions) Gross Reinsurance
utilized are a subset of potential events identified and utilized by

Natural Peril:
Lloyd’s(1) and referred to as Realistic Disaster Scenarios (RDSs). Miami Hurricane $4,493 $2,798
The purpose of this analysis is to utilize these RDSs to provide a San Francisco Earthquake 4,029 2,613
reference frame and place into context the model results. Northeast Hurricane 3,711 2,592

Los Angeles Earthquake 3,508 2,440However, it is important to note that the specific events used for
Gulf Coast Hurricane 2,609 1,717this analysis do not necessarily represent the worst case loss that
Japanese Earthquake 553 150AIG could incur from this type of an event in these regions. The
European Windstorm 230 83

losses associated with the RDSs are included in the table below.
Japanese Typhoon 178 143

(1) Lloyd’s Realistic Disaster Scenarios, Scenario Specifications, April
2006 
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Life Insurance & Retirement ServicesThe specific international RDS events do not necessarily corre-
spond to AIG’s international exposures. As a result, AIG runs its

In Life Insurance & Retirement Services, the primary risks are
own simulations where statistical return period losses associated

(i) underwriting, which represents the exposure to loss resulting
with the written exposure specific to AIG provide the basis for

from the actual policy experience emerging adversely in compari-
monitoring risk. Based on these simulations, the 100-year return

son to the assumptions made in the product pricing associated
period for Japanese Earthquake is $296 million gross, and

with mortality, morbidity, termination and expenses; and
$120 million net, the 100-year return period for European

(ii) investment risk which represents the exposure to loss resulting
Windstorm is $269 million gross, and $80 million net, and the

from the cash flows from the invested assets being less than the
100-year return period for Japanese Typhoon is $306 million

cash flows required to meet the obligations of the expected policy
gross, and $252 million net.

and contract liabilities and the necessary return on investments.
ACTUAL RESULTS IN ANY PERIOD ARE LIKELY TO VARY,

AIG businesses manage these risks through exposure limitations
PERHAPS MATERIALLY, FROM THE MODELED SCENARIOS, AND

and the active management of the asset-liability relationship in
THE OCCURRENCE OF ONE OR MORE SEVERE EVENTS COULD

their operations. The emergence of significant adverse experience
HAVE A MATERIAL ADVERSE EFFECT ON AIG’S FINANCIAL CONDI-

would require an adjustment to DAC and benefit reserves that
TION, RESULTS OF OPERATIONS AND LIQUIDITY.

could have a material adverse effect on AIG’s consolidated results
of operations for a particular period.Measures Implemented to Control Hurricane and Earthquake

AIG’s Foreign Life Insurance & Retirement Services companiesCatastrophic Risk
generally limit their maximum underwriting exposure on life

Catastrophic risk from the earthquake and hurricane perils is
insurance of a single life to approximately $1.7 million of

proactively managed through reinsurance programs, and aggregate
coverage. AIG’s Domestic Life Insurance & Retirement Services

accumulation monitoring. Catastrophe reinsurance is purchased by
companies limit their maximum underwriting exposure on life

AIG from financially sound reinsurers. Recoveries under this
insurance of a single life to $10 million of coverage in certain

program, along with other non-catastrophic reinsurance protec-
circumstances by using yearly renewable term reinsurance. In Life

tions, are reflected in the net values provided in the tables above.
Insurance & Retirement Services, the reinsurance programs

In addition to catastrophic reinsurance programs, hurricane and
provide risk mitigation per policy, per individual life and group

earthquake exposures are controlled by periodically monitoring
covers and for catastrophic risk events.

aggregate exposures. The aggregate exposures are calculated by
compiling total liability within AIG defined hurricane and earth-

Pandemic Influenza
quake catastrophe risk zones and therefore represent the maxi-
mum that could be lost in any individual zone. These aggregate The potential for a pandemic influenza outbreak has received
accumulations are tracked over time in order to monitor both long much recent attention. While outbreaks of the Avian Flu continue
and short term trends. AIG’s major property writers, Lexington and to occur among poultry or wild birds in a number of countries in
AIG private client group, have also implemented catastrophe- Asia, Europe, including the U.K., and Africa, transmission to
related underwriting procedures and manage their books at an humans has been rare to date. If the virus mutates to a form that
account level. Lexington individually models most accounts prior to can be transmitted from human to human, it has the potential to
binding in order to specifically quantify catastrophic risk for each spread rapidly worldwide. If such an outbreak were to take place,
account. early quarantine and vaccination could be critical to containment.

The contagion and mortality rates of any mutated H5N1 virus
Terrorism

that can be transmitted from human to human are highly
speculative. AIG continues to monitor the developing facts. AExposure to loss from terrorist attack is controlled by limiting the
significant global outbreak could have a material adverse effect onaggregate accumulation of workers compensation and property
Life Insurance & Retirement Services operating results andinsurance that is underwritten within defined target locations.
liquidity from increased mortality and morbidity rates. AIG contin-Modeling is used to provide projections of probable maximum loss
ues to analyze its exposure to this serious threat and hasby target location based upon the actual exposures of AIG
engaged an external risk management firm to model losspolicyholders.
scenarios associated with an outbreak of Avian Flu. Using a 1 inTerrorism risk is monitored to manage AIG’s exposure. AIG
100-year return period, AIG estimates its after-tax net lossesshares its exposures to terrorism risks under the Terrorism Risk
under its life insurance policies due to Avian Flu at less thanInsurance Act (TRIA). During 2006, AIG’s deductible under TRIA
1 percent of consolidated shareholders’ equity as of Decem-was approximately $3.3 billion, with a 10 percent share of
ber 31, 2006. This estimate was calculated over a 3-year period,certified terrorism losses in excess of the deductible. As of
although the majority of the losses would be incurred in the firstJanuary 1, 2007, the deductible increased to approximately
year. The modeled losses calculated were based on 2005 policy$4.0 billion, with a 15 percent share of certified terrorism losses
data representing approximately 90 percent of AIG’s individual life,in excess of the deductible. Without an extension by Congress,
group life and credit life books of business, net of reinsurance.TRIA will sunset at December 31, 2007. Should TRIA not be
This estimate does not include claims that could be made underrenewed, AIG would expect to reassess and modify its underwrit-
other policies, such as business interruption or general liabilitying guidelines and retention levels as appropriate.
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policies, and does not reflect estimates for losses resulting from determine that it is economically advantageous to be temporarily
disruption of AIG’s own business operations that may arise out of in an unmatched position.
such a pandemic. The model used to generate this estimate has
only recently been developed. The reasonableness of the model Financial Services
and its underlying assumptions cannot readily be verified by

AIG’s Financial Services subsidiaries engage in diversified activi-
reference to comparable historical events. As a result, AIG’s

ties including aircraft and equipment leasing, capital markets,
actual losses from a pandemic influenza outbreak are likely to

consumer finance and insurance premium finance.
vary significantly from those predicted by the model.

Aircraft Leasing
Investments

AIG’s Aircraft Leasing operations represent the operations of ILFC,
AIG’s fixed maturity investments totaled $417.9 billion at Decem-

which generates its revenues primarily from leasing new and used
ber 31, 2006, compared to $385.7 billion at December 31,

commercial jet aircraft to scheduled and charter airlines and
2005. AIG’s investment strategies are tailored to the specific

companies associated with the airline industry. Risks inherent in
business needs of each operating unit based on considerations

this business, and which are managed at the business unit level,
that include the local market, liability duration and cash flow

include: (i) the risk that there will be no market for the aircraft
characteristics, rating agency and regulatory capital considera-

acquired; (ii) the risk that aircraft cannot be placed with lessees;
tions, legal investment limitations, tax optimization, diversification

(iii) the risk of nonperformance by lessees; and (iv) the risk that
and credit limits. These strategies are intended to produce a

aircraft and related assets cannot be disposed of at the time and
reasonably stable and predictable return throughout the economic

in a manner desired.
cycle, without undue risk or volatility.

At December 31, 2006, approximately 57 percent of the fixed
Capital Marketsmaturities investments were domestic securities. Approximately

39 percent of such domestic securities were rated AAA by one or The Capital Markets operations of AIG are conducted primarily
more of the principal rating agencies. Approximately five percent through AIGFP, which engages as principal in standard and
were below investment grade or not rated. customized interest rate, currency, equity, commodity, energy and

A significant portion of the foreign fixed income portfolio is credit products with top-tier corporations, financial institutions,
rated by Moody’s, S&P or similar foreign rating services. Rating governments, agencies, institutional investors and high-net-worth
services are not available in all overseas locations. The CRC individuals throughout the world.
closely reviews the credit quality of the foreign portfolio’s non- The senior management of AIG defines the policies and
rated fixed income investments. At December 31, 2006, approxi- establishes general operating parameters for Capital Markets
mately 20 percent of the foreign fixed income investments were operations. AIG’s senior management has established various
either rated AAA or, on the basis of AIG’s internal analysis, were oversight committees to monitor on an ongoing basis the various
equivalent from a credit standpoint to securities so rated. financial market, operational and credit risk attendant to the
Approximately five percent were below investment grade or not Capital Markets operations. The senior management of AIGFP
rated at that date. A large portion of the foreign fixed income reports the results of its operations to and reviews future
portfolio is sovereign fixed maturity securities supporting the strategies with AIG’s senior management.
policy liabilities in the country of issuance. AIGFP actively manages its exposures to limit potential losses,

The credit ratings of fixed maturity investments, other than while maximizing the rewards afforded by these business opportu-
those of AIGFP, at December 31, 2006 were: nities. In doing so, AIGFP must continually manage a variety of

exposures including credit, market, liquidity, operational and legal2006
risks.

AAA 31% AIGFP enters into credit derivative transactions in the ordinary
AA 26 course of its business. The majority of AIGFP’s credit derivatives
A 23 require AIGFP to provide credit protection on a designated
BBB 14

portfolio of loans or debt securities. AIGFP provides such creditBelow investment grade 4
protection on a ‘‘second loss’’ basis, under which AIGFP’sNon-rated 2
payment obligations arise only after credit losses in the desig-

Total 100%
nated portfolio exceed a specified threshold amount or level of

AIG uses asset-liability matching as a management tool ‘‘first losses.’’ The threshold amount of credit losses that must
worldwide in the life insurance business to determine the be realized before AIGFP has any payment obligation is negotiated
composition of the invested assets and appropriate marketing by AIGFP for each transaction to provide that the likelihood of any
strategies. AIG’s objective is to maintain a matched asset-liability payment obligation by AIGFP under each transaction is remote,
structure. However, in certain markets, the absence of long-dated even in severe recessionary market scenarios.
fixed income instruments may preclude a matched asset-liability In certain cases, the credit risk associated with a designated
position in those markets. In addition, AIG may occasionally portfolio is tranched into different layers of risk, which are then

analyzed and rated by the credit rating agencies. Typically, there
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will be an equity layer covering the first credit losses in respect of associated with such internal hedges is managed on a portfolio
the portfolio up to a specified percentage of the total portfolio, basis, with third-party hedging transactions executed as neces-
and then successive layers that are rated, generally a BBB-rated sary. These hedging activities did not qualify for hedge accounting
layer, an A-rated layer, an AA-rated layer, and one or more AAA- treatment under FAS 133.
rated layers. In transactions that are rated, the risk layer or Securities purchased under agreements to resell are treated
tranche that is immediately junior to the threshold level above as collateralized financing transactions. AIGFP takes possession
which AIGFP’s payment obligation would generally arise is rated of or obtains a security interest in securities purchased under
AAA by the rating agencies. In transactions that are not rated, agreements to resell.
AIGFP applies the same risk criteria for setting the threshold level A counterparty may default on any obligation to AIG, including a
for its payment obligations. Therefore, the risk layer assumed by derivative contract. Credit risk is a consequence of extending
AIGFP with respect to the designated portfolio in these transac- credit and/or carrying trading and investment positions. Credit risk
tions is often called the ‘‘super senior’’ risk layer, defined as the exists for a derivative contract when that contract has a positive
layer of credit risk senior to a risk layer that has been rated AAA fair value to AIG. The maximum potential exposure will increase or
by the credit rating agencies, or if the transaction is not rated, decrease during the life of the derivative commitments as a
equivalent thereto. function of maturity and market conditions. To help manage this

AIGFP continually monitors the underlying portfolios to deter- risk, AIGFP’s credit department operates within the guidelines set
mine whether the credit loss experience for any particular portfolio by the CRC. Transactions which fall outside these pre-established
has caused the likelihood of AIGFP having a payment obligation guidelines require the specific approval of the CRC. It is also
under the transaction to be greater than super senior risk. AIGFP AIG’s policy to establish reserves for potential credit impairment
maintains the ability opportunistically to economically hedge when necessary.
specific securities in a portfolio and thereby further limit its In addition, AIGFP utilizes various credit enhancements, includ-
exposure to loss and has hedged outstanding transactions in this ing letters of credit, guarantees, collateral, credit triggers, credit
manner on occasion. At December 31, 2006, the notional amount derivatives and margin agreements to reduce the credit risk
with respect to the Capital Markets credit derivative portfolio relating to its outstanding financial derivative transactions. AIGFP
(including the super senior transactions) was $483.6 billion. requires credit enhancements in connection with specific transac-

Financial Services securities available for sale is predominately tions based on, among other things, the creditworthiness of the
a diversified portfolio of high grade fixed income securities. At counterparties, and the transaction’s size and maturity. Further-
December 31, 2006, the average credit rating of this portfolio more, AIGFP generally seeks to enter into agreements that have
was in the AA+ category or the equivalent thereto as determined the benefit of set-off and close-out netting provisions. These
through rating agencies or internal review. AIGFP has also entered provisions provide that, in the case of an early termination of a
into credit derivative transactions to economically hedge its credit transaction, AIGFP can set-off its receivables from a counterparty
risk associated with $128 million of these securities. Securities against its payables to the same counterparty arising out of all
deemed below investment grade at December 31, 2006 covered transactions. As a result, where a legally enforceable
amounted to approximately $340 million in fair value representing netting agreement exists, the fair value of the transaction with the
0.7 percent of the total AIGFP securities available for sale. There counterparty represents the net sum of estimated positive fair
have been no significant downgrades through February 15, 2007. values. The fair value of AIGFP’s interest rate, currency, commod-
If its securities available for sale portfolio were to suffer ity and equity swaps, options, swaptions, and forward commit-
significant default and the collateral held declined significantly in ments, futures, and forward contracts approximated
value with no replacement or the credit default swap counterparty $19.25 billion at December 31, 2006 and $18.70 billion at
failed to perform, AIGFP could have a liquidity strain. AIG December 31, 2005. Where applicable, these amounts have been
guarantees AIGFP’s payment obligations, including its debt determined in accordance with the respective close-out netting
obligations. provisions.

AIGFP’s management objective is to minimize interest rate, AIGFP independently evaluates the counterparty credit quality
currency, commodity and equity risks associated with its securi- by reference to ratings from rating agencies or, where such ratings
ties available for sale. That is, when AIGFP purchases a security are not available, by internal analysis consistent with the risk
for its securities available for sale investment portfolio, it rating policies of the CRC. In addition, AIGFP’s credit approval
simultaneously enters into an offsetting internal hedge such that process involves pre-set counterparty and country credit exposure
the payment terms of the hedging transaction offset the payment limits and, for particularly credit-intensive transactions, requires
terms of the investment security, which achieves the economic approval from the CRC. AIG estimates that the average credit
result of converting the return on the underlying security to rating of Capital Markets derivatives counterparties, measured by
U.S. dollar LIBOR plus or minus a spread based on the underlying reference to the fair value of its derivative portfolio as a whole, is
profit on each security on the initial trade date. The market risk equivalent to the AA rating category.
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At December 31, 2006 and 2005, the distribution by AIGFP’s minimal reliance on market risk driven revenue is
counterparty credit quality with respect to the fair value of reflected in its VaR. AIGFP’s VaR calculation is based on the
Capital Markets derivatives portfolios was as follows: interest rate, equity, commodity and foreign exchange risk arising

from its portfolio. Because the market risk with respect to
Percentage of

securities available for sale, at market, is substantially hedged,Total Fair Value
segregation of the financial instruments into trading and other2006 2005
than trading was not deemed necessary.

Counterparty credit quality: In the calculation of VaR for AIGFP, AIG uses the historical
AAA 28% 24%

simulation methodology that entails repricing all transactions
AA 41 43

under explicit changes in market rates within a specific historical
A 19 21

time period. AIGFP attempts to secure reliable and independent
BBB 11 9

current market prices, such as published exchange prices,Below investment grade 1 3
external subscription services such as Bloomberg or Reuters, or

Total 100% 100% third-party broker quotes. When such prices are not available,
AIGFP uses an internal methodology which includes extrapolation
from observable and verifiable prices nearest to the dates of theCapital Markets Trading VaR
transactions. Historically, actual results have not deviated from

AIGFP maintains a very conservative market risk profile and these models in any material respect.
minimizes risk in interest rates, equities, commodities and foreign AIGFP reports its VaR using a 95 percent confidence interval
exchange. Market exposures in option implied volatilities, correla- and a one-day holding period, facilitating risk comparison with
tions and basis risks are also minimized over time but those are AIGFP’s trading peers and reflecting the fact that market risks can
the main types of market risks that AIGFP manages. As a result, be actively assumed and offset in AIGFP’s trading portfolio.
AIGFP’s operating income due to changes in market prices and
rates is generally a very small percentage of its overall operating
income.

The following table presents the year-end, average, high, and low VaRs on a diversified basis and of each component of market risk
for Capital Markets operations for the years 2006 and 2005. The diversified VaR is usually smaller than the sum of its components
due to correlation effects.

For the Year Ended For the Year Ended
December 31, 2006 December 31, 2005

(in millions) As of December 31 Average High Low As of December 31 Average High Low

Total AIG trading market risk:
Diversified $4 $4 $7 $3 $5 $4 $7 $3
Interest rate 2 2 3 1 2 2 3 1
Currency 1 1 3 1 1 1 1 —
Equity 3 3 4 2 3 2 5 —
Commodity 3 3 4 2 2 2 3 1

* In 2006, VaR calculations were changed from a 30-day holding period to a one-day holding period. Accordingly, the 2005 VaR amounts have been
restated to reflect this change.

Consumer Finance these loans. AGF manages the credit risk inherent in its portfolio
by using credit scoring models at the time of credit applications,

AIG’s Consumer Finance operations provide a wide variety of
established underwriting criteria, and, in certain cases, individual

consumer finance products, including real estate and other
loan reviews. AGF monitors the quality of the finance receivables

consumer loans, credit card loans, retail sales finance and credit-
portfolio and determines the appropriate level of the allowance for

related insurance to customers both domestically and overseas,
losses through its Credit Strategy and Policy Committee. This

particularly in emerging markets. Consumer Finance operations
Committee bases its conclusions on quantitative analyses, quali-

include AGF as well as AIGCFG. AGF provides a wide variety of
tative factors, current economic conditions and trends, and each

consumer finance products, including real estate loans, non-real
Committee member’s experience in the consumer finance indus-

estate loans, retail sales finance and credit-related insurance to
try. Through 2006, the credit quality of AGF’s finance receivables

customers in the United States, Puerto Rico and the U.S. Virgin
continued to be strong. However, declines in the strength of the

Islands. AIGCFG, through its subsidiaries, is engaged in develop-
U.S. housing market or economy may adversely affect the future

ing a multi-product consumer finance business with an emphasis
credit quality of these receivables.

on emerging markets.
AIGCFG monitors the quality of its finance receivable portfolio

Many of AGF’s borrowers are non-prime or sub-prime. Current
and determines the appropriate level of the allowance for losses

economic conditions, such as interest rate and employment
through several internal committees. These committees base their

levels, can have a direct effect on the borrowers’ ability to repay

96 AIG 2006 Form 10-K



American International Group, Inc. and Subsidiaries

conclusions on quantitative analysis, qualitative factors, current tions require to cover potential, unexpected losses within a
economic conditions and trends, political and regulatory implica- confidence level consistent with the risk profile selected by
tions, competition and the judgment of the committees’ members. management. The Economic Capital requirement can then be

AIG’s Consumer Finance operations are exposed to credit risk compared with the economic capital resources available to AIG.
and risk of loss resulting from adverse fluctuations in interest The Economic Capital requirement is driven by exposures to
rates and payment defaults. Credit loss exposure is managed risks and correlations among various types of risks. As a global
through a combination of underwriting controls, mix of finance financial conglomerate, AIG is exposed to various risks including
receivables, collateral and collection efficiency. Large product underwriting, financial and operational risks. The Economic Capital
programs are subject to CRC approval. initiative has modeled these risks into five major categories:

Over half of the finance receivables are real estate loans which property & casualty insurance risk, life insurance risk, market risk,
are collateralized by the related properties. With respect to credit credit risk and operational risk. Within each risk category, there are
losses, the allowance for losses is maintained at a level sub-risks that have been modeled in greater detail. The Economic
considered adequate to absorb anticipated credit losses existing Capital initiative also analyzes and includes diversification benefits
in that portfolio as of the balance sheet date. within and across risk categories and business segments.

A primary objective of the Economic Capital initiative is to
develop a comprehensive framework to discuss capital andAsset Management
performance on a risk-adjusted basis internally with AIG manage-

AIG’s Asset Management operations are exposed to various forms
ment and externally with the investment community, credit

of credit, market and operational risks. Asset Management
providers, regulators and rating agencies. Economic Capital analy-

complies with AIG’s corporate risk management guidelines and
sis provides a framework to validate AIG’s capital adequacy, to

framework and is subject to periodic reviews by the CRC. In
measure more precisely capital efficiency at various levels

addition, transactions are referred to the Asset Management
throughout the organization, to allocate capital consistently among

investment committees for approval of investment decisions.
AIG’s businesses, to quantify the specific areas of diversification

The majority of the credit and market risk exposures within
benefits and to assess relative economic value added by a

Asset Management results from the spread-based investment
business, product or transaction to AIG as a whole. The Economic

business and the investment activities of AIG Global Real Estate
Capital initiative will also be a component in developing a more

Investment Corp.
efficient capital structure. Other key areas of Economic Capital

In the spread-based investment businesses, GIC and MIP, the
applications include strategic decision-making for mergers, acqui-

primary risk is investment risk, which represents the exposure to
sitions and divestitures, risk retention, reinsurance and hedging

loss resulting from the cash flows from the invested assets being
strategies and product development and pricing.

less than the cash flows required to meet the obligations of the
During 2006, AIG developed a methodology framework that

liabilities and the necessary return on investments. Credit risk is
incorporates financial services industry best practices, maintains

also a significant component of the investment strategy for these
consistency with regulatory frameworks and reflects AIG’s distinct

businesses. Market risk is taken in the form of duration and
global business and management strategies. By utilizing stochas-

convexity risk. While AIG generally maintains a matched asset-
tic simulation techniques, where appropriate, AIG enhanced

liability relationship, it may occasionally determine that it is
existing models or developed new ones through a collaborative

economically advantageous to be in an unmatched duration
effort among business executives, actuaries, finance specialists

position. The risks in the spread-based businesses are managed
and risk professionals. Initial assessments of Economic Capital

through exposure limitations, active management of the investment
were made and AIG began reviewing its economic capital model

portfolios and close oversight of the asset-liability relationship.
methodology with the rating agencies.

Within AIG Global Real Estate Investment Corp., AIG is exposed
The initial assessments were made at the corporate, segment

to the general conditions in global real estate markets and the
and major business unit level, and detailed analyses of selected

credit markets. Such exposure can subject Asset Management to
businesses and products were undertaken. AIG also developed

delays in real estate sales, additional carrying costs and in turn
assessments of diversification benefits across lines of business,

affect operating results within the segment. These risks are
geographic regions and risk categories. Given the breadth and

mitigated through the underwriting process, transaction and con-
global nature of AIG’s businesses, these benefits were found to

tract terms and conditions and portfolio diversification by type of
be significant.

project, sponsor, real estate market and country. AIG’s exposure to
The initial assessments have provided useful insight into the

real estate investments is monitored on an ongoing basis by the
overall capital strength of the corporation and its segments and,

Asset Management real estate investment committee.
to date, the initiative has introduced guidance concerning
processes to assess economic risk and returns for selected

Economic Capital issues, including funding and investment strategies for the MIP,
product development, pricing, hedging for living benefits in theSince mid 2005, AIG has been developing a firm-wide economic
variable annuity business and asset-liability management strate-capital model to improve decision making and to enhance
gies for life insurance products, particularly in Asian markets.shareholder value. Economic Capital is the amount of capital the

organization, its segments, profit centers, products or transac-
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Throughout 2007, AIG will continue to enhance the methodol- On September 19, 2005, the FASB issued Statement of
ogy to provide assurance regarding the completeness and rele- Position 05-1, ‘‘Accounting by Insurance Enterprises for Deferred
vance of the model’s results. AIG will continue discussions with Acquisition Costs in Connection with Modifications or Exchanges
the rating agencies concerning its enterprise risk management of Insurance Contracts.’’
processes and the results of its new economic capital model for On February 16, 2006, the FASB issued FAS No. 155,
their consideration in the rating process. AIG’s analysis and ‘‘Accounting for Certain Hybrid Financial Instruments.’’
conclusions concerning the economic capital support of its On January 17, 2007, the FASB issued Statement 133
segments and major business units will be further extended to Implementation Issue No. B40, ‘‘Embedded Derivatives: Applica-
include consideration for capital availability and mobility. The tion of Paragraph 13(b) to Securitized Interests in Prepayable
framework and process will increasingly provide assistance in Financial Assets’’ (Issue B40).
management’s decision-making concerning capital management On March 27, 2006, the FASB issued FASB FTB 85-4-1,
and capital allocation, mergers, acquisitions and divestitures, risk ‘‘Accounting for Life Settlement Contracts by Third-Party Inves-
retention, reinsurance and hedging strategies and product devel- tors’’ (FSP 85-4-1), an amendment of FTB 85-4, ‘‘Accounting for
opment and pricing. Purchases of Life Insurance.’’

On April 13, 2006, the FASB issued FSP FIN 46(R)-6,
‘‘Determining the Variability to be Considered in Applying FASBRecent Accounting Standards
Interpretation No. 46(R).’’

At the March 2004 meeting, the Emerging Issues Task Force
On July 13, 2006, the FASB issued FIN 48, ‘‘Accounting for

(EITF) reached a consensus with respect to Issue No. 03-1, ‘‘The
Uncertainty in Income Taxes — an interpretation of FASB State-

Meaning of Other-Than-Temporary Impairment and Its Application
ment No. 109’’ (FIN 48).

to Certain Investments.’’ On September 30, 2004, the FASB
Effective January 1, 2006, AIG adopted the fair value recogni-

issued FASB Staff Position (FSP) EITF Issue 03-1-1, Effective Date
tion provisions of Statement of FAS No. 123R ‘‘Share-Based

of Paragraphs 10-20 of EITF Issue No. 03-1, ‘‘The Meaning of
Payments’’ (FAS 123R). For further discussion of this recent

Other-Than-Temporary Impairment and its Application to Certain
accounting standard and its application to AIG, see Note 14 of

Investments.’’ In November 2005, the FASB issued FSP
Notes to Consolidated Financial Statements.

FAS 115-1, ‘‘The Meaning of Other-Than-Temporary Impairment
In September 2006, the FASB issued FAS No. 157, ‘‘Fair Value

and Its Application to Certain Investments,’’ which replaces the
Measurements’’ (FAS 157).

measurement and recognition guidance set forth in Issue
In September 2006, the FASB issued FAS No. 158, ‘‘Employ-

No. 03-1 and codifies certain existing guidance on impairment.
ers’ Accounting for Defined Benefit Pension and Other Postretire-

At the June 2005 meeting, the EITF reached a consensus with
ment Plans, an amendment of FASB Statements No. 87, 88, 106

respect to Issue No. 04-5, ‘‘Determining Whether a General
and 132(R)’’ (FAS 158).

Partner, or the General Partners as a Group, Controls a Limited
In February 2007, the FASB issued FAS No. 159, ‘‘The Fair

Partnership or Similar Entity When the Limited Partners have
Value Option for Financial Assets and Financial Liabilities’’

Certain Rights.’’
(FAS 159).

On June 29, 2005, the FASB issued Statement 133 Implemen-
For further discussion of these recent accounting standards

tation Issues No. B38, ‘‘Embedded Derivatives: Evaluation of Net
and their application to AIG, see Note 1(hh) of Notes to

Settlement with Respect to the Settlement of a Debt Instrument
Consolidated Financial Statements.

through Exercise of an Embedded Put Option or Call Option’’ and
No. B39, ‘‘Application of Paragraph 13(b) to Call Options That are
Exercisable Only by the Debtor.’’
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of of the effectiveness of internal control over financial reporting.
American International Group, Inc.: Our responsibility is to express opinions on management’s

assessment and on the effectiveness of AIG’s internal control
over financial reporting based on our audit.We have completed integrated audits of American International

We conducted our audit of internal control over financialGroup, Inc.’s consolidated financial statements and of its internal
reporting in accordance with the standards of the Public Companycontrol over financial reporting as of December 31, 2006, in
Accounting Oversight Board (United States). Those standardsaccordance with the standards of the Public Company Accounting
require that we plan and perform the audit to obtain reasonableOversight Board (United States). Our opinions, based on our
assurance about whether effective internal control over financialaudits, are presented below.
reporting was maintained in all material respects. An audit of
internal control over financial reporting includes obtaining anConsolidated Financial Statements and Financial Statement
understanding of internal control over financial reporting, evaluat-Schedules
ing management’s assessment, testing and evaluating the design

In our opinion, the consolidated financial statements listed in the and operating effectiveness of internal control, and performing
accompanying index present fairly, in all material respects, the such other procedures as we consider necessary in the circum-
financial position of American International Group, Inc. and its stances. We believe that our audit provides a reasonable basis for
subsidiaries (AIG) at December 31, 2006 and 2005, and the our opinions.
results of their operations and their cash flows for each of the A company’s internal control over financial reporting is a
three years in the period ended December 31, 2006 in conformity process designed to provide reasonable assurance regarding the
with accounting principles generally accepted in the United States reliability of financial reporting and the preparation of financial
of America. In addition, in our opinion, the financial statement statements for external purposes in accordance with generally
schedules listed in the accompanying index present fairly, in all accepted accounting principles. A company’s internal control over
material respects, the information set forth therein when read in financial reporting includes those policies and procedures that
conjunction with the related consolidated financial statements. (i) pertain to the maintenance of records that, in reasonable
These financial statements and financial statement schedules are detail, accurately and fairly reflect the transactions and disposi-
the responsibility of AIG’s management. Our responsibility is to tions of the assets of the company; (ii) provide reasonable
express an opinion on these financial statements and financial assurance that transactions are recorded as necessary to permit
statement schedules based on our audits. We conducted our preparation of financial statements in accordance with generally
audits of these statements in accordance with the standards of accepted accounting principles, and that receipts and expendi-
the Public Company Accounting Oversight Board (United States). tures of the company are being made only in accordance with
Those standards require that we plan and perform the audit to authorizations of management and directors of the company; and
obtain reasonable assurance about whether the financial state- (iii) provide reasonable assurance regarding prevention or timely
ments are free of material misstatement. An audit of financial detection of unauthorized acquisition, use, or disposition of the
statements includes examining, on a test basis, evidence support- company’s assets that could have a material effect on the
ing the amounts and disclosures in the financial statements, financial statements.
assessing the accounting principles used and significant esti- Because of its inherent limitations, internal control over
mates made by management, and evaluating the overall financial financial reporting may not prevent or detect misstatements. Also,
statement presentation. We believe that our audits provide a projections of any evaluation of effectiveness to future periods are
reasonable basis for our opinion. subject to the risk that controls may become inadequate because

As described in Notes 1, 14 and 15 to the consolidated of changes in conditions, or that the degree of compliance with
financial statements, AIG changed its accounting for certain hybrid the policies or procedures may deteriorate.
financial instruments, life settlement contracts and share based A material weakness is a control deficiency, or a combination
compensation as of January 1, 2006, and certain employee of control deficiencies, that results in more than a remote
benefit plans as of December 31, 2006. likelihood that a material misstatement of the annual or interim

financial statements will not be prevented or detected. As of
Internal Control Over Financial Reporting December 31, 2006, a material weakness relating to the controls

over income tax accounting has been identified and included inAlso, we have audited management’s assessment, included in
management’s assessment.Management’s Report on Internal Control Over Financial Reporting

Controls over income tax accounting: AIG did not maintainappearing under Item 9A, that AIG did not maintain effective
effective controls over the determination and reporting of certaininternal control over financial reporting as of December 31, 2006
components of the provision for income taxes and related incomebecause of the effect of the material weakness relating to
tax balances. Specifically, AIG did not maintain effective controlscontrols over income tax accounting, based on criteria established
to review and monitor the accuracy of the components of thein Internal Control — Integrated Framework issued by the Commit-
income tax provision calculations and related income tax balancestee of Sponsoring Organizations of the Treadway Commission
and to monitor the differences between the income tax basis and(COSO). AIG’s management is responsible for maintaining effec-
the financial reporting basis of assets and liabilities to effectivelytive internal control over financial reporting and for its assessment
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Report of Independent Registered Public Accounting Firm Continued

reconcile the differences to the deferred income tax balances. In our opinion, management’s assessment that AIG did not
These control deficiencies resulted in adjustments to income tax maintain effective internal control over financial reporting as of
expense, income taxes payable and deferred income tax asset December 31, 2006 is fairly stated, in all material respects,
and liability accounts in the 2006 annual and interim consolidated based on criteria established in Internal Control — Integrated
financial statements. Furthermore, these control deficiencies Framework issued by the COSO. Also, in our opinion, because of
could result in a material misstatement of the annual or interim the effect of the material weakness described above on the
AIG consolidated financial statements that would not be prevented achievement of the objectives of the control criteria, AIG has not
or detected. Accordingly, AIG management has concluded that maintained effective internal control over financial reporting as of
these control deficiencies constitute a material weakness. December 31, 2006, based on criteria established in Internal

This material weakness was considered in determining the Control — Integrated Framework issued by the COSO.
nature, timing, and extent of audit tests applied in our audit of the
2006 consolidated financial statements, and our opinion regarding

PricewaterhouseCoopers LLP
the effectiveness of AIG’s internal control over financial reporting

New York, New York
does not affect our opinion on those consolidated financial

March 1, 2007
statements.
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American International Group, Inc. and Subsidiaries

Consolidated Balance Sheet

December 31,
(in millions) 2006 2005

Assets:
Investments and financial services assets:

Fixed maturities:
Bonds available for sale, at fair value (amortized cost: 2006 — $377,698; 2005 — $349,612)

(includes hybrid financial instruments: 2006 — $522) $ 387,391 $359,516
Bonds held to maturity, at amortized cost (fair value: 2006 — $22,154; 2005 — $22,047) 21,437 21,528
Bond trading securities, at fair value (cost: 2006 — $9,016; 2005 — $4,623) 9,037 4,636

Equity securities:
Common stocks available for sale, at fair value (cost: 2006 — $10,662; 2005 — $10,125) 13,262 12,227
Common and preferred stocks trading, at fair value (cost: 2006 — $12,734; 2005 — $7,746) 14,421 8,959
Preferred stocks available for sale, at fair value (cost: 2006 — $2,485; 2005 — $2,282) 2,539 2,402

Mortgage loans on real estate, net of allowance (2006 — $55; 2005 — $54) 17,067 14,300
Policy loans 7,501 7,039
Collateral and guaranteed loans, net of allowance (2006 — $9; 2005 — $10) 3,850 3,570

Financial services assets:
Flight equipment primarily under operating leases, net of accumulated depreciation

(2006 — $8,835; 2005 — $7,419) 39,875 36,245
Securities available for sale, at fair value (cost: 2006 — $45,912; 2005 — $37,572) 47,205 37,511
Trading securities, at fair value 5,031 6,499
Spot commodities 220 92
Unrealized gain on swaps, options and forward transactions 19,252 18,695
Trading assets 2,468 1,204
Securities purchased under agreements to resell, at contract value 33,702 14,547
Finance receivables, net of allowance (2006 — $737; 2005 — $670) (includes finance receivables

held for sale: 2006 — $1,124; 2005 — $1,110) 29,573 27,995
Securities lending collateral, at fair value (which approximates cost) 69,306 59,471
Other invested assets 42,114 31,072
Short-term investments, at cost (approximates fair value) 25,249 15,342

Total investments and financial services assets 790,500 682,850
Cash 1,590 1,897

Investment income due and accrued 6,077 5,727
Premiums and insurance balances receivable, net of allowance (2006 — $756; 2005 — $871) 17,789 15,333
Reinsurance assets, net of allowance (2006 — $536; 2005 — $999) 23,355 24,978
Deferred policy acquisition costs 37,235 32,154
Investments in partially owned companies 1,101 1,158
Real estate and other fixed assets, net of accumulated depreciation (2006 — $5,525; 2005 — $4,990) 4,381 3,641
Separate and variable accounts 72,655 63,797
Goodwill 8,628 8,093
Other assets 16,103 13,423

Total assets $ 979,414 $853,051

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Consolidated Balance Sheet Continued

December 31,
(in millions, except share data) 2006 2005

Liabilities:
Reserve for losses and loss expenses $ 79,999 $ 77,169
Unearned premiums 26,271 24,243
Future policy benefits for life and accident and health insurance contracts 122,230 108,807
Policyholders’ contract deposits 244,658 227,027
Other policyholders’ funds 10,238 10,870
Commissions, expenses and taxes payable 5,305 4,769
Insurance balances payable 3,789 3,564
Funds held by companies under reinsurance treaties 2,602 4,174
Income taxes payable 9,546 6,288
Financial services liabilities:

Borrowings under obligations of guaranteed investment agreements 20,664 20,811
Securities sold under agreements to repurchase, at contract value 22,710 11,047
Trading liabilities 3,141 2,546
Hybrid financial instrument liabilities, at fair value 8,856 —
Securities and spot commodities sold but not yet purchased, at market value 4,076 5,975
Unrealized loss on swaps, options and forward transactions 11,401 12,740
Trust deposits and deposits due to banks and other depositors 5,249 4,877
Commercial paper 8,208 6,514
Notes, bonds, loans and mortgages payable 87,602 71,313

Commercial paper 4,821 2,694
Notes, bonds, loans and mortgages payable 17,088 7,126
Liabilities connected to trust preferred stock 1,440 1,391
Separate and variable accounts 72,655 63,797
Securities lending payable 70,198 60,409
Minority interest 7,778 5,124
Other liabilities (includes hybrid financial instruments: 2006 — $111) 27,021 23,273

Total liabilities 877,546 766,548

Preferred shareholders’ equity in subsidiary companies 191 186

Commitments and Contingent Liabilities (See Note 12)

Shareholders’ equity:
Common stock, $2.50 par value; 5,000,000,000 shares authorized; shares issued 2006 and 2005 —

2,751,327,476 6,878 6,878
Additional paid-in capital 2,590 2,339
Retained earnings 84,996 72,330
Accumulated other comprehensive income (loss) 9,110 6,967
Treasury stock, at cost; 2006 — 150,131,273; 2005 — 154,680,704 shares of common stock

(including 119,278,644 and 119,271,176 shares, respectively, held by subsidiaries) (1,897) (2,197)

Total shareholders’ equity 101,677 86,317

Total liabilities, preferred shareholders’ equity in subsidiary companies and shareholders’ equity $ 979,414 $853,051

See Accompanying Notes to Consolidated Financial Statements.

Form 10-K 2006 AIG 103



American International Group, Inc. and Subsidiaries

Consolidated Statement of Income

Years Ended December 31,
(in millions, except per share data) 2006 2005 2004

Revenues:
Premiums and other considerations $ 74,083 $70,209 $66,625
Net investment income 25,292 22,165 18,465
Realized capital gains (losses) 106 341 44
Other income 13,713 16,190 12,532

Total revenues 113,194 108,905 97,666

Benefits and expenses:
Incurred policy losses and benefits 59,706 63,558 58,212
Insurance acquisition and other operating expenses 31,801 30,134 24,609

Total benefits and expenses 91,507 93,692 82,821

Income before income taxes, minority interest and cumulative effect of accounting changes 21,687 15,213 14,845

Income taxes:
Current 5,489 2,587 2,645
Deferred 1,048 1,671 1,762

Total income taxes 6,537 4,258 4,407

Income before minority interest and cumulative effect of accounting changes 15,150 10,955 10,438

Minority interest (1,136) (478) (455)

Income before cumulative effect of accounting changes 14,014 10,477 9,983

Cumulative effect of accounting changes, net of tax 34 — (144)

Net income $ 14,048 $10,477 $ 9,839

Earnings per common share:
Basic

Income before cumulative effect of accounting changes $ 5.38 $ 4.03 $ 3.83
Cumulative effect of accounting changes, net of tax 0.01 — (0.06)

Net income $ 5.39 $ 4.03 $ 3.77

Diluted
Income before cumulative effect of accounting changes $ 5.35 $ 3.99 $ 3.79
Cumulative effect of accounting changes, net of tax 0.01 — (0.06)

Net income $ 5.36 $ 3.99 $ 3.73

Average shares outstanding:
Basic 2,608 2,597 2,606
Diluted 2,623 2,627 2,637

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Consolidated Statement of Shareholders’ Equity

Amounts SharesYears Ended December 31,
(in millions, except share and per share data) 2006 2005 2004 2006 2005 2004

Common stock:
Balance, beginning and end of year $ 6,878 $ 6,878 $ 6,878 2,751,327,476 2,751,327,476 2,751,327,476

Additional paid-in capital:
Balance, beginning of year 2,339 2,094 2,028

Excess of cost over proceeds of
common stock issued under
stock plans (128) (91) (105)

Other 379 336 171

Balance, end of year 2,590 2,339 2,094

Retained earnings:
Balance, beginning of year 72,330 63,468 54,384

Cumulative effect of accounting
changes, net of tax 308 — —

Adjusted balance, beginning of year 72,638 63,468 54,384
Net income 14,048 10,477 9,839
Dividends to common shareholders

($0.65, $0.63 and $0.29 per
share, respectively) (1,690) (1,615) (755)

Balance, end of year 84,996 72,330 63,468

Accumulated other comprehensive
income (loss):
Unrealized appreciation (depreciation)

of investments, net of tax:
Balance, beginning of year 8,348 10,326 9,070

Unrealized appreciation
(depreciation) of investments, net
of reclassification adjustments 2,574 (3,577) 1,868

Income tax benefit (expense) (839) 1,599 (612)

Balance, end of year 10,083 8,348 10,326

Foreign currency translation
adjustments, net of tax:

Balance, beginning of year (1,241) (701) (1,524)
Translation adjustment 1,283 (926) 993
Income tax benefit (expense) (347) 386 (170)

Balance, end of year (305) (1,241) (701)

Net derivative gains (losses) arising
from cash flow hedging activities:

Balance, beginning of year (25) (53) (103)
Net deferred gains on cash flow

hedges, net of reclassification
adjustments 13 35 83

Deferred income tax expense (15) (7) (33)

Balance, end of year (27) (25) (53)

Retirement plan liabilities adjustment,
net of taxes:

Balance, beginning of year (115) (128) (106)
Minimum pension liability

adjustment 80 81 (100)
Deferred income tax benefit

(expense) (74) (68) 78
Adjustment to initially apply

FAS 158, net of tax (532) — —

Balance, end of year (641) (115) (128)

Accumulated other comprehensive
income (loss), end of year 9,110 6,967 9,444

Treasury stock, at cost:
Balance, beginning of year (2,197) (2,211) (1,397) (154,680,704) (154,904,286) (142,880,430)

Cost of shares acquired (20) (176) (1,083) (288,365) (2,654,272) (16,426,114)
Issued under stock plans 291 173 263 4,579,913 2,625,227 4,310,733
Other 29 17 6 257,883 252,627 91,525

Balance, end of year (1,897) (2,197) (2,211) (150,131,273) (154,680,704) (154,904,286)

Total shareholders’ equity, end of year $101,677 $86,317 $79,673

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Consolidated Statement of Cash Flows

Years Ended December 31,
(in millions) 2006 2005 2004

Summary:
Net cash provided by operating activities $ 6,829 $ 25,382 $ 29,414
Net cash used in investing activities (67,040) (62,500) (92,596)
Net cash provided by financing activities 59,790 37,169 64,217
Effect of exchange rate changes on cash 114 (163) 52

Change in cash (307) (112) 1,087
Cash at beginning of year 1,897 2,009 922

Cash at end of year $ 1,590 $ 1,897 $ 2,009

Cash flows from operating activities:
Net income $ 14,048 $ 10,477 $ 9,839

Adjustments to reconcile net income to net cash provided by operating activities:
Noncash revenues, expenses, gains and losses included in income:

Net gains on sales of securities available for sale and other assets (763) (1,218) (1,003)
Foreign exchange transaction (gains) losses 1,795 (3,330) 1,231
Net unrealized (gains) losses on non-AIGFP derivative assets and liabilities (713) 878 (648)
Equity in income of partially owned companies and other invested assets (3,990) (1,421) (1,279)
Amortization of deferred policy acquisition costs 11,578 10,693 9,815
Amortization of premium and discount on securities 699 207 502
Depreciation expenses, principally flight equipment 2,374 2,200 2,035
Provision for finance receivable losses 495 435 389
Impairment losses 944 598 684

Changes in operating assets and liabilities:
General and life insurance reserves 13,173 27,299 22,818
Premiums and insurance balances receivable and payable — net (1,214) 192 (953)
Reinsurance assets 1,665 (5,365) 1,032
Capitalization of deferred policy acquisition costs (15,363) (14,454) (13,334)
Investment income due and accrued (235) (171) (916)
Funds held under reinsurance treaties (1,612) 770 361
Other policyholders’ funds (953) 518 962
Income taxes payable 2,003 1,543 1,356
Commissions, expenses and taxes payable 408 140 (16)
Other assets and liabilities — net 331 2,966 1,943
Bonds, common and preferred stocks trading, at fair value (7,851) (5,448) (3,189)
Trading assets and liabilities — net (668) 2,272 (4,783)
Trading securities, at fair value 1,339 (3,753) 1,254
Spot commodities (128) 442 (289)
Net unrealized (gain) loss on swaps, options and forward transactions (1,482) 934 2,302
Securities purchased under agreements to resell (19,154) 11,725 (5,427)
Securities sold under agreements to repurchase 11,645 (12,534) 5,688
Securities and spot commodities sold but not yet purchased, at market value (1,899) 571 (269)
Finance receivables held for sale — originations and purchases (10,786) (13,070) (6,504)
Sales of finance receivables — held for sale 10,602 12,821 5,784
Other, net 541 (1,535) 29

Total adjustments (7,219) 14,905 19,575

Net cash provided by operating activities $ 6,829 $ 25,382 $ 29,414

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Consolidated Statement of Cash Flows Continued

Years Ended December 31,
(in millions) 2006 2005 2004

Cash flows from investing activities:
Proceeds from (payments for)

Sales and maturities of fixed maturity securities available for sale $ 112,899 $ 140,076 $ 115,625
Sales of equity securities available for sale 12,475 11,661 12,246
Proceeds from fixed maturity securities held to maturity 205 46 226
Sales of flight equipment 697 573 1,219
Sales or distributions of other invested assets 14,087 14,899 8,361
Payments received on mortgage, policy, collateral and guaranteed loans 5,165 3,679 1,928
Principal payments received on finance receivables held for investment 12,586 12,461 10,780
Purchases of fixed maturity securities available for sale (146,465) (175,657) (159,229)
Purchases of equity securities available for sale (14,482) (13,273) (13,361)
Purchases of fixed maturity securities held to maturity (197) (3,333) (10,512)
Purchases of flight equipment (6,009) (6,193) (4,860)
Purchases of other invested assets (16,040) (15,059) (11,764)
Mortgage, policy, collateral and guaranteed loans issued (7,438) (5,310) (2,180)
Finance receivables held for investment — originations and purchases (13,830) (17,276) (16,416)
Change in securities lending collateral (9,835) (10,301) (19,777)
Net additions to real estate, fixed assets, and other assets (1,097) (941) (643)
Net change in short-term investments (9,716) 760 (2,542)
Net change in non-AIGFP derivative assets and liabilities (45) 688 (1,697)

Net cash used in investing activities (67,040) (62,500) (92,596)

Cash flows from financing activities:
Proceeds from (payments for)

Policyholders’ contract deposits 54,195 50,229 54,550
Policyholders’ contract withdrawals (41,866) (35,797) (24,497)
Change in other deposits 1,269 (957) 2,519
Change in commercial paper 2,952 (476) 3,738
Notes, bonds, loans and mortgages payable, and hybrid financial instrument liabilities

issued 58,763 53,624 31,488
Repayments on notes, bonds, loans and mortgages payable, and hybrid financial

instrument liabilities (24,047) (40,767) (24,638)
Issuance of guaranteed investment agreements 12,265 13,437 11,469
Maturities of guaranteed investment agreements (12,433) (10,861) (8,314)
Change in securities lending payable 9,789 10,437 19,777
Redemption of subsidiary company preferred stock — (100) (200)
Issuance of treasury stock 163 82 158
Cash dividends paid to shareholders (1,638) (1,421) (730)
Acquisition of treasury stock (20) (176) (1,083)
Other, net 398 (85) (20)

Net cash provided by financing activities $ 59,790 $ 37,169 $ 64,217

Supplementary disclosure of cash flow information:
Cash paid during the period for:

Interest $ 6,539 $ 4,883 $ 4,281
Taxes $ 4,693 $ 2,593 $ 3,060

Non-cash activities:
Interest credited to policyholder accounts included in financing activities $ 10,746 $ 9,782 $ 6,859

See accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Consolidated Statement of Comprehensive Income

Years Ended December 31,
(in millions) 2006 2005 2004

Net income $14,048 $10,477 $ 9,839

Other comprehensive income (loss):
Unrealized (depreciation) appreciation of investments — net of reclassification adjustments 2,574 (3,577) 1,868

Deferred income tax benefit (expense) on above changes (839) 1,599 (612)
Foreign currency translation adjustments 1,283 (926) 993

Deferred income tax benefit (expense) on above changes (347) 386 (170)
Net derivative gains arising from cash flow hedging activities — net of reclassification

adjustments 13 35 83
Deferred income tax expense on above changes (15) (7) (33)

Retirement plan liabilities adjustment 80 81 (100)
Deferred income tax benefit (expense) on above changes (74) (68) 78

Other comprehensive income (loss) 2,675 (2,477) 2,107

Comprehensive income $16,723 $ 8,000 $11,946

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

expense of $153 million and $149 million in the years ended1. Summary of Significant Accounting Policies
December 31, 2005 and 2004, respectively, to conform to the

Basis of Presentation current year’s presentation. This revision did not have any effect
on consolidated pre-tax income, net income or shareholders’The consolidated financial statements include the accounts of AIG
equity.and its majority owned subsidiaries. AIG consolidates subsidiaries

In 2006 AIG determined that certain products that werein which it holds a controlling financial interest. Entities that AIG
historically reported as separate account assets under SOP 03-1does not consolidate but of which it holds 20 percent to 50
should have been reported as general account assets. Accord-percent of the voting rights and/or has the ability to exercise
ingly, AIG revised the classification of approximately $2.7 billion ofsignificant influence are accounted for under the equity method.
assets from separate account assets in prior years to generalCertain of AIG’s foreign subsidiaries included in the consoli-
account assets, and the same amount of liabilities from separatedated financial statements report on a fiscal year ending
account liabilities to policyholders’ contract deposits at Decem-November 30. The effect on AIG’s consolidated financial condition
ber 31, 2006. As a result, Net investment income and Incurredand results of operations of all material events occurring after
policy losses and benefits each increased approximately $258 mil-November 30 and prior to the applicable balance sheet date has
lion for the earnings on the general account assets that accruebeen recorded.
directly to the benefit of the policyholders. This revision did notThe accompanying consolidated financial statements have
have any effect on consolidated income before income taxes, netbeen prepared in accordance with U.S. generally accepted
income, or shareholders’ equity for any period presented.accounting principles (GAAP). All material intercompany accounts

Certain reclassifications and format changes have been madeand transactions have been eliminated.
to prior year amounts to conform to the current year presentation.

Description of Business
Accounting Policies

See Note 2 herein for a description of AIG’s businesses.
(a) Revenue Recognition and Expenses:

Use of Estimates
Premiums and other Considerations: Premiums for short duration

AIG considers its most critical accounting estimates to be those contracts and considerations received from retailers in connection
with respect to reserves for losses and loss expenses, future with the sale of extended service contracts are earned primarily
policy benefits for life and accident and health contracts, recover- on a pro rata basis over the term of the related coverage. The
ability of deferred policy acquisition costs (DAC), estimated gross reserve for unearned premium includes the portion of premiums
profits for investment-oriented products, fair value determinations written and other considerations relating to the unexpired terms of
for certain Capital Markets assets and liabilities, other-than- coverage. Premiums for long duration insurance products and life
temporary declines in the value of investments and flight contingent annuities are recognized as revenues when due.
equipment recoverability. Estimates for premiums due but not yet collected are accrued.

The preparation of financial statements in conformity with Consideration for universal life and investment-type products
GAAP requires management to make estimates and assumptions consist of policy charges for the cost of insurance, administration,
that affect the reported amounts of assets and liabilities and and surrenders during the period. Policy charges collected with
disclosure of contingent assets and liabilities at the date of the respect to future services are deferred and recognized in a
financial statements and the reported amounts of revenues and manner similar to DAC related to such products.
expenses during the reporting periods. Actual results could differ,

Net Investment Income: Net investment income represents in-possibly materially, from those estimates.
come primarily from the following sources in AIG’s insurance

Revisions and Reclassifications operations:
( Accrued interest income, as well as amortization and accretionIt was determined during 2006 that for certain deferred sales

of premiums and discounts on bonds.inducement assets, the asset and related amortization expense
( Dividend income and distributions from common and preferredhad historically been reported within deferred policy acquisition

stock and other investments when receivable.costs on the consolidated balance sheet and income statement.
( Unrealized gains and losses from investments in tradingUnder Statement of Position 03-1, ‘‘Accounting and Reporting by

securities and hybrid financial instruments.Insurance Enterprises for Certain Nontraditional Long-Duration
( Earnings from hedge funds and limited partnership investmentsContracts and for Separate Accounts’’ (SOP 03-1), such assets

accounted for under the equity method.should be classified separately from DAC and the amortization
( The difference between the carrying amount of a life settle-reported in benefit expense. Accordingly, the December 31, 2005

ment contract and the life insurance proceeds of the underlyingconsolidated balance sheet reflects a revision of $1.1 billion from
life insurance policy recorded in income upon the death of theDAC to other assets, and the consolidated income statement
insured.includes a revision from acquisition expense to policy benefit
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( Unrealized gains and losses from trading securities, commodi-1. Summary of Significant Accounting Policies
ties sold, but not yet purchased, futures and hybrid financialContinued
instruments.

Realized Capital Gains (Losses): Realized capital gains and losses ( Realized gains and losses from the sale of available for sale
are determined principally by specific identification. The realized securities and investments in private equities, joint ventures
capital gains and losses are generated primarily from the following and limited partnerships.
sources (in AIG’s insurance operations and Other category): ( Exchange gains and losses resulting from foreign currency
( Sales of fixed maturity securities, equity securities, real estate, transactions.

investments in joint ventures and limited partnerships and ( Reductions to the cost basis of equity securities for other-than-
other types of investments. temporary impairments.

( Reductions to the cost basis of fixed maturities, equity ( Earnings from hedge funds and limited partnership investments
securities and other invested assets for other-than-temporary accounted for under the equity method.
impairments.

Incurred policy losses and benefits: Incurred policy losses for
( Changes in fair value of derivatives used for other than hedging

short duration insurance contracts consist of the estimated
activities.

ultimate cost of settling claims incurred within the reporting
( Exchange gains and losses resulting from foreign currency

period, including incurred but not reported claims, plus the
transactions.

changes in estimates of current and prior period losses resulting
Other Income: Other income includes income from flight equip- from the continuous review process. Benefits for long duration
ment, finance charges on consumer loans and income generated insurance contracts consist of benefits paid and changes in future
from asset management activities and from the operations of policy benefits liabilities. Benefits for universal life and investment-
AIGFP. type products primarily consists of interest credited to policy

Income from flight equipment under operating leases is account balances and benefit payments made in excess of policy
recognized over the life of the lease as rentals become receivable account balances.
under the provisions of the lease or, in the case of leases with

(b) Foreign Currency: Financial statement accounts expressed
varying payments, under the straight-line method over the noncan-

in foreign currencies are translated into U.S. dollars in accordance
celable term of the lease. In certain cases, leases provide for

with Statement of Financial Accounting Standards (FAS) 52,
additional payments contingent on usage. Rental income is

‘‘Foreign Currency Translation’’ (FAS 52). Under FAS 52, functional
recognized at the time such usage occurs less a provision for

currency assets and liabilities are translated into U.S. dollars
future contractual aircraft maintenance. Gains and losses on flight

generally using current rates of exchange prevailing at the balance
equipment are recognized when flight equipment is sold and the

sheet date of each respective subsidiary and the related transla-
risk of ownership of the equipment is passed to the new owner.

tion adjustments are recorded as a separate component of other
Finance charges on consumer loans are recognized as revenue

comprehensive income, net of any related taxes, in consolidated
using the interest method. Revenue ceases to be accrued when

shareholders’ equity. Functional currencies are generally the
contractual payments are not received for four consecutive

currencies of the local operating environment. Income statement
months for loans and retail sales contracts, and for six months for

accounts expressed in functional currencies are translated using
revolving retail accounts and private label receivables. Extension

average exchange rates. The adjustments resulting from transla-
fees, late charges, and prepayment penalties are recognized as

tion of financial statements of foreign entities operating in highly
revenue when received.

inflationary economies are recorded in income. Exchange gains
Income generated with respect to asset management opera-

and losses resulting from foreign currency transactions are
tions is generally recognized as revenues as services are

recorded in income currently.
performed. Certain costs incurred in the sale of mutual funds are
deferred and subsequently amortized. (c) Income Taxes: Deferred tax assets and liabilities are

Income generated from the operations of AIGFP includes the recorded for the effects of temporary differences between the tax
following: basis of an asset or liability and its reported amount in the
( Accrued interest income and expense, as well as amortization consolidated financial statements. AIG assesses its ability to

and accretion of premiums and discounts on bonds. realize deferred tax assets primarily based on the earnings
( Dividend income and distributions from common and preferred history, future earnings potential, the reversal of taxable tempo-

stock and other investments when receivable. rary differences, and the tax planning strategies available to the
( Changes in the fair value of derivatives. In certain instances, legal entities recognizing deferred tax assets, in accordance with

no initial gain or loss is recognized in accordance with FAS 109, ‘‘Accounting for Income Taxes.’’ See Note 3 herein for a
Emerging Issues Task Force Issue No. 02-3, ‘‘Issues Involved further discussion of income taxes.
in Accounting for Derivative Contracts held for Trading Purposes

(d) Contingencies:  Amounts are accrued for the financialand Contracts Involved in Energy Trading and Risk Management
resolution of claims that have either been asserted or areActivities’’ (EITF 02-3). The initial gain or loss is recognized
deemed probable of assertion if, in the opinion of management, itover the life of the transactions and as observable market data
is both probable that a liability has been incurred and the amountbecomes available.
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creditworthiness of the obligor, unanticipated changes in interest1. Summary of Significant Accounting Policies
rates, tax laws, statutory capital positions and liquidity events,Continued
among others, AIG revisits its intent. Further, if a loss is

of the liability can be reasonably estimated. In many cases, it is
recognized from a sale subsequent to a balance sheet date

not possible to determine whether a liability has been incurred or
pursuant to these unexpected changes in circumstances, the loss

to estimate the ultimate or minimum amount of that liability until
is recognized in the period in which the intent to hold the

years after the contingency arises, in which case no accrual is
securities to recovery no longer existed.

made until that time. 
In periods subsequent to the recognition of an other-than-

(e) Investments in Fixed Maturities and Equity Securities: temporary impairment loss for debt securities, AIG generally
Bonds held to maturity are principally owned by the insurance amortizes the discount or reduced premium over the remaining
subsidiaries and are carried at amortized cost where AIG has the life of the security in a prospective manner based on the amount
ability and positive intent to hold these securities until maturity. and timing of future estimated cash flows.

Where AIG may not have the positive intent to hold bonds until
(f) Mortgage Loans on Real Estate — net, Policy, Collat-

maturity and such securities are not designated as trading, these
eral and Guaranteed Loans — net: Mortgage loans on real

securities are considered to be available for sale and carried at
estate, policy, collateral and guaranteed loans are carried at

current fair values.
unpaid principal balances. Interest income on such loans is

Premiums and discounts arising from the purchase of bonds
accrued as earned.

are treated as yield adjustments over their estimated lives, until
Impairment of mortgage loans on real estate and collateral

maturity, or call date, if applicable.
loans is based upon certain risk factors and when collection of all

Bond trading securities are carried at current fair values.
amounts due under the contractual term is not probable. This

Common and preferred stocks are carried at current fair
impairment is generally measured based on the present value of

values.
expected future cash flows discounted at the loan’s effective

AIG may also enter into dollar roll agreements. These are
interest rate subject to the fair value of underlying collateral if the

agreements to sell mortgage-backed securities and to repurchase
loan is collateral dependent. Interest income on such impaired

substantially similar securities at a specified price and date in the
loans is recognized as cash is received.

future. At December 31, 2006, 2005 and 2004, there were no
There is no allowance for policy loans, as these loans serve to

dollar roll agreements outstanding.
reduce the death benefit paid when the death claim is made and

Unrealized gains and losses from available for sale invest-
the balances are effectively collateralized by the cash surrender

ments in equity and fixed maturity securities are reflected as a
value of the policy.

separate component of other comprehensive income, net of
deferred income taxes currently. Unrealized gains and losses from (g) Financial Services — Flight Equipment: Flight equipment
investments in trading securities are reflected in income currently. is stated at cost, net of accumulated depreciation. Major
Investments in fixed maturities and equity securities are recorded additions, modifications and interest are capitalized. Normal
on a trade date basis. maintenance and repairs, air frame and engine overhauls and

AIG evaluates its investments for impairment. As a matter of compliance with return conditions of flight equipment on lease are
policy, the determination that a security has incurred an other- provided by and paid for by the lessee. Under the provisions of
than-temporary decline in value and the amount of any loss most leases for certain air frame and engine overhauls, the lessee
recognition requires the judgment of AIG’s management and a is reimbursed for certain costs incurred up to but not exceeding
continual review of its investments. contingent rentals paid to AIG by the lessee. AIG provides a

In general, a security is considered a candidate for other-than- charge to income for such reimbursements based upon the
temporary impairment if it meets any of the following criteria: expected reimbursements during the life of the lease. Deprecia-
( Trading at a significant (25 percent or more) discount to par or tion and amortization are computed on the straight-line basis to a

amortized cost (if lower) for an extended period of time (nine residual value of approximately 15 percent over the estimated
months or longer); useful lives of the related assets but not exceeding 25 years. 

( The occurrence of a discrete credit event resulting in the debtor Aircraft in the fleet are evaluated, as necessary, based on these
defaulting or seeking bankruptcy or insolvency protection or events and circumstances in accordance with FAS No. 144,
voluntary reorganization; or ‘‘Accounting for the Impairment or Disposal of Long-Lived Assets’’

( The probability of non-realization of a full recovery on its (FAS 144). FAS 144 requires that long-lived assets be reviewed for
investment, irrespective of the occurrence of one of the impairment whenever events or changes in circumstances indicate
foregoing events. that the carrying amount of an asset may not be recoverable.
At each balance sheet date, AIG evaluates its securities Recoverability of assets is measured by comparing the carrying

holdings in an unrealized loss position. Where AIG does not intend amount of an asset to future undiscounted net cash flows
to hold such securities until they have fully recovered their expected to be generated by the asset. These evaluations for
carrying value, based on the circumstances present at the date of impairment are significantly affected by estimates of future
evaluation, AIG records the unrealized loss in income. If events or revenues and other factors which involve some amount of
circumstances change, such as unexpected changes in the uncertainty.
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which includes interpolation and extrapolation from observable1. Summary of Significant Accounting Policies
and verifiable prices nearest to the dates of the transactions.Continued
These valuations represent an assessment of the present values

This caption also includes deposits for aircraft to be pur-
of expected future cash flows of these transactions and reflect

chased. At the time the assets are retired or disposed of, the
market and credit risk. The portfolio’s discounted cash flows are

cost and associated accumulated depreciation and amortization
evaluated with reference to current market conditions, maturities

are removed from the related accounts and the difference, net of
within the portfolio, and other relevant factors. Based upon this

proceeds, is recorded as a gain or loss in Other income.
evaluation, it is determined what offsetting transactions, if any,

(h) Financial Services — Securities Available for Sale, at are necessary to reduce the market risk of the portfolio. AIG
fair value: These securities are held to meet long-term invest- manages its market risk with a variety of transactions, including
ment objectives and are accounted for as available for sale, swaps, trading securities, futures and forward contracts and other
carried at current fair values and recorded on a trade-date basis. transactions as appropriate. Because of the limited liquidity of
This portfolio is hedged using interest rate, foreign exchange, some of these instruments, the recorded values of these
commodity and equity derivatives. The market risk associated with transactions may be different from the values that might be
such hedges is managed on a portfolio basis, with third party realized if AIG were to sell or close out the transactions prior to
hedging transactions executed as necessary. As hedge accounting maturity. AIG believes that such differences are not significant to
treatment is not achieved in accordance with FAS 133, ‘‘Account- its financial condition or liquidity. Such differences would be
ing for Derivative Instruments and Hedging Activities’’ (FAS 133), immediately recognized in income when the transactions were
the unrealized gains and losses on these securities resulting from sold or closed out prior to maturity.
changes in interest rates, currency rates and equity prices are

(l) Financial Services — Trading Assets and Trading
recorded in Other comprehensive income in consolidated share-

Liabilities: Trading assets and trading liabilities include option
holders’ equity while the unrealized gains and losses on the

premiums paid and received and receivables from and payables to
related economic hedges are reflected in Other income.

counterparties which relate to unrealized gains and losses on
(i) Financial Services — Trading Securities, at fair value: futures, forwards, and options and balances due from and due to
Trading securities are held to meet short-term investment objec- clearing brokers and exchanges.
tives, including hedging securities. These securities are recorded

(m) Financial Services — Securities Purchased (Sold)
on a trade-date basis and carried at current fair values. Unrealized

Under Agreements to Resell (Repurchase), at contract
gains and losses are reflected in Other income currently.

value: Purchases of securities under agreements to resell and
(j) Financial Services — Spot Commodities: Spot commodi- sales of securities under agreements to repurchase are accounted
ties held in AIGFP’s wholly owned broker-dealer subsidiary are for as collateralized borrowing or lending transactions and are
recorded at fair value. All other commodities are recorded at the recorded at their contracted resale or repurchase amounts, plus
lower of cost or market value. Spot commodities are recorded on accrued interest. AIG’s policy is to take possession of or obtain a
a trade-date basis. The exposure to market risk may be reduced security interest in securities purchased under agreements to
through the use of forwards, futures and option contracts. Lower resell.
of cost or fair value reductions in commodity positions and AIG minimizes the credit risk that counterparties to transac-
unrealized gains and losses in related derivatives are reflected in tions might be unable to fulfill their contractual obligations by
Other income currently. monitoring customer credit exposure and collateral value and

generally requiring additional collateral to be deposited with AIG(k) Financial Services — Unrealized Gain and Unrealized
when deemed necessary.Loss on Swaps, Options and Forward Transactions: Inter-

est rate, currency, equity and commodity swaps, swaptions, (n) Financial Services — Finance Receivables: Finance re-
options and forward transactions are accounted for as derivatives ceivables, which are net of unearned finance charges, are held for
recorded on a trade-date basis and are carried at current market both investment purposes and for sale. Finance receivables held
values or estimated fair values when market prices are not for investment purposes are carried at amortized cost which
available. Unrealized gains and losses are reflected in income includes accrued finance charges on interest bearing finance
currently, where appropriate. In certain instances, when income is receivables, unamortized deferred origination costs, and unamor-
not recognized at inception of the contract under EITF 02-03, tized net premiums and discounts on purchased finance receiv-
income is recognized over the life of the contract and as ables. The allowance for finance receivable losses is established
observable market data becomes available. Estimated fair values through the provision for finance receivable losses charged to
are based on the use of valuation models that utilize, among expense and is maintained at a level considered adequate to
other things, current interest, foreign exchange, equity, commodity absorb estimated credit losses in the existing portfolio. The
and volatility rates. AIG attempts to secure reliable and indepen- portfolio is periodically evaluated on a pooled basis and factors
dent current market prices, such as published exchange prices, such as economic conditions, portfolio composition, and loss and
external subscription services’ prices such as Bloomberg or delinquency experience are considered in the evaluation of the
Reuters or third-party broker quotes for use in its models. When allowance.
such prices are not available, AIG uses an internal methodology
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(s) Reinsurance Assets: Reinsurance assets include the bal-1. Summary of Significant Accounting Policies
ances due from reinsurance and insurance companies under theContinued
terms of AIG’s reinsurance agreements for paid and unpaid lossesDirect costs of originating loans, net of nonrefundable points
and loss expenses, ceded unearned premiums and ceded futureand fees, are deferred and included in the carrying amount of the
policy benefits for life and accident and health insurance contractsrelated loans. The amount deferred is recognized as an adjust-
and benefits paid and unpaid. Amounts related to paid and unpaidment to finance charge revenues, using the interest method.
losses, benefits and loss expenses with respect to theseFinance receivables originated and intended for sale in the
reinsurance agreements are substantially collateralized.secondary market are carried at the lower of cost or market value,

as determined by aggregate outstanding commitments from (t) Deferred Policy Acquisition Costs:
investors or current investor yield requirements. AGF recognizes

General Insurance: Acquisition costs represent those costs, in-net unrealized losses through a valuation allowance by charges to
cluding commissions, premium taxes and other underwritingincome.
expenses, that vary with and are primarily related to the

(o) Securities Lending Collateral and Securities Lending acquisition of new business. These costs are deferred and
Payable, at fair value: AIG’s insurance and asset management amortized over the period in which the related premiums written
operations lend their securities and primarily take cash as are earned. DAC is grouped consistent with the manner in which
collateral with respect to the securities lent. Invested collateral the insurance contracts are acquired, serviced and measured for
consists primarily of floating rate bonds. Income earned on profitability and is reviewed for recoverability based on the
invested collateral, net of interest payable to the collateral profitability of the underlying insurance contracts. Investment
provider, is recorded in net investment income. income is not anticipated in the recoverability of deferred policy

The fair value of securities pledged under securities lending acquisition costs.
arrangements was $69 billion and $59 billion as of December 31,

Life Insurance & Retirement Services: Acquisition costs represent2006 and 2005, respectively. These securities are included in
those costs, including commissions, underwriting and marketingbonds available for sale in AIG’s consolidated balance sheet.
expenses, that vary with, and are primarily related to, the

(p) Other Invested Assets: Other invested assets consist acquisition of new business. Policy acquisition costs for traditional
primarily of investments by AIG’s insurance operations in hedge life insurance products are generally deferred and amortized over
funds and limited partnerships. the premium paying period in accordance with FAS 60, ‘‘Account-

Hedge funds and limited partnerships in which AIG holds in the ing and Reporting by Insurance Enterprises’’ (FAS 60). Policy
aggregate less than a five percent interest are reported at fair acquisition costs and policy issuance costs related to universal
value. The change in fair value is recognized as a component of life, participating life, and investment-type products (investment-
Other comprehensive income. oriented products) are deferred and amortized, with interest, in

With respect to hedge funds and limited partnerships in which relation to the incidence of estimated gross profits to be realized
AIG holds in the aggregate a five percent or greater interest or over the estimated lives of the contracts in accordance with
less than a five percent interest but where AIG has more than a FAS 97, ‘‘Accounting and Reporting by Insurance Enterprises for
minor influence over the operations of the investee, AIG’s carrying Certain Long-Duration Contracts and for Realized Gains and
value is its share of the net asset value of the funds or the Losses from the Sale of Investments’’ (FAS 97). Estimated gross
partnerships. The changes in such net asset values, accounted profits are composed of net interest income, net realized
for under the equity method, are recorded in earnings through net investment gains and losses, fees, surrender charges, expenses,
investment income. and mortality and morbidity gains and losses. If estimated gross

AIG obtains the fair values of its investments in limited profits change significantly, DAC is recalculated using the new
partnerships and hedge funds from information provided by the assumptions. Any resulting adjustment is included in current
general partner or manager of each of these investments, the earnings as an adjustment to DAC. DAC is grouped consistent
accounts of which generally are audited on an annual basis. with the manner in which the insurance contracts are acquired,

Also included in other invested assets are real estate held for serviced and measured for profitability and is reviewed for
investment, aircraft asset investments held by non-financial recoverability based on the profitability (both current and projected
services subsidiaries and investments in life settlement contracts. future) of the underlying insurance contracts.
See Notes 8(g) and 8(h) herein for further information. The DAC for investment-oriented products is also adjusted with

respect to estimated gross profits as a result of changes in the(q) Short-term Investments: Short-term investments consist
net unrealized gains or losses on debt and equity securitiesof interest bearing cash equivalents, time deposits, and invest-
available for sale. That is, as debt and equity securities availablements with original maturities within one year, such as commer-
for sale are carried at aggregate fair value, an adjustment is madecial paper.
to DAC equal to the change in amortization that would have been

(r) Cash: Cash represents cash on hand and non-interest bear- recorded if such securities had been sold at their stated
ing demand deposits. aggregate fair value and the proceeds reinvested at current yields.

The change in this adjustment, net of tax, is included with the
change in net unrealized gains/losses on debt and equity
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(x) Goodwill and Intangible Assets: Goodwill is the excess of1. Summary of Significant Accounting Policies
cost over the fair value of net assets acquired. Goodwill isContinued
reviewed for impairment on an annual basis, or more frequently ifsecurities available for sale that is credited or charged directly to
circumstances indicate that a possible impairment has occurred.other comprehensive income. DAC has been decreased by $720
The assessment of impairment involves a two-step processmillion at December 31, 2006 and decreased by $1.14 billion at
whereby an initial assessment for potential impairment is per-December 31, 2005 for this adjustment. See also Note 4 herein.
formed, followed by a measurement of the amount of impairment,Value of Business Acquired (VOBA) is determined at the time
if any. Impairment testing is performed using the fair valueof acquisition and is reported on the consolidated balance sheet
approach, which requires the use of estimates and judgment, atwith DAC. This value is based on present value of future pre-tax
the ‘‘reporting unit’’ level. A reporting unit is the operatingprofits discounted at current yields applicable at time of purchase.
segment, or a business that is one level below the operatingFor products accounted under FAS 60, VOBA is amortized over the
segment if discrete financial information is prepared and regularlylife of the business similar to that for DAC based on the
reviewed by management at that level. The determination of aassumptions at purchase. For FAS 97 products, VOBA is amor-
reporting unit’s fair value is based on management’s besttized in relation to the estimated gross profits to date for each
estimate, which generally considers the unit’s market-basedperiod. As of December 31, 2006, there have been no impair-
earning multiples of peer companies and expected future earn-ments of VOBA.
ings. If the carrying value of a reporting unit’s goodwill exceeds

(u) Investments in Partially Owned Companies: At Decem- its fair value, the excess is recognized as an impairment and
ber 31, 2006, AIG’s significant investments in partially owned recorded as a charge against net income. No impairment has
companies included its 19.4 percent interest in Allied World been recorded by AIG in 2006, 2005 or 2004. Changes in the
Assurance Holdings, Ltd., its 26 percent interest in Tata AIG Life carrying amount of goodwill result from foreign currency transla-
Insurance Company, Ltd., its 26 percent interest in Tata AIG tion adjustments and other purchase price adjustments.
General Insurance Company, Ltd. and its 24.5 percent interest in

(y) Other Assets: Other assets consist of prepaid expenses,The Fuji Fire and Marine Insurance Co., Ltd. This balance sheet
including deferred advertising costs, sales inducement assets andcaption also includes investments in less significant partially
derivatives assets at fair value, other than derivatives in AIGFP,owned companies. The amounts of dividends received from
and other deferred charges.unconsolidated entities where AIG’s ownership interest is less

Generally, advertising costs are expensed as incurred exceptthan 50 percent were $28 million, $146 million and $22 million in
for certain direct response stand-alone cost pools, which are2006, 2005 and 2004, respectively. The undistributed earnings of
deferred over the expected future benefit period in accordanceunconsolidated entities where AIG’s ownership interest is less
with Statement of Position 93-7, ‘‘Reporting on Advertisingthan 50 percent were $300 million, $179 million and $445 mil-
Costs.’’ In instances where AIG can demonstrate that its custom-lion as of December 31, 2006, 2005 and 2004, respectively.
ers have responded specifically to direct-response advertising,

(v) Real Estate and Other Fixed Assets: The costs of whose primary purpose is to elicit sales to customers and where
buildings and furniture and equipment are depreciated principally it can be shown that such advertising results in probable future
on a straight-line basis over their estimated useful lives (maximum economic benefits, the advertising costs are capitalized. Deferred
of 40 years for buildings and ten years for furniture and advertising costs are amortized on a cost-pool by cost-pool basis
equipment). Expenditures for maintenance and repairs are over the expected economic future benefit period and are reviewed
charged to income as incurred; expenditures for betterments are regularly for recoverability. Deferred advertising costs amounted to
capitalized and depreciated. $1.05 billion and $915 million at December 31, 2006 and 2005,

AIG periodically assesses the carrying value of its real estate respectively. The amount of expense amortized into earnings was
for purposes of determining any asset impairment. $359 million, $272 million and $244 million, for 2006, 2005,

Also included in Real Estate and Other Fixed Assets are and 2004, respectively.
capitalized software costs, which represent costs directly related AIG offers sales inducements, which include enhanced credit-
to obtaining, developing or upgrading internal use software. Such ing rates or bonus payments to contract holders (bonus interest)
costs are capitalized and amortized using the straight-line method on certain annuity and investment contract products. Sales
over a period generally not to exceed five years. inducements provided to the contractholder are recognized as part

of the liability for policyholders’ contract deposits on the consoli-(w) Separate and Variable Accounts: Separate and variable
dated balance sheet. Such amounts are deferred and amortizedaccounts represent funds for which investment income and
over the life of the contract using the same methodology andinvestment gains and losses accrue directly to the policyholders
assumptions used to amortize DAC. To qualify for such accountingwho predominantly bear the investment risk. Each account has
treatment, the bonus interest must be explicitly identified in thespecific investment objectives, and the assets are carried at fair
contract at inception, and AIG must demonstrate that suchvalue. The assets of each account are legally segregated and are
amounts are incremental to amounts AIG credits on similarnot subject to claims which arise out of any other business of
contracts without bonus interest, and are higher than theAIG. The liabilities for these accounts are generally equal to the
contract’s expected ongoing crediting rates for periods after theaccount assets.
bonus period. The deferred bonus interest and other deferred
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in AIGFP, and other payables. See Note 19 herein for a discussion1. Summary of Significant Accounting Policies
of Derivatives. AIG has entered into certain insurance andContinued
reinsurance contracts, primarily in its general insurance segment,

sales inducement assets amounted to $1.3 billion and $1.1 bil-
that do not contain sufficient insurance risk to be accounted for

lion at December 31, 2006 and 2005, respectively. The amortiza-
as insurance or reinsurance. Accordingly, these transactions are

tion expense associated with these assets is reported within
recorded based upon deposit accounting, and the premiums

Incurred policy losses and benefits expense on the consolidated
received, after deduction for certain related expenses, are

statement of income. Such amortization expense totaled
recorded as deposits within Other liabilities on the consolidated

$135 million, $127 million and $104 million for the years ended
balance sheet. Net proceeds of these deposits are invested and

December 31, 2006, 2005 and 2004, respectively.
generate net investment income. As amounts are paid, consistent

See Note 19 herein for a discussion of derivatives.
with the underlying contracts, the deposit liability is reduced.

(z) Reserve for Losses and Loss Expenses: Losses and loss
(gg) Preferred Shareholders’ Equity in Subsidiary

expenses are charged to income as incurred. The reserve for
Companies: Preferred shareholders’ equity in subsidiary compa-

losses and loss expenses represents the accumulation of esti-
nies relates principally to outstanding preferred stock or interest

mates for unpaid reported losses and includes provisions for
of ILFC, a wholly owned subsidiary of AIG. Cash distributions on

losses incurred but not reported. The methods of determining
such preferred stock or interest are accounted for as interest

such estimates and establishing resulting reserves, including
expense.

amounts relating to allowances for estimated unrecoverable
reinsurance, are reviewed and updated. If the estimate of (hh) Recent Accounting Standards:
reserves is determined to be inadequate or redundant, the

Accounting Changesincrease or decrease is reflected in income. AIG discounts its loss
reserves relating to workers compensation business written by its FSP FAS 115-1, ‘‘The Meaning of Other-Than-Temporary Impair-
U.S. domiciled subsidiaries as permitted by the domiciliary ment and Its Application to Certain Investments,’’ replaces the
statutory regulatory authorities. measurement and recognition guidance set forth in EITF Issue

No. 03-1 and codifies certain existing guidance on impairment and(aa) Future Policy Benefits for Life and Accident and
accretion of income in periods subsequent to an other-than-Health Contracts: The liabilities for future policy benefits and
temporary impairment, where appropriate. AIG’s adoption of FSPpolicyholders’ contract deposits are established using assump-
FAS 115-1 on January 1, 2006 did not have a material effect ontions described in Note 6 herein.
AIG’s consolidated financial condition or results of operations.

(bb) Other Policyholders’ Funds: Other policyholders’ funds In December 2004, the FASB issued FAS 123, ‘‘Share-Based
are reported at cost and include any policyholders’ funds on Payment’’ (FAS 123R). FAS 123R and its related interpretive
deposit which encompasses premium deposits and similar items. guidance replaces FAS 123, ‘‘Accounting for Stock-Based Compen-

sation’’ (FAS 123), which superseded Accounting Principles Board(cc) Financial Services — Securities and Spot Commodi-
Opinion No. 25, ‘‘Accounting for Stock Issued to Employees’’ties Sold but not yet Purchased, at market value: Securi-
(APB 25) and amended FAS 95, ‘‘Statement of Cash Flows.’’

ties and spot commodities sold but not yet purchased represent
FAS 123, as originally issued in 1995, established as preferable a

sales of securities and spot commodities not owned at the time
fair-value-based method of accounting for share-based payment

of sale. The obligations arising from such transactions are
transactions with employees. On January 1, 2003, AIG adopted

recorded on a trade-date basis and carried at fair value. Also
the recognition provisions of FAS 123. See also Note 14 herein.

included are obligations under gold leases, which are accounted
AIG adopted the provisions of the revised FAS 123R and its

for as a debt host with an embedded gold derivative.
related interpretive guidance on January 1, 2006.

(dd) Short- and Long-Term Borrowings: AIG’s funding is For its service-based awards under the 1999 Stock Option
principally obtained from medium term and long-term borrowings Plan, 2002 Stock Incentive Plan and 1996 Employee Stock
and commercial paper. Commercial paper, when issued at a Purchase Plan, AIG recognizes compensation on a straight-line
discount, is recorded at the proceeds received and accreted to its basis over the scheduled vesting period. Unrecognized unvested
par value. Long-term borrowings are carried at the principal compensation expense for stock option awards granted under
amount borrowed, net of unamortized discounts or premiums. See APB 25 (i.e., before January 1, 2003) will be recognized from
Note 9 herein for additional information. January 1, 2006 to the vesting date. However, for the SICO Plans,

the AIG Deferred Compensation Profit Participant Plan (AIG(ee) Liabilities Connected to Trust Preferred Stock: Liabili-
DCPPP) and the AIG Partners Plan, which contain both perform-

ties connected to trust preferred stock principally relates to
ance and service conditions, AIG recognizes compensation utiliz-

outstanding securities issued by American General Corporation
ing a graded vesting expense attribution method. The effect of

(AGC), a wholly owned subsidiary of AIG. Cash distributions on
this approach is to recognize compensation cost over the requisite

such preferred stock are accounted for as interest expense.
service period for each separately vesting tranche of the award.

AIG’s share-based plans generally provide for accelerated(ff) Other Liabilities: Other liabilities consist of other funds on
vesting after the participant turns 65 and retires. For awardsdeposit, derivatives liabilities at fair value, other than derivatives
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not have a material effect on AIG’s consolidated financial1. Summary of Significant Accounting Policies
condition or results of operations.Continued

On February 16, 2006, the FASB issued FAS 155, ‘‘Accounting
granted after January 1, 2006, compensation expense is recog-

for Certain Hybrid Financial Instruments’’ (FAS 155), an amend-
nized ratably from the date of grant through the shorter of age 65

ment of FAS 140 and FAS 133. FAS 155 allows AIG to include
or the vesting period. This change did not have a material effect

changes in fair value in earnings on an instrument-by-instrument
on AIG’s consolidated financial position or results of operations.

basis for any hybrid financial instrument that contains an
Awards granted prior to January 1, 2006 will continue to be

embedded derivative that would otherwise be required to be
recognized over the vesting period with accelerated expense

bifurcated and accounted for separately under FAS 133. The
recognition upon an actual retirement. Starr International Com-

election to measure the hybrid instrument at fair value is
pany, Inc. (SICO) compensation expense for participants retiring

irrevocable at the acquisition or issuance date.
after age 65 had been reflected in prior years’ results consistent

AIG elected to early adopt FAS 155 as of January 1, 2006, and
with vested status under the SICO Plans.

apply FAS 155 fair value measurement to certain structured note
At the June 2005 meeting, the FASB’s Emerging Issues Task

liabilities and structured investments in AIG’s available for sale
Force (EITF) reached a consensus with respect to Issue No. 04-5,

portfolio that existed at December 31, 2005. The effect of this
‘‘Determining Whether a General Partner, or the General Partners

adoption resulted in an $11 million after-tax ($18 million pre-tax)
as a Group, Controls a Limited Partnership or Similar Entity When

decrease to opening retained earnings as of January 1, 2006,
the Limited Partners Have Certain Rights’’ (EITF 04-5). EITF 04-5

representing the difference between the fair value of these hybrid
addresses what rights held by the limited partner(s) preclude

financial instruments and the prior carrying value as of Decem-
consolidation in circumstances in which the sole general partner

ber 31, 2005. The effect of adoption on after-tax gross gains and
would consolidate the limited partnership in accordance with

losses was $218 million ($336 million pre-tax) and $229 million
generally accepted accounting principles absent the existence of

($354 million pre-tax), respectively.
the rights held by the limited partner(s). Based on that consen-

In connection with AIG’s early adoption of FAS 155, structured
sus, the EITF 04-5 also agreed to amend the consensus in Issue

note liabilities of $8.9 billion, other structured liabilities in
No. 96-16, ‘‘Investor’s Accounting for an Investee When the

conjunction with equity derivative transactions of $111 million,
Investor Has a Majority of the Voting Interest but the Minority

and hybrid financial instruments of $522 million at December 31,
Shareholders Have Certain Approval or Veto Rights.’’ The guidance

2006 are now carried at fair value. The effect on earnings for
in this Issue was effective after June 29, 2005 for general

2006, for changes in the fair value of hybrid financial instruments,
partners of all new limited partnerships formed and for existing

was a pre-tax loss of $313 million, of which $287 million is
limited partnerships for which the partnership agreements are

reflected in Other income and is largely offset by gains on
modified. For general partners in all other limited partnerships,

economic hedge positions which are also reflected in operating
the guidance in this Issue was effective beginning January 1,

income, and $26 million is reflected in Net investment income.
2006. The effect of the adoption of this EITF Issue was not

In January 2007, the FASB issued Statement 133 Implementa-
material to AIG’s consolidated financial condition or results of

tion Issue No. B40, ‘‘Embedded Derivatives: Application of Para-
operations.

graph 13(b) to Securitized Interests in Prepayable Financial Assets’’
On June 29, 2005, the FASB issued Statement 133 Implemen-

(Issue B40). Issue B40 provides guidance for when prepayment risk
tation Issue No. B38, ‘‘Embedded Derivatives: Evaluation of Net

needs to be considered in determining whether mortgage-backed
Settlement with Respect to the Settlement of a Debt Instrument

and other asset-backed securities contain an embedded derivative
through Exercise of an Embedded Put Option or Call Option.’’ This

requiring bifurcation. Effective with AIG’s adoption of FAS 155
implementation guidance relates to the potential settlement of the

beginning January 1, 2006, AIG has been treating derivatives
debtor’s obligation to the creditor that would occur upon exercise

embedded in securitized interests in prepayable financial assets in
of the put option or call option, which meets the net settlement

accordance with the guidance in Issue B40. Therefore, the adoption
criterion in FAS 133. The effective date of the implementation

of this guidance did not have a material effect on AIG’s consoli-
guidance was January 1, 2006. The adoption of this guidance did

dated financial condition or results of operations.
not have a material effect on AIG’s consolidated financial

On March 27, 2006, the FASB issued FSP FTB 85-4-1,
condition or results of operations.

‘‘Accounting for Life Settlement Contracts by Third-Party Investors’’
On June 29, 2005, the FASB issued Statement 133 Implemen-

(FSP 85-4-1), an amendment of FTB 85-4, ‘‘Accounting for
tation Issue No. B39, ‘‘Application of Paragraph 13(b) to Call

Purchases of Life Insurance.’’ Life settlements are designed to
Options That Are Exercisable Only by the Debtor.’’ The conditions

assist life insurance policyholders in monetizing the existing value
in FAS 133 paragraph 13(b) do not apply to an embedded call

of life insurance policies. FSP 85-4-1 allows AIG to measure life
option in a hybrid instrument containing a debt host contract if the

settlement contracts using either the investment method or fair
right to accelerate the settlement of the debt can be exercised

value method. The election is made on an instrument-by-instrument
only by the debtor (issuer/borrower). This guidance does not apply

basis and is irrevocable. AIG elected to early adopt FSP 85-4-1 as
to other embedded derivative features that may be present in the

of January 1, 2006 using the investment method for pre-existing
same hybrid instrument. The effective date of the implementation

investments held at December 31, 2005. The effect of this
guidance was January 1, 2006. The adoption of this guidance did

adoption resulted in a $319 million after-tax ($487 million pre-tax)
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Notes to Consolidated Financial Statements Continued

effect of a shorter expected amortization period for deferred1. Summary of Significant Accounting Policies
items related to certain group life and health insurance contractsContinued
and the effect on the estimated gross profits of investment-

increase to opening retained earnings. See Note 8(h) herein for oriented products related to previously anticipated future internal
additional disclosures related to life settlement contracts. replacements. AIG does not expect the implementation of SOP 05-

On April 13, 2006, the FASB issued FSP FIN 46(R)-6, 1 to have a material effect on its consolidated financial condition
‘‘Determining the Variability to be Considered in Applying FASB or its consolidated results of operations, although operating
Interpretation No. 46(R)’’ (FIN 46(R)-6 or FSP). The FSP affects income for the Life Insurance & Retirement Services segment will
the identification of which entities are variable interest entities be negatively affected.
(VIEs) through a ‘‘by design’’ approach in identifying and measur- On July 13, 2006, the FASB issued FASB Interpretation No. 48,
ing the variable interests of the VIE and its primary beneficiary. ‘‘Accounting for Uncertainty in Income Taxes — an interpretation of
The requirements became effective beginning in the third quarter FASB Statement No. 109’’ (FIN 48), which clarifies the accounting
of 2006 and are to be applied to all new VIEs with which AIG for uncertainty in income tax positions. FIN 48 prescribes a
becomes involved. The new requirements need not be applied to recognition threshold and measurement attribute for the financial
entities that have previously been analyzed under FIN 46(R) statement recognition and measurement of an income tax position
unless a reconsideration event occurs. The adoption of this taken or expected to be taken in a tax return. FIN 48 also
guidance did not have a material effect on AIG’s consolidated provides guidance on derecognition, classification, interest and
financial condition or results of operations. penalties, accounting in interim periods, and additional disclo-

In September 2006, the FASB issued FAS 158, ‘‘Employers’ sures. The effective date of this implementation guidance is
Accounting for Defined Benefit Pension and Other Postretirement January 1, 2007, with the cumulative effect of the change in
Plans — an amendment of FASB Statements No. 87, 88, 106 and accounting principles recorded as an adjustment to opening
132(R)’’ (FAS 158). FAS 158 requires AIG to prospectively recognize retained earnings. AIG does not expect the implementation of
the over funded or under funded status of defined benefit FIN 48 to be material to its consolidated financial condition.
postretirement plans as an asset or liability in AIG’s consolidated In September 2006, the FASB issued FAS 157, ‘‘Fair Value
balance sheet and to recognize changes in that funded status in Measurements’’ (FAS 157). FAS 157 defines fair value, estab-
the year in which the changes occur through Other Comprehensive lishes a framework for measuring fair value and expands disclo-
Income.  FAS 158 also requires AIG to measure the funded status sures about fair value measurements. FAS 157 is effective for
of plans as of the date of its year-end balance sheet, with limited financial statements issued for fiscal years beginning after
exceptions. AIG adopted FAS 158 for the year ending December 31, November 15, 2007. AIG is currently assessing the effect of
2006. The cumulative effect, net of deferred income taxes, on implementing this guidance.
AIG’s consolidated balance sheet at December 31, 2006 was a net In February 2007, the FASB issued FAS 159, ‘‘The Fair Value
reduction in shareholders’ equity through a charge to Accumulated Option for Financial Assets and Financial Liabilities’’ (FAS 159).
other comprehensive income of $532 million, with a corresponding FAS 159 permits entities to choose to measure at fair value many
net decrease of $538 million in total assets, and a net decrease of financial instruments and certain other items that are not
$6 million in total liabilities. See Note 15 herein for additional currently required to be measured at fair value. Subsequent
information on the adoption of FAS 158. changes in fair value for designated items will be required to be

reported in earnings in the current period. FAS 159 also
Future Application of Accounting Standards establishes presentation and disclosure requirements for similar

types of assets and liabilities measured at fair value. FAS 159 is
On September 19, 2005, the AICPA issued Statement of Posi-

effective for financial statements issued for fiscal years beginning
tion 05-1, ‘‘Accounting by Insurance Enterprises for Deferred

after November 15, 2007. AIG is currently assessing the effect of
Acquisition Costs in Connection with Modifications or Exchanges

implementing this guidance, which depends on the nature and
of Insurance Contracts’’ (SOP 05-1). SOP 05-1 provides guidance

extent of items elected to be measured at fair value, upon initial
on accounting for DAC on internal replacements of insurance and

application of the standard on January 1, 2008.
investment contracts other than those specifically described in
FAS 97. SOP 05-1 defines an internal replacement as a 2. Segment Information
modification in product benefits, features, rights, or coverage that
occurs by the exchange of a contract for a new contract, or by AIG identifies its reportable segments by product line consistent
amendment, endorsement, or rider to a contract, or by the with its management structure. These segments and their respec-
election of a feature or coverage within a contract. tive operations are as follows:

The effective date of the implementation guidance is Janu-
General Insurance: AIG’s General Insurance subsidiaries are multi-

ary 1, 2007. Upon implementation, AIG expects to record a
ple line companies writing substantially all lines of commercial

decrease to opening retained earnings of approximately $100 mil-
property and casualty insurance and various personal lines both

lion, net of tax, to reflect changes in unamortized DAC, VOBA,
domestically and abroad. AIG’s principal General Insurance opera-

unearned revenue liabilities and deferred sales inducement as-
tions are as follows:

sets. This adjustment will reflect changes including the cumulative
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Nan Shan in the Asia internal reporting unit and other operations2. Segment Information
are included with ALICO, AIG Star Life and AIG Edison Life in theContinued
Japan and Other reporting unit. Prior period amounts have been

Domestic Brokerage Group (DBG) writes substantially all
reclassified to conform to the current period presentation.

classes of business insurance in the U.S. and Canada, accepting
AIG’s principal Domestic Life Insurance & Retirement Services

such business mainly from insurance brokers.
operations are American General Life Insurance Company

Transatlantic Holdings, Inc. (Transatlantic) subsidiaries offer rein-
(AG Life), The United States Life Insurance Company in the City of

surance on both a treaty and facultative basis to insurers in the U.S.
New York (USLIFE), American General Life and Accident Insurance

and abroad. Transatlantic structures programs for a full range of
Company (AGLA and, collectively with AG Life and USLIFE, the

property and casualty products with an emphasis on specialty risks.
Domestic Life Insurance internal reporting unit), AIG Annuity

AIG’s Personal Lines operations provide automobile insurance
Insurance Company (AIG Annuity), The Variable Annuity Life

through AIG Direct, a mass marketing operation, Agency Auto
Insurance Company (VALIC) and AIG Retirement Services, Inc (AIG

Division and 21st Century Insurance Group (21st Century), as well
SunAmerica and, collectively with AIG Annuity and VALIC, the

as a broad range of coverages for high net-worth individuals
Domestic Retirement Services internal reporting unit).

through the AIG Private Client Group.
American International Reinsurance Company (AIRCO) acts

Mortgage Guaranty operations provide guaranty insurance
primarily as an internal reinsurance company for AIG’s insurance

primarily on conventional first mortgage loans on single family
operations.

dwellings and condominiums.
Life Insurance & Retirement Services is comprised of two major

AIG’s Foreign General Insurance group accepts risks primarily
groupings of products and services: insurance-oriented products and

underwritten through American International Underwriters (AIU), a
services and retirement savings products and services.

marketing unit consisting of wholly owned agencies and insurance
companies. The Foreign General Insurance group also includes Financial Services: AIG’s Financial Services subsidiaries engage
business written by AIG’s foreign-based insurance subsidiaries. in diversified financial products and services including aircraft and
The Foreign General Insurance group uses various marketing equipment leasing, capital markets transactions, consumer
methods to write both business and consumer lines insurance finance and insurance premium finance.
with certain refinements for local laws, customs and needs. AIU AIG’s Aircraft Leasing operations represent the operations of
operates in Asia, the Pacific Rim, Europe, including the U.K., International Lease Finance Corporation (ILFC), which generates
Africa, the Middle East and Latin America. its revenues primarily from leasing new and used commercial jet

Each of the General Insurance sub-segments is comprised of aircraft to domestic and foreign airlines. Revenues also result
groupings of major products and services as follows: DBG is from the remarketing of commercial jets for its own account, and
comprised of domestic commercial insurance products and services; remarketing and fleet management services for airlines and for
Transatlantic is comprised of reinsurance products and services sold financial institutions.
to other general insurance companies; Personal Lines are comprised AIG’s Capital Markets operations are conducted through AIGFP.
of general insurance products and services sold to individuals; As Capital Markets is a transaction-oriented operation, current and
Mortgage Guaranty is comprised of products insuring against losses past revenues and operating results may not provide a basis for
arising under certain loan agreements; and Foreign General is predicting future performance.
comprised of general insurance products sold overseas. AIG’s Capital Markets operations derive substantially all their

revenues from hedged financial positions entered in connection
Life Insurance & Retirement Services: AIG’s Life Insurance &

with counterparty transactions rather than from speculative trans-
Retirement Services subsidiaries offer a wide range of insurance

actions. These subsidiaries participate in the derivatives and
and retirement savings products both domestically and abroad.

financial transactions dealer markets conducting, primarily as
Insurance-oriented products consist of individual and group life,

principal, an interest rate, currency, equity, commodity, energy
payout annuities (including structured settlements), endowment

and credit products business.
and accident and health policies. Retirement savings products

Consumer Finance operations include American General Finance
consist generally of fixed and variable annuities.

Inc. (AGF) as well as AIG Consumer Finance Group Inc. (AIGCFG). AGF
AIG’s principal overseas Life Insurance & Retirement Services

and AIGCFG provide a wide variety of consumer finance products,
operations are American Life Insurance Company (ALICO), Ameri-

including non-conforming real estate mortgages, consumer loans,
can International Assurance Company, Limited, together with

retail sales finance and credit-related insurance to customers both
American International Assurance Company (Bermuda) Limited

domestically and overseas, particularly in emerging markets.
(AIA), Nan Shan Life Insurance Company, Ltd. (Nan Shan), The
Philippine American Life and General Insurance Company (Philam- Asset Management: AIG’s Asset Management operations com-
Life), AIG Edison Life Insurance Company (AIG Edison Life) and prise a wide variety of investment-related services and investment
AIG Star Life Insurance Co. Ltd. (AIG Star Life). In 2006, the major products including institutional and retail asset management,
internal reporting units for the Foreign Life operations were broker-dealer services and institutional spread-based investment
realigned to better reflect the current management structure. business. Such services and products are offered to individuals
PhilamLife and other Life operations were classified as a reporting and institutions both domestically and overseas.
unit in 2005. In 2006, PhilamLife is included with AIA, AIRCO and
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Notes to Consolidated Financial Statements Continued

2. Segment Information
Continued

The following table summarizes the operations by major operating segment for the years ended December 31, 2006,
2005 and 2004:

Operating Segments

Life
Insurance

General & Retirement Financial Asset Consolidation
(in millions) Insurance Services Services Management Other(a) Total and Elimination Consolidated

2006
Revenues(b) $ 49,206 $ 50,163 $ 8,010 $ 5,814 $ (295) $ 112,898 $ 296 $113,194
Interest expense 23 74 6,216 105 533 6,951 — 6,951
Operating income (loss) 

before minority interest 10,412 10,032 524 2,346 (1,701) 21,613 74 21,687
Income taxes (benefits) 2,351 2,861 (23) 606 716 6,511 26 6,537
Depreciation expense 274 268 1,655 13 164 2,374 — 2,374
Capital expenditures 375 711 6,278 835 244 8,443 — 8,443
Identifiable assets 167,004 534,977 206,845 97,913 105,279 1,112,018 (132,604) 979,414

2005
Revenues(b) $ 45,174 $ 47,376 $ 10,525 $ 5,325 $ 505 $ 108,905 $ — $108,905
Interest expense 7 83 5,279 11 293 5,673 — 5,673
Operating income (loss) 

before minority interest 2,315 8,904 4,276 2,253 (2,535)(c) 15,213 — 15,213
Income taxes (benefits) 140 2,155 1,366 718 (121) 4,258 — 4,258
Depreciation expense 273 268 1,447 43 169 2,200 — 2,200
Capital expenditures 417 590 6,300 25 194 7,526 — 7,526
Identifiable assets 150,667 480,622 166,488 81,080 92,835 971,692 (118,641) 853,051

2004
Revenues(b) $ 41,961 $ 43,402 $ 7,495 $ 4,714 $ 94 $ 97,666 $ — $ 97,666
Interest expense 9 63 4,041 8 306 4,427 — 4,427
Operating income (loss)

before minority interest 3,177 7,925 2,180 2,125 (562) 14,845 — 14,845
Income taxes (benefits) 616 2,525 654 753 (141) 4,407 — 4,407
Depreciation expense 251 262 1,366 19 137 2,035 — 2,035
Capital expenditures 350 480 4,481 11 207 5,529 — 5,529
Identifiable assets 131,658 447,841 165,995 80,075 79,752 905,321 (104,314) 801,007

(a) Includes AIG Parent and other operations which are not required to be reported separately. The following table presents the operating loss for AIG’s
Other category for the years ended December 31, 2006, 2005 and 2004:

For the Years Ended December 31,
(in millions) 2006 2005 2004

Operating income (loss):
Equity earnings in unconsolidated entities* $ 193 $ (124) $ 157
Interest expense (859) (541) (435)
Unallocated corporate expenses (555) (413) (316)
Compensation expense — SICO Plans (108) (205) (62)
Compensation expense — Starr tender offer (54) — —
Realized capital gains (losses) (295) 505 94
Regulatory settlement costs — (1,644) —
Other miscellaneous, net (23) (113) —

Total Other $ (1,701) $ (2,535) $ (562)

* Includes current year catastrophe-related losses from unconsolidated entities of $312 million and $96 million for 2005 and 2004, respectively.
There were no significant catastrophe-related losses in 2006.

(b) Represents the sum of General Insurance net premiums earned, Life Insurance & Retirement Services GAAP premiums, net investment income,
Financial Services interest, lease and finance charges, Asset Management net investment income from spread-based products and advisory and
management fees, and realized capital gains (losses).

(c) Includes settlement costs of $1.64 billion as described in Note 12(a) Litigation and Investigations herein.
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2. Segment Information
Continued

The following table summarizes AIG’s General Insurance operations by major internal reporting unit for the years ended
December 31, 2006, 2005 and 2004:

General Insurance

Domestic Total Consolidation Total
Brokerage Personal Mortgage Foreign Reportable and General

(in millions) Group Transatlantic Lines Guaranty General Segment Elimination Insurance

2006
Revenues(a)(b) $ 27,445 $ 4,050 $4,871 $ 877 $11,973 $ 49,216 $ (10) $ 49,206
Losses & loss expenses

incurred 16,622 2,463 3,306 349 5,312 28,052 — 28,052
Underwriting expenses 4,838 998 1,133 200 3,573 10,742 — 10,742
Operating income(b)(c)(d) 5,985 589 432 328 3,088 10,422 (10) 10,412
Depreciation expense 100 2 52 5 115 274 — 274
Capital expenditures 125 2 94 11 143 375 — 375
Identifiable assets 104,866 14,268 5,391 3,604 43,879 172,008 (5,004) 167,004

2005
Revenues(a) $ 25,206 $ 3,766 $4,848 $ 655 $10,684 $ 45,159 $ 15 $ 45,174
Losses & loss expenses

incurred 21,328 2,877 3,566 139 5,181 33,091 — 33,091
Underwriting expenses 4,524 928 1,087 153 3,076 9,768 — 9,768
Operating income (loss)(c)(d)(e) (646)(f) (39) 195 363 2,427 2,300 15 2,315
Depreciation expense 114 2 48 4 105 273 — 273
Capital expenditures 119 2 94 6 196 417 — 417
Identifiable assets 95,829 12,365 5,245 3,165 39,044 155,648 (4,981) 150,667

2004
Revenues(a) $ 23,332 $ 3,990 $4,488 $ 660 $ 9,473 $ 41,943 $ 18 $ 41,961
Losses & loss expenses

incurred 18,808 2,755 3,211 142 5,441 30,357 — 30,357
Underwriting expenses 3,747 953 920 119 2,688 8,427 — 8,427
Operating income(c) 777 282 357 399 1,344 3,159 18 3,177
Depreciation expense 122 3 29 3 94 251 — 251
Capital expenditures 115 2 92 7 134 350 — 350
Identifiable assets 81,754 10,605 5,159 2,826 36,055 136,399 (4,741) 131,658

(a) Represents the sum of General Insurance net premiums earned, net investment income and realized capital gains (losses).

(b) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts. For DBG, the effect was an
increase of $66 million in both revenues and operating income and for Foreign General, the effect was an increase of $424 million in both revenues
and operating income.

(c) There were no significant catastrophe-related losses in 2006. Catastrophe-related losses for 2005 and 2004 by reporting unit were:

2005 2004

Net Net
Insurance Reinstatement Insurance Reinstatement

Related Premium Related Premium
(in millions) Losses Cost Losses Cost

Reporting Unit:
DBG $1,747 $122 $ 582 $ —
Transatlantic 463 45 215 —
Personal Lines 112 2 25 —
Mortgage Guaranty 10 — — —
Foreign General 293 94 232 —

Total $2,625 $263 $1,054 $ —

(d) Includes additional losses incurred and net reinstatement premiums related to prior year catastrophes of $199 million and $277 million in 2006 and
2005, respectively.

(e) Includes the fourth quarter 2005 increase in net reserves of approximately $1.8 billion resulting from the annual review of General Insurance loss and
loss adjustment reserves.

(f) Includes $291 million of expenses related to changes in estimates for uncollectible reinsurance and other premium balances, and $100 million of
accrued expenses in connection with certain workers compensation insurance policies written between 1985 and 1996.
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Notes to Consolidated Financial Statements Continued

2. Segment Information
Continued

The following table summarizes AIG’s Life Insurance & Retirement Services operations by major internal reporting unit
for the years ended December 31, 2006, 2005 and 2004:

Life Insurance & Retirement Services

Total Life
Domestic Domestic Total Consolidation Insurance &

Japan Life Retirement Reportable and Retirement
(in millions) and Other(a) Asia(b) Insurance(c) Services(d) Segment Elimination Services

2006
Revenues:(e)(f)

Insurance-oriented products $ 13,243 $ 17,712 $ 8,538 $ — $ 39,493 $ — $ 39,493
Retirement savings products 2,793 168 568 7,141 10,670 — 10,670

Total revenues 16,036 17,880 9,106 7,141 50,163 — 50,163

Operating income(f) 3,732 3,060 917 2,323 10,032 — 10,032
Depreciation expense 101 70 63 34 268 — 268
Capital expenditures 342 260 71 38 711 — 711
Identifiable assets 136,127 109,148 103,628 192,885 541,788 (6,811) 534,977

2005
Revenues:(e)

Insurance-oriented products $ 12,436 $ 15,853 $ 8,525 $ — $ 36,814 $ — $ 36,814
Retirement savings products 2,857 129 690 6,886 10,562 — 10,562

Total revenues 15,293 15,982 9,215 6,886 47,376 — 47,376

Operating income 2,959 2,286 1,495 2,164 8,904 — 8,904
Depreciation expense 91 81 65 31 268 — 268
Capital expenditures 153 340 71 26 590 — 590
Identifiable assets 115,487 87,816 99,597 185,383 488,283 (7,661) 480,622

2004
Revenues:(e)

Insurance-oriented products $ 10,690 $ 15,789 $ 8,011 $ — $ 34,490 $ — $ 34,490
Retirement savings products 1,537 107 704 6,564 8,912 — 8,912

Total revenues 12,227 15,896 8,715 6,564 43,402 — 43,402

Operating income 2,393 2,455 1,023 2,054 7,925 — 7,925
Depreciation expense 104 59 62 37 262 — 262
Capital expenditures 308 96 47 29 480 — 480
Identifiable assets 104,060 76,025 91,538 183,092 454,715 (6,874) 447,841

(a) Revenues and operating income include realized capital gains (losses) of $406 million, $(72) million and $(156) million for 2006, 2005 and 2004, respectively.
Includes the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133 and the application of FAS 52, which were
$191 million, $(462) million and $(300) million for 2006, 2005 and 2004, respectively.

(b) Revenues in 2004 include approximately $640 million of premium from a single reinsurance transaction involving terminal funding pension business, which is
offset by a similar increase in benefit reserves. Revenues and operating income include realized capital gains (losses) of $301 million, $156 million and
$528 million for 2006, 2005 and 2004, respectively. Includes the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133
and the application of FAS 52, which were $191 million, $(97) million and $166 million for 2006, 2005 and 2004, respectively.

(c) Includes the life operations of AIG Life Insurance Company and American International Life Assurance Company of New York. Operating income in 2006 included
charges of $125 million resulting from the adverse Superior National arbitration ruling and $66 million related to the exiting of the domestic financial institutions credit
life business. Operating income in 2004 included a $178 million charge related to a workers compensation quota share reinsurance agreement with Superior National.
See Note 12(c) herein for additional information. In addition, in 2004, as part of the business review of group life/health, approximately $68 million was incurred for
reserve strengthening and allowances for receivables. Revenues and operating income include realized capital gains (losses) of $(215) million, $35 million and
$(120) million for 2006, 2005 and 2004, respectively. Includes the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133 and
the application of FAS 52, which were $19 million, $76 million and $8 million for 2006, 2005 and 2004, respectively.

(d) Revenues and operating income include realized capital gains (losses) of $(404) million, $(277) million and $(207) million for 2006, 2005 and 2004, respectively.
Includes the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133 and the application of FAS 52, which were
$(46) million, $(12) million and $(14) million for 2006, 2005 and 2004, respectively.

(e) Represents the sum of Life Insurance & Retirement Services GAAP premiums, net investment income and realized capital gains (losses).

(f) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts. For 2006 the effect was an increase of
$240 million in revenues and $169 million in operating income.
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2. Segment Information
Continued

The following table summarizes AIG’s Financial Services operations by major internal reporting unit for the years ended
December 31, 2006, 2005 and 2004:

Financial Services

Total Consolidation Total
Aircraft Capital Consumer Reportable and Financial

(in millions) Leasing Markets(a) Finance Other(b) Segment Elimination Services

2006
Revenues(c)(d)(e) $ 4,143 $ (186) $ 3,819 $ 626 $ 8,402 $ (392) $ 8,010
Interest expense(d) 1,442 3,215 1,303 319 6,279 (63) 6,216
Operating income (loss)(e) 639 (873) 761(f) (3) 524 — 524
Depreciation expense 1,584 19 41 11 1,655 — 1,655
Capital expenditures 6,012 15 52 199 6,278 — 6,278
Identifiable assets 41,975 121,243 32,702 16,786 212,706 (5,861) 206,845

2005
Revenues(c)(d)(e) $ 3,578 $ 3,260 $ 3,613 $ 387 $ 10,838 $ (313) $ 10,525
Interest expense(d) 1,125 3,033 1,005 316 5,479 (200) 5,279
Operating income(e) 679 2,661 876(f) 60 4,276 — 4,276
Depreciation expense 1,384 20 38 5 1,447 — 1,447
Capital expenditures 6,193 3 54 50 6,300 — 6,300
Identifiable assets 37,515 90,090 30,704 14,872 173,181 (6,693) 166,488

2004
Revenues(c)(d)(e) $ 3,136 $ 1,278 $ 2,978 $ 835 $ 8,227 $ (732) $ 7,495
Interest expense(d) 993 2,300 705 144 4,142 (101) 4,041
Operating income(e) 642 662 786 90 2,180 — 2,180
Depreciation expense 1,273 42 33 18 1,366 — 1,366
Capital expenditures 4,400 29 35 17 4,481 — 4,481
Identifiable assets 33,997 98,303 26,560 13,985 172,845 (6,850) 165,995

(a) Certain transactions entered into by AIGFP generate tax credits and benefits which are included in income taxes in the consolidated statement of
income. The amount of such tax credits and benefits for the years ended December 31, 2006, 2005 and 2004 were $50 million, $67 million, and
$107 million, respectively.

(b) Operating loss in 2006 includes specific reserves of $42 million related to two commercial lending transactions.

(c) Represents primarily the sum of aircraft lease rentals from ILFC, AIGFP hedged financial positions entered into in connection with counterparty
transactions, the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange
gains and losses, and finance charges from consumer finance operations.

(d) Interest expense for the Capital Markets business is included in Revenues above and in Other income on the Consolidated Statement of Income.

(e) Includes the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains
and losses.  For 2006, 2005 and 2004, respectively, the effect was $(1.82) billion, $2.01 billion and $(122) million in both revenues and operating
income for Capital Markets. These amounts result primarily from interest rate and foreign currency derivatives that are economically hedging available
for sale securities and borrowings. For 2004, the effect was $(27) million in operating income for Aircraft Leasing. During 2006 and 2005, Aircraft
Leasing derivative gains and losses were reported as part of AIG’s Other category, and were not reported in Aircraft Leasing’s operating income.

(f) Includes catastrophe-related losses of $62 million recorded in 2005 resulting from hurricane Katrina, which were reduced by $35 million in 2006 as a
result of reevaluation of the remaining estimated losses.
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2. Segment Information
Continued

A substantial portion of AIG’s operations is conducted in countries other than the United States and Canada. The
following table summarizes AIG’s operations by major geographic segment. Allocations have been made on the basis of
the location of operations and assets.

Geographic Segments

Other
(in millions) Domestic(a) Far East Foreign Consolidated

2006
Revenues(b) $57,986 $33,795 $21,413 $113,194
Real estate and other fixed assets, net of accumulated depreciation 2,432 1,082 867 4,381
Flight equipment primarily under operating leases, net of accumulated depreciation(c) 39,875 — — 39,875

2005
Revenues(b) $59,858 $32,036 $17,011 $108,905
Real estate and other fixed assets, net of accumulated depreciation 1,905 929 807 3,641
Flight equipment primarily under operating leases, net of accumulated depreciation(c) 36,245 — — 36,245

2004
Revenues(b) $53,827 $27,761 $16,078 $ 97,666
Real estate and other fixed assets, net of accumulated depreciation 1,777 894 834 3,505
Flight equipment primarily under operating leases, net of accumulated depreciation(c) 32,130 — — 32,130

(a) Including revenues from General Insurance operations in Canada of $691 million, $638 million and $549 million in 2006, 2005 and 2004,
respectively.

(b) Represents the sum of General Insurance net premiums earned, Life Insurance & Retirement Services GAAP premiums, net investment income,
Financial Services interest, lease and finance charges, Asset Management net investment income with respect to spread-based products and advisory
and management fees, and realized capital gains (losses).

(c) Approximately 90 percent of ILFC’s fleet is operated by foreign airlines.

insurance companies to distribute amounts from their3. Federal Income Taxes
policyholders’ surplus accounts in 2005 and 2006 without

AIG and its eligible U.S. subsidiaries file a consolidated U.S. incurring federal income tax on the distributions. In 2005 and
federal income tax return. Life Insurance subsidiaries of American 2006, AIG made distributions and eliminated the aggregate
General Corporation (AGC) also file a consolidated U.S. federal balance of $945 million from its policyholders’ surplus accounts.
income tax return and will not be included in AIG’s consolidated A Revenue Agent’s Report proposing to assess additional
federal income tax return until 2007. Other U.S. entities included taxes for the years 1997 to 1999 has been issued to AIG and a
in the consolidated financial statements also file separate U.S. Letter of Protest contesting the proposed assessments has been
federal income tax returns. Subsidiaries operating outside the filed with the Internal Revenue Service (IRS). A draft settlement
U.S. are taxed, and income tax expense is recorded, based on agreed to in substance has been received from the IRS for years
applicable U.S. and foreign statutes. 1997 to 1999. Settlement has been reached with the IRS for

U.S. federal income taxes have not been provided on years prior to 1997 although AIG has reserved the right to timely
$1.3 billion of undistributed earnings of certain U.S. subsidiaries claim refunds for items related to the restatements of AIG’s 2004
that are not included in the consolidated AIG U.S. federal income and prior financial statements during 2005.
tax return because tax planning strategies are available, and In addition, for the years ended September 30, 1993 and
would be utilized, to eliminate the tax liability related to these 1994, a Notice of Deficiency assessing additional taxes has been
earnings. U.S. federal income taxes have not been provided on issued to AIG Retirement Services Inc., which has filed a petition
the undistributed earnings of certain non-U.S. subsidiaries to the for redetermination with the United States Tax Court challenging
extent that such earnings have been reinvested abroad for an the Notice. Revenue Agents’ Reports for the years ended
indefinite period of time. At December 31, 2006, the cumulative September 30, 1995 and 1996 and for the period from
amount of undistributed earnings in these subsidiaries September 30, 1997 to December 31, 1998 have also been
approximated $17.6 billion. Determining the deferred tax liability issued to AIG Retirement Services Inc., and Letters of Protest
that would arise if these earnings were not permanently contesting the proposed assessments have been filed with the
reinvested abroad is not practicable. IRS. Similarly, SunAmerica Life Insurance Company (SunAmerica

A component of life insurance surplus accumulated prior to Life) has also received a proposed assessment and has filed a
1984 is not taxable unless it exceeds certain statutory limitations protest for the year ended December 31, 1999.
or is distributed to shareholders. The American Jobs Creation Act
of 2004 amended the federal income tax law to permit life
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AGC’s tax years through 1999 have been audited and settled3. Federal Income Taxes
with the IRS. Although a Revenue Agent’s Report has not yet beenContinued
issued to AGC for years ended December 31, 2000, 2001 and

It is management’s belief that there are substantial arguments
2002, AIG has received a notice of proposed adjustment for

in support of the positions taken by AIG, AIG Retirement Services
certain items during that period from the IRS.

Inc., and SunAmerica Life in their Letters of Protest and Tax Court
litigation. Although the final outcome of any issues raised in
connection with these years is uncertain, AIG believes that any tax
obligation, including interest thereon, would not be material to
AIG’s consolidated financial condition, results of operations or
liquidity.

The pretax components of U.S. and foreign income reflect the locations in which such pretax income was generated.
The pretax U.S. and foreign income was as follows for the years ended December 31, 2006, 2005 and 2004:

(in millions) 2006 2005 2004

U.S. $ 9,862 $ 6,103 $ 6,069
Foreign 11,825 9,110 8,776

Total $21,687 $15,213 $14,845

The U.S. federal income tax rate was 35 percent for 2006, 2005 and 2004. Actual tax expense on income differs from
the ‘‘expected’’ amount computed by applying the federal income tax rate because of the following:

2006 2005 2004

Percent Percent Percent
Years Ended December 31, of Pretax of Pretax of Pretax
(dollars in millions) Amount Income Amount Income Amount Income

U.S. federal income tax at statutory rate $7,591 35.0% $5,325 35.0% $5,197 35.0%
Adjustments:

Tax exempt interest (718) (3.3) (566) (3.7) (440) (2.9)
Partnerships and joint ventures (265) (1.2) (85) (0.5) (27) (0.2)
Synthetic fuel and other tax credits (196) (0.9) (296) (1.9) (310) (2.1)
Effect of foreign operations (132) (0.6) (253) (1.7) (11) (0.1)
Dividends received deduction (102) (0.5) (117) (0.8) (83) (0.6)
State income taxes 59 0.3 86 0.6 23 0.2
Nondeductible compensation 61 0.3 83 0.5 20 0.1
Penalties 3 — 76 0.5 28 0.2
Other 236 1.0 5 — 10 0.1

Actual income tax expense $6,537 30.1% $4,258 28.0% $4,407 29.7%

Foreign and U.S. components of actual income tax expense:
Foreign:

Current $2,725 $ 974 $1,104
Deferred 933 426 561

U.S.:
Current 2,764 1,613 1,541
Deferred 115 1,245 1,201

Total $6,537 $4,258 $4,407
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3. Federal Income Taxes
Continued

The components of the net deferred tax liability as of December 31, 2006 and 2005 were as follows:

(in millions) 2006 2005

Deferred tax assets:
Loss reserve discount $ 1,969 $ 2,242
Unearned premium reserve reduction 1,352 1,042
Loan loss and other reserves 1,054 419
Investment in foreign subsidiaries and joint ventures 420 349
Adjustment to life policy reserves 3,584 3,170
Accruals not currently deductible, and other 1,420 1,189

Total deferred tax assets 9,799 8,411

Deferred tax liabilities:
Deferred policy acquisition costs 10,396 7,573
Flight equipment, fixed assets and intangible assets 4,377 3,196
Unrealized appreciation of investments 3,370 4,025
Other 508 224

Total deferred tax liabilities 18,651 15,018

Net deferred tax liability $ 8,852 $ 6,607

AIG has recorded alternative minimum tax credit carry forwards of $222 million and $192 million at December 31, 2006 and 2005, respectively. The
alternative minimum tax credits do not expire.

4. Deferred Policy Acquisition Costs
The following reflects the policy acquisition costs deferred for amortization against future income and the related
amortization charged to income for General Insurance and Life Insurance & Retirement Services operations:

Years Ended December 31,
(in millions) 2006 2005 2004

General Insurance operations:
Balance at beginning of year $ 4,048 $ 3,998 $ 3,619

Acquisition costs deferred 8,115 7,480 6,617
Amortization expense (7,866) (7,365) (6,301)
Increase (decrease) due to foreign exchange 58 (65) 63

Balance at end of year $ 4,355 $ 4,048 $ 3,998

Life Insurance & Retirement Services operations:
Balance at beginning of year $28,106 $25,080 $21,822

Acquisition costs deferred 6,823 6,513 6,266
Amortization expense (3,712) (3,328) (3,514)
Change in net unrealized gains (losses) on securities 646 977 (198)
Increase (decrease) due to foreign exchange 947 (1,136) 704

Subtotal $32,810 $28,106 $25,080

Consolidation and elimination 70 — —

Balance at end of year $32,880 $28,106 $25,080

Total deferred policy acquisition costs $37,235 $32,154 $29,078

Included in the above table is the VOBA, an intangible asset after five years. These projections are based on current estimates
recorded during purchase accounting, which is amortized in a for investment, persistency, mortality, and morbidity assumptions.
manner similar to DAC. Amortization of VOBA was $239 million, The DAC amortization charged to income includes the increase or
$291 million and $407 million while the unamortized balance was decrease of amortization for FAS 97-related realized capital gains
$1.98 billion, $2.14 billion and $2.52 billion for 2006, 2005 and (losses), primarily in the Domestic Retirement Services business.
2004, respectively. The percentage of the unamortized balance of For 2006, 2005 and 2004, respectively, the rate of amortization
VOBA at 2006 expected to be amortized for 2007 through 2012 expense decreased by $98 million, $46 million and $41 million.
by year is: 11.3 percent, 10.0 percent, 8.8 percent, 7.3 percent There were no impairments of DAC or VOBA for the years
and 6.0 percent, respectively, with 56.6 percent being amortized ended December 31, 2006, 2005 and 2004.
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Life Insurance & Retirement Services premiums were5. Reinsurance
comprised of the following:

In the ordinary course of business, AIG’s General Insurance and
Years Ended December 31,Life Insurance companies place reinsurance with other insurance
(in millions) 2006 2005 2004

companies in order to provide greater diversification of AIG’s
Gross premiums $32,117 $30,717 $29,202business and limit the potential for losses arising from large
Ceded premiums (1,481) (1,317) (1,114)risks. In addition, AIG’s General Insurance subsidiaries assume

reinsurance from other insurance companies. Premiums $30,636 $29,400 $28,088

General Reinsurance: General reinsurance is effected under rein-
Life Insurance recoveries, which reduced death and other

surance treaties and by negotiation on individual risks. Certain of
benefits, approximated $806 million, $770 million and $779 mil-

these reinsurance arrangements consist of excess of loss
lion, respectively, for the years ended December 31, 2006, 2005

contracts which protect AIG against losses over stipulated
and 2004.

amounts. Ceded premiums are considered prepaid reinsurance
Life Insurance in force ceded to other insurancepremiums and are recognized as a reduction of premiums earned
companies was as follows:over the contract period in proportion to the protection received.

Amounts recoverable from general reinsurers are estimated in a
Years Ended December 31,

manner consistent with the claims liabilities associated with the (in millions) 2006 2005 2004
reinsurance and presented as a component of reinsurance

Life Insurance in force
assets. Assumed reinsurance premiums are earned primarily on a ceded $408,970 $365,082 $344,036
pro-rata basis over the terms of the reinsurance contracts.

Life Insurance assumed represented 0.1 percent, 0.8 percentGeneral Insurance premiums written and earned were
and 0.7 percent of gross Life Insurance in force at December 31,comprised of the following:
2006, 2005 and 2004, respectively, and Life Insurance &

Years Ended December 31, Retirement Services premiums assumed represented 0.1 percent,
(in millions) 2006 2005 2004

0.3 percent and 2.5 percent of gross GAAP premiums for the
Premiums written: years ended December 31, 2006, 2005 and 2004, respectively.

Direct $ 49,609 $ 46,689 $ 44,692
Supplemental information for gross loss and benefitAssumed 6,671 6,036 7,354
reserves net of ceded reinsurance at December 31, 2006Ceded (11,414) (10,853) (11,423)
and 2005 follows:Total $ 44,866 $ 41,872 $ 40,623

As Net ofPremiums earned:
(in millions) Reported Reinsurance

Direct $ 47,973 $ 45,794 $ 43,109
2006Assumed 6,449 5,921 7,094
Reserve for losses and loss expenses $ (79,999) $ (62,630)Ceded (10,971) (10,906) (11,666)
Future policy benefits for life andTotal $ 43,451 $ 40,809 $ 38,537

accident and health insurance
contracts (122,230) (120,656)For the years ended December 31, 2006, 2005 and 2004,

Reserve for unearned premiums (26,271) (22,759)reinsurance recoveries, which reduced loss and loss expenses
Reinsurance assets 23,355 —

incurred, amounted to $8.3 billion, $20.7 billion and $12.1 bil-
2005lion, respectively.
Reserve for losses and loss expenses $ (77,169) $ (57,476)

Life Insurance: Life reinsurance is effected principally under yearly Future policy benefits for life and
renewable term treaties. The premiums with respect to these accident and health insurance
treaties are considered prepaid reinsurance premiums and are contracts (108,807) (107,420)
recognized as a reduction of premiums earned over the contract Reserve for unearned premiums (24,243) (21,174)
period in proportion to the protection provided. Amounts recover- Reinsurance assets 24,978 —
able from life reinsurers are estimated in a manner consistent
with the assumptions used for the underlying policy benefits and AIRCO acts primarily as an internal reinsurance company for
are presented as a component of reinsurance assets. AIG’s insurance operations. This facilitates insurance risk manage-

ment (retention, volatility, concentrations) and capital planning
locally (branch and subsidiary). It also allows AIG to pool its
insurance risks and purchase reinsurance more efficiently at a
consolidated level, manage global counterparty risk and relation-
ships and manage global life catastrophe risks.

AIG’s Domestic Life Insurance & Retirement Services opera-
tions utilize internal and third-party reinsurance relationships to
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5. Reinsurance 6. Reserve for Losses and Loss Expenses and
Continued Future Life Policy Benefits and Policyholders’

Contract Depositsmanage insurance risks and to facilitate capital management
strategies. Pools of highly-rated third-party reinsurers are utilized The following analysis provides a reconciliation of the
to manage net amounts at risk in excess of retention limits. AIG’s activity in the reserve for losses and loss expenses:
Domestic Life Insurance companies also cede excess, non-

Years Ended December 31,economic reserves carried on a statutory-basis only on certain
(in millions) 2006 2005 2004

term and universal life insurance policies and certain fixed
At beginning of year:annuities to an offshore affiliate.

Reserve for losses andAIG generally obtains letters of credit in order to obtain
loss expenses $ 77,169 $ 61,878 $ 51,871statutory recognition of its intercompany reinsurance transactions.

Reinsurance recoverable (19,693) (14,624) (15,643)For this purpose, AIG has a $2.5 billion syndicated letter of credit
Total 57,476 47,254 36,228facility outstanding as of December 31, 2006, all of which relates

to life intercompany reinsurance transactions. Foreign exchange effect 741 (628) 524
AIG is also a party to a 364-day bilateral revolving credit facility Acquisition(a) 55 — —

for an aggregate amount of $3.2 billion. The facility can be drawn Losses and loss expenses
in the form of letters of credit with terms of up to eight years. As incurred:
of December 31, 2006, approximately $2.69 billion principal Current year 27,805 28,426 26,793
amount of letters of credit are outstanding under this facility, of Prior years, other than
which approximately $1.3 billion relates to life intercompany accretion of discount (53) 4,680(b) 3,187(c)

reinsurance transactions. AIG has also obtained approximately Prior years, accretion of
$201 million of letters of credit on a bilateral basis. discount 300 (15) 377

Total 28,052 33,091 30,357Reinsurance Security: AIG’s third party reinsurance arrangements
do not relieve AIG from its direct obligation to its insureds. Thus, Losses and loss expenses
a credit exposure exists with respect to both general and life paid:
reinsurance ceded to the extent that any reinsurer fails to meet Current year 8,368 7,331 7,692
the obligations assumed under any reinsurance agreement. AIG Prior years 15,326 14,910 12,163
holds substantial collateral as security under related reinsurance Total 23,694 22,241 19,855
agreements in the form of funds, securities, and/or letters of

At end of year:credit. A provision has been recorded for estimated unrecoverable
Net reserve for losses andreinsurance. AIG has been largely successful in prior recovery

loss expenses 62,630 57,476 47,254
efforts.

Reinsurance recoverable 17,369 19,693 14,624
AIG evaluates the financial condition of its reinsurers and

Total $ 79,999 $ 77,169 $ 61,878establishes limits per reinsurer through AIG’s Credit Risk Commit-
tee. AIG believes that no exposure to a single reinsurer repre- (a) Reflects the opening balance with respect to the acquisition of the

Central Insurance Co., Ltd. in the third quarter of 2006.sents an inappropriate concentration of risk to AIG, nor is AIG’s
business substantially dependent upon any single reinsurer. (b) Includes fourth quarter charge of $1.8 billion resulting from the annual

review of General Insurance loss and loss adjustment reserves.

(c) Includes fourth quarter charge of $850 million attributable to the
change in estimate for asbestos and environmental exposures.

The analysis of the future policy benefits and policyholders’
contract deposits liabilities follows:

Years Ended December 31,
(in millions) 2006 2005*

Future policy benefits:
Long duration contracts $121,364 $107,877
Short duration contracts 866 930

Total $122,230 $108,807

* 2005 amounts have been reclassified to conform to 2006 presentation.
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including bonuses, 12.0 percent. Less than 1.0 percent of the6. Reserve for Losses and Loss Expenses and
liabilities are credited at a rate greater than 9.0 percent.Future Life Policy Benefits and Policyholders’
Current declared interest rates are generally guaranteed toContract Deposits
remain in effect for a period of one year though some areContinued
guaranteed for longer periods. Withdrawal charges generally

Years Ended December 31, range from zero percent to 20.0 percent grading to zero over a
(in millions) 2006 2005* period of zero to 19 years.
Policyholders’ contract deposits: ( Domestically, guaranteed investment contracts (GICs) have

Annuities $144,599 $142,057 market value withdrawal provisions for any funds withdrawn
GICs 34,746 39,705 other than benefit responsive payments. Interest rates credited
Universal life products 22,632 18,682 generally range from 2.6 percent to 9.0 percent. The vast
Variable investment contracts 14,289 8,373 majority of these GICs mature within five years. Overseas,
Variable products 14,264 7,799 interest rates credited on GICs generally range from 1.2 per-
Corporate life products 2,083 2,077 cent to 5.2 percent and maturities range from one to
Other investment contracts 12,045 8,334 five years.

Total $244,658 $227,027 ( Interest rates on corporate life insurance products are guaran-
teed at 4.0 percent and the weighted average rate credited inLong duration contract liabilities included in future policy
2006 was 5.2 percent.benefits, as presented in the preceding table, result from life

( The universal life funds have credited interest rates ofproducts. Short duration contract liabilities are primarily accident
1.5 percent to 7.0 percent and guarantees ranging fromand health products. The liability for future life policy benefits has
1.5 percent to 5.5 percent depending on the year of issue.been established based upon the following assumptions:
Additionally, universal life funds are subject to surrender

( Interest rates (exclusive of immediate/terminal funding annui- charges that amount to 12.2 percent of the aggregate fund
ties), which vary by territory, year of issuance and products, balance grading to zero over a period not longer than 20 years.
range from 1.0 percent to 12.5 percent within the first ( For variable products and investment contracts, policy values
20 years. Interest rates on immediate/terminal funding annui- are expressed in terms of investment units. Each unit is linked
ties are at a maximum of 11.5 percent and grade to not to an asset portfolio. The value of a unit increases or
greater than 6.0 percent. decreases based on the value of the linked asset portfolio. The

( Mortality and surrender rates are based upon actual experience current liability at any time is the sum of the current unit value
by geographical area modified to allow for variations in policy of all investment units plus any liability for guaranteed
form. The weighted average lapse rate, including surrenders, minimum death or withdrawal benefits. A portion of these
for individual and group life approximated 7.4 percent. liabilities are classified in the Spread-Based Investment Busi-

( The portions of current and prior net income and of current ness for segment reporting purposes.
unrealized appreciation of investments that can inure to the Certain products are subject to experience adjustments. These
benefit of AIG are restricted in some cases by the insurance include group life and group medical products, credit life con-
contracts and by the local insurance regulations of the tracts, accident and health insurance contracts/riders attached to
countries in which the policies are in force. life policies and, to a limited extent, reinsurance agreements with

( Participating life business represented approximately 19 per- other direct insurers. Ultimate premiums from these contracts are
cent of the gross insurance in force at December 31, 2006 estimated and recognized as revenue, and the unearned portions
and 34 percent of gross GAAP premiums in 2006. The amount of the premiums recorded as liabilities. Experience adjustments
of annual dividends to be paid is determined locally by the vary according to the type of contract and the territory in which
boards of directors. Provisions for future dividend payments are the policy is in force and are subject to local regulatory guidance.
computed by jurisdiction, reflecting local regulations.
The liability for policyholders’ contract deposits has been

established based on the following assumptions:
( Interest rates credited on deferred annuities, which vary by

territory and year of issuance, range from 1.2 percent to,
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Statutory capital of each company continued to exceed7. Statutory Financial Data
minimum company action level requirements following the adjust-

Statutory surplus and net income for General Insurance, ments, but AIG nonetheless contributed an additional $750 million
Life Insurance & Retirement Services operations in accor- of capital into American Home Assurance Company (American
dance with regulatory accounting practices were as Home) effective September 30, 2005 and contributed a further
follows: $2.25 billion of capital in February 2006 for a total of approxi-

mately $3 billion of capital into Domestic General InsuranceYears Ended December 31,
(in millions) 2006 2005 2004 subsidiaries effective December 31, 2005.

Statutory surplus(a):
8. Investment InformationGeneral Insurance $32,665 $24,508 $20,632

Life Insurance &
Retirement Services 35,058 30,739 28,609 Insurance Operations

Statutory net income(a)(b):
General Insurance(c) 8,010 1,713 3,028 (a) Statutory Deposits: Cash and securities with carrying
Life Insurance & values of $16.5 billion and $11.8 billion were deposited by AIG’s

Retirement Services(a) 5,088 4,762 4,474 insurance subsidiaries under requirements of regulatory authori-
ties as of December 31, 2006 and 2005, respectively.(a) Statutory surplus and net income with respect to foreign operations are

estimated as of November 30. The basis of presentation for branches
(b) Net Investment Income: An analysis of net investmentof AIA is the Hong Kong statutory filing basis. The basis of presentation

for branches of ALICO is the U.S. statutory filing basis. AIG Star Life, income follows:
AIG Edison Life, Nan Shan and Philamlife are estimated based on their

Years Ended December 31,respective local country filing basis.
(in millions) 2006 2005 2004

(b) Includes realized capital gains and losses and taxes.
Fixed maturities $19,078 $17,685 $15,884(c) Includes catastrophe losses, net of tax, of $1.9 billion and $660 mil-

lion in 2005 and 2004, respectively. Equity securities 1,693 1,730 621
Short-term investments 719 494 177

AIG’s insurance subsidiaries file financial statements prepared Interest on mortgage,
in accordance with statutory accounting practices prescribed or policy and collateral
permitted by domestic and foreign insurance regulatory authori- loans 1,253 1,177 1,096
ties. The differences between statutory financial statements and Other invested assets 3,551 1,905 1,444
financial statements prepared in accordance with U.S. GAAP vary

Total investment income 26,294 22,991 19,222
between domestic and foreign by jurisdiction. The principal

Investment expenses 1,002 826 757
differences are that statutory financial statements do not reflect

Net investment income $25,292 $22,165 $18,465DAC, some bond portfolios may be carried at amortized cost,
assets and liabilities are presented net of reinsurance, policy-
holder liabilities are valued using more conservative assumptions
and certain assets are non-admitted.
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8. Investment Information
Continued

(c) Realized Gains and Losses:

The realized capital gains (losses) and increase (decrease) in unrealized appreciation of AIG’s consolidated available
for sale investments were as follows:

Years Ended December 31,
(in millions) 2006 2005 2004

Realized capital gains (losses):
Fixed maturities* $(1,069) $ (108) $ 178
Equity securities* 679 588 541
Other gains (losses) 496 (139) (675)

Realized capital gains (losses) $ 106 $ 341 $ 44

Increase (decrease) in unrealized appreciation of investments:
Fixed maturities $ (198) $(4,656) $1,436
Equity securities 432 850 445
Other investments 986 2,138 (283)
Capital Markets investments 1,354 (1,909) 270

Increase (decrease) in unrealized appreciation $ 2,574 $(3,577) $1,868

* Includes other-than-temporary impairments.

Net unrealized gains included in the Consolidated Income Statement from investment securities classified as trading securities for 2006,
2005 and 2004 were $938 million, $1.1 billion and $269 million, respectively.

The gross realized gains and gross realized losses on AIG’s consolidated available for sale securities were as follows:

2006 2005 2004

Gross Gross Gross Gross Gross Gross
Realized Realized Realized Realized Realized Realized

(in millions) Gains Losses Gains Losses Gains Losses

Fixed maturities $ 711 $ 1,780 $1,586 $1,694 $1,560 $1,382
Equity securities 1,111 454 930 409 774 379
Preferred stocks 22 — 101 34 173 27

Total $ 1,844 $ 2,234 $2,617 $2,137 $2,507 $1,788

(d) Fair Value of Investment Securities:

The amortized cost and estimated fair value of securities available for sale and held to maturity for the Insurance and
Asset Management segments at December 31, 2006 and December 31, 2005 follows:

December 31, 2006 December 31, 2005

Gross Gross Estimated Gross Gross Estimated
Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair

(in millions) Cost Gains Losses Value Cost Gains Losses Value

Available for sale:(a)(b)

U.S. government and government
sponsored entities $ 5,386 $ 106 $ 130 $ 5,362 $ 7,848 $ 124 $ 94 $ 7,878

States(b)(c) 59,785 1,056 210 60,631 49,116 853 315 49,654
Foreign governments 62,153 5,428 436 67,145 57,509 4,881 665 61,725
Corporate debt 249,839 6,519 2,627 253,731 235,139 7,770 2,650 240,259

Total bonds $377,163 $13,109 $3,403 $386,869 $349,612 $13,628 $3,724 $359,516
Equity securities 13,147 2,813 159 15,801 12,407 2,479 257 14,629

Total $390,310 $15,922 $3,562 $402,670 $362,019 $16,107 $3,981 $374,145

Held to maturity:(a)

Bonds — States(c) $ 21,437 $ 731 $ 14 $ 22,154 $ 21,528 $ 552 $ 33 $ 22,047

(a) At December 31, 2006 and 2005, fixed maturities held by AIG that were below investment grade or not rated totaled $21.24 billion and $20.54 billion,
respectively.

(b) In 2006, excludes hybrid financial instruments with an estimated fair value of $522 million at December 31, 2006.

(c) Including municipalities and political subdivisions.
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8. Investment Information
Continued

The following table presents the amortized cost and estimated fair values of fixed maturity securities available for sale
and held to maturity at December 31, 2006, by contractual maturity. Actual maturities may differ from contractual
maturities because certain borrowers have the right to call or prepay certain obligations with or without call or
prepayment penalties.

Available for Sale Held to Maturity

Estimated Estimated
Amortized Fair Amortized Fair

(in millions) Cost Value Cost Value

Due in one year or less $ 12,730 $ 12,925 $ 66 $ 68
Due after one year through five years 78,800 80,349 430 444
Due after five years through ten years 139,579 141,994 17,516 18,092
Due after ten years 146,054 151,601 3,425 3,550

Total available for sale* $377,163 $386,869 $ 21,437 $ 22,154

* Contractual maturities include mortgage backed securities with an amortized cost and estimated fair value of $48.2 billion and $48.1 billion,
respectively. Such securities have been allocated to the contractual maturities based on estimated future cash flows.

(e) Non-Income Producing Invested Assets: At December 31, 2006, non-income producing invested assets were insignificant.

(f) Gross Unrealized Losses and Estimated Fair Values on Investments:

The following table summarizes the gross unrealized losses and cost basis on securities available for sale, aggregated
by major investment category and length of time that individual securities have been in a continuous unrealized loss
position, at December 31, 2006 and 2005.

Less than 12 Months 12 Months or More Total

Unrealized Unrealized Unrealized
(in millions) Cost(a) Losses Cost(a) Losses Cost(a) Losses

2006
Bonds(b) $ 60,591 $1,197 $82,252 $2,206 $142,843 $3,403
Equity securities 2,734 159 — — 2,734 159

Total $ 63,325 $1,356 $82,252 $2,206 $145,577 $3,562

2005
Bonds(b) $121,631 $2,715 $21,160 $1,009 $142,791 $3,724
Equity securities 3,894 246 97 11 3,991 257

Total $125,525 $2,961 $21,257 $1,020 $146,782 $3,981

(a) For bonds, represents amortized cost.

(b) Primarily relates to the corporate debt category.
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As of December 31, 2006, AIG held 20,172 and 1,750 of invested assets on the consolidated balance sheet. These
individual bond and stock investments, respectively, that were in investments are monitored for impairment on a contract by
an unrealized loss position, of which 10,846 individual invest- contract basis quarterly. During 2006, income recognized on life
ments were in an unrealized loss position continuously for 12 settlement contracts previously held in non-consolidated trusts
months or more. was $38 million, and is included in net investment income on the

consolidated statement of income. Further information regarding
AIG recorded other-than-temporary impairment losses of ap-

life settlement contracts as of December 31, 2006 is as follows:
proximately $944 million, $598 million and $684 million in

(dollars in millions)realized capital gains (losses) in 2006, 2005 and 2004, respec-
Remaining Lifetively. See Note 1(e) herein for AIG’s other-than-temporary impair- Expectancy Number of Carrying Face Value

ment accounting policy. of Insureds Contracts Value (Death Benefits)

0 – 1 year 4 $ 6 $ 8(g) Other Invested Assets: Other invested assets as of De-
1 – 2 years 23 10 15cember 31, 2006 were $42.1 billion, consisting primarily of hedge
2 – 3 years 61 58 88funds and limited partnerships. Approximately $5.3 billion relates
3 – 4 years 123 108 188to available for sale investments carried at fair value, with
4 – 5 years 135 79 170unrealized gains and losses recorded in a separate component of
Thereafter 1,453 829 3,197Other comprehensive income, net of deferred taxes, with almost

Total 1,799 $1,090 $3,666all of the remaining investments being accounted for on the equity
method of accounting. All of the investments are subject to

As of December 31, 2006, the anticipated life insuranceimpairment testing (see Note 1(e) herein). The gross unrealized
premiums required to keep the life settlement contracts in force,loss on the investments accounted for as available for sale as of
payable in the ensuing twelve months ending December 31, 2007December 31, 2006 was $167 million, the majority of which
and the four succeeding years ending December 31, 2011 arerepresents investments that have been in a continuous unrealized
$77 million, $81 million, $85 million, $86 million, and $87 mil-loss position for less than 12 months.
lion, respectively.

Other invested assets at December 31, 2006, also includes
Financial Servicesapproximately $1.8 billion of aircraft asset investments held by

non-financial services subsidiaries. (i) Economic Hedging of Securities Available for Sale:
AIGFP follows a policy of minimizing interest rate, currency,(h) Investments in Life Settlement Contracts: In June
commodity, and equity risks associated with securities available2006, AIG restructured its ownership of life settlement contracts
for sale by entering into internal offsetting positions, on a securitywith no effect on the economic substance of these investments.
by security basis within its derivatives portfolio, thereby offsettingAt the same time, AIG paid $610 million to its former co-investors
a significant portion of the unrealized appreciation and deprecia-to acquire all the remaining interests in life settlement contracts
tion. In addition, to reduce its credit risk, AIGFP has entered intoheld in previously non-consolidated trusts. The life insurers for a
credit derivative transactions with respect to $128 million ofsmall portion of these newly consolidated life settlement con-
securities available for sale to economically hedge its credit risk.tracts include AIG subsidiaries. As a result, amounts related to
As previously discussed, these economic offsets did not meet thelife insurance issued by AIG subsidiaries are eliminated in
hedge accounting requirements of FAS 133 and, therefore, areconsolidation.
recorded in Other income in the Consolidated Statement of

At December 31, 2006, the carrying value of AIG’s life Income.
settlement contracts was $1.1 billion, and is included in Other
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8. Investment Information
Continued

(j) Fair Value of Fixed Maturities and Unrealized Appreciation of Investments — Capital Markets

The amortized cost and estimated fair value of Capital Markets securities available for sale at December 31, 2006 and
2005 were as follows:

December 31, 2006 December 31, 2005

Gross Gross Estimated Gross Gross Estimated
Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair

(in millions) Cost Gains Losses Value Cost Gains Losses Value

Securities available for sale:
Corporate and bank debt $40,194 $1,257 $265 $41,186 $30,690 $386 $783 $30,293
Foreign governments 706 33 1 738 825 5 31 799
Asset-backed and

collateralized 2,731 170 6 2,895 3,522 202 42 3,682
U.S. government and

government sponsored
entities 2,281 115 10 2,386 2,535 209 7 2,737

Total $45,912 $1,575 $282 $47,205 $37,572 $802 $863 $37,511

The amortized cost and estimated fair values of Capital Markets securities available for sale at December 31, 2006, by
contractual maturity, are shown below. Actual maturities may differ from contractual maturities because certain
borrowers have the right to call or prepay certain obligations with or without call or prepayment penalties.

Estimated
Amortized Fair

(in millions) Cost Value

Securities available for sale:
Due in one year or less $ 1,235 $ 1,336
Due after one year through five years 7,509 7,746
Due after five years through ten years 10,570 11,023
Due after ten years 23,867 24,204
Asset-backed and collateralized 2,731 2,896

Total securities available for sale $45,912 $47,205

The following table summarizes the gross unrealized losses and cost basis on Capital Markets securities available for
sale, aggregated by length of time that individual securities have been in a continuous unrealized loss position, at
December 31, 2006 and 2005.

12 Months or More TotalLess than 12 Months

Gross Gross Gross
Unrealized Unrealized Unrealized

(in millions) Cost Losses Cost Losses Cost Losses

2006
Securities available for sale $ 9,065 $ 60 $ 1,788 $222 $10,853 $282

2005
Securities available for sale $15,676 $713 $ 1,280 $150 $16,956 $863
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(k) Finance Receivables:
Finance receivables, net of unearned finance charges, were as follows:

Years Ended December 31,
(in millions) 2006 2005

Real estate loans $20,321 $20,407
Non-real estate loans 4,506 3,831
Retail sales finance 3,092 2,522
Credit card loans 1,413 1,498
Other loans 978 407

Total finance receivables 30,310 28,665
Allowance for losses (737) (670)

Finance receivables, net $29,573 $27,995

9. Debt Outstanding

At December 31, 2006, AIG’s net borrowings were $17.13 billion after reflecting amounts not guaranteed by AIG,
amounts that were matched borrowings by AIG and AIGFP and liabilities connected to trust preferred stock. The
following table summarizes borrowings outstanding at December 31, 2006 and 2005:

(in millions) 2006 2005

AIG’s net borrowings $ 17,126 $ 10,425
Liabilities connected to trust preferred stock 1,440 1,391
AIG Matched Investment Program

matched notes and bonds payable 5,468 —
Series AIGFP matched notes and bonds payable 72 —
AIGFP:

GIAs 20,664 20,811
Matched notes and bonds payable 35,776 24,950
Hybrid financial instrument liabilities(a) 8,856 —

Borrowings not guaranteed by AIG(b) 59,277 52,272

Total debt(c) $148,679 $109,849

(a) Represents structured notes issued by AIGFP that are accounted for under the fair value option.

(b) Includes commercial paper not guaranteed by AIG.

(c) Total debt in 2006 includes commercial paper of $12.15 billion and $3.25 billion of debt related to VIEs required to be consolidated under the
provisions of FIN 46R.
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Total debt at December 31, 2006 is shown below with year of payment due in each of the next five years and
thereafter.

(in millions) Total(a) 2007 2008 2009 2010 2011 Thereafter

AIG:
Notes and bonds payable $ 8,915 $ 165 $ 1,322 $ — $ 498 $ 420 $ 6,510
Loans and mortgages payable 841 744 — — — — 97
AIG Matched Investment Program matched notes

and bonds payable 5,468 — — 750 755 2,909 1,054
Series AIGFP matched notes and bonds payable 72 — — — — — 72

Total AIG(a) 15,296 909 1,322 750 1,253 3,329 7,733

AIGFP:
GIAs 20,664 6,962 2,145 953 920 478 9,206
Notes and bonds payable 37,528 15,835 5,139 3,475 323 8,145 4,611
Hybrid financial instrument liabilities(b) 8,856 2,082 1,288 392 1,687 566 2,841

Total AIGFP 67,048 24,879 8,572 4,820 2,930 9,189 16,658

AGC Notes and bonds payable 797 — — — 499 — 298

Liabilities connected to trust preferred stock 1,440 — — — — — 1,440

ILFC(c):
Notes and bonds payable 22,773 3,347 3,865 3,145 3,465 3,488 5,463
Export credit facility(d) 2,659 482 482 430 317 227 721
Bank financings 1,159 75 25 471 103 160 325

Total ILFC 26,591 3,904 4,372 4,046 3,885 3,875 6,509

AGF Notes and bonds payable(c) 19,595 4,415 2,512 2,279 2,711 2,797 4,881

AIGCFG Loans and mortgages payable(c) 1,453 358 450 645 — — —
Other subsidiaries(c) 1,065 205 55 126 15 — 664

Total $133,285 $34,670 $17,283 $12,666 $11,293 $19,190 $38,183

(a) Excludes $12.15 billion of commercial paper and $3.25 billion of debt related to VIEs required to be consolidated under the provisions of FIN 46R.

(b) Represents structured notes issued by AIGFP that are accounted for under the fair value option.

(c) AIG does not guarantee these borrowings.

(d) Reflects future minimum payment for ILFC’s borrowing under the Export Credit Facility.
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In 2006, AIG issued in Rule 144A/Regulation S offerings9. Debt Outstanding
$3 billion principal amount of senior notes, of which $1.0 billionContinued
was exchanged by AIG for substantially identical notes that are
registered under the Securities Act of 1933 (Securities Act). The

At December 31, 2006, long-term borrowings were $98.68
proceeds from the sale of $2.25 billion of these notes were used

billion and short-term borrowings were $34.6 billion, excluding
for AIG’s general corporate purposes and $750 million were used

$3.25 billion with respect to VIE debt required to be consolidated
to fund the MIP.

under the provisions of FIN 46R. Long-term borrowings exclude
In November 2006, AIG filed a shelf registration statement in

that portion of long-term debt maturing in less than one year.
Japan, providing for the issuance of up to Japanese Yen

(a) Commercial Paper: 300 billion principal amount of senior notes in the aggregate. In
December 2006, AIG issued the equivalent of $429 million under

At December 31, 2006, the commercial paper issued and
this shelf registration statement, the proceeds of which were used

outstanding was as follows:
for AIG’s general corporate purposes.

Unamortized Weighted Weighted
(ii) Notes and bonds issued by SunAmerica Inc. (SAI): As ofNet Discount Average Average

(dollars in Book and Accrued Face Interest Maturity December 31, 2006, notes and bonds originally issued by SAI
millions) Value Interest Amount Rate in Days

aggregating $435 million (net of unamortized discount of
ILFC $ 2,747 $11 $ 2,758 5.30% 28 $40 million) were outstanding with maturity dates from 2007 to
AGF 4,328 14 4,342 5.30 24 2097 at interest rates ranging from 5.60 percent to 9.95 percent.
AIG Funding 4,821 18 4,839 5.28 28

(iii) Redemption of Zero Coupon Convertible Senior Debentures:AIGCC —
On November 9, 2006, AIG redeemed all of its outstanding ZeroTaiwan(a) 227 1 228 2.32 48
Coupon Convertible Senior Debentures initially issued in 2001 forAIGF —
an aggregate redemption price of $1.07 billion.Taiwan(a) 26 — 26 2.00 83

Total(b) $12,149 $44 $12,193 — — (c) AIGFP Borrowings:
(a) Issued in Taiwan N.T. dollars at prevailing local interest rates.

(i) Borrowings under Obligations of Guaranteed Investment
(b) Excludes $880 million of VIE commercial paper required to be Agreements: Borrowings under obligations of guaranteed

consolidated under the provisions of FIN 46R.
investment agreements (GIAs), which are guaranteed by AIG, are

At December 31, 2006, AIG did not guarantee the commercial recorded at the amount outstanding under each contract.
paper of any of its subsidiaries other than AIG Funding. Obligations may be called at various times prior to maturity at the

option of the counterparty. Interest rates on these borrowings are(b) AIG Borrowings:
primarily fixed, vary by maturity, and range up to 9.8 percent.

(i) Notes and bonds issued by AIG: In October 2006, AIG Funds received from GIA borrowings are invested in a
established a medium term note program under its shelf diversified portfolio of securities and derivative transactions. At
registration statement providing for the issuance of up to December 31, 2006, the fair value of securities pledged as
$25.1 billion of AIG debt securities. The proceeds from the collateral with respect to these obligations approximated
issuance of these debt securities may be used (i) by AIG (ii) by $7.4 billion.
AIGFP as it would use the proceeds from its own borrowings as

(ii) Notes and Bonds issued by AIGFP:
discussed below or (iii) to fund the Matched Investment Program
(MIP). As of December 31, 2006, $1.8 billion principal amount of At December 31, 2006, AIGFP’s notes and bonds
notes were outstanding under the medium term note program, of outstanding, the proceeds of which are invested in a
which (i) $749 million was used for AIG’s general corporate diversified portfolio of securities and derivative
purposes, (ii) $72 million was used by AIGFP and (iii) $1.0 billion transactions, were as follows:
was used to fund the MIP. The maturity dates of these notes

Range of U.S. Dollar
range from 2011 to 2046. To the extent deemed appropriate, AIG Maturities Range of Carrying

(dollars in millions) Currency Interest Rates Valuemay enter into swap transactions to manage its effective
borrowing rate with respect to these notes. 2007-2046 U.S. dollar 0.18 - 8.60% $ 34,788

As of December 31, 2006, the equivalent of $5.7 billion of 2007-2011 United Kingdom pound 4.68 - 5.31 4,285
notes were outstanding under AIG’s Euro medium term note 2007-2024 Euro 0.29 - 9.25 3,312
program, of which the proceeds from $3.7 billion of notes were 2008-2011 New Zealand dollar 6.30 - 8.35 1,395
used to fund the MIP and the remainder was used for AIG’s 2007-2036 Japanese Yen 0.01 - 7.00 1,533
general corporate purposes. AIG has hedged the currency 2007-2015 Australian dollar 1.14 - 4.89 392
exposure arising from foreign currency denominated notes by 2007-2024 Swiss francs 0.25 - 1.38 600

2007-2015 Other 2.53 - 3.72 79economically hedging that exposure, although such hedges did not
qualify for hedge accounting treatment under FAS 133. Total $ 46,384
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Commission (SEC) allowing ILFC immediate access to the U.S.9. Debt Outstanding
public debt markets. During 2006, $1.9 billion of debt securitiesContinued
were issued under this registration statement and $3.52 billion

AIGFP economically hedges its notes and bonds. AIG
were issued under a prior registration statement. In addition, ILFC

guarantees all of AIGFP’s debt.
has a Euro medium term note program for $7.0 billion, under

(iii) Hybrid financial instrument liabilities: AIGFP’s notes and bonds which $4.28 billion in notes were sold through December 31,
include structured debt instruments whose payment terms are 2006. The foreign exchange adjustment for the foreign currency
linked to one or more financial or other indices (such as an equity denominated debt was $733 million at December 31, 2006 and
index or commodity index or another measure that is not $197 million at December 31, 2005. ILFC has substantially
considered to be clearly and closely related to the debt eliminated the currency exposure arising from foreign currency
instrument). These notes contain embedded derivatives that denominated notes by economically hedging the portion of the
otherwise would be required to be accounted for separately under note exposure not already offset by Euro-denominated operating
FAS 133. Upon AIG’s early adoption of FAS 155, AIGFP elected lease payments, although such hedges did not qualify for hedge
the fair value option for these notes. The notes that are accounting treatment under FAS 133.
accounted for using the fair value option are reported separately In December 2005, ILFC issued two tranches of junior
under hybrid financial instrument liabilities at fair value. subordinated debt totaling $1.0 billion to underlie trust preferred

securities issued by a trust sponsored by ILFC. Both tranches(d) AGC Borrowings: As of December 31, 2006, AGC notes
mature on December 21, 2065, but each tranche has a different

aggregating $797 million were outstanding with maturity dates
call option. The $600 million tranche has a call date of

ranging from 2010 to 2029 at interest rates of up to
December 21, 2010 and the $400 million tranche has a call date

7.50 percent. AIG guarantees the notes and bonds of AGC.
of December 21, 2015. The note with the 2010 call date has a
fixed interest rate of 5.90 percent for the first five years. The note(e) Liabilities Connected to Trust Preferred Stock: AGC
with the 2015 call date has a fixed interest rate of 6.25 percentissued Junior Subordinated Debentures (liabilities) to certain
for the first ten years. Both tranches have interest ratetrusts established by AGC, which represent the sole assets of the
adjustments if the call option is not exercised. The new interesttrusts. The trusts have no independent operations. The trusts
rate is a floating quarterly reset rate based on the initial creditissued mandatory redeemable preferred stock to investors. The
spread plus the highest of (i) 3 month LIBOR, (ii) 10-year constantinterest terms and payment dates of the liabilities correspond to
maturity treasury and (iii) 30-year constant maturity treasury.those of the preferred stock. AGC’s obligations with respect to the

liabilities and related agreements, when taken together, constitute
(ii) Export credit facility: ILFC had a $4.3 billion Export Credit

a full and unconditional guarantee by AGC of payments due on the
Facility (ECA) for use in connection with the purchase of

preferred securities. AIG guarantees the obligations of AGC with
approximately 75 aircraft delivered through 2001. This facility was

respect to these liabilities and related agreements. The liabilities
guaranteed by various European Export Credit Agencies. The

are redeemable, under certain conditions, at the option of AGC on
interest rate varies from 5.75 percent to 5.90 percent on these

a proportionate basis.
amortizing ten-year borrowings depending on the delivery date of

As of December 31, 2006, the preferred stock outstanding
the aircraft. At December 31, 2006, ILFC had $1.0 billion

consisted of $300 million liquidation value of 8.5 percent
outstanding under this facility. The debt is collateralized by a

preferred stock issued by American General Capital II in June
pledge of the shares of a subsidiary of ILFC, which holds title to

2000, $500 million liquidation value of 8.125 percent preferred
the aircraft financed under the facility.

stock issued by American General Institutional Capital B in March
In May 2004, ILFC entered into a similarly structured ECA for

1997, and $500 million liquidation value of 7.57 percent
up to a maximum of $2.64 billion for Airbus aircraft to be

preferred stock issued by American General Institutional Capital A
delivered through May 31, 2005. The facility was subsequently

in December 1996.
increased to $3.64 billion and extended to include aircraft to be
delivered through May 31, 2007. The facility becomes available(f) ILFC Borrowings:
as the various European Export Credit Agencies provide their

(i) Notes and Bonds issued by ILFC: As of December 31, 2006,
guarantees for aircraft based on a six-month forward-looking

notes aggregating $22.8 billion were outstanding, consisting of
calendar, and the interest rate is determined through a bid

$12.8 billion of term notes, $9.0 billion of medium-term notes
process. At December 31, 2006, ILFC had $1.7 billion

with maturities ranging from 2007 to 2013 and interest rates
outstanding under this facility.

ranging from 3.32 percent to 6.62 percent and $1.0 billion of
(iii) Bank Financings: From time to time, ILFC enters into variousjunior subordinated debt as discussed below. Notes aggregating
bank financings. As of December 31, 2006, the total funded$5.1 billion are at floating interest rates and the remainder are at
amount was $1.2 billion. The financings mature through 2012.fixed rates. To the extent deemed appropriate, ILFC may enter into

AIG does not guarantee any of the debt obligations of ILFC.swap transactions to manage its effective borrowing rates with
respect to these notes.

(g) AGF Borrowings: As of December 31, 2006, notes and
As a well-known seasoned issuer, ILFC has filed an automatic

bonds aggregating $19.59 billion were outstanding with maturity
shelf registration statement with the Securities and Exchange

dates ranging from 2007 to 2031 at interest rates ranging from
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(h) Other Notes, Bonds, Loans and Mortgages Payable at9. Debt Outstanding
December 31, 2006, consisted of the following:Continued

1.94 percent to 8.45 percent. To the extent deemed appropriate, Uncollateralized Collateralized
Notes/Bonds/Loans Loans andAGF may enter into swap transactions to manage its effective

(in millions) Payable Mortgages Payable
borrowing rates with respect to these notes.

AIGCFG $1,453 $ —As a well-known seasoned issuer, AGF has filed an automatic
AIG 841 —shelf registration statement with the SEC allowing AGF immediate
Other subsidiaries 774 291

access to the U.S. public debt markets. At December 31, 2006,
Total $3,068 $291

AGF had the corporate authority to issue up to $13.4 billion of
debt securities registered under the Securities Act using AGF’s (i) Revolving Credit Facilities of AIG, ILFC and AGF: AIG,
effective shelf registration statements.

ILFC and AGF maintain the following committed, unsecured
AGF uses the proceeds from the issuance of notes and bonds

revolving credit facilities in order to support their respective
for the funding of its finance receivables. AIG does not guarantee

commercial paper programs and for general corporate purposes.
any of the debt obligations of AGF.

AIG, ILFC and AGF each expects to replace or extend these credit
facilities on or prior to their expiration. Some of the facilities, as
noted below, contain a ‘‘term-out option’’ allowing for the
conversion by the borrower of any outstanding loans at expiration
into one-year term loans.

One-Year
Available Amount Term-

(in millions) December 31, Out
Facility Size Borrower(s) 2006 Expiration Option

AIG:
364-Day Syndicated Facility $ 1,625 AIG $ 1,625 July 2007 Yes

AIG Funding(a)

AIG Capital Corporation(a)

5-Year Syndicated Facility 1,625 AIG 1,625 July 2011 No
AIG Funding(a)

AIG Capital Corporation(a)

364-Day Bilateral Facility 3,200 AIG 505(b) November 2007 Yes
AIG Funding

364-Day Intercompany Facility(c) 2,000 AIG 2,000 October 2007 Yes

Total AIG 8,450 5,755

ILFC:
5-Year Syndicated Facility 2,500 ILFC 2,500 October 2011 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2010 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2009 No

Total ILFC 6,500 6,500

AGF:
364-Day Syndicated Facility 2,125 American General 2,125 July 2007 Yes

Finance Corporation
American General
Finance, Inc.(d)

5-Year Syndicated Facility 2,125 American General 2,125 July 2010 No
Finance Corporation

Total AGF $ 4,250 $ 4,250
(a) Guaranteed by AIG.
(b) This facility can be drawn in the form of loans or letters of credit. All drawn amounts shown above are in the form of letters of credit.
(c) Subsidiaries of AIG are the lenders on this facility.
(d) American General Finance, Inc. is an eligible borrower for up to $400 million only.
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(j) Interest Expense for All Indebtedness: Total interest 11. Shareholders’ Equity and Earnings Per
expense for all indebtedness, net of capitalized interest, aggre- Share
gated $6.95 billion in 2006, $5.7 billion in 2005 and $4.4 billion

Shareholders’ Equityin 2004. Capitalized interest was $59 million in 2006, $64 million
in 2005 and $59 million in 2004. Cash distributions on the AIG parent depends on its subsidiaries for cash flow in the form
preferred shareholders’ equity in subsidiary companies of ILFC of loans, advances, reimbursement for shared expenses, and
and liabilities connected to trust preferred stock of AGC subsidiar- dividends. AIG’s insurance subsidiaries are subject to regulatory
ies are accounted for as interest expense in the consolidated restrictions on the amount of dividends which can be remitted to
statement of income. The cash distributions for ILFC were AIG parent. These restrictions vary by state. For example, unless
approximately $5 million, $5 million and $4 million for the years permitted by the New York Superintendent of Insurance, general
ended December 31, 2006, 2005 and 2004, respectively. The insurance companies domiciled in New York may not pay dividends
cash distributions for AGC subsidiaries were approximately to shareholders which in any twelve month period exceed the
$107 million, $112 million and $123 million for the years ended lesser of ten percent of the company’s statutory policyholders’
December 31, 2006, 2005 and 2004, respectively. surplus or 100 percent of its ‘‘adjusted net investment income,’’

as defined. Generally, less severe restrictions applicable to both
10. Preferred Shareholders’ Equity in Subsidiary General and Life Insurance companies exist in most of the other
Companies states in which AIG’s insurance subsidiaries are domiciled.

Certain foreign jurisdictions have restrictions which could delay orAs of December 31, 2006, preferred shareholders’ equity in
limit the remittance of dividends. There are also various localsubsidiary companies represents preferred stocks issued by ILFC,
restrictions limiting cash loans and advances to AIG by itsa wholly owned subsidiary of AIG.
subsidiaries. Largely as a result of the restrictions, approximatelyAt December 31, 2006, the preferred stock consists of 1,000
90 percent of consolidated shareholders’ equity was restrictedshares of market auction preferred stock (MAPS) in two series
from immediate transfer to AIG parent at December 31, 2006.(Series A and B) of 500 shares each. Each of the MAPS shares

At December 31, 2006, there were 6,000,000 shares of AIG’shas a liquidation value of $100,000 per share and is not
$5 par value serial preferred stock authorized, issuable in series,convertible. The dividend rate, other than the initial rate, for each
none of which were outstanding.dividend period for each series is reset approximately every seven

weeks (49 days) on the basis of orders placed in an auction.
During 2006, ILFC extended each of the MAPS dividend periods
for three years. At December 31, 2006, the dividend rate for
Series A MAPS was 4.70 percent and the dividend rate for
Series B MAPS was 5.59 percent.
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11. Shareholders’ Equity and Earnings Per Share
Continued

Earnings Per Share
Basic earnings per share are based on the weighted average number of common shares outstanding, retroactively adjusted to reflect all
stock dividends and stock splits. Diluted earnings per share are based on those shares used in basic earnings per share plus shares
that would have been outstanding assuming issuance of common shares for all dilutive potential common shares outstanding,
retroactively adjusted to reflect all stock dividends and stock splits.

The computation of earnings per share for December 31, 2006, 2005 and 2004 was as follows:

Years Ended December 31,
(in millions, except per share data) 2006 2005 2004

Numerator for earnings per share:
Income before cumulative effect of accounting changes $14,014 $10,477 $9,983
Cumulative effect of accounting changes, net of tax 34 — (144)

Net income applicable to common stock for basic EPS $14,048 $10,477 $9,839
Interest on contingently convertible bonds, net of tax(a) 10 11 11

Net income applicable to common stock for diluted EPS $14,058 $10,488 $9,850
Cumulative effect of accounting changes, net of tax (34) — 144

Income before cumulative effect of accounting changes applicable to common stock for diluted EPS $14,024 $10,488 $9,994

Denominator for earnings per share:
Weighted-average shares outstanding used in the computation of EPS:

Common stock issued 2,751 2,751 2,751
Common stock in treasury (153) (155) (146)
Deferred shares 10 1 1

Weighted-average shares outstanding — basic 2,608 2,597 2,606
Incremental shares from potential common stock:
Weighted-average number of shares arising from outstanding employee stock plans (treasury stock

method)(b) 7 21 22
Contingently convertible bonds(a) 8 9 9

Weighted-adjusted average shares outstanding — diluted(b) 2,623 2,627 2,637

Earnings per share:
Basic:
Income before cumulative effect of accounting changes $ 5.38 $ 4.03 $ 3.83
Cumulative effect of accounting changes, net of tax 0.01 — (0.06)
Net income $ 5.39 $ 4.03 $ 3.77

Diluted:
Income before cumulative effect of accounting changes $ 5.35 $ 3.99 $ 3.79
Cumulative effect of accounting changes, net of tax 0.01 — (0.06)

Net income $ 5.36 $ 3.99 $ 3.73

(a) Assumes conversion of contingently convertible bonds due to the adoption of EITF Issue No. 04-8 ‘‘Accounting Issues Related to Certain Features of
Contingently Convertible Debt and the Effect on Diluted Earnings per Share.’’

(b) Certain shares arising from employee stock plans were not included in the computation of diluted earnings per share where the exercise price of the
options exceeded the average market price and would have been antidilutive. The number of shares excluded were 13 million, 19 million and 7 million
for 2006, 2005 and 2004, respectively.

12. Commitments, Contingencies and Guarantees
In the normal course of business, various commitments and damages, in the normal course of their business. In AIG’s
contingent liabilities are entered into by AIG and certain of its insurance operations, litigation arising from claims settlement
subsidiaries. In addition, AIG guarantees various obligations of activities is generally considered in the establishment of AIG’s
certain subsidiaries. reserve for losses and loss expenses. However, in certain

circumstances, AIG provides disclosure because of the size or
(a) Litigation and Investigations

nature of the potential liability to AIG. The potential for increasing
Litigation Arising from Operations. AIG and its subsidiaries, in

jury awards and settlements makes it difficult to assess the
common with the insurance and financial services industries in

ultimate outcome of such litigation.
general, are subject to litigation, including claims for punitive
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plaintiffs’ claims, it cannot currently estimate the likelihood of12. Commitments, Contingencies and
prevailing in this action or reasonably estimate the likely dam-Guarantees
ages, if any.Continued

2006 Regulatory Settlements. In February 2006, AIG reached
Litigation Arising from Insurance Operations — Caremark. AIG

a resolution of claims and matters under investigation with the
and certain of its subsidiaries have been named defendants in

United States Department of Justice (DOJ), SEC, the Office of the
two putative class actions in state court in Alabama that arise out

New York Attorney General (NYAG) and the New York State
of the 1999 settlement of class and derivative litigation involving

Department of Insurance (DOI). AIG recorded an after-tax charge
Caremark Rx, Inc. (Caremark). An excess policy issued by a

of $1.15 billion relating to these settlements in the fourth quarter
subsidiary of AIG with respect to the 1999 litigation was expressly

of 2005.
stated to be without limit of liability. In the current actions,

The settlements resolved investigations conducted by the SEC,
plaintiffs allege that the judge approving the 1999 settlement was

NYAG and DOI in connection with the accounting, financial
misled as to the extent of available insurance coverage and would

reporting and insurance brokerage practices of AIG and its
not have approved the settlement had he known of the existence

subsidiaries, as well as claims relating to the underpayment of
and/or unlimited nature of the excess policy. They further allege

certain workers compensation premium taxes and other assess-
that AIG, its subsidiaries, and Caremark are liable for fraud and

ments. These settlements did not, however, resolve investigations
suppression for misrepresenting and/or concealing the nature and

by regulators from other states into insurance brokerage practices
extent of coverage. In their complaint, plaintiffs request compen-

related to contingent commissions and other broker-related con-
satory damages for the 1999 class in the amount of $3.2 billion,

duct, such as alleged bid rigging. Nor did the settlements resolve
plus punitive damages. AIG and its subsidiaries deny the

any obligations that AIG may have to state guarantee funds in
allegations of fraud and suppression and have asserted, inter

connection with any of these matters.
alia, that information concerning the excess policy was publicly

As a result of these settlements, AIG made payments or
disclosed months prior to the approval of the settlement. AIG and

placed amounts in escrow in 2006 totaling approximately
its subsidiaries further assert that the current claims are barred

$1.64 billion, $225 million of which represented fines and
by the statute of limitations and that plaintiffs’ assertions that

penalties. Amounts held in escrow totaling $699 million, including
the statute was tolled cannot stand against the public disclosure

interest thereon, are included in other assets at December 31,
of the excess coverage. Plaintiffs, in turn, have asserted that the

2006. At that date, approximately $314 million of the funds were
disclosure was insufficient to inform them of the nature of the

escrowed for settlement of claims resulting from the underpay-
coverage and did not start the running of the statute of

ment by AIG of its residual market assessments for workers
limitations. The trial court is currently considering, under stan-

compensation. The National Workers Compensation Reinsurance
dards mandated by the Alabama Supreme Court, whether a class

Pool on behalf of its participant members and various states have
action can be certified. AIG cannot reasonably estimate either the

communicated to AIG that they may assert claims with respect to
likelihood of its prevailing in these actions or the potential

the underpayment of such assessments. AIG cannot currently
damages in the event liability is determined.

estimate whether the amount ultimately required to settle these
Litigation Arising from Insurance Operations — Gunderson. A

claims will exceed the funds escrowed for this purpose.
subsidiary of AIG has been named as a defendant in a putative

The remaining escrowed funds, which amounted to $385 at
class action lawsuit in the 14th Judicial District Court for the

December 31, 2006, are set aside for settlements with certain
State of Louisiana. The Gunderson complaint alleges failure to

AIG policyholders specified in the settlements who claimed to
comply with certain provisions of the Louisiana Any Willing

have been harmed by AIG’s insurance brokerage practices. Any
Provider Act (the Act) relating to discounts taken by defendants on

funds remaining at the end of the escrow period will be used to
bills submitted by Louisiana medical providers and hospitals that

resolve claims asserted by policyholders relating to such insur-
provided treatment or services to workers compensation claim-

ance brokerage practices, including those described in Private
ants and seeks monetary penalties and injunctive relief. On

Litigation below.
July 20, 2006, the court denied defendants’ motion for summary

In addition to the escrowed funds, the $800 million was
judgment and granted plaintiffs’ partial motion for summary

deposited into a fund under the supervision of the SEC as part of
judgment, holding that the AIG subsidiary was a ‘‘group pur-

the settlements to be available to resolve claims asserted against
chaser’’ and, therefore, potentially subject to liability under the

AIG by investors including, the shareholder lawsuits described
Act.  On November 28, 2006, the court issued an order certifying

herein.
a class of providers and hospitals. In an unrelated action also

At the current time, AIG cannot predict the outcome of the
arising under the Act, a Louisiana appellate court ruled that the

matters described above, or estimate any potential additional cost
district court lacked jurisdiction to adjudicate the claims at issue.

related to these matters.
In response, defendants in Gunderson filed an exception for lack

Also, as part of the settlements, AIG has agreed to retain, for
of subject matter jurisdiction. On January 19, 2007, the court

a period of three years, an independent consultant who will
denied the motion, holding that it has jurisdiction over the putative

conduct a review that will include, among other things, the
class claims. The AIG subsidiary is appealing the class certifica-

adequacy of AIG’s internal control over financial reporting, the
tion ruling and intends to seek an appeal from the jurisdictional

policies, procedures and effectiveness of AIG’s regulatory, compli-
ruling. While AIG believes that it has meritorious defenses to
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Derivative Actions — Southern District of New York. Between12. Commitments, Contingencies and
October 25, 2004 and July 14, 2005, seven separate derivativeGuarantees
actions were filed in the Southern District of New York, five ofContinued
which were consolidated into a single action. The New York

ance and legal functions and the remediation plan that AIG has
derivative complaint contains nearly the same types of allegations

implemented as a result of its own internal review.
made in the securities fraud and ERISA actions described above.
The named defendants include current and former officers andPrivate Litigation
directors of AIG, as well as Marsh & McLennan Companies, Inc.

Securities Actions. Beginning in October 2004, a number of
(Marsh), SICO, Starr, ACE Limited and subsidiaries (ACE), General

putative securities fraud class action suits were filed against AIG
Reinsurance Corporation, PwC, and certain employees or officers

and consolidated as In re American International Group, Inc.
of these entity defendants. Plaintiffs assert claims for breach of

Securities Litigation. Subsequently, a separate, though similar,
fiduciary duty, gross mismanagement, waste of corporate assets,

securities fraud action was also brought against AIG by certain
unjust enrichment, insider selling, auditor breach of contract,

Florida pension funds. The lead plaintiff in the class action is a
auditor professional negligence and disgorgement from AIG’s

group of public retirement systems and pension funds benefiting
former Chief Executive Officer and Chief Financial Officer of

Ohio state employees, suing on behalf of themselves and all
incentive-based compensation and AIG share proceeds under

purchasers of AIG’s publicly traded securities between Octo-
Section 304 of the Sarbanes-Oxley Act, among others. Plaintiffs

ber 28, 1999 and April 1, 2005. The named defendants are AIG
seek, among other things, compensatory damages, corporate

and a number of present and former AIG officers and directors, as
governance reforms, and a voiding of the election of certain AIG

well as Starr, SICO, General Reinsurance Corporation, and
directors. AIG’s Board of Directors has appointed a special

PricewaterhouseCoopers LLP (PwC), among others. The lead
committee of independent directors (special committee) to review

plaintiff alleges, among other things, that AIG: (1) concealed that
the matters asserted in the operative consolidated derivative

it engaged in anti-competitive conduct through alleged payment of
complaint. The court has approved agreements staying the

contingent commissions to brokers and participation in illegal bid-
derivative case pending in the Southern District of New York while

rigging; (2) concealed that it used ‘‘income smoothing’’ products
the special committee performs its work. The current stay extends

and other techniques to inflate its earnings; (3) concealed that it
until March 14, 2007.

marketed and sold ‘‘income smoothing’’ insurance products to
Derivative Actions — Delaware Chancery Court. From October

other companies; and (4) misled investors about the scope of
2004 to April 2005, AIG shareholders filed five derivative

government investigations. In addition, the lead plaintiff alleges
complaints in the Delaware Chancery Court. All of these derivative

that AIG’s former Chief Executive Officer manipulated AIG’s stock
lawsuits have been consolidated into a single action. The

price. The lead plaintiff asserts claims for violations of Sec-
amended consolidated complaint names 43 defendants (not

tions 11 and 15 of the Securities Act, Section 10(b) of the
including nominal defendant AIG) who, like the New York consoli-

Exchange Act, and Rule 10b-5 promulgated thereunder, Sec-
dated derivative litigation, are current and former officers and

tion 20(a) of the Exchange Act, and Section 20A of the Exchange
directors of AIG, as well as other entities and certain of their

Act. In April 2006, the court denied the defendants’ motions to
current and former employees and directors. The factual allega-

dismiss the second amended class action complaint and the
tions, legal claims and relief sought in Delaware action are similar

Florida complaint. In December 2006, a third amended class
to those alleged in the New York derivative actions, except that

action complaint was filed, which does not differ substantially
plaintiffs in the Delaware derivative action assert claims only

from the prior complaint. Fact and class discovery is currently
under state law. The court has approved agreements staying the

ongoing.
derivative case pending in the Delaware Chancery Court while the

ERISA Action. Between November 30, 2004 and July 1, 2005,
special committee performs its work. The current stay extends

several ERISA actions were filed on behalf of purported class of
until March 14, 2007.

participants and beneficiaries of three pension plans sponsored
An additional derivative lawsuit was filed in the Delaware

by AIG or its subsidiaries. A consolidated complaint filed on
Chancery Court in December 2002 against twenty directors and

September 26, 2005 alleges a class period between Septem-
executives of AIG as well as against AIG as a nominal defendant,

ber 30, 2000 and May 31, 2005 and names as defendants AIG,
alleges, among other things, that the directors of AIG breached

the members of AIG’s Retirement Board and the Administrative
the fiduciary duties of loyalty and care by approving the payment

Boards of the plans at issue, and four present or former members
of commissions to Starr and of rental and service fees to SICO

of AIG’s Board of Directors. The factual allegations in the
and the executives breached their duty of loyalty by causing AIG to

complaint are essentially identical to those in the securities
enter into contracts with Starr and SICO and their fiduciary duties

actions described above. Plaintiffs allege that defendants violated
by usurping AIG’s corporate opportunity. The complaint further

duties under ERISA by allowing the plans to offer AIG stock as a
alleges that the Starr agencies did not provide any services that

permitted investment, when defendants allegedly knew it was not
AIG was not capable of providing itself, and that the diversion of

a prudent investment, and by failing to provide participants with
commissions to these entities was solely for the benefit of Starr’s

accurate information about AIG stock. AIG’s motion to dismiss
owners. The complaint also alleged that the service fees and

was denied by order dated December 12, 2006. Discovery will be
rental payments made to SICO and its subsidiaries were improper.

consolidated with proceedings in the securities actions.
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that the defendants violated the Sherman Antitrust Act, RICO, the12. Commitments, Contingencies and
antitrust laws of 48 states and the District of Columbia, and areGuarantees
liable under common law breach of fiduciary duty and unjustContinued
enrichment theories. Plaintiffs seek treble damages plus interest

Under the terms of a stipulation approved by the Court on
and attorneys’ fees as a result of the alleged RICO and Sherman

February 16, 2006, the claims against the outside independent
Act violations.

directors were dismissed with prejudice, while the claims against
The plaintiffs in the Employee Benefits Complaint are nine

the other directors were dismissed without prejudice. On Octo-
individual employees and corporate and municipal employers

ber 31, 2005, Messrs. Greenberg, Matthews and Smith, SICO and
alleging claims on behalf of two separate nationwide purported

Starr filed motions to dismiss the amended complaint. In an
classes: an employee class and an employer class that acquired

opinion dated June 21, 2006, the Court denied defendants’
insurance products from the defendants from August 26, 1994 to

motion to dismiss, except with respect to plaintiff’s challenge to
the date of any class certification. The Employee Benefits

payments made to Starr before January 1, 2000. On July 21,
Complaint names AIG, as well as eleven brokers and five other

2006, plaintiff filed its second amended complaint, which alleges
insurers, as defendants. The activities alleged in the Employee

that, between January 1, 2000 and May 31, 2005, individual
Benefits Complaint, with certain exceptions, track the allegations

defendants breached their duty of loyalty by causing AIG to enter
of contingent commissions, bid-rigging and tying made in the

into contracts with Starr and SICO and breached their fiduciary
Commercial Complaint.

duties by usurping AIG’s corporate opportunity. Starr is charged
On October 3, 2006, Judge Hochberg of the District of New

with aiding and abetting breaches of fiduciary duty and unjust
Jersey reserved in part and denied in part motions filed by the

enrichment for its acceptance of the fees. SICO is no longer
insurer defendants and broker defendants to dismiss the multi-

named as a defendant. Discovery is currently ongoing.
district litigation. The Court also ordered the plaintiffs in both

Policyholder Actions. After the NYAG filed its complaint against
actions to file supplemental statements of particularity to elabo-

insurance broker Marsh, policyholders brought multiple federal
rate on the allegations in their complaints. Plaintiffs filed their

antitrust and Racketeer Influenced and Corrupt Organizations Act
supplemental statements on October 25, 2006, and the AIG

(RICO) class actions in jurisdictions across the nation against
defendants, along with other insurer and broker defendants in the

insurers and brokers, including AIG and a number of its subsidiar-
two consolidated actions, filed renewed motions to dismiss on

ies, alleging that the insurers and brokers engaged in a broad
November 30, 2006. Briefing has been completed on the renewed

conspiracy to allocate customers, steer business, and rig bids.
motions to dismiss, as well as plaintiffs’ motion for class

These actions, including 18 complaints filed in different federal
certification in both cases. On February 16, 2007, Chief Judge

courts naming AIG or an AIG subsidiary as a defendant, were
Brown of the District of New Jersey transferred the multi-district

consolidated by the judicial panel on multi-district litigation and
litigation to himself. Oral argument on the renewed motions to

transferred to the United States District Court for the District of
dismiss has been scheduled before Chief Judge Brown on

New Jersey for coordinated pretrial proceedings. The consolidated
March 1, 2007. Fact discovery in the multi-district litigation

actions have proceeded in that court in two parallel actions, In re
proceeding is ongoing.

Insurance Brokerage Antitrust Litigation (the Commercial Com-
A number of complaints making allegations similar to those in

plaint) and In re Employee Benefit Insurance Brokerage Antitrust
the Commercial Complaint have been filed against AIG and other

Litigation (the Employee Benefits Complaint, and together with the
defendants in state and federal courts around the country. The

Commercial Complaint, the multi-district litigation).
defendants have thus far been successful in having the federal

The plaintiffs in the Commercial Complaint are nineteen
actions transferred to the District of New Jersey and consolidated

corporations, individuals and public entities that contracted with
into the multi-district litigation. The AIG defendants have also

the broker defendants for the provision of insurance brokerage
sought to have state court actions making similar allegations

services for a variety of insurance needs. The broker defendants
stayed pending resolution of the multi-district litigation proceeding.

are alleged to have placed insurance coverage on the plaintiffs’
In one state court action pending in Florida, the trial court recently

behalf with a number of insurance companies named as defend-
decided not to grant an additional stay, but instead to allow the

ants, including AIG subsidiaries. The Commercial Complaint also
case to proceed.

named ten brokers and fourteen other insurers (one of which has
Litigation Relating to 21st Century. Shortly after the announce-

since settled) as defendants. The Commercial Complaint alleges
ment in late January 2007 of AIG’s offer to acquire the

that defendants engaged in a widespread conspiracy to allocate
outstanding shares of 21st Century not already owned by AIG and

customers through ‘‘bid-rigging’’ and ‘‘steering’’ practices. The
its subsidiaries, two related class actions were filed in the

Commercial Complaint also alleges that the insurer defendants
Superior Court of California, Los Angeles County, against AIG,

permitted brokers to place business with AIG subsidiaries through
21st Century, and the individual members of 21st Century’s

wholesale intermediaries affiliated with or owned by those same
Board of Directors, two of whom are current executive officers of

brokers rather than placing the business with AIG subsidiaries
AIG. The actions were filed purportedly on behalf of the minority

directly. Finally, the Commercial Complaint alleges that the insurer
shareholders of 21st Century and assert breaches of fiduciary

defendants entered into agreements with broker defendants that
duty in connection with the AIG proposal. The complaints allege

tied insurance placements to reinsurance placements in order to
that the proposed per share price is unfair and seek preliminary

provide additional compensation to each broker. Plaintiffs assert
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Minimum future rental income on noncancelable operating12. Commitments, Contingencies and
leases of flight equipment which have been delivered atGuarantees
December 31, 2006 was as follows:Continued

and permanent injunctive relief to enjoin the consummation of the (in millions)

proposed transaction. 2007 $ 3,663
SICO. In July, 2005, SICO filed a complaint against AIG in the 2008 3,220

Southern District of New York, claiming that AIG had refused to 2009 2,682
provide SICO access to certain artwork and asked the court to 2010 2,271
order AIG immediately to release the property to SICO. AIG filed 2011 1,800
an answer denying SICO’s allegations and setting forth defenses Remaining years after 2011 4,011
to SICO’s claims. In addition, AIG filed counterclaims asserting

Total $17,647
breach of contract, unjust enrichment, conversion, breach of

Flight equipment is leased, under operating leases, withfiduciary duty, a constructive trust and declaratory judgment,
remaining terms ranging from 1 to 13 years.relating to SICO’s breach of its commitment to use its AIG shares

only for the benefit of AIG and AIG employees. Fact and expert
Lease Commitmentsdiscovery has been substantially concluded and briefing on SICO’s

motion for summary judgment is underway. AIG and its subsidiaries occupy leased space in many locations
Regulatory Investigations. Regulators from several states have under various long-term leases and have entered into various

commenced investigations into insurance brokerage practices leases covering the long-term use of data processing equipment.
related to contingent commissions and other industry-wide prac-

At December 31, 2006, the future minimum leasetices as well as other broker-related conduct, such as alleged bid-
payments under operating leases were as follows:rigging. In addition, various federal and state regulatory agencies

are reviewing certain transactions and practices of AIG and its (in millions)
subsidiaries in connection with industry-wide and other inquiries.

2007 $ 626AIG has cooperated, and will continue to cooperate, in producing
2008 461documents and other information in response to subpoenas and
2009 341other requests.
2010 274

Wells Notices. AIG understands that some of its employees
2011 307

have received Wells notices in connection with previously dis-
Remaining years after 2011 754

closed SEC investigations of certain of AIG’s transactions or
Total $2,763accounting practices. Under SEC procedures, a Wells notice is an

indication that the SEC staff has made a preliminary decision to Rent expense approximated $657 million, $597 million, and
recommend enforcement action that provides recipients with an $568 million for the years ended December 31, 2006, 2005, and
opportunity to respond to the SEC staff before a formal 2004, respectively.
recommendation is finalized. It is possible that additional current
and former employees could receive similar notices in the future Other Commitments
as the regulatory investigations proceed.

On June 27, 2005, AIG entered into an agreement pursuant to
which AIG agrees, subject to certain conditions, to make anyEffect on AIG
payment that is not promptly paid with respect to the benefits

In the opinion of AIG management, AIG’s ultimate liability for the accrued by certain employees of AIG and its subsidiaries under
unresolved litigation and investigation matters referred to above is the SICO Plans (as discussed in Note 16 herein).
not likely to have a material adverse effect on AIG’s consolidated

(c) Contingenciesfinancial condition, although it is possible that the effect would be
Loss Reservesmaterial to AIG’s consolidated results of operations for an

individual reporting period. Although AIG regularly reviews the adequacy of the established
reserve for losses and loss expenses, there can be no assurance(b) Commitments
that AIG’s ultimate loss reserves will not develop adversely andFlight Equipment
materially exceed AIG’s current loss reserves. Estimation of

At December 31, 2006, ILFC had committed to purchase 254 new ultimate net losses, loss expenses and loss reserves is a
aircraft deliverable from 2007 through 2015 at an estimated complex process for long-tail casualty lines of business, which
aggregate purchase price of $19.0 billion. ILFC will be required to include excess and umbrella liability, directors and officers liability
find customers for any aircraft acquired, and it must arrange (D&O), professional liability, medical malpractice, workers compen-
financing for portions of the purchase price of such equipment. sation, general liability, products liability and related classes, as

well as for asbestos and environmental exposures. Generally,
actual historical loss development factors are used to project
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at their estimated fair values in the consolidated balance sheet.12. Commitments, Contingencies and
The vast majority of AIG’s derivative activity is transacted byGuarantees
AIGFP. See also Note 19 herein.Continued

AIG has issued unconditional guarantees with respect to the
future loss development. However, there can be no assurance

prompt payment, when due, of all present and future payment
that future loss development patterns will be the same as in the

obligations and liabilities of AIGFP arising from transactions
past. Moreover, any deviation in loss cost trends or in loss

entered into by AIGFP.
development factors might not be discernible for an extended

SAI Deferred Compensation Holdings, Inc., a wholly owned
period of time subsequent to the recording of the initial loss

subsidiary of AIG, has established a deferred compensation plan
reserve estimates for any accident year. Thus, there is the

for registered representatives of certain AIG subsidiaries, pursu-
potential for reserves with respect to a number of years to be

ant to which participants have the opportunity to invest deferred
significantly affected by changes in loss cost trends or loss

commissions and fees on a notional basis. The value of the
development factors that were relied upon in setting the reserves.

deferred compensation fluctuates with the value of the deferred
These changes in loss cost trends or loss development factors

investment alternatives chosen. AIG has provided a full and
could be attributable to changes in inflation, in labor and material

unconditional guarantee of the obligations of SAI Deferred Com-
costs or in the judicial environment, or in other social or economic

pensation Holdings, Inc. to pay the deferred compensation under
phenomena affecting claims.

the plan.
Superior National. On December 30, 2004, an arbitration panel

issued its ruling in connection with a 1998 workers compensation
13. Fair Value of Financial Instrumentsquota share reinsurance agreement under which Superior National

Insurance Company, among others, was reinsured by USLIFE, a Statement of Financial Accounting Standards No. 107, ‘‘Disclo-
subsidiary of AGC. In its 2-1 ruling, the arbitration panel refused sures about Fair Value of Financial Instruments’’ (FAS 107),
to rescind the contract as requested by USLIFE. Instead, the panel requires disclosure of fair value information about financial
reformed the contract to reduce USLIFE’s participation by ten instruments, as defined therein, for which it is practicable to
percent. Further, the arbitration ruling established a second phase estimate such fair value. In the measurement of the fair value of
of arbitration for USLIFE to present its challenges to certain certain financial instruments, where quoted market prices are not
cessions to the contract. The second phase has now been available, other valuation techniques are utilized. These fair value
completed, and the arbitration panel has issued two awards estimates are derived using internally developed valuation method-
resolving the issues presented in phase two in favor of the ologies based on available and observable market information.
cedents. USLIFE has filed a petition to vacate all of the arbitration FAS 107 excludes certain financial instruments, including those
awards from both phases of the arbitration in California federal related to insurance contracts and lease contracts.
court. In addition, USLIFE is pursuing certain insurance recover- The following methods and assumptions were used by AIG in
ables in connection with the contract. As a result of the ruling AIG estimating the fair value of the financial instruments presented:
increased its reserves by $125 million in the fourth quarter to

Cash and short-term investments: The carrying amounts approxi-$478 million. AIG believes that the reserves should be adequate
mate fair values.to fund unpaid claims.

Synthetic Fuel Tax Credits. AIG generates income tax credits as Fixed maturity securities: Fair values were generally based upon
a result of investing in synthetic fuel production. Tax credits quoted market prices. For certain fixed maturity securities for
generated from the production and sale of synthetic fuel under the which market prices were not readily available, fair values were
Internal Revenue Code are subject to an annual phase-out estimated using values obtained from independent pricing
provision that is based on the average wellhead price of domestic services.
crude oil. The price range within which the tax credits are phased-

Equity securities: Fair values were based on quoted marketout was originally established in 1980 and is adjusted annually for
prices. Where market prices were not readily available, fair valuesinflation. Depending on the price of domestic crude oil for a
were estimated using quoted market prices of comparableparticular year, all or a portion of the tax credits generated in that
investments.year might be eliminated. AIG evaluates the production levels of

its synthetic fuel production facilities in light of the risk of phase- Mortgage loans on real estate, policy and collateral loans: Where
out of the associated tax credits. As a result of fluctuating practical, the fair values of loans on real estate and collateral
domestic crude oil prices, AIG evaluates and adjusts production loans were estimated using discounted cash flow calculations
levels when appropriate in light of this risk. Regardless of oil based upon AIG’s current incremental lending rates for similar
prices, the tax credits expire after 2007. type loans. The fair values of the policy loans were not calculated

as AIG believes it would have to expend excessive costs for the(d) Guarantees
benefits derived.AIG and certain of its subsidiaries become parties to derivative

financial instruments with market risk resulting from both dealer Trading assets and trading liabilities: Fair values approximate the
and end-user activities and to reduce currency, interest rate, carrying values.
equity and commodity exposures. These instruments are carried
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13. Fair Value of Financial Instruments currently being offered for similar contracts with maturities
Continued consistent with those remaining for the contracts being valued.

Finance receivables: Fair values were estimated using discounted GIAs: Fair values of AIG’s obligations under investment type
cash flow calculations based upon the weighted average rates agreements were estimated using discounted cash flow calcula-
currently being offered for similar finance receivables. tions based on interest rates currently being offered for similar

agreements with maturities consistent with those remaining for
Securities lending collateral and securities lending payable: The

the agreements being valued.
contract values of these financial instruments approximate fair
value. Securities and spot commodities sold but not yet purchased: The

carrying amounts for the securities and spot commodities sold but
Spot commodities: Fair values are based on current market

not yet purchased approximate fair values. Fair values for spot
prices.

commodities sold short were based on current market prices.
Unrealized gains and losses on swaps, options and forward

Trust deposits and deposits due to banks and other depositors:
transactions: Fair values were based on the use of valuation

To the extent certain amounts are not demand deposits or
models that utilize, among other things, current interest, foreign

certificates of deposit which mature in more than one year, fair
exchange commodity, equity and volatility rates, as applicable.

values were not calculated as AIG believes it would have to
Securities purchased (sold) under agreements to resell (repur- expend excessive costs for the benefits derived.
chase), at contract value: As these securities (obligations) are

Commercial paper: The carrying amount approximates fair value.
short-term in nature, the contract values approximate fair values.

Notes, bonds, loans and mortgages: Where practical, the fair
Other invested assets: Consisting principally of hedge funds and

values of these obligations were estimated using discounted cash
limited partnerships. Fair values are determined based on the net

flow calculations based upon AIG’s current incremental borrowing
asset values provided by the general partner or manager of each

rates for similar types of borrowings with maturities consistent
investment.

with those remaining for the debt being valued.
Policyholders’ contract deposits: Fair values were estimated using
discounted cash flow calculations based upon interest rates
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13. Fair Value of Financial Instruments
Continued

The carrying values and fair values of AIG’s financial instruments at December 31, 2006 and 2005 were as follows:

2006 2005

Carrying Fair Carrying Fair
(in millions) Value(a) Value Value(a) Value

Assets:
Fixed maturities $417,865 $418,582 $385,680 $386,199
Equity securities 30,222 30,222 23,588 23,588
Mortgage loans on real estate, policy and collateral loans 28,418 28,655 24,909 26,352
Securities available for sale 47,205 47,205 37,511 37,511
Trading securities 5,031 5,031 6,499 6,499
Spot commodities 220 220 92 96
Unrealized gain on swaps, options and forward transactions 19,252 19,252 18,695 18,695
Trading assets 2,468 2,468 1,204 1,204
Securities purchased under agreements to resell 33,702 33,702 14,547 14,547
Finance receivables, net of allowance 29,573 26,712 27,995 27,528
Securities lending collateral 69,306 69,306 59,471 59,471
Other invested assets(b) 40,330 40,637 29,186 29,408
Short-term investments 25,249 25,249 15,342 15,342
Cash 1,590 1,590 1,897 1,897

Liabilities:
Policyholders’ contract deposits 244,658 239,964 227,027 223,244
Borrowings under obligations of guaranteed investment agreements 20,664 20,684 20,811 22,373
Securities sold under agreements to repurchase 22,710 22,710 11,047 11,047
Trading liabilities 3,141 3,141 2,546 2,546
Hybrid financial instrument liabilities 8,856 8,856 — —
Securities and spot commodities sold but not yet purchased 4,076 4,076 5,975 5,975
Unrealized loss on swaps, options and forward transactions 11,401 11,401 12,740 12,740
Trust deposits and deposits due to banks and other depositors 5,249 5,261 4,877 5,032
Commercial paper 13,029 13,029 9,208 9,208
Notes, bonds, loans and mortgages payable 104,690 106,494 78,439 79,518
Securities lending payable 70,198 70,198 60,409 60,409

(a) The carrying value of all other financial instruments approximates fair value.
(b) Excludes aircraft asset investments held by non-Financial Services subsidiaries.

At December 31, 2006, AIG’s non-employee directors received14. Stock Compensation Plans
stock-based compensation in two forms, options granted pursuant

At December 31, 2006, AIG employees could be awarded to the 1999 Plan and grants of AIG common stock with delivery
compensation pursuant to six different stock-based compensation deferred until retirement from the Board, pursuant to the AIG
plan arrangements: (i) AIG 1999 Stock Option Plan, as amended Director Stock Plan, which was approved by the shareholders at
(1999 Plan); (ii) AIG 1996 Employee Stock Purchase Plan, as the 2004 Annual Meeting of Shareholders.
amended (1996 Plan); (iii) AIG 2002 Stock Incentive Plan, as From January 1, 2003 through December 31, 2005, AIG
amended (2002 Plan) under which AIG has issued time-vested accounted for share-based payment transactions with employees
restricted stock units (RSUs) and performance restricted stock under FAS No. 123, ‘‘Accounting for Stock-Based Compensation.’’
units (performance RSUs); (iv) SICO’s Deferred Compensation Share-based employee compensation expense from option awards
Profit Participation Plans (SICO Plans); (v) AIG’s 2005-2006 was not recognized in the statement of income in prior periods.
Deferred Compensation Profit Participation Plan (AIG DCPPP) and Effective January 1, 2006, AIG adopted the fair value recognition
(vi) the AIG Partners Plan. The AIG DCPPP was adopted as a provisions of FAS 123R. FAS 123R requires that companies use a
replacement for the SICO Plans for the 2005-2006 period, and fair value method to value share-based payments and recognize
the AIG Partners Plan replaces the AIG DCPPP. Stock-based the related compensation expense in net earnings. AIG adopted
compensation earned under the AIG DCPPP and the AIG Partners FAS 123R using the modified prospective application method, and
Plan is issued as awards under the 2002 Plan. AIG currently accordingly, financial statement amounts for the prior periods
settles share option exercises and other share awards to presented have not been restated to reflect the fair value method
participants through the issuance of shares it has previously of expensing share-based compensation under FAS 123R. The
acquired and holds in its treasury account, except for share modified prospective application method provides for the recogni-
awards made by SICO, which are settled by SICO. tion of the fair value with respect to share-based compensation
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corresponding reductions in expense as they occur. The pre-tax14. Stock Compensation Plans
cumulative effect of adoption, recognized as a reduction in stock-Continued
based compensation of $46 million, was recorded as a cumula-

for shares subscribed for or granted on or after January 1, 2006
tive effect of an accounting change, net of tax. FAS 123R requires

and all previously granted but unvested awards as of January 1,
AIG to reflect the cash savings resulting from excess tax benefits

2006.
in its financial statements as cash flow from financing activities,

The adoption of FAS 123R resulted in share-based compensa-
rather than as cash flow from operating activities as in prior

tion expense of approximately $17 million during 2006, related to
periods. The amount of this excess tax benefit for 2006 was

awards which were accounted for under the provisions of
$27.9 million.

Accounting Principles Board Opinion No. 25, ‘‘Accounting for Stock
Included in AIG’s consolidated statement of income for the

Issued to Employees.’’ FAS 123R also requires AIG to estimate
year ended December 31, 2006 was pre-tax share-based compen-

forfeitures in calculating the expense relating to share-based
sation expense of $353 million ($326 million after tax).

compensation, rather than recognizing these forfeitures and

The effect of the adoption of FAS 123R on the consolidated statements of income and cash flows for the year ended
December 31, 2006 was as follows:

Including
Effect of Effect of

Pre-adoption of Adoption of Adoption of
(in millions, except per share data) FAS 123R FAS 123R FAS 123R

Income before income taxes, minority interest and cumulative effect of an accounting
change $21,704 $ (17) $21,687

Provision for income taxes $ 6,539 $ (2) $ 6,537

Income before minority interest and cumulative effect of an accounting change $15,165 $ (15) $15,150

Cumulative effect of an accounting change, net of tax $ — $ 34 $ 34

Net income $14,029 $ 19 $14,048

Net cash provided by (used in) operating activities $ 6,857 $ (28) $ 6,829

Net cash provided by financing activities $59,762 $ 28 $59,790

Basic earnings per share $ 5.38 $0.01 $ 5.39

Diluted earnings per share $ 5.35 $0.01 $ 5.36

Form 10-K 2006 AIG 149



American International Group, Inc. and Subsidiaries

Notes to Consolidated Financial Statements Continued

14. Stock Compensation Plans Valuation Methodology
Continued

In 2004, AIG developed a binomial lattice model to calculate the
fair value of stock option grants. In prior years, a Black-ScholesIncluded in share-based compensation expense of $353 million
model was used. A more detailed description of the valuationfor 2006 was a one-time compensation cost of approximately
methodology is provided below.$54 million related to the Starr tender offer and various out of

period adjustments totalling $61 million, primarily relating to The following weighted average assumptions were used
stock-splits and other miscellaneous items for the SICO Plans, for stock options granted in 2006 and 2005:
offset by a $46 million pre-tax adjustment for the cumulative

2006 2005effect of the adoption of FAS 123R. See Note 16 herein for a
discussion of the Starr tender offer. Expected annual dividend yield(a) 0.92% 0.71%

If AIG had adopted the FAS 123 provisions for recognizing Expected volatility(b) 23.50% 27.3%
Risk-free interest rate(c) 4.61% 4.17%compensation expense commencing at the date of grant of the
Expected term(d) 7 years 7 yearsawards, the effect would not have been material to net income or

basic or diluted earnings per share for 2005.
(a) The dividend yield is based on the dividend yield over the twelve month

period prior to the grant date.
1999 Stock Option Plan (b) In 2006, expected volatility is the average of historical volatility (based

on seven years of daily stock price changes) and the implied volatility
The 1999 Plan provides that options to purchase a maximum of of actively traded options on AIG shares and in 2005, expected

volatility is the historical volatility based on five years of daily stock45,000,000 shares of common stock can be granted to certain
price changes.key employees and members of the Board of Directors at prices

(c) The interest rate curves used in the valuation model were thenot less than fair market value at the date of grant.
U.S. Treasury STRIP rates with terms from 3 months to 10 years.The 1999 Plan was approved by the shareholders at the 2000

(d) The contractual term of the option is generally 10 years with anAnnual Meeting of Shareholders, with certain amendments ap-
expected term of 7 years calculated based on an analysis of historical

proved at the 2003 Annual Meeting of Shareholders. The 1999 employee exercise behavior and employee turnover (post-vesting termi-
nations). The early exercise rate is a function of time elapsed since thePlan superseded the 1991 Employee Stock Option Plan (the 1991
grant. Fifteen years of historical data were used to estimate the earlyPlan), although outstanding options granted under the 1991 Plan
exercise rate.

continue in-force until exercise or expiration. The maximum
number of shares that may be granted to any employee in any Additional information with respect to AIG’s stock option
one year under the 1999 Plan is 900,000. Options granted under plans at December 31, 2006, and changes for the year
the 1999 Plan generally vest over four years (25 percent vesting then ended, were as follows:
per year) and expire 10 years from the date of grant.

Weighted Average
At December 31, 2006, there were 19,615,911 shares Options: Shares Exercise Price

reserved for future grants under the 1999 Plan and
Outstanding at beginning of year 52,545,425 $ 54.8428,021,943 shares reserved for issuance under the 1999 and
Granted 1,621,910 $70.511991 Plans.
Exercised* (5,329,026) $27.97
Forfeited or expired (1,182,589) $70.76Deferrals
Outstanding at end of year 47,655,720 $57.99

At December 31, 2006, AIG was obligated to issue Options exercisable at end of
8,382,632 shares in connection with previous exercises of year 39,383,670 $56.81
options with delivery deferred. Weighted average fair value per

share of options granted $23.41

* Includes options with respect to 2,067,643 shares exercised with
delivery deferred, resulting in obligations to issue 1,527,613 shares.
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14. Stock Compensation Plans
Continued

The following table presents information about stock options outstanding at December 31, 2006:

Options Outstanding Options Exercisable

Weighted Weighted
Average Weighted Average Weighted

Remaining Average Aggregate Intrinsic Number Remaining Average Aggregate
Range of Number Contractual Exercise Values Exercisable Contractual Exercise Intrinsic Values
Exercise Prices Outstanding Life Price (in millions) (vested) Life Price (in millions)

$24.55-$26.45 3,077,376 0.82 $24.67 $144 3,077,376 0.82 $24.67 $144
$31.02-$41.51 5,198,823 1.58 36.91 181 5,198,823 1.58 36.91 181
$43.31-$53.40 6,665,147 3.83 48.59 154 5,900,494 3.53 48.80 135
$54.11-$59.99 8,314,413 4.07 57.86 115 6,780,399 3.01 57.52 96
$60.13-$63.95 8,766,329 5.94 62.33 82 7,547,511 5.77 62.12 72
$64.01-$69.63 8,034,276 6.82 65.45 50 4,948,364 5.75 65.53 30
$70.35-$98.00 7,599,356 5.53 81.36 1 5,930,703 4.40 84.06 —

Total 47,655,720 4.60 $57.99 $727 39,383,670 3.81 $56.81 $658

Vested and expected-to-vest options as of December 31, 2006, than performance RSUs granted under the AIG DCPPP and the AIG
included in the table above, totaled 45,382,149, with a weighted Partners Plan vest on the fourth anniversary of the date of grant.
average exercise price of $57.42, a weighted average contractual
life of 4.33 years and an aggregate intrinsic value of $720 million. Director Stock Awards

As of December 31, 2006, total unrecognized compensation
The methodology used for valuing employee stock options is also

cost (net of expected forfeitures) was $133 million and $3 million
used to value director stock options. Director stock options vest

related to non-vested share-based compensation awards granted
one year after the grant date, but are otherwise the same as

under the 1999 Plan and the 1996 Plan, respectively, with
employee stock options. Options with respect to 40,000 shares

blended weighted average periods of 1.44 years and 0.41 years,
and 32,500 shares were granted during 2006 and 2005,

respectively. The cost of awards outstanding under these plans at
respectively.

December 31, 2006 is expected to be recognized over approxi-
AIG also granted 14,000 shares and 6,250 shares, with

mately three years and one year, respectively, for the 1999 Plan
delivery deferred, to directors during 2006 and 2005, respec-

and the 1996 Plan.
tively, under the Director Stock Plan. At December 31, 2006,

The intrinsic value of options exercised during 2006 was
there were 71,000 shares reserved for future grants under the

approximately $215 million. The fair value of options vesting
Director Stock Plan.

during 2006 was approximately $97 million. AIG received
$104 million and $65 million in cash during 2006 and 2005,

Employee Stock Purchase Planrespectively, from the exercise of stock options. The tax benefits
realized as a result of stock option exercises were $35 million AIG’s 1996 Plan provides that eligible employees (those employed
and $20 million for 2006 and 2005, respectively. at least one year) may receive privileges to purchase up to an

aggregate of 10,000,000 shares of AIG common stock, at a price
2002 Stock Incentive Plan equal to 85 percent of the fair market value on the date of the

grant of the purchase privilege. Purchase privileges are granted
The 2002 Plan was adopted at the 2002 Annual Meeting of

quarterly and are limited to the number of whole shares that can
shareholders and amended and restated by the AIG Board of

be purchased on an annual basis by an amount equal to the
Directors on September 18, 2002. The 2002 Plan provides that

lesser of 10 percent of an employee’s annual salary or $10,000.
equity-based or equity-related awards with respect to shares of
common stock can be issued to employees in any year up to a

SICO Plansmaximum of that number of shares equal to (a) 1,000,000 shares
plus (b) the number of shares available but not issued in the prior The SICO Plans provide that shares of AIG common stock
calendar year. The maximum award that a grantee may receive currently held by SICO are set aside for the benefit of the
under the 2002 Plan per year is rights with respect to participant and distributed upon retirement. The SICO Board of
250,000 shares. During 2006 and 2005, 6,836,785 RSUs, Directors currently may permit an early payout of shares under
including performance RSUs, and 3,055,835 RSUs, respectively, certain circumstances. Prior to payout, the participant is not
were granted by AIG. There were 4,488,458 shares reserved for entitled to vote, dispose of or receive dividends with respect to
issuance in connection with future awards at December 31, 2006. such shares, and shares are subject to forfeiture under certain
Substantially all RSUs granted to date under the 2002 Plan other
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ance period is September 21, 2005 to December 31, 2006. At14. Stock Compensation Plans
the end of the performance period, common shares are contin-Continued
gently allocated. The service period and related vesting consists

conditions, including but not limited to the participant’s termina-
of three pre-retirement tranches and a final retirement tranche at

tion of employment with AIG prior to normal retirement age.
age 65.

Historically, SICO’s Board of Directors could elect to pay a
At December 31, 2006, there were units representing

participant cash in lieu of shares of AIG common stock. On
4,590,622 shares granted to participants.

December 9, 2005, SICO notified participants that essentially all
subsequent distributions would be made only in shares, and not AIG Partners Plancash. As of that date, AIG modified its accounting for the SICO
Plans from variable to fixed measurement accounting. Variable On June 26, 2006, AIG’s Compensation Committee approved two
measurement accounting is used for those few awards for which grants under the AIG Partners Plan. The first grant has a
cash elections had been made prior to March 2005. The SICO performance period which runs from January 1, 2006 through
Plans are also described in Note 16 herein. December 31, 2007. The second grant has a performance period

Although none of the costs of the various benefits provided which runs from January 1, 2007 through December 31, 2008.
under the SICO Plans have been paid by AIG, AIG has recorded Both grants vest 50 percent on the fourth and sixth anniversaries
compensation expense for the deferred compensation amounts of the first day of the related performance period. In addition, the
paid to AIG employees by SICO, with an offsetting amount Compensation Committee approved the performance metrics for
credited to additional paid-in capital reflecting amounts deemed the two grants prior to the date of grant. The measurement of the
contributed by SICO. grants is deemed to have occurred on June 26, 2006 when there

As of December 9, 2005, there were 12,650,292 non-vested was mutual understanding of the key terms and conditions of the
AIG shares under the SICO Plans with a weighted-average fair grants. Consistent with this treatment: a) 1,068,605 performance
value per share of $61.92. As of December 31, 2006, there were RSUs for the first grant and 2,488,865 performance RSUs for the
11,443,772 non-vested AIG shares under the SICO Plans with a second grant and b) unrecognized compensation of $49 million for
weighted-average fair value per share of $61.72. the first grant and $137 million for the second grant are included

A significant portion of the awards under the SICO Plans vest in the related disclosure tables. Performance RSUs related to the
upon retirement when or after the participant reaches age 65. The first grant are excluded from AIG’s diluted shares calculation
portion of the awards for which early payout is available vest on because an insufficient amount of time has elapsed to conclu-
the applicable payout date. sively determine that the performance metric will be achieved at

the end of the related performance period. Because the perform-
AIG DCPPP ance period for the second grant does not begin until January 1,

2007, compensation expense for the second grant is not included
Effective September 21, 2005, AIG adopted the AIG DCPPP, which

in AIG’s 2006 results and diluted shares calculation.
provides equity-based compensation to key AIG employees, includ-
ing senior executive officers. The AIG DCPPP was modeled on the ValuationSICO Plans.

The AIG DCPPP contingently allocates a fixed number of shares The fair value of each award granted under the 2002 Plan, the
to each participant if AIG’s cumulative adjusted earnings per AIG DCPPP, the AIG Partners Plan, and the SICO Plans is based
share, as determined by AIG’s Compensation Committee, for on the closing price of AIG stock on the date of grant.
2005 and 2006 exceed that for 2003 and 2004. The perform-

The following table presents a summary of shares relating to outstanding awards unvested under the foregoing plans
as of December 31, 2006, and changes for the year then ended:

Number of Shares Weighted Average Grant-Date Fair Value

AIG AIG Partners Total SICO AIG AIG Partners Total SICO
2002 Plan DCPPP Plan 2002 Plan Plans 2002 Plan DCPPP Plan 2002 Plan Plans

Unvested at January 1, 2006 4,322,265 4,898,880 — 9,221,145 12,650,292 $63.63 $52.55 $ — $57.74 $61.92
Granted 3,198,885 — 3,637,900 6,836,785 — 70.04 — 56.49 62.83 —
Vested (130,185) — — (130,185) (794,814) 61.44 — — 61.44 65.68
Forfeited (209,370) (308,258) (30,860) (548,488) (411,706) 62.53 59.40 56.22 60.41 60.38

Unvested at December 31,
2006 7,181,595 4,590,622 3,607,040 15,379,257 11,443,772 $66.56 $52.09 $56.50 $59.88 $61.72
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portion of the total projected benefit payable at normal retirement14. Stock Compensation Plans
to each year of credited service.Continued

The HSB Group Inc. (HSB) retirement plan was merged into the
The total unrecognized compensation cost (net of ex- AIG U.S. retirement plan effective April 1, 2001. Benefits for HSB
pected forfeitures) related to non-vested share-based participants were changed effective January 1, 2005 to be
compensation awards granted under the 2002 Plan, the substantially similar to the AIG U.S. retirement plan benefits
AIG DCPPP, the AIG Partners Plan and the SICO Plans at subject to a grandfathering agreement.
December 31, 2006 and the blended weighted-average 21st Century sponsors its own benefit plans for its eligible
period over which that cost is expected to be recognized employees. Assets, obligations and costs with respect to 21st
at December 31, 2006 are as follows: Century’s plans are included herein. The assumptions used in its

plans were not significantly different from those used by AIG inBlendedUnrecognized
Weighted-Compensation AIG’s U.S. plans.

AverageCost The AIG Excess Retirement Income Plan provides a benefit
(in millions) Period

equal to the reduction in benefits payable under the AIG U.S.
2002 Plan $322 1.79 years retirement plan as a result of federal tax limitations on compensa-

AIG DCPPP $208 4.49 years tion and benefits payable thereunder. AIG has adopted a Supple-
AIG Partners Plan $191 2.37 years mental Executive Retirement Plan (Supplemental Plan) to provide

Total 2002 Plan $721 2.72 years
additional retirement benefits to designated executives. Under the

SICO Plans $301 5.95 years
Supplemental Plan, an annual benefit accrues at a percentage of
final average pay multiplied by each year of credited service, not

The total cost for awards outstanding as of December 31, 2006
greater than 60 percent of final average pay, reduced by any

under the 2002 Plan, the AIG DCPPP, the AIG Partners Plan, and
benefits from the current and any predecessor retirement plans

the SICO Plans is expected to be recognized over approximately 4
(including the AIG Excess Retirement Income Plan and any

years, 11 years, 6 years and 23 years, respectively.
comparable plans), Social Security, if any, and from any qualified
pension plan of prior employers. Currently, each of these plans is15. Employee Benefits
unfunded. AGC and HSB have adopted similar supplemental type

(a) Pension Plans: Employees of AIG, its subsidiaries and plans. These plans are also unfunded.
certain affiliated companies, including employees in foreign Where non-U.S. retirement plans are defined benefit plans,
countries, are generally covered under various funded, unfunded they are generally either based on the employees’ years of
and insured pension plans. Eligibility for participation in the credited service and compensation in the years preceding retire-
various plans is based on either completion of a specified period ment, or on points accumulated based on the employee’s job
of continuous service or date of hire, subject to age limitations. grade and other factors during each year of service.
Some AIG subsidiaries provide retirement benefits through defined AIG is in the process of spinning off the assets and liabilities
benefit plans, others employ defined contribution plans and some in the AIG U.S. retirement plan attributable to employees of Starr
use both. and The Starr Foundation. The accumulated benefit obligation of

AIG’s U.S. retirement plan is a qualified, noncontributory the employees in these two entities was computed as of
defined benefit plan which is subject to the provisions of ERISA. December 31, 2005. At December 31, 2005, the AIG
All employees of AIG and most of its subsidiaries and affiliates U.S. retirement plan was funded at an amount slightly greater
who are regularly employed in the United States, including certain than the accumulated benefit obligation. In the first quarter of
U.S. citizens employed abroad on a U.S. dollar payroll, and who 2007, AIG will transfer assets of approximately $32 million, which
have attained age 21 and completed twelve months of continuous is the equivalent of the present value of the December 31, 2005
service are eligible to participate in this plan. An employee with 5 accumulated benefit (adjusted for interest and benefit payments
or more years of plan participation is entitled to pension benefits through the transfer date) attributable to the employees in those
beginning at normal retirement at age 65. Benefits are based entities. Consistent with this arrangement, the amounts shown in
upon a percentage of average final compensation multiplied by the financial statements and footnote exclude liabilities and
years of credited service limited to 44 years of credited service. assets for employees of Starr.
The average final compensation is subject to certain limitations.

(b) Postretirement Plans: In addition to AIG’s defined benefit
Employees may elect certain options with respect to receipt of

pension plans, AIG and its subsidiaries provide a postretirement
their pension benefits including a joint and survivor annuity. An

benefit program for medical care and life insurance in the U.S.
employee with 10 or more years of plan participation may retire

and in certain non-U.S. countries. Eligibility in the various plans is
early from age 55 to 64. An early retirement factor is applied

generally based upon completion of a specified period of eligible
resulting in a reduced benefit. If an employee terminates with less

service and attaining a specified age. Overseas, benefits vary by
than five years of continuous service, the employee forfeits the

geographic location.
right to receive any pension benefits accumulated to that time.

AIG’s U.S. postretirement medical and life insurance benefits
Annual funding requirements are determined based on the

are based upon the employee electing immediate retirement and
‘‘projected unit credit’’ cost method, which attributes a pro rata

having a minimum of ten years of service. Retirees who reached

Form 10-K 2006 AIG 153



American International Group, Inc. and Subsidiaries

Notes to Consolidated Financial Statements Continued

provided for currently. Such uninsured expenses include long-term15. Employee Benefits
disability benefits, medical and life insurance continuation, andContinued
COBRA medical subsidies.

age 65 by May 1, 1989 and their dependents participate in the
medical plan at no cost. Employees who retired after May 1, 1989 (e) Benefit Obligations: The measurement date for some of
and prior to January 1, 1993 pay 50 percent of the active the non-U.S. defined benefit pension and postretirement plans is
employee premium. Retiree contributions are subject to adjust- November 30, consistent with the fiscal year end of the
ment annually. Other cost sharing features of the medical plan sponsoring companies. For all other plans, accumulated benefit
include deductibles, coinsurance and Medicare coordination and a obligations represent the present value of pension benefits earned
lifetime maximum benefit of $2.0 million. The maximum life as of December 31, 2006 based on service and compensation as
insurance benefit prior to age 70 is $32,500, with a maximum of of December 31, 2006. Projected benefit obligations for defined
$25,000 thereafter. benefit plans represent the present value of pension benefits

Effective January 1, 1993, both plans’ provisions were earned as of December 31, 2006 projected for estimated salary
amended. Employees who retire after January 1, 1993 are increases to an assumed date with respect to retirement,
required to pay the actual cost of the medical benefits premium termination, disability or death. Projected benefit obligations for
reduced by a credit of a certain amount, based on years of postretirement plans represent the present value of postretire-
service at retirement. The life insurance benefit varies by age at ment medical and life insurance benefits deemed earned as of
retirement from $5,000 for retirement at ages 55 through 59; December 31, 2006 projected for estimated salary and medical
$10,000 for retirement at ages 60 through 64; and $15,000 for claim rate increases to an assumed date with respect to
retirement at ages 65 and over. retirement, termination, disability, or death.

(c) Voluntary Savings Plans: AIG sponsors a voluntary sav- The accumulated benefit obligations with respect to both
ings plan for domestic employees (the AIG Incentive Savings plan), non-U.S. and U.S. pension benefit plans as of Decem-
which provides for salary reduction contributions by employees ber 31, 2006 and 2005 were as follows:
and matching contributions by AIG of up to seven percent of

(in millions) 2006* 2005
annual salary depending on the employees’ years of service.

Non-U.S. pension benefit plans $1,384 $ 1,210Contributions are funded currently.
U.S. pension benefit plans $2,689 $ 2,704

(d) Postemployment Benefits: AIG provides certain benefits
* As of November 30, 2006 for non-U.S. plans of sponsoring companies

to inactive employees who are not retirees. Certain of these with a fiscal year-end date of November 30, 2006.
benefits are insured and expensed currently; other expenses are
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15. Employee Benefits
Continued

The following table sets forth the change in the projected benefit obligation of the defined benefit pension plans,
including the supplemental plans, and postretirement benefit plans as of December 31, 2006 and 2005:

Pension Postretirement

Non- Non-
U.S. U.S. U.S. U.S.

(in millions) Plans Plans(a) Total Plans Plans Total

2006(b)

Change in projected benefit obligation:
Benefit obligation at beginning of year $1,351 $3,131 $4,482 $43 $205 $248
Service cost 78 130 208 4 6 10
Interest cost 36 169 205 2 11 13
Participant contributions 1 — 1 — — —
Actuarial (gain) loss (40) (245) (285) 5 (1) 4
Plan amendments and mergers — — — — 47 47
Benefits paid:

AIG assets (28) (10) (38) (1) (16) (17)
Plan assets (27) (84) (111) — — —

Effect of foreign currency fluctuation 71 — 71 — — —
Other(c) 136 (12) 124 — — —

Benefit obligation at end of year $1,578 $3,079 $4,657 $53 $252 $305

2005
Change in projected benefit obligation:

Benefit obligation at beginning of year $1,376 $2,750 $4,126 $35 $243 $278
Service cost 71 111 182 4 5 9
Interest cost 32 153 185 2 11 13
Participant contributions 1 — 1 — — —
Actuarial (gain) loss 77 241 318 3 (38) (35)
Plan amendments, mergers and new material plans 43 (29) 14 — — —
Benefits paid:

AIG assets (28) (11) (39) (1) (16) (17)
Plan assets (29) (84) (113) — — —

Effect of foreign currency fluctuation (184) — (184) 1 — 1
Other (8) — (8) (1) — (1)

Benefit obligation at end of year $1,351 $3,131 $4,482 $43 $205 $248

(a) Includes excess retirement income type plans and supplemental executive retirement type plans.

(b) As of November 30, 2006 for non-U.S. plans of sponsoring companies with fiscal year-end date of November 30, 2006.

(c) With respect to AIG’s non-U.S. plan obligations, $100 million of this increase is the result of the reclassification of the Swiss plans. The Swiss plans
were previously categorized as defined contribution plans since insurance companies have guaranteed the risks associated with these plans. However,
the cost of paying for these guarantees is now viewed as a liability for the company in Switzerland. Therefore, the Swiss plans are treated as defined
benefit plans. $45 million of the increase is due to the inclusion of new plans during 2006.

The weighted average assumptions used to determine the benefit obligations at December 31, 2006 and 2005 are as
follows:

Pension Postretirement

Non-U.S. U.S. Non-U.S. U.S.
Plans Plans Plans Plans

2006*
Discount rate 2.25 - 10.75% 6.00% 4.00 - 5.75% 6.00%
Rate of compensation increase 1.50 - 10.00% 4.25% 3.00% 4.25%

2005
Discount rate 1.75 - 12.00% 5.50% 4.50 - 5.50% 5.50%
Rate of compensation increase 1.50 - 10.00% 4.25% 2.50 - 3.00% 4.25%

* At November 30, 2006 for non-U.S. plans of sponsoring companies with a fiscal year-end date of November 30, 2006.
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Discount Rate Methodology15. Employee Benefits
Continued The projected benefit cash flows under the AIG Retirement Plan

were discounted using the spot rates derived from the Citigroup
The benefit obligations for non-U.S. plans reflect those assump-

Pension Discount Curve as of December 31, 2006 and Decem-
tions that were most appropriate for the local economic environ-

ber 31, 2005 and an equivalent single discount rate was derived
ments of each of the subsidiaries providing such benefits.

resulting in the same liability. This single discount rate was
To measure the obligations at December 31, 2006 for AIG’s

rounded to the nearest 25 basis points, namely 6.0 percent and
U.S. plans, an 8.0 percent annual rate of increase in the per

5.5 percent as of December 31, 2006 and December 31, 2005,
capita cost of covered medical benefits for pre-age-65 retirees, a

respectively. The rates applied to other U.S. plans were not
6.7 percent annual rate of increase in the per capita cost of

significantly different from those discussed above.
covered medical benefits for post-age-65 retirees and a 10.0 per-

Japan represents over 62 percent of the liabilities of the
cent annual rate of increase in the per capita cost of retiree

non-U.S. pension plans. The discount rate for Japan was selected
prescription drug coverage were used for 2007. These rates were

by reference to the published Moody’s/S&P AA Corporate Bond
assumed to decrease gradually to 5.0 percent in 2013 and

Universe at the measurement date having regard to the duration
remain at that level thereafter.

of the plans’ liabilities.
To measure the obligations at December 31, 2005 for AIG’s

The mortality assumption used to determine the obligations for
U.S. plans, a 9.0 percent annual rate of increase in the per capita

the U.S. plans as of December 31, 2006 and December 31,
cost of covered medical benefit for pre-age-65 retirees, a

2005 was based on the RP2000 White Collar Combined Mortality
7.0 percent annual rate of increase in the per capita cost of

Table projected to 2006. The mortality assumptions for AIG’s
covered medical benefits for post-age-65 retirees and an 11.0 per-

non-U.S. plans vary by country. There was a change in the
cent annual rate of increase in the per capita cost of retiree

mortality table assumption for Ireland, Japan, Taiwan and United
prescription drug coverage was used for 2006.

Kingdom as of December 31, 2006 (November 30, 2006 for non-
The assumed range for 2007 with respect to the annual rates

U.S. plans of sponsoring companies with a fiscal year-end date of
of increase in the per capita cost of covered healthcare benefits

November 30, 2006). The assumptions used are expected to
of AIG’s non-U.S. plans is 6.0 to 8.0 percent. These rates are

reasonably anticipate future mortality experience. No other signifi-
assumed to decrease gradually to 4.0 to 6.0 percent over the

cant changes have been made for the December 31, 2006
next three years and remain at that level thereafter.

obligations (November 30, 2006 obligations for non-U.S. plans of
A one percent point change in the assumed healthcare sponsoring companies with a fiscal year-end date of November 30,
cost trend rate would have the following effect on AIG’s 2006).
postretirement benefit obligations at December 31,

(f) Funded Status: The funded status of the AIG defined benefit2006* and 2005:
plans is a comparison of the projected benefit obligations to the

One Percent One Percent assets related to the respective plan, if any. Effective Decem-
Increase Decrease

ber 31, 2006, AIG has adopted FAS  158 ‘‘Employers’ Accounting
(in millions) 2006 2005 2006 2005

for Defined Benefit Pension and Other Postretirement Plans’’ — an
Non-U.S. plans $10 $ 8 $(7) $(6) amendment of FASB Statements No. 87, 88, 106 and 132(R). All
U.S. plans $ 3 $(2) $(3) $ 2 amounts shown are pre-tax, unless noted otherwise.
* At November 30, 2006, for non-U.S. plans with a fiscal year-end date of

November 30, 2006.
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Continued

The following table sets forth the funded status of the plans, reconciled to the amount reported on the consolidated
balance sheet at December 31, 2006 (these assets and liabilities were not reported on the consolidated balance sheet
at December 31, 2005):

Pension Postretirement(b)

Non-U.S. U.S. Non-U.S. U.S.
(in millions) Plans(a) Plans Total Plans Plans Total

2006
Fair value of plan assets $ 850 $2,760 $ 3,610 $ — $ — $ —
Less projected benefit obligations 1,578 3,079 4,657 53 252 305

Funded status at end of year $ (728) $ (319) $(1,047) $(53) $(252) $(305)

Amounts recognized in the consolidated balance sheet:
Assets $ 18 $ — $ 18 $ — $ — $ —
Liabilities (746) (319) (1,065) (53) (252) (305)

Total amounts recognized $ (728) $ (319) $(1,047) $(53) $(252) $(305)

Amounts recognized in Accumulated other comprehensive
income:
Net loss $ 256 $ 687 $ 943 $ 7 $ 3 $ 10
Prior service cost (credit) (72) (20) (92) — 22 22

Total amounts recognized $ 184 $ 667 $ 851 $ 7 $ 25 $ 32

2005
Fair value of plan assets $ 699 $2,561 $ 3,260 $ — $ — $ —
Less projected benefit obligations 1,351 3,130 4,481 43 205 248

Funded status at end of year $ (652) $ (569) $(1,221) $(43) $(205) $(248)
Amounts not yet recognized:

Actuarial (gains)/losses(c) 303 1,093 1,396 3 5 8
Prior service cost (79) (23) (102) — (32) (32)
Transition obligations 1 — 1 — — —

Net amount recognized $ (427) $ 501 $ 74 $(40) $(232) $(272)

Composition of net amount recognized:
Prepaid benefit cost $ 24 $ 670 $ 694 $ — $ — $ —
Accrued benefit cost (590) (217) (807) (40) (232) (272)
Intangible asset 3 6 9 — — —
Accumulated other comprehensive income 136 42 178 — — —

Net amount recognized $ (427) $ 501 $ 74 $(40) $(232) $(272)

(a) A significant portion of these plans, particularly those in Japan, are not required by local regulation to be funded currently. With respect to the funded
status of these Japanese plans, the projected benefit obligation amounts to approximately $414 million and $410 million of which approximately $379
million and $360 million has been recognized at November 30, 2006 and December 31, 2005, respectively.

(b) AIG does not currently fund postretirement benefits.
(c) Actuarial (gains)/losses are amounts included in the projected benefit obligations but not yet recognized in the financial statements.
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15. Employee Benefits
Continued

The following table sets forth the effect of FAS 158 on the consolidated balance sheet at December 31, 2006:

Including
Effect of Effect of

Pre-adoption Adoption of Adoption of
(in millions) of FAS 158 FAS 158 FAS 158

Prepaid assets (pensions) $ 550 $(532) $ 18
Intangible assets (pensions) 6 (6) —

Total assets 979,952 (538) 979,414

Liability for pension benefits(a) 1,140 230 1,370
Net deferred tax liability 9,088 (236) 8,852

Total liabilities 877,552 (6) 877,546
Accumulated other comprehensive income, net of tax 9,642 (532) 9,110

Total liabilities, preferred shareholders’ equity in subsidiary companies and
shareholders’ equity $979,952 $(538) $979,414

(a) Included in Other liabilities in the consolidated balance sheet.

Defined benefit pension plan obligations where the projected benefit obligation was in excess of the related plan
assets at December 31, 2006 and 2005 were as follows:

2006* 2005

Non-U.S. U.S. Non-U.S. U.S.
(in millions) Plans Plans Plans Plans

Projected benefit obligation $1,486 $3,079 $1,284 $3,130
Accumulated benefit obligation 1,323 2,689 1,163 2,704
Fair value of plan assets 740 2,760 610 2,561

* At November 30, 2006 for non-U.S. plans of sponsoring companies with fiscal year-end date of November 30, 2006.

Defined benefit pension plan obligations where the accumulated benefit obligation was in excess of the related plan
assets at December 31, 2006 and 2005 were as follows:

2006* 2005

Non-U.S. U.S. Non-U.S. U.S.
(in millions) Plans Plans Plans Plans

Projected benefit obligation $1,465 $240 $1,281 $268
Accumulated benefit obligation 1,311 204 1,161 224
Fair value of plan assets 723 11 607 9

* At November 30, 2006 for non-U.S. plans of sponsoring companies with fiscal year-end date of November 30, 2006.
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Continued

(g) Plan Assets:

The following table sets forth the change in plan assets as of December 31, 2006 and 2005:

Pension Postretirement

Non-U.S. U.S. Non-U.S. U.S.
(in millions) Plans Plans Total Plans Plans Total

2006(a)

Change in plan assets:
Fair value of plan assets, at beginning of year $699 $2,561 $3,260 $— $ — $ —
Actual return on plan assets, net of expenses 33 282 315 — — —
AIG contributions 69 11 80 1 16 17
Participant contributions 1 — 1 — — —
Benefits paid:

AIG assets (28) (10) (38) (1) (16) (17)
Plan assets (27) (84) (111) — — —

Effect of foreign currency fluctuation 41 — 41 — — —
Other(b) 62 — 62 — — —

Fair value of plan assets, end of year $850 $2,760 $3,610 $— $ — $ —

2005
Change in plan assets:

Fair value of plan assets, at beginning of year $624 $2,247 $2,871 $— $ — $ —
Actual return on plan assets, net of expenses 101 113 214 — — —
AIG contributions 95 298 393 1 16 17
Participant contributions 1 — 1 — — —
Benefits paid:

AIG assets (28) (11) (39) (1) (16) (17)
Plan assets (29) (84) (113) — — —

Effect of foreign currency fluctuation (85) — (85) — — —
Other 20 (2) 18 — — —

Fair value of plan assets, end of year $699 $2,561 $3,260 $— $ — $ —

(a) As of November 30, 2006 for non-U.S. plans of sponsoring companies with fiscal year-end date of November 30, 2006.

(b) With respect to AIG’s non-U.S. plan assets $80 million of this increase resulted from the reclassification of the Swiss plans. For further discussion of
the Swiss plans see the preceding discussion in Note 15(e).

The asset allocation percentage by major asset class for AIG’s plans at December 31, 2006 and 2005, and the target
allocation for 2007 follow:

Non-U.S. Plans-Allocation U.S. Plans-Allocation

Target Actual Actual Target Actual Actual
2007 2006* 2005 2007 2006 2005

Asset class:
Equity securities 0-75% 47% 46% 20-70% 64% 59%
Debt securities 0-100 32 27 20-70 26 34
Other 0-100 21 27 5-25 10 7

Total 100% 100% 100% 100%

* At November 30, 2006 for non-U.S. plans of sponsoring companies with fiscal year-end of November 30, 2006.

Other includes cash, insurance contracts and real estate asset The investment strategy with respect to AIG’s pension plan
classes. assets is designed to achieve investment returns that will fully

Included in equity securities for the U.S. plans at Decem- fund the pension plan over the long term, while limiting the risk of
ber 31, 2006 and 2005 were 55,680 and 602,680 shares of AIG under funding over shorter time periods.
common stock, with values of $4.0 million and $41.1 million, The expected rate of return with respect to AIG’s domestic
respectively. pension plan was 8.0 percent for years ended December 31,

2006 and 2005. These rates of return are an aggregation of
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AIG contributed $80 million during 2006 to its U.S. and15. Employee Benefits
non-U.S. pension plans. The annual pension contribution for 2007Continued
is expected to be approximately $95 million for U.S. and

expected returns within each asset category. The return with
non-U.S. plans.

respect to each asset class considers both historical returns and
the future expectations for such returns. The expected future benefit payments, net of

participants’ contributions, with respect to the defined(h) Expected Cash Flows: With respect to AIG’s U.S. pension
benefit pension plans and other postretirement benefit

plan, the actuarially prepared funding amount ranges from the
plans, are as follows:

minimum amount AIG would be required to contribute to the
Pension Postretirementmaximum amount that would be deductible for U.S. tax purposes.

Non-U.S. U.S. Non-U.S. U.S.This range is generally not determined until the fourth quarter with
(in millions) Plans Plans Plans Plansrespect to the contribution year. Contributed amounts in excess of
2007 $ 67 $108 $1 $ 20the minimum amounts are deemed voluntary. Amounts in excess
2008 71 117 1 21of the maximum amount would be subject to an excise tax and
2009 80 126 1 22may not be deductible under the Internal Revenue Code. Supple-
2010 79 136 1 20mental and excess plans’ payments and postretirement plan
2011 83 148 1 21payments are deductible when paid.
2012-2016 440 944 3 116
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(i) Components of net periodic benefit cost and other amounts recognized in other comprehensive income:

The following table presents the components of net periodic benefit cost recognized in income and other amounts
recognized in other comprehensive income with respect to the defined benefit pension plans and other postretirement
benefit plans for the year ended December 31, 2006 (no amounts were recognized in other comprehensive income for
the years ended 2005 and 2004):

Pensions Postretirement

Non-U.S. U.S. Non-U.S. U.S.
(in millions) Plans Plans Total Plans Plans Total

2006
Components of net periodic benefit cost:
Service cost $ 78 $ 130 $ 208 $ 4 $ 6 $10
Interest cost 36 169 205 2 11 13
Expected return on assets (28) (201) (229) — — —
Amortization of prior service cost (9) (3) (12) — (6) (6)
Amortization of transitional obligation 1 — 1 — — —
Recognition of net actuarial (gains)/losses 16 75 91 — — —
Other 1 6 7 — — —

Net periodic benefit cost $ 95 $ 176 $ 271 $ 6 $11 $17

Total recognized in other comprehensive income $ 38 $ 24 $ 62 $ — $ — $ —

Total recognized in net periodic benefit cost and other comprehensive
income $133 $ 200 $ 333 $ 6 $11 $17

2005
Components of net periodic benefit cost:
Service cost $ 71 $ 111 $ 182 $ 4 $ 5 $ 9
Interest cost 32 153 185 2 11 13
Expected return on assets (21) (180) (201) — — —
Amortization of prior service cost (10) (3) (13) — (6) (6)
Amortization of transitional obligation 1 — 1 — — —
Recognition of net actuarial (gains)/losses 21 55 76 — — —
Other 7 1 8 — — —

Net periodic benefit cost $101 $ 137 $ 238 $ 6 $10 $16

2004
Components of net periodic benefit cost:
Service cost $ 59 $ 101 $ 160 $ 3 $ 6 $ 9
Interest cost 33 147 180 2 14 16
Expected return on assets (22) (170) (192) — — —
Amortization of prior service cost (8) — (8) — (7) (7)
Amortization of transitional obligation 2 — 2 — — —
Recognition of net actuarial (gains)/losses 15 53 68 11 2 13
Other* (24) — (24) 3 — 3

Net periodic benefit cost $ 55 $ 131 $ 186 $19 $15 $34

* The reduction resulted from transferring to the Japanese government certain Japanese plan obligations approximating $50 million reduced by
approximately $26 million loss incurred with respect to the settlement of those obligations.

For the U.S. plans, the estimated net loss, prior service credit and transition obligation for the defined benefit pension plans that will be
amortized from Accumulated other comprehensive income into net periodic benefit cost over the next fiscal year are $37 million,
$3 million and $0 million, respectively. For the non-U.S. plans, the estimated net loss, prior service credit and transition obligation for
the defined benefit pension plans that will be amortized from Accumulated other comprehensive income into net periodic benefit cost
over the next fiscal year are $11 million, $10 million and $1 million, respectively. The estimated net loss, prior service credit and
transition obligation for the other defined benefit postretirement plans that will be amortized from Accumulated other comprehensive
income into net periodic benefit cost over the next fiscal year will be less than $5 million in the aggregate.
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The weighted average assumptions used to determine the net periodic benefit costs for the years ended December 31,
2006, 2005 and 2004 were as follows:

Pension Postretirement

Non-U.S. U.S. Non-U.S. U.S.
Plans* Plans Plans* Plans

2006
Discount rate 1.75-12.00% 5.50% 4.50-5.50% 5.50%
Rate of compensation increase 1.50-10.00% 4.25% 2.50-3.00% 4.25%
Expected return on assets 2.50-13.50% 8.00% N/A N/A

2005
Discount rate 1.75-12.00% 5.75% 4.50-6.00% 5.75%
Rate of compensation increase 1.50-10.00% 4.25% 3.00% 4.25%
Expected return on assets 2.15-13.50% 8.00% N/A N/A

2004
Discount rate 2.00-8.00% 6.00% 5.50-6.00% 6.00%
Rate of compensation increase 1.50-7.00% 4.25% 5.50% 4.25%
Expected return on assets 2.50-10.00% 8.25% N/A N/A

* The benefit obligations for non-U.S. plans reflect those assumptions that were most appropriate for the local economic environments of the subsidiaries
providing such benefits.

AIG’s postretirement plans provide benefits primarily in the form of defined employer contributions rather than defined employer benefits.
Changes in the assumed healthcare cost trend rate do not have a material effect on postretirement expense.

December 9, 2005, the date of SICO’s notice to participants in16. Benefits Provided by Starr International 
the SICO Plans. See also Note 12(b) Commitments herein.Company, Inc. and C.V. Starr & Co., Inc.

Compensation expense in 2006 included various out of period
SICO has provided a series of two-year Deferred Compensation adjustments totaling $61 million, primarily relating to stock-splits
Profit Participation Plans (SICO Plans) to certain AIG employees. and other miscellaneous items for the SICO plans. See also
The SICO Plans came into being in 1975 when the voting Note 14 herein.
shareholders and Board of Directors of SICO, a private holding In January 2006, C.V. Starr & Co., Inc. (Starr) completed its
company whose principal asset is AIG common stock, decided tender offer to purchase Starr interests from AIG employees. In
that a portion of the capital value of SICO should be used to conjunction with AIG’s adoption of FAS 123R, Starr is considered
provide an incentive plan for the current and succeeding manage- to be an ‘‘economic interest holder’’ in AIG. As a result,
ments of all American International companies, including AIG. compensation expense of $54 million was recorded in 2006

None of the costs of the various benefits provided under the results with respect to the Starr tender offer.
SICO Plans has been paid by AIG, although AIG has recorded a As a result of its changing relationship with Starr and SICO,
charge to reported earnings for the deferred compensation AIG has established new executive compensation plans to replace
amounts paid to AIG employees by SICO, with an offsetting the SICO plans and investment opportunities previously provided
amount credited to additional paid-in capital reflecting amounts by Starr. See Note 14 for a description of these plans.
deemed contributed by SICO. The SICO Plans provide that shares Compensation expense with respect to the SICO Plans aggre-
currently owned by SICO are set aside by SICO for the benefit of gated $108 million, $205 million and $62 million for 2006, 2005
the participant and distributed upon retirement. The SICO Board and 2004, respectively.
of Directors currently may permit an early payout of units under
certain circumstances. Prior to payout, the participant is not 17. Ownership and Transactions With
entitled to vote, dispose of or receive dividends with respect to Related Parties
such shares, and shares are subject to forfeiture under certain

(a) Ownership: According to the Schedule 13D filed on Novem-conditions, including but not limited to the participant’s voluntary
ber 20, 2006 by Starr, SICO, Edward E. Matthews, Maurice R.termination of employment with AIG prior to normal retirement
Greenberg, the Maurice R. and Corinne P. Greenberg Familyage. Under the SICO Plans, SICO’s Board of Directors may elect
Foundation, Inc., the Universal Foundation, Inc. and the Mauriceto pay a participant cash in lieu of shares of AIG common stock.
R. and Corinne P. Greenberg Joint Tenancy Company, LLC, theseFollowing notification from SICO to participants in the SICO Plans
reporting persons could be deemed to beneficially ownthat it will settle specific future awards under the SICO Plans with
365,923,844 shares of common stock at that date. Based on theshares rather than cash, AIG modified its accounting for the
shares of common stock outstanding as of January 31, 2007,SICO Plans from variable to fixed measurement accounting. AIG
this ownership would represent approximately 14 percent of thegave effect to this change in settlement method beginning on

162 AIG 2006 Form 10-K



American International Group, Inc. and Subsidiaries

and do not have recourse to AIG, except where AIG has provided a17. Ownership and Transactions With
guarantee to the VIE’s interest holders.Related Parties

AIG determines whether an entity is a VIE, who the variableContinued
interest holders are, and which party is the primary beneficiary of

voting stock of AIG. Although these reporting persons have made
the VIE by performing an analysis of the design of the VIE that

filings under Section 16 of the Exchange Act, reporting sales of
includes a review of, among other factors, its capital structure,

shares of common stock, no amendment to the Schedule 13D
contractual relationships and terms, nature of the entity’s opera-

has been filed to report a change in ownership subsequent to
tions and purpose, nature of the entity’s interests issued, AIG’s

November 20, 2006.
interests in the entity which either create or absorb variability and

(b) Transactions with Related Parties: Prior to the termina- related party relationships. AIG consolidates a VIE in situations
tion of their agency relationships with Starr during 2006, AIG and where all of AIG’s interests in the VIE, when combined, absorb a
its subsidiaries paid commissions to Starr and its subsidiaries for majority of the expected losses or a majority of the expected
the production and management of insurance business in the residual returns of the VIE.
ordinary course of business. Payment for the production of In addition to the VIEs that are consolidated in accordance with
insurance business to Starr aggregated approximately $47 million FIN 46R, the Company has significant variable interests in certain
in 2006, $214 million in 2005, and $205 million in 2004. AIG other VIEs that are not consolidated because the Company is not
also received approximately $4 million in 2006, $23 million in the primary beneficiary. AIG applies quantitative and qualitative
2005, and $24 million in 2004 from Starr and paid none in 2006, measures in identifying significant variable interests.
approximately $20,000 in 2005, and $39,000 in 2004 to Starr in Entities for which AIG is the primary beneficiary and consoli-
rental fees and none in 2006 and 2005 and $262,000 in 2004 dates or where AIG has a significant variable interest are as
for services. AIG also received none in 2006, approximately follows:
$2 million in 2005, and $1 million in 2004, respectively, from
SICO and paid none in 2006 and approximately $1 million in each SunAmerica Affordable Housing Partnerships
of the years 2005 and 2004 to SICO as reimbursement for

SunAmerica Affordable Housing Partners, Inc. (SAAHP) organizesservices rendered at cost. AIG also paid to SICO $2 million in
limited partnerships (investment partnerships) that are considered2006, $3 million in 2005, and $4 million in 2004 in rental fees.
to be VIEs, and that are consolidated by AIG. The investmentThere are no significant receivables from/payables to related
partnerships invest as limited partners in operating partnershipsparties at December 31, 2006.
that develop and operate affordable housing qualifying for federal
tax credits and a few market rate properties across the United18. Variable Interest Entities
States. The general partners in the operating partnerships are

FIN 46R clarifies the consolidation accounting for certain entities almost exclusively unaffiliated third-party developers. AIG does not
in which equity investors do not have the characteristics of a normally consolidate an operating partnership if the general
controlling financial interest or do not have sufficient equity that is partner is an unaffiliated person. Through approximately 1,150
at risk which would allow the entity to finance its activities without partnerships, SAAHP has invested in developments with approxi-
additional subordinated financial support. FIN 46R recognizes that mately 155,000 apartment units nationwide, and has syndicated
consolidation based on majority voting interest should not apply to over $6 billion in partnership equity since 1991 to other investors
certain types of entities that are defined as VIEs. A VIE is who will receive, among other benefits, tax credits under certain
consolidated by its primary beneficiary, which is the party that sections of the Internal Revenue Code. AIG Retirement Services,
absorbs a majority of the expected losses or a majority of the Inc. functions as the general partner in certain investment
expected residual returns of the VIE, or both. partnerships and acts both as a credit enhancer in certain

AIG, in the normal course of business, is involved with various transactions, through differing structures with respect to funding
VIEs. In some cases, AIG has participated to varying degrees in development costs for the operating partnerships, and as guaran-
the design of the entity. AIG’s involvement in VIEs varies from tor that investors will receive the tax benefits projected at the
being a passive investor to managing and structuring the activities time of syndication. AIG Retirement Services, Inc. consolidates
of the VIE. AIG engages in transactions with VIEs to manage its these investment partnerships as a result of the guarantee
investment needs, obtain funding as well as facilitate client needs provided to the investors. As part of their incentive compensation,
through AIGGIC and AIGFP. AIG purchases debt securities (rated certain key SAAHP employees have been awarded residual cash
and unrated) and equity interests issued by VIEs, makes loans flow interests in the partnerships, subject to certain vesting
and provides other credit support to VIEs, enters into insurance requirements. The operating income of SAAHP is reported, along
and reinsurance transactions with VIEs, enters into leasing with other SunAmerica partnership income, as a component of
arrangements with VIEs, enters into derivative transactions with AIG’s Asset Management segment.
VIEs through AIGFP and acts as the collateral manager of VIEs
through AIGGIC and AIGFP. Obligations to outside interest holders Asset Management
in VIEs consolidated by AIG are reported as liabilities in the

In certain instances, AIGGIC acts as the collateral manager orconsolidated financial statements. These interest holders gener-
general partner of an investment fund, collateralized debt obliga-ally have recourse only to the assets and cash flows of the VIEs
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AIGFP is the primary beneficiary of an asset-backed commer-18. Variable Interest Entities
cial paper conduit with which it entered into several total returnContinued
swaps covering all the conduit’s assets that absorb the majority

tion (CDO), collateralized loan obligation (CLO), private equity fund
of the expected losses of the entity. The assets of the conduit

or hedge fund. Such entities are typically registered investment
serve as collateral for the conduit’s obligations. AIGFP is also the

companies or qualify for the specialized investment company
primary beneficiary of several structured financing transactions in

accounting in accordance with the AICPA Investment Company
which AIGFP holds the first loss position either by investing in the

Audit and Accounting Guide. In CDO and CLO transactions, AIG
equity of the VIE or implicitly through a lending or derivative

establishes a trust or other special purpose entity that purchases
arrangement.

a portfolio of assets such as bank loans, corporate debt, or non-
In certain instances, AIGFP enters into liquidity facilities with

performing credits and issues trust certificates or debt securities
various SPEs where AIGFP provides liquidity to the SPE in the form

that represent interests in the portfolio of assets. These transac-
of a guarantee, derivative, or a letter of credit and does not

tions can be cash-based or synthetic and are actively or passively
consolidate the VIE. AIGFP also executes various swap and option

managed. For investment partnerships, hedge funds and private
transactions with VIEs. Such contractual arrangements are done in

equity funds, AIG acts as the general partner or manager of the
the ordinary course of business. Typically, interest rate derivatives

fund and is responsible for carrying out the investment mandate
such as interest rate swaps and options executed with VIEs are

of the VIE. Often, AIG’s insurance operations participate in these
not deemed to be variable interests or significant variable

AIG managed structures as a passive investor in the debt or
interests because the underlying is an observable market interest

equity issued by the VIE. Typically, AIG does not provide any
rate and AIGFP as the derivative counterparty to the VIE is senior

guarantees to the investors in the VIE.
to the debt and equity holders.

AIGGIC is an investor in various real estate investments. These
investments are typically with unaffiliated third-party developers Asset Management and Insurance Activitiesvia a partnership or limited liability company structure. Some of
these entities are VIEs. The activities of these VIEs principally AIG uses VIEs in connection with certain guaranteed investment
consists of the development or redevelopment of all major types contract programs written by its Life Insurance & Retirement
of commercial (retail, office, industrial, logistics parks, mixed use, Services subsidiaries (GIC Programs). In the GIC Programs, AIG’s
etc.) and residential real estate. AIG’s involvement varies from Life Insurance subsidiaries (principally SunAmerica Life) provide
being a passive equity investor to actively managing the activities guaranteed investment contracts to VIEs in which AIG does not
of the VIE. have a direct variable interest, as defined under FIN 46R, in the

entity. The VIE issues notes or bonds which are sold to third-party
Investment Activities institutional investors. Neither AIG nor the insurance company

issuing the GICs has any direct obligation to the investors in the
As part of its investment activities, AIG’s insurance operations

notes or bonds. The proceeds from the securities issued by the
invest in obligations which include debt and equity securities and

VIE are invested by the VIE in the GICs. The insurance company
interests issued by VIEs. These investments include investments

subsidiaries use the proceeds to invest in a diversified portfolio of
in AIG sponsored and non-sponsored investment funds, hedge

securities, primarily investment grade bonds. Both the assets and
funds, private equity funds, and structured financing arrange-

the liabilities of the insurance companies arising from these GIC
ments. The investments in these VIEs allow AIG’s insurance

Programs are presented in AIG’s consolidated balance sheet.
entities to purchase assets permitted by insurance regulations

Thus, at December 31, 2006, approximately $32 billion of
while maximizing their return on these assets. AIG’s insurance

policyholders’ contract deposits represented liabilities from issu-
operations typically are not involved in the design or establish-

ances of GICs included in these GIC Programs.
ment of the VIE, nor do they actively participate in the manage-

Assets held by VIEs which are currently consolidated because
ment of the VIE.

AIG is the primary beneficiary (except for those VIEs where AIG
also owns a majority voting interest), approximated $9.1 billion atAIGFP
December 31, 2006. These consolidated assets are reflected in
AIG’s consolidated balance sheet as Investments and FinancialThe variable interests that AIGFP may hold in VIEs include debt
services assets.securities, equity interests, loans, derivative instruments and

Assets of VIEs where AIG has a significant variable interestother credit support arrangements. Transactions associated with
and does not consolidate the VIE because AIG is not the primaryVIEs include an asset-backed commercial paper conduit, asset
beneficiary, approximated at $130.1 billion December 31, 2006.securitizations, collateralized debt obligations, investment vehicles
Although expected losses are not expected to be material, AIG’sand other structured financial transactions. AIGFP engages in
maximum exposure to loss from its involvement with thesethese transactions to facilitate client needs for investment
unconsolidated VIEs approximates $38.7 billion at December 31,purposes and to obtain funding.
2006. For this purpose, maximum loss is considered to be theAIGFP invests in preferred securities issued by VIEs. Addition-
notional amount of credit lines, guarantees and other creditally, AIGFP establishes VIEs that issue preferred interests to third
support, and liquidity facilities, the notional amounts of creditparties and uses the proceeds to provide financing to AIGFP

subsidiaries. In certain instances, AIGFP consolidates these VIEs.
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AIG’s insurance operations). AIG had no hedges that were18. Variable Interest Entities
considered fair value hedges or net investment hedges atContinued
December 31, 2006. At December 31, 2006, AIG’s hedge

default swaps and certain total return swaps, and the amount
accounting was limited to cash flow hedge accounting primarily

invested in the debt or equity issued by the VIE.
related to the hedge of forecasted transactions.

AIG assesses, both at the hedge’s inception and on an19. Derivatives
ongoing basis, whether the derivatives used in hedging transac-
tions are highly effective in offsetting changes in fair values orDerivatives are financial arrangements among two or more parties
cash flows of hedged items.with returns linked to or ‘‘derived’’ from some underlying equity,

As of January 1, 2006 and December 31, 2006, the relateddebt, commodity or other asset, liability, or index. Derivative
balance of accumulated derivative net loss arising from cash flowpayments may be based on interest rates and exchange rates
hedges, net of tax, was $25 million and $28 million, respectively.and/or prices of certain securities, commodities, or financial or
Of the change in accumulated derivative net loss $3 millioncommodity indices or other variables. Collateral is required, at the
represents current period reclassifications to operating income.discretion of AIG, on certain transactions based on the

In addition to hedging activities, AIG also uses derivativecreditworthiness of the counterparty.
instruments with respect to investment operations, which include,AIG carries all derivatives in the consolidated balance sheet at
among other things, credit default swaps, and purchasing invest-fair value. The changes in fair value of the derivative transactions
ments with embedded derivatives, such as equity linked notes andof AIGFP are presented as a component of AIG’s operating
convertible bonds. All changes in the fair value of theseincome. However, in certain instances, when income is not
derivatives are recorded in earnings. AIG bifurcates an embeddedrecognized up front under EITF 02-03, income is recognized over
derivative where: (i) the economic characteristics of the embeddedthe life of the contract, where appropriate.
instruments are not clearly and closely related to those of theThe discussion below relates to the derivative activities of AIG
remaining components of the financial instrument; (ii) the contract(other than those of AIGFP) that qualify for hedge accounting
that embodies both the embedded derivative instrument and thetreatment under FAS 133.
host contract is not remeasured at fair value; and (iii) a separateFor derivatives designated as hedges, on the date the
instrument with the same terms as the embedded instrumentderivative contract is entered into, AIG designates the derivative
meets the definition of a derivative under FAS 133.as: (i) a hedge of the subsequent changes in the fair value of a

The overwhelming majority of AIG’s derivatives activities arerecognized asset or liability or of an unrecognized firm commit-
conducted by AIGFP. AIGFP becomes a party to derivative financialment (‘‘fair value’’ hedge); (ii) a hedge of a forecasted transac-
instruments in the normal course of business and to reducetion, or the variability of cash flows to be received or paid related
currency, interest rate, commodity, and equity exposures. Suchto a recognized asset or liability (‘‘cash flow’’ hedge); or (iii) a
instruments are reflected in the consolidated financial statementshedge of a net investment in a foreign operation. Fair value and
and are carried at a market or a fair value, whichever iscash flow hedges may involve foreign currencies (‘‘foreign currency
appropriate. The recorded estimated fair values of such instru-hedges’’). The gain or loss in the fair value of a derivative that is
ments may be different from the values that might be realized ifappropriately and contemporaneously documented, designated
AIGFP was required to sell or close out the transactions prior toand is highly effective as a fair value hedge is recorded in current
maturity.period earnings, along with the loss or gain on the hedged item

AIGFP, in the ordinary course of operations and as principal,attributable to the hedged risk. The gain or loss in the fair value
structures and enters into derivative transactions to meet theof a derivative that is appropriately and contemporaneously
needs of counterparties who may be seeking to hedge certaindocumented, designated and is highly effective as a cash flow
aspects of such counterparties’ operations or obtain a desiredhedge is recorded in other comprehensive income, until earnings
financial exposure. AIGFP also enters into derivative transactionsare affected by the variability of cash flows in the hedged item. Of
to hedge the financial exposures arising from its counterpartythe amount deferred in Other comprehensive income at Decem-
transactions. Such derivative transactions include interest rate,ber 31, 2006, AIG does not expect a material amount to be
currency, commodity, credit and equity swaps, swaptions, andreclassified into earnings over the next twelve months. The portion
forward commitments. Interest rate swap transactions generallyof the gain or loss in the fair value of a derivative in a cash flow
involve the exchange of fixed and floating rate interest paymenthedge that represents hedge ineffectiveness is recognized imme-
obligations without the exchange of the underlying notionaldiately in current period earnings. The amount of ineffectiveness
amounts. AIGFP typically becomes a principal in the exchange ofwas not material for 2006, 2005 and 2004. The gain or loss in
interest payments between the parties and, therefore, is exposedthe fair value of a derivative that is appropriately and contempora-
to counterparty credit risk and may be exposed to loss, ifneously documented, designated and is highly effective as a
counterparties default. Currency, commodity, and equity swapshedge of a net investment in a foreign operation is recorded in
are similar to interest rate swaps, but involve the exchange ofthe foreign currency translation adjustments account within other
specific currencies or cashflows based on the underlying commod-comprehensive income. Changes in the fair value of derivatives
ity, equity securities or indices. Also, they may involve theused for other than hedging activities are reported in current
exchange of notional amounts at the beginning and endperiod earnings (principally in realized capital gains and losses for
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amount is not a quantification of market risk or credit risk and is19. Derivatives
not recorded on the consolidated balance sheet. NotionalContinued
amounts generally represent those amounts used to calculate

of the transaction. Swaptions are options where the holder has
contractual cash flows to be exchanged and are not paid or

the right but not the obligation to enter into a swap transaction or
received, except for certain contracts such as currency swaps.

cancel an existing swap transaction. At December 31, 2006, the
The timing and the amount of cash flows relating to Capital

aggregate notional amount of AIGFP’s outstanding swap transac-
Markets foreign exchange forwards and exchange traded futures

tions approximated $1,456 billion, primarily related to interest
and options contracts are determined by each of the respective

rate swaps of approximately $1,058 billion.
contractual agreements.

Notional amount represents a standard of measurement of the
volume of swaps business of Capital Markets operations. Notional

The following table presents the contractual and notional amounts by maturity and type of derivative of Capital
Markets derivatives portfolio at December 31, 2006 and 2005:

Remaining Life of Notional Amount*

One Two Through Six Through After Ten Total Total
(in millions) Year Five Years Ten Years Years 2006 2005

Capital Markets interest rate, currency and
equity swaps and swaptions:

Notional amount:
Interest rate swaps $380,704 $505,317 $149,573 $22,685 $1,058,279 $ 837,389
Currency swaps 59,656 111,571 36,438 10,426 218,091 211,519
Swaptions, equity and commodity swaps 65,402 64,467 30,319 19,852 180,040 175,097

Total $505,762 $681,355 $216,330 $52,963 $1,456,410 $1,224,005

* Notional amount is not representative of either market risk or credit risk and is not recorded in the consolidated balance sheet.

Futures and forward contracts are contracts that obligate the change in the value of the underlying commodity, currency or index
holder to sell or purchase foreign currencies, commodities or by entering into offsetting transactions with third-party market
financial indices in which the seller/purchaser agrees to make/ participants. Risks arise as a result of movements in current
take delivery at a specified future date of a specified instrument, market prices from contracted prices, and the potential inability of
at a specified price or yield. Options are contracts that allow the the counterparties to meet their obligations under the contracts.
holder of the option to purchase or sell the underlying commodity, At December 31, 2006, the contractual amount of Capital
currency or index at a specified price and within, or at, a specified Markets futures, forward and option contracts approximated
period of time. As a writer of options, AIGFP generally receives an $520.2 billion.
option premium and then manages the risk of any unfavorable

The following table presents Capital Markets futures, forward and option contracts portfolio by maturity and type of
derivative at December 31, 2006 and 2005:

Remaining Life

One Two Through Six Through After Ten Total Total
(in millions) Year Five Years Ten Years Years 2006 2005

Futures, forward and options contracts:
Exchange traded futures and options contracts

contractual amount $ 25,798 $1,473 $ — $ — $ 27,271 $ 25,298
Over the counter forward contracts

contractual amount 484,524 6,903 1,486 — 492,913 295,778

Total $510,322 $8,376 $1,486 $ — $520,184 $321,076

AIGFP enters into credit derivative transactions in the ordinary be realized before AIGFP has any payment obligation is negotiated
course of its business. The majority of AIGFP’s credit derivatives by AIGFP for each transaction to provide that the likelihood of any
require AIGFP to provide credit protection on a designated payment obligation by AIGFP under each transaction is remote,
portfolio of loans or debt securities. AIGFP provides such credit even in severe recessionary market scenarios. At December 31,
protection on a ‘‘second loss’’ basis, under which AIGFP’s 2006 and 2005, the notional amounts of this credit derivatives
payment obligations arise only after credit losses in the desig- portfolio (including the super senior transactions) were $483.6 bil-
nated portfolio exceed a specified threshold amount or level of lion and $387.2 billion, respectively.
‘‘first losses.’’ The threshold amount of credit losses that must
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reported as trading account assets, and liabilities are included in19. Derivatives
the respective policyholder liability account of the general account.Continued
Amounts assessed against the contract holders for mortality,

AIG and its subsidiaries also use derivatives and other
administrative, and other services are included in revenue and

instruments as part of its financial risk management programs.
changes in liabilities for minimum guarantees are included in

Interest rate derivatives (such as interest rate swaps) are used to
incurred policy losses and benefits in the Consolidated Statement

manage interest rate risk associated with its investments in fixed
of Income. Separate and variable account net investment income,

income securities, commercial paper issuances, medium- and
net investment gains and losses, and the related liability changes

long-term note offerings, and other interest rate sensitive assets
are offset within the same line item in the Consolidated

and liabilities. In addition, foreign exchange derivatives (principally
Statement of Income for those accounts that qualify for separate

cross currency swaps, forwards and options) are used to
account treatment under SOP 03-1. Net investment income and

economically hedge non-U.S. dollar denominated debt, net capital
gains and losses on trading accounts for contracts that do not

exposures and foreign exchange transactions. The derivatives are
qualify for separate account treatment under SOP 03-1 are

effective economic hedges of the exposures they are meant to
reported in net investment income and are offset by an equal

offset.
amount reported in incurred policy losses and benefits.

20. Variable Life and Annuity Contracts The vast majority of AIG’s exposure on guarantees made
to variable contract holders arises from GMDB. Details

AIG follows American Institute of Certified Public Accountants
concerning AIG’s GMDB exposures as of December 31,

Statement of Position 03-1 (SOP 03-1), which requires recognition
2006 and 2005 are as follows:

of a liability for guaranteed minimum death benefits and other
Net Depositsliving benefits related to variable annuity and variable life

Plus a Minimum Highest Contractcontracts as well as certain disclosures for these products.
(dollars in billions) Return Value Attained

AIG reports variable contracts through separate and variable
2006accounts when investment income and investment gains and
Account value(a) $64 $15losses accrue directly to, and investment risk is borne by, the
Amount at risk(b) 6 1contract holder (traditional variable annuities), and the separate
Average attained age of

account qualifies for separate account treatment under SOP 03-1.
contract holders by product 38-70 years 56-71 years

In some foreign jurisdictions, separate accounts are not legally
Range of guaranteedinsulated from general account creditors and therefore do not

minimum return rates 0-10%qualify for separate account treatment under SOP 03-1. In such
cases, the variable contracts are reported as general account 2005
contracts. AIG also reports variable annuity and life contracts Account value(a) $59 $13

Amount at risk(b) 7 1through separate and variable accounts, or general accounts when
Average attained age ofnot qualified for separate account reporting, where AIG contractu-

contract holders by product 51-70 years 57-70 yearsally guarantees to the contract holder (variable contracts with
guarantees) either (a) total deposits made to the contract less any Range of guaranteed
partial withdrawals plus a minimum return (and in minor in- minimum return rates 0-10%
stances, no minimum returns) (Net Deposits Plus a Minimum

(a) Included in Policyholders’ contract deposits in the Consolidated
Return) or (b) the highest contract value attained, typically on any Balance Sheet.
anniversary date minus any subsequent withdrawals following the

(b) Represents the amount of death benefit currently in excess of Account
contract anniversary (Highest Contract Value Attained). These value.
guarantees include benefits that are payable in the event of

The following summarizes GMDB liabilities for guaranteesdeath, annuitization, or, in other instances, at specified dates
on variable contracts reflected in the general account.during the accumulation period. Such benefits are referred to as

guaranteed minimum death benefits (GMDB), guaranteed minimum (in millions) 2006 2005
income benefits (GMIB), and guaranteed minimum withdrawal

Balance at January 1 $442 $485
benefit (GMWB), or guaranteed minimum account value benefits Reserve increase 35 33
(GMAV), respectively. For AIG, GMDB is by far the most widely Benefits paid (71) (76)
offered benefit.

Balance at December 31 $406 $442The assets supporting the variable portion of both traditional
variable annuities and variable contracts with guarantees are The GMDB liability is determined each period end by estimating
carried at fair value and reported as summary total separate and the expected value of death benefits in excess of the projected
variable account assets with an equivalent summary total re- account balance and recognizing the excess ratably over the
ported for liabilities when the separate account qualifies for accumulation period based on total expected assessments. AIG
separate account treatment under SOP 03-1. Assets for separate regularly evaluates estimates used and adjusts the additional
accounts that do not qualify for separate account treatment are liability balance, with a related charge or credit to benefit
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In addition to GMDB, AIG’s contracts currently include to a20. Variable Life and Annuity Contracts
lesser extent GMIB. The GMIB liability is determined each periodContinued
end by estimating the expected value of the annuitization benefits

expense, if actual experience or other evidence suggests that
in excess of the projected account balance at the date of

earlier assumptions should be revised.
annuitization and recognizing the excess ratably over the accumu-

The following assumptions and methodology were used to
lation period based on total expected assessments. AIG regularly

determine the domestic and foreign GMDB liability as of Decem-
evaluates estimates used and adjusts the additional liability

ber 31, 2006:
balance, with a related charge or credit to benefit expense, if

( Data used was up to 5,000 stochastically generated invest-
actual experience or other evidence suggests that earlier assump-

ment performance scenarios.
tions should be revised. As of December 31, 2006, most of AIG’s

( Mean investment performance assumptions ranged from 0 per-
GMIB exposure was transferred via reinsurance agreements.

cent to approximately ten percent depending on the block of
Contracts with GMIB not reinsured have account values of

business.
$21 million with a corresponding reserve of less than $4 million.

( Volatility assumptions ranged from 10 percent to 30 percent
AIG contracts currently include a minimal amount of GMAV and

depending on the block of business.
GMWB. GMAV and GMWB are considered to be derivatives and

( Mortality was assumed at between 60 percent and 102 per-
are recognized at fair value through earnings. AIG enters into

cent of various life and annuity mortality tables.
derivative contracts to partially hedge the economic exposure that

( For domestic contracts, lapse rates vary by contract type and
arises from GMAV and GMWB.

duration and ranged from zero percent to 40 percent. For
Japan, lapse rates ranged from zero percent to 20 percent
depending on the type of contract.

( For domestic contracts, the discount rate ranged from 3.25 per-
cent to 11 percent. For Japan, the discount rate ranged from
zero percent to seven percent.
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21. Quarterly Financial Information (Unaudited)

The following quarterly financial information for each of the three months ended March 31, June 30, September 30 and
December 31, 2006 and 2005 is unaudited. However, in the opinion of management, all adjustments (consisting only
of normal recurring adjustments) necessary for a fair statement of the results of operations for such periods, have been
made.

Consolidated Statements of Income
Three Months Ended

March 31, June 30, September 30, December 31,

(in millions, except per share data) 2006 2005 2006 2005 2006 2005(a) 2006 2005(b)

Revenues $27,259 $27,202 $26,743 $27,903 $29,199 $26,408 $29,993 $27,392
Income before income taxes, minority interest and

cumulative effect of an accounting change 4,793 5,649 5,241 6,701 6,301 2,547 5,352 316
Income before cumulative effect of an accounting change 3,161 3,799 3,190 4,489 4,224 1,745 3,439 444
Net income $ 3,195 $ 3,799 $ 3,190 $ 4,489 $ 4,224 $ 1,745 $ 3,439 $ 444

Earnings per common share:
Basic

Income before cumulative effect of an accounting change $ 1.21 $ 1.46 $ 1.23 $ 1.73 $ 1.62 $ 0.67 $ 1.32 $ 0.17
Cumulative effect of an accounting change, net of tax 0.01 — — — — — — —

Net income $ 1.22 $ 1.46 $ 1.23 $ 1.73 $ 1.62 $ 0.67 $ 1.32 $ 0.17

Diluted
Income before cumulative effect of an accounting change $ 1.21 $ 1.45 $ 1.21(c) $ 1.71 $ 1.61 $ 0.66(c) $ 1.31 $ 0.17
Cumulative effect of an accounting change, net of tax 0.01 — — — — — — —

Net income $ 1.22 $ 1.45 $ 1.21(c) $ 1.71 $ 1.61 $ 0.66(c) $ 1.31 $ 0.17

Average shares outstanding:
Basic 2,605 2,597 2,606 2,596 2,607 2,597 2,610 2,597
Diluted 2,624 2,624 2,625 2,623 2,626 2,624 2,622 2,626

(a) The third quarter of 2005 included catastrophe losses of approximately $2.4 billion.

(b) The fourth quarter of 2005 included catastrophe losses of $841 million, regulatory settlement costs of approximately $1.6 billion, and an increase in
net reserves of approximately $1.8 billion resulting from the annual review of General Insurance loss and loss adjustment reserves.

(c) Diluted earnings per common share were $1.216 for the quarter ended June 30, 2006, and $0.666 for the quarter ended September 30, 2005 using
the discrete period weighted average shares outstanding for the respective periods.
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22. Information Provided in Connection With Outstanding Debt

The following condensed consolidating financial statements are provided in compliance with Regulation S-X of the SEC.

(a) AGC is a holding company and a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of
all outstanding debt of AGC.

American General Corporation (AGC):
Condensed Consolidating Balance Sheet

American
International

Group, Inc. AGC Other Consolidated
(in millions) Guarantor Issuer Subsidiaries Eliminations AIG

December 31, 2006
Assets:

Invested assets $ 7,346 $ — $797,976 $ (14,822) $790,500
Cash 76 — 1,514 — 1,590
Carrying value of subsidiaries and partially owned companies, 

at equity 109,125 27,967 8,436 (144,427) 1,101
Other assets 3,989 2,622 181,561 (1,949) 186,223

Total assets $120,536 $30,589 $989,487 $(161,198) $979,414

Liabilities:
Insurance liabilities $ 21 $ — $495,135 $ (64) $495,092
Debt 15,157 2,136 146,206 (14,820) 148,679
Other liabilities 3,681 3,508 228,068 (1,482) 233,775

Total liabilities 18,859 5,644 869,409 (16,366) 877,546

Preferred shareholders’ equity in subsidiary companies — — 191 — 191
Total shareholders’ equity 101,677 24,945 119,887 (144,832) 101,677

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $120,536 $30,589 $989,487 $(161,198) $979,414

December 31, 2005
Assets:

Invested assets $ 122 $ — $696,424 $ (13,696) $682,850
Cash 190 — 1,707 — 1,897
Carrying value of subsidiaries and partially owned companies, 

at equity 90,723 27,027 15,577 (132,169) 1,158
Other assets 4,332 2,577 161,564 (1,327) 167,146

Total assets $ 95,367 $29,604 $875,272 $(147,192) $853,051

Liabilities:
Insurance liabilities $ 408 $ — $460,271 $ (56) $460,623
Debt 5,329 2,087 114,490 (12,057) 109,849
Other liabilities 3,313 4,110 191,707 (3,054) 196,076

Total liabilities 9,050 6,197 766,468 (15,167) 766,548

Preferred shareholders’ equity in subsidiary companies — — 186 — 186
Total shareholders’ equity 86,317 23,407 108,618 (132,025) 86,317

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $ 95,367 $29,604 $875,272 $(147,192) $853,051
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Condensed Consolidating Statement of Income
American

International
Group, Inc. AGC Other Consolidated

(in millions) Guarantor Issuer Subsidiaries Eliminations AIG

Year Ended December 31, 2006
Operating income $ (786) $ 122 $22,351 $ — $21,687
Equity in undistributed net income of consolidated subsidiaries 13,308 1,263 — (14,571) —
Dividend income from consolidated subsidiaries 1,689 602 — (2,291) —
Income taxes (benefits) 197 (131) 6,471 — 6,537
Minority interest — — (1,136) — (1,136)
Cumulative effect of an accounting change 34 — — — 34

Net income (loss) $14,048 $2,118 $14,744 $(16,862) $14,048

Year Ended December 31, 2005
Operating income $(1,569) $ (200) $16,982 $ — $15,213
Equity in undistributed net income of consolidated subsidiaries 10,156 2,530 — (12,686) —
Dividend income from consolidated subsidiaries 1,958 — — (1,958) —
Income taxes (benefits) 68 (92) 4,282 — 4,258
Minority interest — — (478) — (478)

Net income (loss) $10,477 $2,422 $12,222 $(14,644) $10,477

Year Ended December 31, 2004
Operating income $ 161 $ 90 $14,594 $ — $14,845
Equity in undistributed net income of consolidated subsidiaries 8,602 2,048 — (10,650) —
Dividend income from consolidated subsidiaries 1,939 65 — (2,004) —
Income taxes (benefits) 863 31 3,513 — 4,407
Minority interest — — (455) — (455)
Cumulative effect of an accounting change — — (144) — (144)

Net income (loss) $ 9,839 $2,172 $10,482 $(12,654) $ 9,839
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Notes to Consolidated Financial Statements Continued

22. Information Provided in Connection With Outstanding Debt
Continued

Condensed Consolidating Statements of Cash Flow

American
International

Group, Inc. AGC Other Consolidated
(in millions) Guarantor Issuer Subsidiaries AIG

Year Ended December 31, 2006
Net cash provided by operating activities $ (590) $ 258 $ 7,161 $ 6,829

Cash flows from investing:
Invested assets disposed 3,831 — 154,283 158,114
Invested assets acquired (8,298) — (215,759) (224,057)
Other (3,176) (67) 2,146 (1,097)

Net cash used in investing activities (7,643) (67) (59,330) (67,040)

Cash flows from financing activities:
Issuance of debt 12,038 — 61,942 73,980
Repayments of debt (2,417) — (34,063) (36,480)
Other (1,502) (191) 23,983 22,290

Net cash provided by (used in) financing activities 8,119 (191) 51,862 59,790

Effect of exchange rate changes on cash — — 114 114
Change in cash (114) — (193) (307)
Cash at beginning of year 190 — 1,707 1,897

Cash at end of year $ 76 $ — $ 1,514 $ 1,590

Year Ended December 31, 2005
Net cash provided by operating activities $ 1,854 $ 805 $ 22,723 $ 25,382

Cash flows from investing:
Invested assets disposed — — 184,843 184,843
Invested assets acquired (598) — (245,804) (246,402)
Other (1,083) (247) 389 (941)

Net cash used in investing activities (1,681) (247) (60,572) (62,500)

Cash flows from financing activities:
Issuance of debt 2,101 — 64,960 67,061
Repayments of debt (607) (398) (51,099) (52,104)
Other (1,494) (160) 23,866 22,212

Net cash provided by (used in) financing activities — (558) 37,727 37,169

Effect of exchange rate changes on cash — (163) (163)
Change in cash 173 — (285) (112)
Cash at beginning of year 17 — 1,992 2,009

Cash at end of year $ 190 $ — $ 1,707 $ 1,897

Year Ended December 31, 2004
Net cash provided by operating activities $ 1,390 $ 839 $ 27,185 $ 29,414

Cash flows from investing:
Invested assets disposed 502 — 149,883 150,385
Invested assets acquired (107) — (242,231) (242,338)
Other 251 (408) (486) (643)

Net cash used in investing activities 646 (408) (92,834) (92,596)

Cash flows from financing activities:
Issuance of debt — — 46,695 46,695
Repayments of debt (400) (349) (32,203) (32,952)
Other (1,638) (82) 52,194 50,474

Net cash provided by (used in) financing activities (2,038) (431) 66,686 64,217

Effect of exchange rate changes on cash — 52 52
Change in cash (2) — 1,089 1,087
Cash at beginning of year 19 — 903 922

Cash at end of year $ 17 $ — $ 1,992 $ 2,009

172 AIG 2006 Form 10-K



American International Group, Inc. and Subsidiaries

22. Information Provided in Connection With Outstanding Debt
Continued

(b) AIG Liquidity Corp. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all
obligations of AIG Liquidity Corp., which commenced operations in 2003.

AIG Liquidity Corp.:
Condensed Consolidating Balance Sheet

American
International AIG

Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

December 31, 2006
Assets:

Invested assets $ 7,346 $ * $ 797,976 $ (14,822) $790,500
Cash 76 * 1,514 — 1,590
Carrying value of subsidiaries and partially owned companies,

at equity 109,125 — 36,403 (144,427) 1,101
Other assets 3,989 * 184,183 (1,949) 186,223

Total assets $120,536 $ * $1,020,076 $(161,198) $979,414

Liabilities:
Insurance liabilities $ 21 $ — $ 495,135 $ (64) $495,092
Debt 15,157 * 148,342 (14,820) 148,679
Other liabilities 3,681 * 231,576 (1,482) 233,775

Total liabilities 18,859 $ * $ 875,053 $ (16,366) $877,546

Preferred shareholders’ equity in subsidiary companies — — 191 — 191
Total shareholders’ equity 101,677 * 144,832 (144,832) 101,677

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $120,536 $ * $1,020,076 $(161,198) $979,414

December 31, 2005
Assets:

Invested assets $ 122 $ * $ 696,424 $ (13,696) $682,850
Cash 190 * 1,707 — 1,897
Carrying value of subsidiaries and partially owned companies,

at equity 90,723 — 42,604 (132,169) 1,158
Other assets 4,332 * 164,141 (1,327) 167,146

Total assets $ 95,367 $ * $ 904,876 $(147,192) $853,051

Liabilities:
Insurance liabilities $ 408 $ — $ 460,271 $ (56) $460,623
Debt 5,329 * 116,577 (12,057) 109,849
Other liabilities 3,313 * 195,817 (3,054) 196,076

Total liabilities 9,050 * 772,665 (15,167) 766,548

Preferred shareholders’ equity in subsidiary companies — — 186 — 186
Total shareholders’ equity 86,317 * 132,025 (132,025) 86,317

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $ 95,367 $ * $ 904,876 $(147,192) $853,051

* Amounts significantly less than $1 million.
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22. Information Provided in Connection With Outstanding Debt
Continued

Condensed Consolidating Statement of Income

American
International AIG

Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries Eliminations AIG

Year Ended December 31, 2006
Operating Income $ (786) $ * $22,473 $ — $21,687
Equity in undistributed net income of consolidated subsidiaries 13,308 — 1,263 (14,571) —
Dividend income from consolidated subsidiaries 1,689 — 602 (2,291) —
Income taxes (benefits) 197 * 6,340 — 6,537
Minority interest — — (1,136) — (1,136)
Cumulative effect of an accounting change 34 * — — 34

Net income (loss) $14,048 $ * $16,862 $(16,862) $14,048

Year Ended December 31, 2005
Operating Income $ (1,569) $ * $16,782 $ — $15,213
Equity in undistributed net income of consolidated subsidiaries 10,156 — 2,530 (12,686) —
Dividend income from consolidated subsidiaries 1,958 * — (1,958) —
Income taxes (benefits) 68 — 4,190 — 4,258
Minority interest — — (478) — (478)

Net income (loss) $10,477 $ * $14,644 $(14,644) $10,477

Year Ended December 31, 2004
Operating Income $ 161 $ * $14,684 $ — $14,845
Equity in undistributed net income of consolidated subsidiaries 8,602 — 2,048 (10,650) —
Dividend income from consolidated subsidiaries 1,939 — 65 (2,004) —
Income taxes (benefits) 863 * 3,544 — 4,407
Minority interest — — (455) — (455)
Cumulative effect of an accounting change — — (144) — (144)

Net income (loss) $ 9,839 $ * $12,654 $(12,654) $ 9,839

* Amounts significantly less than $1 million.
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22. Information Provided in Connection With Outstanding Debt
Continued

Condensed Consolidating Statements of Cash Flow

American
International AIG

Group, Inc. Liquidity Other Consolidated
(in millions) Guarantor Corp. Subsidiaries AIG

Year Ended December 31, 2006
Net cash provided by operating activities $ (590) $ * $ 7,419 $ 6,829

Cash flows from investing activities:
Invested assets disposed 3,831 — 154,283 158,114
Invested assets acquired (8,298) — (215,759) (224,057)
Other (3,176) * 2,079 (1,097)

Net cash used in investing activities (7,643) * (59,397) (67,040)

Cash flows from financing activities:
Issuance of debt 12,038 — 61,942 73,980
Repayments of debt (2,417) — (34,063) (36,480)
Other (1,502) * 23,792 22,290

Net cash provided by (used in) financing activities 8,119 * 51,671 59,790

Effect of exchange rate changes on cash — — 114 114
Change in cash (114) * (193) (307)
Cash at beginning of year 190 — 1,707 1,897

Cash at end of year $ 76 $ * $ 1,514 $ 1,590

Year Ended December 31, 2005
Net cash provided by operating activities $ 1,854 $ * $ 23,528 $ 25,382

Cash flows from investing activities:
Invested assets disposed — — 184,843 184,843
Invested assets acquired (598) — (245,804) (246,402)
Other (1,083) * 142 (941)

Net cash used in investing activities (1,681) * (60,819) (62,500)

Cash flows from financing activities:
Issuance of debt 2,101 — 64,960 67,061
Repayments of debt (607) — (51,497) (52,104)
Other (1,494) * 23,706 22,212

Net cash provided by (used in) financing activities — * 37,169 37,169

Effect of exchange rate changes on cash — — (163) (163)
Change in cash 173 * (285) (112)
Cash at beginning of year 17 — 1,992 2,009

Cash at end of year $ 190 $ * $ 1,707 $ 1,897

Year Ended December 31, 2004
Net cash provided by operating activities $ 1,390 $ * $ 28,024 $ 29,414

Cash flows from investing activities:
Invested assets disposed 502 — 149,883 150,385
Invested assets acquired (107) — (242,231) (242,338)
Other 251 * (894) (643)

Net cash used in investing activities 646 * (93,242) (92,596)

Cash flows from financing activities:
Issuance of debt — — 46,695 46,695
Repayments of debt (400) — (32,552) (32,952)
Other (1,638) * 52,112 50,474

Net cash provided by (used in) financing activities (2,038) * 66,255 64,217

Effect of exchange rate changes on cash — — 52 52
Change in cash (2) * 1,089 1,087
Cash at beginning of year 19 — 903 922

Cash at end of year $ 17 $ * $ 1,992 $ 2,009

* Amounts significantly less than $1 million.
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Notes to Consolidated Financial Statements Continued

23. Cash Flows

As part of its remediation activities during 2006, AIG determined that certain non-cash activities and adjustments,
including the effects of changes in foreign exchange translation on assets and liabilities, previously were misclassified
within the operating, investing and financing sections of the Consolidated Statement of Cash Flows. The more
significant line items revised include the change in General and life insurance reserves and DAC within operating
activities; Purchases of fixed maturity securities within investing activities; and Proceeds from notes, bonds, loans and
mortgages payable, and hybrid financial instrument liabilities within financing activities. After evaluating the effect of
these items during the third quarter of 2006, AIG has revised the previous periods presented below to conform to the
2006 presentation:

Year Ended Year Ended
(in millions) December 31, 2005 December 31, 2004

Cash flows from operating activities — As previously reported $ 25,138 $ 30,716
Revisions 244 (1,302)

Cash flows from operating activities — As revised $ 25,382 $ 29,414

Cash flows from investing activities — As previously reported $(57,321) $(97,115)
Revisions (5,179) 4,519

Cash flows from investing activities — As revised $(62,500) $(92,596)

Cash flows from financing activities — As previously reported $ 32,999 $ 66,494
Revisions 4,170 (2,277)

Cash flows from financing activities — As revised $ 37,169 $ 64,217

Effect of exchange rate changes on cash — As previously reported $ (928) $ 992
Revisions 765 (940)

Effect of exchange rate changes on cash — As revised $ (163) $ 52

There was no effect on ending cash balances.
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Part II – Other Information

As a result of the remaining material weakness in internalItem 9.
control over financial reporting relating to income tax accounting,Changes in and Disagreements With Account-
described more fully below, AIG’s Chief Executive Officer and Chiefants on Accounting and Financial Disclosure
Financial Officer concluded that, as of December 31, 2006, AIG’s

There have been no changes in accountants during the twenty-four disclosure controls and procedures were ineffective.
months ended December 31, 2006. Notwithstanding the existence of this remaining material

weakness, AIG believes that the consolidated financial statements
Item 9A. in this Annual Report on Form 10-K fairly present, in all material
Controls and Procedures respects, AIG’s financial condition as of December 31, 2006 and

2005, and results of its operations and cash flows for the yearsEvaluation of Disclosure Controls and
ended December 31, 2006, 2005 and 2004, in conformity withProcedures
U.S. generally accepted accounting principles (GAAP).

In connection with the preparation of this Annual Report on
Form 10-K, an evaluation was carried out by AIG’s management, Management’s Report on Internal Control Over
with the participation of AIG’s Chief Executive Officer and Chief Financial Reporting
Financial Officer, of the effectiveness of AIG’s disclosure controls

Management of AIG is responsible for establishing and maintain-and procedures (as defined in Rules 13a-15(e) and 15d-15(e)
ing adequate internal control over financial reporting. AIG’sunder the Securities Exchange Act of 1934 (Exchange Act)) as of
internal control over financial reporting is a process, under theDecember 31, 2006. Disclosure controls and procedures are
supervision of AIG’s Chief Executive Officer and Chief Financialdesigned to ensure that information required to be disclosed in
Officer, designed to provide reasonable assurance regarding thereports filed or submitted under the Exchange Act is recorded,
reliability of financial reporting and the preparation of AIG’sprocessed, summarized and reported within the time periods
financial statements for external purposes in accordance withspecified in SEC rules and forms and that such information is
GAAP.accumulated and communicated to management, including the

Because of its inherent limitations, internal control overChief Executive Officer and Chief Financial Officer, to allow timely
financial reporting may not prevent or detect misstatements. Also,decisions regarding required disclosures.
projections of any evaluation of effectiveness to future periods areDuring the evaluation of disclosure controls and procedures as
subject to the risk that controls may become inadequate becauseof December 31, 2005 conducted during the preparation of AIG’s
of changes in conditions or that the degree of compliance with thefinancial statements to be included in the Annual Report on
policies or procedures may deteriorate.Form 10-K for the year ended December 31, 2005, three material

AIG management conducted an assessment of the effective-weaknesses in internal control over financial reporting were
ness of AIG’s internal control over financial reporting as ofidentified, relating to controls over certain balance sheet reconcili-
December 31, 2006 based on the criteria established in Internalations, controls over the accounting for certain derivative transac-
Control — Integrated Framework issued by the Committee oftions and controls over income tax accounting. As a result, AIG’s
Sponsoring Organizations of the Treadway Commission (COSO).Chief Executive Officer and Chief Financial Officer concluded that,

A material weakness is a control deficiency, or a combinationas of December 31, 2005, AIG’s disclosure controls and
of control deficiencies, that results in more than a remoteprocedures were ineffective.
likelihood that a material misstatement of AIG’s annual or interimUnder the direction of its Chief Executive Officer and Chief
financial statements will not be prevented or detected. AIGFinancial Officer, AIG continued to implement its plans to
management has concluded that, as of December 31, 2006, theremediate the material weaknesses, and adjusted these plans as
material weakness relating to the controls over income taxappropriate.
accounting was not fully remediated.AIG’s remediation efforts were governed by a Steering Commit-

Controls over income tax accounting: AIG did not maintaintee, under the direction of AIG’s Chief Risk Officer and also
effective controls over the determination and reporting of certainincluding AIG’s Chief Executive Officer, Chief Financial Officer and
components of the provision for income taxes and related incomeComptroller. The status of remediation of each material weakness
tax balances. Specifically, AIG did not maintain effective controlswas reviewed with the Audit Committee and this Committee was
to review and monitor the accuracy of the components of theadvised of issues encountered and key decisions reached by AIG
income tax provision calculations and related income tax balancesmanagement relating to the remediation efforts.
and to monitor the differences between the income tax basis andAs of December 31, 2006 and as described under Remedia-
the financial reporting basis of assets and liabilities to effectivelytion of Material Weaknesses in Internal Control Over Financial
reconcile the differences to the deferred income tax balances.Reporting below, the material weaknesses relating to the controls
These control deficiencies resulted in adjustments to income taxover certain balance sheet reconciliations and the controls over
expense, income taxes payable and deferred income tax assetthe accounting for certain derivative transactions were
and liability accounts in the 2006 annual and interim consolidatedremediated, and the material weakness relating to the controls
financial statements. Furthermore, these control deficienciesover income tax accounting was not fully remediated.
could result in a material misstatement of the annual or interim
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AIG consolidated financial statements that would not be prevented certain balance sheet reconciliations had been achieved as of
or detected. Accordingly, AIG management has concluded that December 31, 2006.
these control deficiencies constitute a material weakness. Controls over the accounting for certain derivative transactions:

As a result of the material weakness in internal control over As of December 31, 2005, AIG did not maintain effective controls
financial reporting described above, AIG management has con- over accounting for certain derivative transactions and related
cluded that, as of December 31, 2006, AIG’s internal control over assets and liabilities under FAS 133. In particular, AIG did not
financial reporting was not effective based on the criteria in maintain effective controls over the evaluation and documentation
Internal Control — Integrated Framework issued by the COSO. of whether certain derivative transactions qualified under GAAP for

Management’s assessment of the effectiveness of AIG’s hedge accounting.
internal control over financial reporting as of December 31, 2006 During 2006, AIG management implemented effective controls
has been audited by PricewaterhouseCoopers LLP, an independent over accounting for derivative transactions. An important element
registered public accounting firm, as stated in their report, which of this implementation was the hiring in key staff positions of
is included in this Annual Report on Form 10-K. additional professionals with expertise in derivatives and hedge

accounting.
AIG management has established a new corporate team withRemediation of Material Weaknesses in

the responsibility and authority for overseeing and monitoring theInternal Control Over Financial Reporting
application of hedge accounting throughout AIG. This team,

Throughout 2006 and continuing in 2007, AIG has been actively
staffed with accounting and quantitative professionals with exten-

engaged in the implementation of remediation efforts to address
sive experience in dealing with derivative accounting matters, is

the three material weaknesses in existence at December 31,
responsible to ensure that the application of hedge accounting by

2005. These remediation efforts, outlined below, are specifically
AIG or its subsidiaries is in compliance with FAS 133 and AIG’s

designed to address the material weaknesses identified by AIG
accounting policies. As part of this activity, both enhancements to

management. As a result of its assessment of the effectiveness
existing systems and investments in new applications were made

of internal control over financial reporting, AIG management
to automate certain processes with respect to the application of

determined that as of December 31, 2006, two material weak-
hedge accounting and to reduce reliance on manual procedures.

nesses, relating to the controls over certain balance sheet
Based upon the significant actions taken and the testing and

reconciliations and the controls over the accounting for certain
evaluation of the effectiveness of the controls, AIG management

derivative transactions, had been remediated, but the material
has concluded that remediation of the material weakness in AIG’s

weakness relating to the controls over income tax accounting had
controls over the accounting for certain derivative transactions

not been remediated.
had been achieved as of December 31, 2006.

Controls over certain balance sheet reconciliations: As of De-
Continuing Remediationcember 31, 2005, AIG did not maintain effective controls to

ensure the accuracy of certain balance sheet accounts in certain
Controls over income tax accounting: As of December 31, 2005,

key segments of AIG’s operations, principally in the Domestic
AIG did not maintain effective controls over the determination and

Brokerage Group (DBG). Specifically, accounting personnel did not
reporting of certain components of the provision for income taxes

perform timely reconciliations and did not properly resolve
and related income tax balances. During 2006, AIG management

reconciling items for premium receivables, reinsurance recover-
took the following actions to remediate this material weakness:

ables and intercompany accounts.
During 2006, AIG management developed and implemented a ( Continued focus on implementing and testing of standard key

corporate-wide accounting policy on balance sheet reconciliations, controls globally,
which augments the corporate guidelines on balance sheet

( Continued focus on reconciling, evaluating and monitoring of
reconciliations that were released in 2005. The policy requires all

historical balance sheet income tax accounts as well as more
reporting units to perform timely reconciliations of their balance

detailed financial statement exposure analysis,
sheet accounts including the resolution of reconciling items and
the evaluation of exposure. ( Implementation of a global income tax accounting reporting

AIG reporting units, including DBG, have been performing tool,
reconciliations of their accounts consistent with this policy.

( Hiring of additional qualified staff including a new Director of
Implementation of the new policy was supplemented with dedi-

Taxes, as well as Tax Managers and Tax Accountants at
cated training sessions, a self-assessment process and the

designated business units and Corporate, and
continued addition of qualified staff to monitor on-going compli-
ance with the new policy. ( Development and dissemination of income tax accounting

AIG continues to develop further enhancements to its controls training and education programs at the Corporate and business
over certain balance sheet reconciliations. Based upon the unit levels utilizing site visits and training conferences.
significant actions taken and the testing and evaluation of the

Notwithstanding these significant efforts towards remediationeffectiveness of the controls, AIG management has concluded
of the material weakness in controls over income tax accounting,that remediation of the material weakness in AIG’s controls over
implementation and testing of the standard key controls, as well
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as procedures and processes, were not completed within all procedures performed and compensating controls in place, AIG
business units as of December 31, 2006. As a result, the believes that the consolidated financial statements present fairly
effectiveness and sustainability of controls and processes could in all material respects AIG’s financial condition as of Decem-
not be assured as of that date. ber 31, 2006 and 2005, and results of its operations and cash

Furthermore, during 2006, the reconciliation, evaluation and flows for the years ended December 31, 2006, 2005 and 2004,
monitoring of historical balance sheet income tax accounts in conformity with GAAP.
identified errors in the income tax balances. The errors identified AIG recognizes that improvement in its internal controls over
to date were not material; therefore, they were recorded and financial reporting and consolidation processes, as well as those
disclosed in the period in which they were identified. AIG has not over investment accounting, is essential. Over time, AIG intends to
completed the necessary reconciliation and evaluation of all reduce its reliance on the manual controls that have been
historical balance sheet income tax accounts; accordingly, addi- established. AIG is currently developing new systems and
tional work is required in the analysis of the remaining prior year processes which will allow it to rely on front end detection and
balances. AIG cannot predict the outcome of the review and preventative controls which will be more sustainable over the long
analysis described above or estimate the potential adjustments term. AIG recognizes that, to accomplish its goals, further
related to these remediation activities. However, in the opinion of strengthening and investing are needed in financial personnel, as
AIG management and based upon information currently known, well as in systems and processes. AIG is committed to making
resolution of these historical balance sheet income tax accounts the investments necessary to make these improvements.
is not likely to have a material adverse effect on AIG’s
consolidated financial condition, but it is possible that the effect Changes in Internal Controls over Financial
could be material to AIG’s consolidated results of operations for Reporting
an individual reporting period.

Changes in AIG’s internal control over financial reporting during
Remediation of the material weakness in controls over income

the quarter ended December 31, 2006 that have materially
tax accounting requires completing the implementation of key

affected, or are reasonably likely to materially affect, AIG’s
controls in the applicable AIG business units and testing them

internal control over financial reporting have been described
after they are in place to validate their effectiveness and

above.
sustainability. Due to the nature of these requirements and the
need to complete the reconciliation of certain historical balances,

Item 9B.no assurance can be given as to the specific timing of the
Other Informationremediation of this material weakness. AIG management contin-

ues to assign the highest priority to AIG’s remediation efforts in None.
this area, with the goal of remediating this material weakness by
year-end 2007.

While the material weakness in controls over income tax
accounting was not remediated, due to the substantive alternative
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Part III

Item 10. Item 12.
Directors, Executive Officers and Corporate Security Ownership of Certain Beneficial
Governance Owners and Management and Related

Stockholder Matters
Except for the information provided in Part I under the heading
‘‘Directors and Executive Officers of AIG’’, this item, including This item is omitted because a definitive proxy statement which
information regarding AIG’s audit committee and audit committee involves the election of directors will be filed with the SEC not
financial expert, any material changes to the procedures by which later than 120 days after the close of the fiscal year pursuant to
security holders may recommend nominees to AIG’s board of Regulation 14A.
directors, if any, and information relating to AIG’s code of ethics
that applies to its directors, executive officers and senior financial Item 13.
officers, is omitted because a definitive proxy statement which Certain Relationships and Related Transactions,
involves the election of directors will be filed with the SEC not and Director Independence
later than 120 days after the close of the fiscal year pursuant to

This item is omitted because a definitive proxy statement which
Regulation 14A.

involves the election of directors will be filed with the SEC not
later than 120 days after the close of the fiscal year pursuant toItem 11.
Regulation 14A.Executive Compensation

This item is omitted because a definitive proxy statement which Item 14.
involves the election of directors will be filed with the SEC not Principal Accountant Fees and Services
later than 120 days after the close of the fiscal year pursuant to

This item is omitted because a definitive proxy statement which
Regulation 14A.

involves the election of directors will be filed with the SEC not
later than 120 days after the close of the fiscal year pursuant to
Regulation 14A.

Part IV

Item 15.
Exhibits and Financial Statement Schedules

(a) Financial Statements and Schedules. See accompanying Index
to Financial Statements.

(b) Exhibits. See accompanying Exhibit Index.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended, the Registrant has duly
caused this Annual Report on Form 10-K to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of New
York and State of New York, on the 1st of March, 2007.

AMERICAN INTERNATIONAL GROUP, INC.

By /s/ MARTIN J. SULLIVAN

(Martin J. Sullivan, President and Chief Executive Officer)

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints Martin J.
Sullivan and Steven J. Bensinger, and each of them severally, his or her true and lawful attorney-in-fact, with full power of substitution
and resubstitution, to sign in his or her name, place and stead, in any and all capacities, to do any and all things and execute any and
all instruments that such attorney may deem necessary or advisable under the Securities Exchange Act of 1934, as amended, and any
rules, regulations and requirements of the U.S. Securities and Exchange Commission in connection with this Annual Report on
Form 10-K and any and all amendments hereto, as fully for all intents and purposes as he or she might or could do in person, and
hereby ratifies and confirms all said attorneys-in-fact and agents, each acting alone, and his or her substitute or substitutes, may lawfully
do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this Annual Report on Form 10-K has been
signed below by the following persons in the capacities indicated on the 1st of March, 2007.

Signature Title

President, Chief Executive Officer and Director/s/ MARTIN J. SULLIVAN

(Principal Executive Officer)(Martin J. Sullivan)

/s/ STEVEN J. BENSINGER Executive Vice President and Chief Financial Officer
(Principal Financial Officer)(Steven J. Bensinger)

/s/ DAVID L. HERZOG Senior Vice President and Comptroller
(Principal Accounting Officer)(David L. Herzog)

/s/ MARSHALL A. COHEN Director
(Marshall A. Cohen)

/s/ MARTIN S. FELDSTEIN Director
(Martin S. Feldstein)

/s/ ELLEN V. FUTTER Director
(Ellen V. Futter)

/s/ STEPHEN L. HAMMERMAN Director
(Stephen L. Hammerman)

/s/ RICHARD C. HOLBROOKE Director
(Richard C. Holbrooke)

/s/ FRED H. LANGHAMMER Director
(Fred H. Langhammer)
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Signature Title

Director/s/ GEORGE L. MILES, JR.
(George L. Miles, Jr.)

/s/ MORRIS W. OFFIT Director
(Morris W. Offit)

/s/ JAMES F. ORR III Director
(James F. Orr III)

/s/ VIRGINIA M. ROMETTY Director
(Virginia M. Rometty)

/s/ MICHAEL H. SUTTON Director
(Michael H. Sutton)

/s/ EDMUND S.W. TSE Director
(Edmund S.W. Tse)

/s/ ROBERT B. WILLUMSTAD Director
(Robert B. Willumstad)

/s/ FRANK G. ZARB Director
(Frank G. Zarb)
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EXHIBIT INDEX

Exhibit
Number Description Location

2 Plan of acquisition, reorganization, arrangement, liquidation or
succession

Agreement and Plan of Merger, dated as of May 11, Incorporated by reference to Exhibit 2.1(i)(a) to AIG’s
2001, among American International Group, Inc., Registration Statement on Form S-4 (File No. 333-62688).
Washington Acquisition Corporation and American
General Corporation

3(i)(a) Restated Certificate of Incorporation of AIG Incorporated by reference to Exhibit 3(i) to AIG’s Annual
Report on Form 10-K for the year ended December 31,
1996 (File No. 1-8787).

3(i)(b) Certificate of Amendment of Certificate of Incorporation of Incorporated by reference to Exhibit 3(i) to AIG’s Quarterly
AIG, filed June 3, 1998 Report on Form 10-Q for the quarter ended June 30,

1998 (File No. 1-8787).
3(i)(c) Certificate of Merger of SunAmerica Inc. with and into AIG, Incorporated by reference to Exhibit 3(i) to AIG’s Annual

filed December 30, 1998 and effective January 1, 1999 Report on Form 10-K for the year ended December 31,
1998 (File No. 1-8787).

3(i)(d) Certificate of Amendment of Certificate of Incorporation of Incorporated by reference to Exhibit 3(i)(c) to AIG’s
AIG, filed June 5, 2000 Registration Statement on Form S-4 (File

No. 333-45828).
3(ii) Amended and Restated By-laws of AIG Incorporated by reference to Exhibit 3(ii) to AIG’s Current

Report on Form 8-K filed with the SEC on January 19,
2007 (File No. 1-8787).

4 Instruments defining the rights of security holders, including Certain instruments defining the rights of holders of long-
indentures term debt securities of AIG and its subsidiaries are

omitted pursuant to Item 601(b)(4)(iii) of Regulation S-K.
AIG hereby undertakes to furnish to the Commission,
upon request, copies of any such instruments.

9 Voting Trust Agreement None.
10 Material contracts*

(1) AIG 1969 Employee Stock Option Plan and Filed as exhibit to AIG’s Registration Statement
Agreement Form (File No. 2-44043) and incorporated herein by reference.

(2) AIG 1972 Employee Stock Option Plan Filed as exhibit to AIG’s Registration Statement
(File No. 2-44702) and incorporated herein by reference.

(3) AIG 1972 Employee Stock Purchase Plan Filed as exhibit to AIG’s Registration Statement
(File No. 2-44043) and incorporated herein by reference.

(4) AIG 1984 Employee Stock Purchase Plan Filed as exhibit to AIG’s Registration Statement
(File No. 2-91945) and incorporated herein by reference.

(5) AIG Amended and Restated 1996 Employee Stock Filed as exhibit to AIG’s Definitive Proxy Statement dated
Purchase Plan April 4, 2003 (File No. 1-8787) and incorporated herein

by reference.
(6) AIG 2003 Japan Employee Stock Purchase Plan Incorporated by reference to Exhibit 4 to AIG’s Registration

Statement on Form S-8 (File No. 333-111737).
(7) AIG 1977 Stock Option and Stock Appreciation Filed as exhibit to AIG’s Registration Statement

Rights Plan (File No. 2-59317) and incorporated herein by reference.
(8) AIG 1982 Employee Stock Option Plan Filed as exhibit to AIG’s Registration Statement

(File No. 2-78291) and incorporated herein by reference.
(9) AIG 1987 Employee Stock Option Plan Filed as exhibit to AIG’s Definitive Proxy Statement dated

April 6, 1987 (File No. 0-4652) and incorporated herein
by reference.

(10) AIG 1991 Employee Stock Option Plan Filed as exhibit to AIG’s Definitive Proxy Statement dated
April 4, 1997 (File No. 1-8787) and incorporated herein
by reference.

* All material contracts are management contracts or compensatory plans or arrangements, except items (66), (67), (68) and (69).
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Exhibit
Number Description Location

(11) AIG Amended and Restated 1999 Stock Option Filed as exhibit to AIG’s Definitive Proxy Statement dated
Plan April 4, 2003 (File No. 1-8787) and incorporated herein

by reference.
(12) Form of Stock Option Grant Agreement under the Incorporated by reference to Exhibit 10(a) to AIG’s Quarterly

AIG Amended and Restated 1999 Stock Option Report on Form 10-Q for the quarter ended
Plan September 30, 2004 (File No. 1-8787).

(13) AIG Amended and Restated 2002 Stock Incentive Incorporated by reference to Exhibit 4(a) to AIG’s
Plan Registration Statement on Form S-8

(File No. 333-101967).
(14) Form of Restricted Stock Unit Award Agreement Incorporated by reference to Exhibit 10(b) to AIG’s Quarterly

under the AIG Amended and Restated 2002 Stock Report on Form 10-Q for the quarter ended
Incentive Plan September 30, 2004 (File No. 1-8787).

(15) AIG Executive Deferred Compensation Plan Incorporated by reference to Exhibit 4(a) to AIG’s
Registration Statement on Form S-8
(File No. 333-101640).

(16) AIG Supplemental Incentive Savings Plan Incorporated by reference to Exhibit 4(b) to AIG’s
Registration Statement on Form S-8
(File No. 333-101640).

(17) AIG Director Stock Plan Filed as an exhibit to AIG’s Definitive Proxy Statement dated
April 5, 2004 (File No. 1-8787) and incorporated herein
by reference.

(18) AIG Chief Executive Officer Annual Compensation Filed as an exhibit to AIG’s Definitive Proxy Statement dated
Plan April 5, 2004 (File No. 1-8787) and incorporated herein

by reference.
(19) AIRCO 1972 Employee Stock Option Plan Incorporated by reference to AIG’s Joint Proxy Statement

and Prospectus (File No. 2-61994).
(20) AIRCO 1977 Stock Option and Stock Appreciation Incorporated by reference to AIG’s Joint Proxy Statement

Rights Plan and Prospectus (File No. 2-61994).
(21) Purchase Agreement between AIA and Mr. E.S.W. Incorporated by reference to Exhibit 10(l) to AIG’s Annual

Tse Report on Form 10-K for the year ended December 31,
1997 (File No. 1-8787).

(22) Retention and Employment Agreement between AIG Incorporated by reference to Exhibit 10(m) to AIG’s Annual
and Jay S. Wintrob Report on Form 10-K for the year ended December 31,

1998 (File No. 1-8787).
(23) SunAmerica Inc. 1988 Employee Stock Plan Incorporated by reference to Exhibit 4(a) to AIG’s

Registration Statement on Form S-8 (File
No. 333-70069).

(24) SunAmerica 1997 Employee Incentive Stock Plan Incorporated by reference to Exhibit 4(b) to AIG’s
Registration Statement on Form S-8 (File
No. 333-70069).

(25) SunAmerica Nonemployee Directors’ Stock Option Incorporated by reference to Exhibit 4(c) to AIG’s
Plan Registration Statement on Form S-8 (File

No. 333-70069).
(26) SunAmerica 1995 Performance Stock Plan Incorporated by reference to Exhibit 4(d) to AIG’s

Registration Statement on Form S-8 (File
No. 333-70069).

(27) SunAmerica Inc. 1998 Long-Term Performance- Incorporated by reference to Exhibit 4(e) to AIG’s
Based Incentive Plan For the Chief Executive Registration Statement on Form S-8 (File
Officer No. 333-70069).

(28) SunAmerica Inc. Long-Term Performance-Based Incorporated by reference to Exhibit 4(f) to AIG’s
Incentive Plan Amended and Restated 1997 Registration Statement on Form S-8 (File

No. 333-70069).
(29) SunAmerica Five Year Deferred Cash Plan Incorporated by reference to Exhibit 4(a) to AIG’s

Registration Statement on Form S-8 (File
No. 333-31346).

(30) SunAmerica Executive Savings Plan Incorporated by reference to Exhibit 4(b) to AIG’s
Registration Statement on Form S-8 (File
No. 333-31346).
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Exhibit
Number Description Location

(31) HSB Group, Inc. 1995 Stock Option Plan Incorporated by reference to Exhibit 10(iii)(f) to HSB’s
Annual Report on Form 10-K for the year ended
December 31, 1999 (File No. 1-13135).

(32) HSB Group, Inc. 1985 Stock Option Plan Incorporated by reference to Exhibit 10(iii)(a) HSB’s
Quarterly Report on Form 10-Q for the quarter ended
September 30, 1998 (File No. 1-13135).

(33) HSB Group, Inc. Employee’s Thrift Incentive Plan Incorporated by reference to Exhibit 4(i)(c) to The Hartford
Steam Boiler Inspection and Insurance Company’s
Registration Statement on Form S-8 (File No. 33-36519).

(34) American General Corporation 1984 Stock and Incorporated by reference to Exhibit 10.1 to American
Incentive Plan General Corporation’s Quarterly Report on Form 10-Q for

the quarter ended June 30, 1998 (File No. 1-7981).
(35) Amendment to American General Corporation 1984 Incorporated by reference to Exhibit 10.2 to American

Stock and Incentive Plan (January 2000) General Corporation’s Annual Report on Form 10-K for
the year ended December 31, 1999 (File No. 1-7981).

(36) American General Corporation 1994 Stock and Incorporated by reference to Exhibit 10.2 to American
Incentive Plan (January 2000) General Corporation’s Quarterly Report on Form 10-Q for

the quarter ended June 30, 1998 (File No. 1-7981).
(37) Amendment to American General Corporation 1994 Incorporated by reference to Exhibit 10.4 to American

Stock and Incentive Plan (January 1999) General Corporation’s Annual Report on Form 10-K for
the year ended December 31, 1999 (File No. 1-7981).

(38) Amendment to American General Corporation 1994 Incorporated by reference to Exhibit 10.5 to American
Stock and Incentive Plan (January 2000) General Corporation’s Annual Report on Form 10-K for

the year ended December 31, 1999 (File No. 1-7981).
(39) Amendment to American General Corporation 1994 Incorporated by reference to Exhibit 10.1 to American

Stock and Incentive Plan (November 2000) General Corporation’s Quarterly Report on Form 10-Q for
the quarter ended September 30, 2000 (File
No. 1-7981).

(40) American General Corporation 1997 Stock and Incorporated by reference to Exhibit 10.3 to American
Incentive Plan General Corporation’s Quarterly Report on Form 10-Q for

the quarter ended June 30, 1998 (File No. 1-7981).
(41) Amendment to American General Corporation 1997 Incorporated by reference to Exhibit 10.7 to American

Stock and Incentive Plan (January 1999) General Corporation’s Annual Report on Form 10-K for
the year ended December 31, 1999 (File No. 1-7981).

(42) Amendment to American General Corporation 1997 Incorporated by reference to Exhibit 10.2 to American
Stock and Incentive Plan (November 2000) General Corporation’s Quarterly Report on Form 10-Q for

the quarter ended September 30, 2000 (File
No. 1-7981).

(43) American General Corporation 1999 Stock and Incorporated by reference to Exhibit 10.4 to American
Incentive Plan General Corporation’s Annual Report on Form 10-K for

the year ended December 31, 1998 (File No. 1-7981).
(44) Amendment to American General Corporation 1999 Incorporated by reference to Exhibit 10.9 to American

Stock and Incentive Plan (January 1999) General Corporation’s Annual Report on Form 10-K for
the year ended December 31, 1999 (File No. 1-7981).

(45) Amendment to American General Corporation 1999 Incorporated by reference to Exhibit 10.3 to American
Stock and Incentive Plan (November 2000) General Corporation’s Quarterly Report on Form 10-Q for

the quarter ended September 30, 2000 (File
No. 1-7981).

(46) Amended and Restated American General Incorporated by reference to Exhibit 10.13 to American
Corporation Deferred Compensation Plan General Corporation’s Annual Report on Form 10-K for
(12/11/00) the year ended December 31, 2000 (File No. 1-7981).

(47) Amended and Restated Restoration of Retirement Incorporated by reference to Exhibit 10.14 to American
Income Plan for Certain Employees Participating in General Corporation’s Annual Report on Form 10-K for
the Restated American General Retirement Plan the year ended December 31, 2000 (File No. 1-7981).
(Restoration of Retirement Income Plan)
(12/31/98)

(48) Amended and Restated American General Incorporated by reference to Exhibit 10.15 to American
Supplemental Thrift Plan (12/31/98) General Corporation’s Annual Report on Form 10-K for

the year ended December 31, 2000 (File No. 1-7981).

Form 10-K 2006 AIG 185



American International Group, Inc. and Subsidiaries

Exhibit
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(49) American General Employees’ Thrift and Incentive Incorporated by reference to Exhibit 4(a) to AIG’s
Plan (restated July 1, 2001) Registration Statement on Form S-8 (File

No. 333-68640).
(50) American General Agents’ and Managers’ Thrift Incorporated by reference to Exhibit 4(b) to AIG’s

and Incentive Plan (restated July 1, 2001) Registration Statement on Form S-8 (File
No. 333-68640).

(51) CommLoCo Thrift Plan (restated July 1, 2001) Incorporated by reference to Exhibit 4(c) to AIG’s
Registration Statement on Form S-8 (File
No. 333-68640).

(52) Western National Corporation 1993 Stock and Incorporated by reference to Exhibit 10.18 to Western
Incentive Plan, as amended National Corporation’s Annual Report on Form 10-K for

the year ended December 31, 1995 (File No. 1-12540).
(53) USLIFE Corporation 1991 Stock Option Plan, as Incorporated by reference to USLIFE Corporation’s Quarterly

amended Report on Form 10-Q for the quarter ended
September 30, 1995 (File No. 1-5683).

(54) Employment Agreement, Amendment to Incorporated by reference to Exhibit 10(xx) to AIG’s Annual
Employment Agreement, and Split-Dollar Report on Form 10-K for the year ended December 31,
Agreement, including Assignment of Life Insurance 2002 (File No. 1-8787).
Policy as Collateral, with Rodney O. Martin, Jr.

(55) Employment Arrangements with Richard W. Scott
(a) Employment Agreement Incorporated by reference to Exhibit 10.3 to American

General Corporation’s Quarterly Report on Form 10-Q for
the quarter ended March 31, 2000 (File No. 1-7981).

(b) Change in Control Severance Agreement Incorporated by reference to Exhibit 10.32 to American
General Corporation’s Annual Report on Form 10-K for
the year ended December 31, 1999 (File No. 1-7981).

(c) Amendment to Employment Arrangements Incorporated by reference to Exhibit 10(zz)(iii) to AIG’s
Annual Report on Form 10-K for the year ended
December 31, 2003 (File No. 1-8787).

(56) Letter from AIG to Martin J. Sullivan, dated Incorporated by reference to Exhibit 10.1 to AIG’s Current
March 16, 2005 Report on Form 8-K filed with the SEC on March 17,

2005 (File No. 1-8787).
(57) Letter from AIG to Steven J. Bensinger, dated Incorporated by reference to Exhibit 10.3 to AIG’s Current

March 16, 2005 Report on Form 8-K filed with the SEC on March 17,
2005 (File No. 1-8787).

(58) Employment Agreement between AIG and Martin J. Incorporated by reference to Exhibit 10(1) to AIG’s Quarterly
Sullivan, dated as of June 27, 2005 Report on Form 10-Q for the quarter ended March 31,

2005 (File No. 1-8787).
(59) Employment Agreement between AIG and Steven J. Incorporated by reference to Exhibit 10(3) to AIG’s Quarterly

Bensinger, dated as of June 27, 2005 Report on Form 10-Q for the quarter ended March 31,
2005 (File No. 1-8787).

(60) Executive Severance Plan, effective as of June 27, Incorporated by reference to Exhibit 10(4) to AIG’s Quarterly
2005 Report on Form 10-Q for the quarter ended March 31,

2005 (File No. 1-8787).
(61) Assurance Agreement, by AIG in favor of eligible Incorporated by reference to Exhibit 10(6) to AIG’s Quarterly

employees, dated as of June 27, 2005, relating to Report on Form 10-Q for the quarter ended March 31,
certain obligations of Starr International Company, 2005 (File No. 1-8787).
Inc.

(62) 2005/2006 Deferred Compensation Profit Incorporated by reference to Exhibit 10.1 to AIG’s Current
Participation Plan Report on Form 8-K filed with the SEC on September 26,

2005 (File No. 1-8787).
(63) Summary of Director Compensation Incorporated by reference to Exhibit 10.1 to AIG’s Current

Report on Form 8-K filed with the SEC on November 22,
2005 (File No. 1-8787).

(64) AIG 2005 Senior Partners Plan Incorporated by reference to Exhibit 10.1 to AIG’s Current
Report on Form 8-K filed with the SEC on December 20,
2005 (File No. 1-8787).
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(65) AIG Special Restricted Stock Unit Award Agreement Incorporated by reference to Exhibit 10.1 to AIG’s Current
with Steven J. Bensinger, dated January 6, 2006 Report on Form 8-K filed with the SEC on January 9,

2006 (File No. 1-8787).
(66) Agreement with the United States Department of Incorporated by reference to Exhibit 10.1 to AIG’s Current

Justice, dated February 7, 2006 Report on Form 8-K filed with the SEC on February 9,
2006 (File No. 1-8787).

(67) Final Judgment and Consent with the Securities Incorporated by reference to Exhibit 10.2 to AIG’s Current
and Exchange Commission, including the related Report on Form 8-K filed with the SEC on February 9,
complaint, dated February 9, 2006 2006 (File No. 1-8787).

(68) Agreement between the Attorney General of the Incorporated by reference to Exhibit 10.3 to AIG’s Current
State of New York and AIG and its Subsidiaries, Report on Form 8-K filed with the SEC on February 9,
dated January 18, 2006 2006 (File No. 1-8787).

(69) Stipulation with the State of New York Insurance Incorporated by reference to Exhibit 10.4 to AIG’s Current
Department, dated January 18, 2006 Report on Form 8-K filed with the SEC on February 9,

2006 (File No. 1-8787).
(70) AIG Senior Partners Plan (amended and restated) Incorporated by reference to Exhibit 10.1 to AIG’s Current

Report on Form 8-K filed with the SEC on July 21, 2006
(File No. 1-8787).

(71) AIG Partners Plan Incorporated by reference to Exhibit 10.2 to AIG’s Current
Report on Form 8-K filed with the SEC on May 22, 2006
(File No. 1-8787).

(72) AIG Executive Incentive Plan Incorporated by reference to Exhibit 10.1 to AIG’s Current
Report on Form 8-K filed with the SEC on May 22, 2006
(File No. 1-8787).

11 Statement re computation of per share earnings Included in Note 11 of Notes to Consolidated Financial
Statements.

12 Statements re computation of ratios Filed herewith.
13 Annual report to security holders Not required to be filed.
18 Letter re change in accounting principles None.
21 Subsidiaries of the Registrant Filed herewith.
23 Consent of PricewaterhouseCoopers LLP Filed herewith.
24 Power of attorney Included on the signature page hereof.
31 Rule 13a-14(a)/15d-14(a) Certifications Filed herewith.
32 Section 1350 Certifications Filed herewith.
99 Additional exhibits None.
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Computation of Ratios of Earnings to Fixed Charges Exhibit 12

Years Ended December 31,
(in millions, except ratios) 2006 2005 2004 2003 2002

Income before income taxes, minority interest and cumulative effect of
accounting changes $21,687 $15,213 $14,845 $11,907 $ 7,808

Less — Equity income of less than 50% owned companies 188 (129) 164 146 168
Add — Dividends from less than 50% owned companies 28 146 22 13 13

21,527 15,488 14,703 11,774 7,653
Add — Fixed charges 9,062 7,663 6,049 5,762 4,893
Less — Capitalized interest 59 64 59 52 61

Income before income taxes, minority interest, cumulative effect of
accounting changes and fixed charges $30,530 $23,087 $20,693 $17,484 $12,485

Fixed charges:
Interest costs $ 8,843 $ 7,464 $ 5,860 $ 5,588 $ 4,725
Rental expense* 219 199 189 174 168

Total fixed charges $ 9,062 $ 7,663 $ 6,049 $ 5,762 $ 4,893

Ratio of earnings to fixed charges 3.37 3.01 3.42 3.03 2.55

Secondary Ratio

Interest credited to GIC and GIA policy and contract holders $ (5,128) $ (4,760) $ (3,674) $ (3,578) $ (2,702)
Total fixed charges excluding interest credited to GIC and GIA policy and

contract holders $ 3,934 $ 2,903 $ 2,375 $ 2,184 $ 2,191

Secondary ratio of earnings to fixed charges 6.46 6.31 7.17 6.37 4.47

* The proportion deemed representative of the interest factor.

The secondary ratio is disclosed for the convenience of fixed principally SunAmerica Life Insurance Company and AIG Financial
income investors and the rating agencies that serve them and is Products Corp. and its subsidiaries, respectively. The proceeds
more comparable to the ratios disclosed by all issuers of fixed from GICs and GIAs are invested in a diversified portfolio of
income securities. The secondary ratio removes interest credited securities, primarily investment grade bonds. The assets acquired
to guaranteed investment contract (GIC) policyholders and guaran- yield rates greater than the rates on the related policyholders
teed investment agreement (GIA) contractholders. Such interest obligation or contract, with the intent of earning a profit from the
expenses are also removed from earnings used in this calculation. spread.
GICs and GIAs are entered into by AIG’s insurance subsidiaries,
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Subsidiaries of Registrant Exhibit 21

Percentage
of Voting

Securities
Jurisdiction of held by
Incorporation Immediate

or Organization Parent(1)

American International Group, Inc.(2) Delaware (3)

AIG Capital Corporation Delaware 100
AIG Capital India Private Limited India 99(4)

AIG Global Asset Management Company (India) Private Limited India 99(5)

AIG Consumer Finance Group, Inc. Delaware 100
AIG Bank Polska S.A. Poland 99.92
AIG Credit S.A. Poland 100
Compania Financiera Argentina S.A. Argentina 100

AIG Equipment Finance Holdings, Inc. Delaware 100
AIG Commercial Equipment Finance, Inc. Delaware 100

AIG Commercial Equipment Finance Company Canada Canada 100
AIG Rail Services, Inc. Delaware 100

AIG Finance Holdings, Inc. New York 100
AIG Finance (Hong Kong) Limited Hong Kong 100

AIG Global Asset Management Holdings Corp. Delaware 100
AIG Asset Management Services, Inc. Delaware 100

Brazos Capital Management, L.P. Delaware 100
AIG Capital Partners, Inc. Delaware 100
AIG Equity Sales Corp. New York 100
AIG Global Investment Corp. New Jersey 100
AIG Securities Lending Corp. Delaware 100

AIG Global Real Estate Investment Corp. Delaware 100
International Lease Finance Corporation California 67.23(6)

AIG Credit Corp. Delaware 100
A.I. Credit Consumer Discount Corp. Pennsylvania 100
A.I. Credit Corp. New Hampshire 100
AICCO, Inc. Delaware 100
AICCO, Inc. California 100
AIG Credit Corp. of Canada Canada 100
Imperial Premium Funding, Inc. Delaware 100

AIG Egypt Insurance Company, S.A.E. Egypt 89.98
AIG Federal Savings Bank USA 100
AIG Financial Advisor Services, Inc. Delaware 100

AIG Financial Advisor Services (Europe), S.A. Luxembourg 100
AIG Financial Products Corp. Delaware 100

AIG Matched Funding Corp. Delaware 100
Banque AIG France 90(7)

AIG Funding, Inc. Delaware 100
AIG Global Trade & Political Risk Insurance Company New Jersey 100
AIG Israel Insurance Company Ltd. Israel 100
AIG Life Holdings (International) LLC Delaware 100

AIG Star Life Insurance Co., Ltd. Japan 100
American International Reinsurance Company, Ltd. Bermuda 100

AIG Life Edison Insurance Company Japan 90(8)

American International Assurance Company, Limited Hong Kong 100
American International Assurance Company (Australia) Limited Australia 100
American International Assurance Company (Bermuda) Limited Bermuda 100

American International Assurance Co. (Vietnam) Limited Vietnam 100
Tata AIG Life Insurance Company Limited India 26

Nan Shan Life Insurance Company, Ltd. Taiwan 95
AIG Life Insurance Company Delaware 79(9)

AIG Life Insurance Company of Puerto Rico Puerto Rico 100
AIG Life Insurance Company (Switzerland) Ltd. Switzerland 100
AIG Liquidity Corp. Delaware 100
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Subsidiaries of Registrant Continued

Percentage
of Voting

Securities
Jurisdiction of held by
Incorporation Immediate

or Organization Parent(1)

AIG Private Bank Ltd. Switzerland 100
AIG Property Casualty Insurance Group, Inc. Delaware 100

AIG Commercial Insurance Group, Inc. Delaware 100
AIG Aviation, Inc. Georgia 100
AIG Casualty Company Pennsylvania 100
AIG Risk Management, Inc. New York 100
AIU Insurance Company New York 52(10)

American Home Assurance Company New York 100
AIG Domestic Claims, Inc. Delaware 50(11)

AIG Hawaii Insurance Company Hawaii 100
American Pacific Insurance Company Hawaii 100

American International Insurance Company New York 50(12)

AIG Advantage Insurance Company Minnesota 100
American International Insurance Company of California California 100
American International Insurance Company of New Jersey New Jersey 100

American International Realty Corp. Delaware 31.5(13)

Pine Street Real Estate Holdings Corp. New Hampshire 31.47(14)

Transatlantic Holdings, Inc. Delaware 33.34(15)

Transatlantic Reinsurance Company New York 100
Putnam Reinsurance Company New York 100
Trans Re Zurich Switzerland 100

American International Surplus Lines Agency, Inc. New Jersey 100
Audubon Insurance Company Louisiana 100

Agency Management Corporation Louisiana 100
The Gulf Agency, Inc. Alabama 100

Audubon Indemnity Company Mississippi 100
Commerce and Industry Insurance Company New York 100
Commerce and Industry Insurance Company of Canada Canada 100
The Insurance Company of the State of Pennsylvania Pennsylvania 100
Landmark Insurance Company California 100
National Union Fire Insurance Company of Pittsburgh, Pa Pennsylvania 100

American International Specialty Lines Insurance Company Alaska 70(16)

Lexington Insurance Company Delaware 70(17)

AIG Centennial Insurance Company Pennsylvania 100
AIG Auto Insurance Company of New Jersey New Jersey 100
AIG Preferred Insurance Company Pennsylvania 100
AIG Premier Insurance Company Pennsylvania 100

AIG Indemnity Insurance Company Pennsylvania 100
JI Accident & Fire Insurance Co. Ltd. Japan 50

National Union Fire Insurance Company of Louisiana Louisiana 100
National Union Fire Insurance Company of Vermont Vermont 100
21st Century Insurance Group California 33.03(18)

21st Century Casualty Company California 100
21st Century Insurance Company California 100
21st Century Insurance Company of the Southwest Texas 100

Starr Excess Liability Insurance Company, Ltd. Delaware 100
Starr Liability Insurance International Ltd. Ireland 100

New Hampshire Insurance Company Pennsylvania 100
AI Network Corporation Delaware 100
AIG Europe, S.A. France 70.48(19)

American International Pacific Insurance Company Colorado 100
American International South Insurance Company Pennsylvania 100
Granite State Insurance Company Pennsylvania 100
Illinois National Insurance Co. Illinois 100
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Subsidiaries of Registrant Continued

Percentage
of Voting

Securities
Jurisdiction of held by
Incorporation Immediate

or Organization Parent(1)

New Hampshire Indemnity Company, Inc. Pennsylvania 100
AIG National Insurance Company, Inc. New York 100

New Hampshire Insurance Services, Inc. New Hampshire 100
Risk Specialists Companies, Inc. Delaware 100

AIG Marketing, Inc. Delaware 100
American International Insurance Company of Delaware Delaware 100
Hawaii Insurance Consultants, Inc. Hawaii 100

AIG Retirement Services, Inc. Delaware 100
SunAmerica Life Insurance Company Arizona 100

SunAmerica Investments, Inc. Georgia 70(20)

AIG Advisor Group, Inc. Maryland 100
Advantage Capital Corporation New York 100
American General Securities Incorporated Texas 100
FSC Securities Corporation Delaware 100
Royal Alliance Associates, Inc. Delaware 100
SunAmerica Securities, Inc. Delaware 100

AIG SunAmerica Life Assurance Company Arizona 100
AIG SunAmerica Asset Management Corp. Delaware 100

AIG SunAmerica Capital Services, Inc. Delaware 100
First SunAmerica Life Insurance Company New York 100

AIG Technologies, Inc. New Hampshire 100
AIG Trading Group, Inc. Delaware 100

AIG International, Inc. Delaware 100
AIGTI, Inc. Delaware 100
AIU Holdings, LLC Delaware 100

AIG Central Europe & CIS Insurance Holdings Corporation Delaware 100
AIG Bulgaria Insurance and Reinsurance Company EAD Bulgaria 100
AIG Czech Republic pojistovna, as Czech Republic 100
AIG Kazakhstan Insurance Company, S.A. Kazakhstan 88.87

AIG Memsa, Inc. Delaware 100
AIG Hayleys Investment Holdings (Private) Ltd. Sri Lanka 80

Hayleys AIG Insurance Company, Ltd. Sri Lanka 100
AIG Iraq Delaware 100
AIG Lebanon, S.A.L Lebanon 100
AIG Libya, Inc. Libya 100
AIG Sigora A.S Turkey 100
Tata AIG General Insurance Company Limited India 26

AIU Africa Holdings, Inc. Delaware 100
AIG Kenya Insurance Company, Limited Kenya 100

AIU North America, Inc. New York 100
American General Corporation Texas 100

AGC Life Insurance Company Missouri 100
AIG Life Holdings (Canada), ULC Canada 100

AIG Assurance Canada Canada 100
AIG Life Insurance Company of Canada Canada 100

AIG Life of Bermuda, Ltd. Bermuda 100
American General Life and Accident Insurance Company Tennessee 100
American General Life Insurance Company Texas 100

AIG Annuity Insurance Company Texas 100
AIG Enterprise Services, LLC Delaware 100
American General Annuity Service Corporation Texas 100
American General Life Companies, LLC Delaware 100
American General Property Insurance Company Tennessee 51.85(21)
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Subsidiaries of Registrant Continued

Percentage
of Voting

Securities
Jurisdiction of held by
Incorporation Immediate

or Organization Parent(1)

American General Property Insurance Company of Florida Florida 100
The United State Life Insurance Company in the City of New York New York 100
The Variable Annuity Life Insurance Company Texas 100

VALIC Retirement Services Company Texas 100
American General Assurance Company Illinois 100

American General Indemnity Company Illinois 100
American General Bancassurance Services, Inc. Illinois 100
American General Finance, Inc. Indiana 100

American General Auto Finance, Inc. Delaware 100
American General Finance Corporation Indiana 100

Merit Life Insurance Co. Indiana 100
MorEquity, Inc. Nevada 100

Wilmington Finance, Inc. Delaware 100
Yosemite Insurance Company Indiana 100

CommoLoCo, Inc. Puerto Rico 100
American General Financial Services of Alabama, Inc. Delaware 100

American General Investment Management Corporation Delaware 100
American General Realty Investment Corporation Texas 100
Knickerbocker Corporation Texas 100

American International Life Assurance Company of New York New York 77.52(22)

American International Underwriters Corporation New York 100
American International Underwriters Overseas, Ltd. Bermuda 100

A.I.G. Colombia Seguros Generales S.A. Colombia 100
AIG Brasil Companhia de Seguros Brazil 50
AIG Direct Marketing Company Ltd. Taiwan 100

Central Insurance Company Limited Taiwan 100
AIG Europe (Ireland) Limited Ireland 100
AIG Europe (UK) Limited England 100
AIG General Insurance (Thailand) Company Limited Thailand 100
AIG General Insurance (Vietnam) Company Limited Vietnam 100
AIG MEMSA Insurance Company Ltd. United Arab Emirates 100
AIG Takaful B.S.C. Bahrain 100
American International Insurance Company of Puerto Rico Puerto Rico 100
American International Underwriters GmBH Germany 100
La Meridional Compania Argentina de Seguros Argentina 100
La Seguridad de Centroamerica Compania de Seguros S.A. Guatemala 100
Richmond Insurance Company Limited Bermuda 100
Underwriters Adjustment Company Panama 100

American Life Insurance Company Delaware 100
AIG Life (Bulgaria) Z.D.A.D. Bulgaria 100
ALICO, S.A. France 100
First American Polish Life Insurance and Reinsurance Company, S.A. Poland 100
Inversiones Interamericana S.A. (Chile) Chile 100
Pharaonic American Life Insurance Company Egypt 71.63
Unibanco AIG Seguros S.A. Brazil 47.80(23)

American Security Life Insurance Company, Ltd. Lichtenstein 100
Delaware American Life Insurance Company Delaware 100
HSB Group, Inc. Delaware 100

The Hartford Steam Boiler Inspection and Insurance Company Connecticut 100
The Hartford Steam Boiler Inspection and Insurance Company of Connecticut Connecticut 100
HSB Engineering Insurance Limited England 100

The Boiler Inspection and Insurance Company of Canada Canada 100
Mt. Mansfield Company, Inc. Vermont 100
The Philippine American Life and General Insurance Company Philippines 99.78
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Subsidiaries of Registrant Continued

Percentage
of Voting

Securities
Jurisdiction of held by
Incorporation Immediate

or Organization Parent(1)

Pacific Union Assurance Company California 100
Philam Equitable Life Assurance Company, Inc. Philippines 95.31
Philam Insurance Company, Inc. Philippines 100

United Guaranty Corporation North Carolina 36.31(24)

A.I.G. Mortgage Holdings Israel, Ltd. Israel 82.12
E.M.I.-Ezer Mortgage Insurance Company, Limited Israel 100

AIG United Guaranty Agenzia DI Assicurazione S.R.L Italy 100
AIG United Guaranty Insurance (Asia) Limited Hong Kong 100
AIG United Guaranty Re, Ltd. Ireland 100
United Guaranty Insurance Company North Carolina 100
United Guaranty Mortgage Insurance Company North Carolina 100
United Guaranty Mortgage Insurance Company Canada Canada 100
United Guaranty Mortgage Insurance Company of North Carolina North Carolina 100
United Guaranty Partners Insurance Company Vermont 80
United Guaranty Residential Insurance Company North Carolina 75.03(25)

United Guaranty Credit Insurance Company North Carolina 100
United Guaranty Insurance Company of North Carolina North Carolina 100
United Guaranty Mortgage Indemnity Company North Carolina 100

United Guaranty Residential Insurance Company of North Carolina North Carolina 100
United Guaranty Services, Inc. North Carolina 100

(1) Percentages include directors’ qualifying shares.

(2) All subsidiaries listed are consolidated in the accompanying financial statements. Certain subsidiaries have been omitted from the tabulation. The
omitted subsidiaries, when considered in the aggregate as a single subsidiary, do not constitute a significant subsidiary.

(3) The common stock is owned approximately 14.1 percent by C.V. Starr & Co., Inc., Edward E. Matthews, Maurice R. and Corinne P. Greenberg Joint
Tenancy Company, LLC, Starr International Company, Inc., The Maurice R. Greenberg and Corinne P. Greenberg Family Foundation, Inc. and the
Universal Foundation, Inc.

(4) Also owned 1 percent by AIG Global Investment Corp.

(5) Also owned 1 percent by AIG Capital Corporation.

(6) Also owned 32.77 percent by National Union Fire Insurance Company of Pittsburgh, Pa.

(7) Also owned 10 percent by AIG Matched Funding Corp.

(8) Also owned 10 percent by a subsidiary of American Life Insurance Company.

(9) Also owned 21 percent by Commerce and Industry Insurance Company.

(10) Also owned 8 percent by The Insurance Company of the State of Pennsylvania, 32 percent by National Union Fire Insurance Company of the
Pittsburgh, Pa., and 8 percent by AIG Casualty Company.

(11) Also owned 50 percent by The Insurance Company of the State of Pennsylvania.

(12) Also owned 25 percent by Commerce and Industry Insurance Company and 25 percent by AIU Insurance Company.

(13) Also owned by 11 other AIG subsidiaries.

(14) Also owned by 11 other AIG Subsidiaries.

(15) Also owned 25.85 percent by AIG.

(16) Also owned 20 percent by the Insurance Company of the State of Pennsylvania and 10 percent by AIG Casualty Company.

(17) Also owned 20 percent by the Insurance Company of the State of Pennsylvania and 10 percent by AIG Casualty Company.

(18) Also owned 16.85 percent by American Home Assurance Company, 6.34 percent by Commerce and Industry Insurance Company and 6.34 percent by
New Hampshire Insurance Company.

(19) 100 percent held together with AIG companies.

(20) Also owned 30 percent by AIG Retirement Services, Inc.

(21) Also owned 48.15 percent by American General Life and Accident Insurance Company.

(22) Also owned 22.48 percent by American Home Assurance Company.

(23) Also owned 1.7 percent by American International Underwriters Overseas, Ltd. and 0.48 percent by American Home Assurance Company.

(24) Also owned 45.88 percent by National Union Fire Insurance Company of Pittsburgh, Pa., 16.95% by New Hampshire Insurance Company and
0.86 percent by The Insurance Company of the State of Pennsylvania.

(25) Also owned 24.97 percent by United Guaranty Residential Insurance Company of North Carolina.
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Consent of Independent Registered Public Accounting Firm Exhibit 23

We hereby consent to the incorporation by reference in the
Registration Statements on Form S-8 and Form S-3 (No. 2-45346,
No. 2-75875, No. 2-78291, No. 2-91945, No. 33-18073,
No. 33-57250, No. 333-48639, No. 333-58095, No. 333-70069,
No. 333-83813, No. 333-31346, No. 333-39976,
No. 333-45828, No. 333-50198, No. 333-52938,
No. 333-68640, No. 333-74187, No. 333-101640,
No. 333-101967, No. 333-108466, No. 333-111737,
No. 333-115911, No. 333-106040 and No. 333-132561) of
American International Group, Inc. of our report dated March 1,
2007, relating to the financial statements, financial statement
schedules, management’s assessment of the effectiveness of
internal control over financial reporting and the effectiveness of
internal control over financial reporting, which appears in this
Annual Report on Form 10-K.

PricewaterhouseCoopers LLP

New York, New York
March 1, 2007
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Exhibit 31

CERTIFICATIONS

I, Martin J. Sullivan, certify that:

1. I have reviewed this Annual Report on Form 10-K of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known
to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which
are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: March 1, 2007

/s/ MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer
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CERTIFICATIONS

I, Steven J. Bensinger, certify that:

1. I have reviewed this Annual Report on Form 10-K of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known
to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.

Date: March 1, 2007

/s/ STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer
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Exhibit 32

CERTIFICATION

In connection with this Annual Report on Form 10-K of American International Group, Inc. (the ‘‘Company’’) for the year ended
December 31, 2006, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I, Martin J. Sullivan,
President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act of 1934;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations
of the Company.

Date: March 1, 2007

/s/ MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the Report or
as a separate disclosure document.
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CERTIFICATION

In connection with this Annual Report on Form 10-K of American International Group, Inc. (the ‘‘Company’’) for the year ended
December 31, 2006, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I, Steven J. Bensinger,
Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act of 1934;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations
of the Company.

Date: March 1, 2007

/s/ STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the Report or
as a separate disclosure document.
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AMERICAN INTERNATIONAL GROUP, INC. AND SUBSIDIARIES

Summary Of Investments – Schedule I

Other than Investments in Related Parties
Amount at

which shown
in the

At December 31, 2006 Fair Balance
(in millions) Cost* Value Sheet

Fixed maturities:
Bonds:

United States government and government agencies and authorities $ 5,415 $ 5,391 $ 5,391
States, municipalities and political subdivisions 81,236 82,802 82,085
Foreign governments 62,708 67,698 67,698
Public utilities 14,687 15,012 15,012
All other corporate 244,105 247,679 247,679

Total bonds 408,151 418,582 417,865

Total fixed maturities 408,151 418,582 417,865

Equity securities:
Common stocks:

Public utilities 286 372 372
Banks, trust and insurance companies 1,796 2,596 2,596
Industrial, miscellaneous and all other 21,292 24,692 24,692

Total common stocks 23,374 27,660 27,660
Preferred stocks 2,507 2,562 2,562

Total equity securities 25,881 30,222 30,222

Mortgage loans on real estate, policy and collateral loans 28,418 28,655 28,418
Financial services assets:

Flight equipment primarily under operating leases, net of accumulated depreciation 39,875 – 39,875
Securities available for sale, at market value 45,912 47,205 47,205
Trading securities, at market value – 5,031 5,031
Spot commodities – 220 220
Unrealized gain on swaps, options and forward transactions – 19,252 19,252
Trading assets – 2,468 2,468
Securities purchased under agreements to resell, at contract value 33,702 – 33,702
Finance receivables, net of allowance 29,573 26,712 29,573

Securities lending collateral, at market value (approximates cost) 69,306 69,306 69,306
Other invested assets (approximates market value) 42,114 42,421 42,114
Short-term investments, at cost (approximates fair value) 25,249 25,249 25,249

Total investments – – $790,500

* Original cost of equity securities and, as to fixed maturities, original cost reduced by repayments and adjusted for amortization of premiums or accrual of
discounts.
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Condensed Financial Information of Registrant Schedule II

Balance Sheet – Parent Company Only
December 31,
(in millions) 2006 2005

Assets:
Cash $ 76 $ 190
Invested assets 7,346 122
Carrying value of subsidiaries and partially-owned companies, at equity 109,125 90,723
Premiums and insurance balances receivable – net 222 186
Other assets 3,767 4,146

Total assets 120,536 95,367

Liabilities:
Insurance balances payable 21 408
Due to affiliates – net 1,841 3,250
Notes and bonds payable 8,917 4,607
Loans payable 700 722
AIG MIP matched notes and bonds payable 5,468 —
Series AIGFP matched notes and bonds payable 72 —
Other liabilities 1,840 63

Total liabilities 18,859 9,050

Shareholders’ equity:
Common stock 6,878 6,878
Additional paid-in capital 2,590 2,339
Retained earnings 84,996 72,330
Accumulated other comprehensive income 9,110 6,967
Treasury stock (1,897) (2,197)

Total shareholders’ equity 101,677 86,317

Total liabilities and shareholders’ equity $ 120,536 $95,367
See Accompanying Notes to Financial Statements – Parent Company Only.

Statement of Income – Parent Company Only
Years Ended December 31,
(in millions) 2006 2005 2004

Agency income (loss) $ 9 $ 3 $ (8)
Financial services income 531 507 578
Asset management income (loss) 34 (3) (11)
Dividend income from consolidated subsidiaries:

Cash 1,689 1,958 1,938
Other – – 1

Dividend income from partially-owned companies 11 127 11
Equity in undistributed net income of consolidated subsidiaries and partially-owned

companies 13,308 10,156 8,602
Other income (expenses) – net (1,371) (2,203) (409)
Cumulative effect of an accounting change 34 – –

Income before income taxes 14,245 10,545 10,702
Income taxes 197 68 863

Net income $ 14,048 $10,477 $ 9,839
See Accompanying Notes to Financial Statements – Parent Company Only.
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AMERICAN INTERNATIONAL GROUP, INC. AND SUBSIDIARIES

Condensed Financial Information of Registrant — Continued Schedule II

Statement of Cash Flows — Parent Company Only
Years Ended December 31,
(in millions) 2006 2005 2004

Cash flows from operating activities:
Net income $14,048 $10,477 $ 9,839

Adjustments to reconcile net income to net cash provided by operating activities:
Noncash revenues, expenses, gains and losses included in income:

Equity in undistributed net income of consolidated subsidiaries and partially-owned
companies (13,308) (10,156) (8,602)

Change in premiums and insurance balances receivable and payable — net (423) 15 (12)
Foreign exchange transaction (gains) losses 232 — —
Other — net (1,139) 1,518 165

Total adjustments (14,638) (8,623) (8,449)

Net cash provided by (used in) operating activities (590) 1,854 1,390

Cash flows from investing activities:
Purchase of investments (8,298) — (107)
Sale of investments 3,417 — 200
Change in short-term investments 414 (598) 302
Contributions to subsidiaries and investments in partially-owned companies (3,017) (966) 270
Other — net (159) (117) (19)

Net cash used in investing activities (7,643) (1,681) 646

Cash flows from financing activities:
Notes, bonds and loans issued 12,038 2,101 —
Repayments of notes, bonds and loans (2,417) (607) (400)
Issuance of treasury stock 163 82 158
Cash dividends paid to shareholders (1,638) (1,421) (730)
Acquisition of treasury stock (20) (176) (1,083)
Other — net (7) 21 17

Net cash (used in) provided by financing activities 8,119 — (2,038)

Change in cash (114) 173 (2)
Cash at beginning of year 190 17 19

Cash at end of year $ 76 $ 190 $ 17

NOTES TO FINANCIAL STATEMENTS — PARENT COMPANY ONLY
(1) Agency operations conducted in New York through the North American Division of AIU are included in the financial statements of the

parent company.
(2) Certain accounts have been reclassified in the 2005 and 2004 financial statements to conform to their 2006 presentation.
(3) ‘‘Equity in undistributed net income of consolidated subsidiaries and partially-owned companies’’ in the accompanying Statement of

Income — Parent Company Only — includes equity in income of the minority-owned insurance operations.

Form 10-K 2006 AIG 201



American International Group, Inc. and Subsidiaries

Supplementary Insurance Information Schedule III

At December 31, 2006, 2005 and 2004 and for the years then ended

Reserves
for Losses

Losses and and Amortization
Deferred Loss Reserve Policy Loss of Deferred

Other NetPolicy Expenses, for and Net Expenses Policy
Operating PremiumsAcquisition Future Policy Unearned Contract Premium Investment Incurred, Acquisition

Segment (in millions) Costs Benefits(a) Premiums Claims(b) Revenue Income Benefits Costs Expenses Written

2006
General Insurance $ 4,355 $ 79,999 $ 26,271 $ – $ 43,451 $ 5,696 $ 28,052 $ 7,866 $ 2,876 $ 44,866
Life Insurance & Retirement

Services 32,810 122,230 – 2,788 30,636 19,439 31,505 3,712 4,914 –
Other 70 –- – – (4) 157 149 – – –

$ 37,235 $ 202,229 $ 26,271 $ 2,788 $ 74,083 $ 25,292 $ 59,706 $ 11,578 $ 7,790 $ 44,866

2005
General Insurance $ 4,048 $ 77,169 $24,243 $ – $40,809 $ 4,031 $33,091 $ 7,365 $2,403 $41,872
Life Insurance & Retirement

Services 28,106 108,807 – 2,473 29,400 18,134 30,467 3,328 4,677 –

$32,154 $185,976 $24,243 $2,473 $70,209 $22,165 $63,558 $10,693 $7,080 $41,872

2004
General Insurance $ 3,998 $ 61,878 $23,400 $ – $38,537 $ 3,196 $ 30,357 $ 6,301 $2,126 $40,623
Life Insurance & Retirement

Services 25,080 104,740 – 2,435 28,088 15,269 27,855 3,514 4,108 –

$ 29,078 $ 166,618 $ 23,400 $ 2,435 $ 66,625 $ 18,465 $ 58,212 $ 9,815 $ 6,234 $ 40,623

(a) Reserves for losses and loss expenses with respect to the General Insurance operations are net of discounts of $2.26 billion,
$2.11 billion and $1.55 billion at December 31, 2006, 2005 and 2004, respectively.

(b) Reflected in insurance balances payable on the accompanying consolidated balance sheet.
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AMERICAN INTERNATIONAL GROUP, INC. AND SUBSIDIARIES

Reinsurance
At December 31, 2006, 2005 and 2004 and for the years then ended

Schedule IV

Percent of
Ceded Assumed Amount

Gross to Other from Other Net Assumed
(dollars in millions) Amount Companies Companies Amount to Net

2006
Life Insurance in-force $2,069,617 $408,970 $ 983 $1,661,630 0.1%

Premiums:
General Insurance $ 49,609 $ 11,414 $ 6,671 $ 44,866 14.9%
Life Insurance & Retirement Services 32,097 1,481 20 30,636* 0.1

Total premiums $ 81,706 $ 12,895 $ 6,691 $ 75,502 8.9%

2005
Life Insurance in-force $1,838,337 $365,082 $14,496 $1,487,751 1.0%

Premiums:
General Insurance $ 46,689 $ 10,853 $ 6,036 $ 41,872 14.4%
Life Insurance & Retirement Services 30,637 1,317 80 29,400* 0.3

Total premiums $ 77,326 $ 12,170 $ 6,116 $ 71,272 8.6%

2004
Life Insurance in-force $1,844,189 $344,036 $13,905 $1,514,058 0.9%

Premiums:
General Insurance $ 44,692 $ 11,423 $ 7,354 $ 40,623 18.1%
Life Insurance & Retirement Services 28,486 1,114 716 28,088* 2.5

Total premiums $ 73,178 $ 12,537 $ 8,070 $ 68,711 11.7%

* Includes accident and health premiums of $7.11 billion, $6.51 billion and $5.63 billion in 2006, 2005 and 2004, respectively.

Form 10-K 2006 AIG 203



American International Group, and Subsidiaries

Valuation and Qualifying Accounts
For the years ended December 31, 2006, 2005 and 2004

Schedule V

Additions
Balance, Charged to Costs Other Balance,

(in millions) Beginning of Year and Expenses Charge offs Changes(a)(b) End of Year

2006
Allowance for mortgage loans $ 54 $ 6 $ — $ (5) $ 55
Allowance for collateral and guaranteed loans 10 11 (11) (1) 9
Allowance for finance receivables 670 495 (534) 106 737
Allowance for premiums and insurances balances receivable 871 240 (481) 126 756
Allowance for reinsurance assets 999 147 (381) (229) 536
Overhaul reserve(c) 142 249 — (146) 245

2005
Allowance for mortgage loans $ 65 $ 1 $ (19) $ 7 $ 54
Allowance for collateral and guaranteed loans 18 — (7) (1) 10
Allowance for finance receivables 571 435 (414) 78 670
Allowance for premiums and insurances balances receivable 561 418 (104) (4) 871
Allowance for reinsurance assets 846 185 (49) 17 999
Overhaul reserve(c) 68 260 — (186) 142

2004
Allowance for mortgage loans $ 68 $ 11 $ (9) $ (5) $ 65
Allowance for collateral and guaranteed loans 15 4 (2) 1 18
Allowance for finance receivables 562 389 (443) 63 571
Allowance for premiums and insurances balances receivable 485 147 (25) (46) 561
Allowance for reinsurance assets 569 276 (11) 12 846
Overhaul reserve(c) 69 164 — (165) 68

(a) Includes recoveries of amounts previously charged off and reclassifications to/from other accounts.

(b) Amounts for Overhaul reserve represent reimbursements to lessees for overhauls performed and amounts transferred to buyers for aircraft sold.

(c) Included in Other liabilities on the Consolidated Balance Sheet.
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American International Group, Inc. and Subsidiaries

Part I – FINANCIAL  INFORMATION

ITEM 1.  Financial  Statements (unaudited)

CONSOLIDATED BALANCE SHEET

(in millions) (unaudited)

March 31, December 31,
2007 2006

Assets:

Investments and financial services assets:

Fixed maturities:

Bonds available for sale, at fair value (amortized cost: 2007 – $380,104; 2006 – $377,698)

(includes hybrid financial instruments: 2007 – $568; 2006 – $522) $390,141 $387,391

Bonds held to maturity, at amortized cost (fair value: 2007 – $22,066; 2006 – $22,154) 21,414 21,437

Bond trading securities, at fair value (cost: 2007 – $8,883; 2006 – $9,016) 8,845 9,037

Equity securities:

Common stocks available for sale, at fair value (cost: 2007 – $10,791; 2006 – $10,662) 14,457 13,262

Common and preferred stocks trading, at fair value (cost: 2007 – $13,742; 2006 – $12,734) 15,756 14,421

Preferred stocks available for sale, at fair value (cost: 2007 – $2,625; 2006 – $2,485) 2,703 2,539

Mortgage loans on real estate, net of allowance (2007 – $57; 2006 – $55) 18,228 17,067

Policy loans 7,521 7,501

Collateral and guaranteed loans, net of allowance (2007 – $7; 2006 – $9) 4,840 3,850

Financial services assets:

Flight equipment primarily under operating leases, net of accumulated depreciation (2007 –

$9,233; 2006 – $8,835) 41,345 39,875

Securities available for sale, at fair value (cost: 2007 – $46,313; 2006 – $45,912) 47,643 47,205

Trading securities, at fair value 5,369 5,031

Spot commodities 73 220

Unrealized gain on swaps, options and forward transactions 16,547 19,252

Trade receivables 3,883 4,317

Securities purchased under agreements to resell, at contract value 31,775 31,853

Finance receivables, net of allowance (2007 – $707; 2006 – $737) (includes finance

receivables held for sale: 2007 – $983; 2006 – $1,124) 29,508 29,573

Securities lending collateral, at fair value (which approximates cost) 74,827 69,306

Other invested assets 44,167 42,114

Short-term investments, at cost (approximates fair value) 25,866 25,249

Total investments and financial services assets 804,908 790,500

Cash 1,702 1,590

Investment income due and accrued 6,170 6,077

Premiums and insurance balances receivable, net of allowance (2007 – $777; 2006 – $756) 19,731 17,789

Reinsurance assets, net of allowance (2007 – $498; 2006 – $536) 23,130 23,355

Deferred policy acquisition costs 37,691 37,235

Investments in partially owned companies 1,179 1,101

Real estate and other fixed assets, net of accumulated depreciation (2007 – $5,612; 2006 – $5,525) 4,898 4,381

Separate and variable accounts 73,971 72,655

Goodwill 8,687 8,628

Other assets 17,680 16,103

Total assets $999,747 $979,414

See Accompanying Notes to Consolidated Financial Statements.

1



American International Group, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEET (continued)

(in millions, except share data) (unaudited)

March 31, December 31,
2007 2006

Liabilities:
Reserve for losses and loss expenses $ 81,135 $ 79,999

Unearned premiums 27,135 26,271

Future policy benefits for life and accident and health insurance contracts 123,806 122,230

Policyholders’ contract deposits 246,301 246,615

Other policyholders’ funds 8,476 8,281

Commissions, expenses and taxes payable 6,053 5,305

Insurance balances payable 4,537 3,789

Funds held by companies under reinsurance treaties 2,446 2,602

Income taxes payable 10,992 9,546

Financial services liabilities:

Borrowings under obligations of guaranteed investment agreements 19,771 20,664

Securities sold under agreements to repurchase, at contract value 17,581 19,677

Trade payables 7,546 6,174

Hybrid financial instrument liabilities, at fair value 8,459 8,856

Securities and spot commodities sold but not yet purchased, at market value 4,056 4,076

Unrealized loss on swaps, options and forward transactions 9,679 11,401

Trust deposits and deposits due to banks and other depositors 4,245 5,249

Commercial paper 9,228 8,208

Notes, bonds, loans and mortgages payable 91,186 87,602

Commercial paper 4,149 4,821

Notes, bonds, loans and mortgages payable 19,185 17,088

Junior subordinated debt 3,793 —

Liabilities connected to trust preferred stock 1,440 1,440

Separate and variable accounts 73,971 72,655

Securities lending payable 75,913 70,198

Minority interest 8,166 7,778

Other liabilities (includes hybrid financial instruments: 2007 – $42; 2006 – $111) 27,343 27,021

Total liabilities 896,592 877,546

Preferred shareholders’ equity in subsidiary companies 100 191

Commitments and Contingent Liabilities (See Note 6)

Shareholders’ equity:
Common stock, $2.50 par value; 5,000,000,000 shares authorized; shares issued 2007 and 2006 –

2,751,327,476 6,878 6,878

Additional paid-in capital 2,674 2,590

Payments advanced to purchase shares (2,851) —

Retained earnings 88,493 84,996

Accumulated other comprehensive income (loss) 9,854 9,110

Treasury stock, at cost; 2007 – 151,556,041; 2006 – 150,131,273 shares of common stock (1,993) (1,897)

Total shareholders’ equity 103,055 101,677

Total liabilities, preferred shareholders’ equity in subsidiary companies and shareholders’ equity $999,747 $979,414

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF INCOME

(in millions, except per share data) (unaudited)

Three Months
Ended March 31,

2007 2006

Revenues:
Premiums and other considerations $19,642 $18,270
Net investment income 7,124 5,971
Realized capital gains (losses) (70) 169
Other income 3,949 2,868

Total revenues 30,645 27,278

Benefits and expenses:
Incurred policy losses and benefits 16,146 15,089
Insurance acquisition and other operating expenses 8,327 7,396

Total benefits and expenses 24,473 22,485

Income before income taxes, minority interest and cumulative effect of an accounting change 6,172 4,793

Income taxes 1,726 1,435

Income before minority interest and cumulative effect of an accounting change 4,446 3,358

Minority interest (316) (197)

Income before cumulative effect of an accounting change 4,130 3,161

Cumulative effect of an accounting change, net of tax — 34

Net income $ 4,130 $ 3,195

Earnings per common share:
Basic

Income before cumulative effect of an accounting change $ 1.58 $ 1.21
Cumulative effect of an accounting change, net of tax — 0.01

Net income $ 1.58 $ 1.22

Diluted
Income before cumulative effect of an accounting change $ 1.58 $ 1.21
Cumulative effect of an accounting change, net of tax — 0.01

Net income $ 1.58 $ 1.22

Dividends declared per common share $ 0.165 $ 0.150

Average shares outstanding:
Basic 2,612 2,605
Diluted 2,621 2,624

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS

(in millions) (unaudited)

Three Months
Ended March 31,

2007 2006

Summary:
Net cash provided by operating activities $ 8,633 $ 3,848

Net cash used in investing activities (16,863) (18,107)

Net cash provided by financing activities 8,352 13,587

Effect of exchange rate changes on cash (10) 23

Change in cash 112 (649)

Cash at beginning of period 1,590 1,897

Cash at end of period $ 1,702 $ 1,248

Cash flows from operating activities:
Net income $ 4,130 $ 3,195

Adjustments to reconcile net income to net cash provided by operating activities:
Noncash revenues, expenses, gains and losses included in income:

Net gains on sales of securities available for sale and other assets (250) (210)

Foreign exchange transaction (gains) losses 305 214

Net unrealized (gains) losses on non-AIGFP derivative assets and liabilities 61 (370)

Equity in income of partially owned companies and other invested assets (1,329) (480)

Amortization of deferred policy acquisition costs 2,921 2,635

Amortization of premium and discount on securities 38 390

Depreciation expenses, principally flight equipment 646 554

Provision for finance receivable losses 87 160

Impairment losses 467 226

Changes in operating assets and liabilities:
General and life insurance reserves 4,190 4,483

Premiums and insurance balances receivable and payable – net (1,192) (2,245)

Reinsurance assets 223 121

Capitalization of deferred policy acquisition costs (3,750) (4,252)

Investment income due and accrued (109) (6)

Funds held under reinsurance treaties (158) 21

Other policyholders’ funds 223 (459)

Income taxes payable 1,076 744

Commissions, expenses and taxes payable 661 170

Other assets and liabilities – net 774 (1,967)

Bonds, common and preferred stocks trading, at fair value (1,260) (1,596)

Trade receivables and payables – net 1,805 (168)

Trading securities, at fair value (337) 149

Spot commodities 147 (138)

Net unrealized (gain) loss on swaps, options and forward transactions 962 2

Securities purchased under agreements to resell 78 2,302

Securities sold under agreements to repurchase (2,100) (1,604)

Securities and spot commodities sold but not yet purchased, at market value (20) 454

Finance receivables held for sale – originations and purchases (2,433) (2,267)

Sales of finance receivables – held for sale 2,573 2,671

Other, net 204 1,119

Total adjustments 4,503 653

Net cash provided by operating activities $ 8,633 $ 3,848

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS (continued)

(in millions) (unaudited)

Three Months
Ended March 31,

2007 2006

Cash flows from investing activities:
Proceeds from (payments for)

Sales and maturities of fixed maturity securities available for sale $ 30,145 $ 27,456
Sales of equity securities available for sale 2,112 3,627
Proceeds from fixed maturity securities held to maturity 18 9
Sales of flight equipment 27 159
Sales or distributions of other invested assets 2,698 2,352
Payments received on mortgage, policy, collateral and guaranteed loans 658 168
Principal payments received on finance receivables held for investment 3,349 3,076
Purchases of fixed maturity securities available for sale (34,273) (34,331)
Purchases of equity securities available for sale (2,436) (4,020)
Purchases of fixed maturity securities held to maturity (9) (16)
Purchases of flight equipment (1,917) (1,897)
Purchases of other invested assets (4,586) (3,320)
Acquisitions of new businesses, net of cash acquired (584) —
Mortgage, policy, collateral and guaranteed loans issued (2,326) (1,525)
Finance receivables held for investment – originations and purchases (3,409) (3,401)
Change in securities lending collateral (5,521) (3,496)
Net additions to real estate, fixed assets, and other assets (259) (248)
Net change in short-term investments (588) (2,676)
Net change in non-AIGFP derivative assets and liabilities 38 (24)

Net cash used in investing activities $ (16,863) $ (18,107)

Cash flows from financing activities:
Proceeds from (payments for)

Policyholders’ contract deposits $ 14,080 $ 13,469
Policyholders’ contract withdrawals (14,682) (10,191)
Change in other deposits (1,340) (427)
Change in commercial paper 279 4,250
Notes, bonds, loans and mortgages payable, and hybrid financial instrument liabilities issued 19,186 9,403
Repayments on notes, bonds, loans and mortgages payable, and hybrid financial instrument liabilities (14,549) (6,835)
Issuance of junior subordinated debt 3,740 —
Issuance of guaranteed investment agreements 979 3,546
Maturities of guaranteed investment agreements (1,775) (2,846)
Change in securities lending payable 5,716 3,550
Issuance of treasury stock 52 34
Payments advanced to purchase shares (3,000) —
Acquisition of treasury stock (16) (2)
Cash dividends paid to shareholders (430) (390)
Other, net 112 26

Net cash provided by financing activities $ 8,352 $ 13,587

Supplementary disclosure of cash flow information:
Cash paid during the period for:

Interest $ 1,901 $ 1,263
Taxes $ 640 $ 460

Non-cash financing activities:
Interest credited to policyholder accounts $ 2,879 $ 2,741
Treasury stock acquired using payments advanced to purchase shares $ 149 —

Non-cash investing activities:
Debt assumed on acquisitions $ 1,208 —

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

(in millions) (unaudited)

Three Months Ended
March 31,

2007 2006

Net income $ 4,130 $ 3,195

Other comprehensive income (loss):
Unrealized (depreciation) appreciation of investments – net of reclassification adjustments 1,309 (2,599)

Deferred income tax benefit (expense) on above changes (458) 1,100
Foreign currency translation adjustments (165) 550

Deferred income tax benefit (expense) on above changes 28 (290)
Net derivative gains arising from cash flow hedging activities – net of reclassification adjustments 1 4

Deferred income tax expense on above changes 27 13
Change in pension and postretirement unrecognized periodic benefit (cost) 3 (3)

Deferred income tax benefit (expense) on above changes (1) (33)

Other comprehensive income (loss) 744 (1,258)

Comprehensive income $ 4,874 $ 1,937

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

In the opinion of management, these consolidated financial1. Financial  Statement Presentation
statements contain the normal recurring adjustments neces-

These unaudited condensed consolidated financial statements sary for a fair statement of the results presented herein. All
do not include certain financial information required by material intercompany accounts and transactions have been
U.S. generally accepted accounting principles (GAAP) for eliminated.
complete financial statements and should be read in conjunc-

Certain reclassifications and format changes have been madetion with the audited consolidated financial statements and
to prior period amounts to conform to the current periodthe related notes included in the Annual Report on
presentation.Form 10-K of American International Group, Inc. (AIG) for

the year ended December 31, 2006 (2006 Annual Report on
Form 10-K).

2. Segment Information

AIG identifies its reportable segments by product line consistent with its management structure. These segments are General
Insurance, Life Insurance & Retirement Services, Financial Services and Asset Management.

In order to better align financial reporting with the manner in which AIG’s chief operating decision makers have managed
their businesses, for the three months ended March 31, 2007, AIG realigned certain products among reportable segments and
major internal reporting units. AIG also began reporting realized capital gains and losses for the Financial Services and Asset
Management segments in the results of these segments. Historically, realized capital gains and losses were included in the Other
category. There has been no change in AIG’s management structure or in its reportable segments. All prior period amounts
presented in the tables below have been revised to conform to the current year’s presentation of these items.

The following table summarizes the operations by the major operating segments:
Three Months

Ended March 31,Operating Segments
(in millions) 2007 2006
Revenues(a):

General Insurance(b) $12,903 $11,656
Life Insurance & Retirement Services(c) 13,682 12,850
Financial Services(d)(e) 2,201 1,666
Asset Management(f) 1,908 1,139
Other 102 90
Consolidation and eliminations (151) (123)

Consolidated $30,645 $27,278
Operating income (loss)(a)(g):

General Insurance $ 3,096 $ 2,331
Life Insurance & Retirement Services 2,281 2,630
Financial Services(e) 292 (108)
Asset Management 994 449
Other(h) (499) (509)
Consolidation and eliminations 8 –

Consolidated $ 6,172 $ 4,793

(a) Includes the effect of hedging activities that did not qualify for hedge accounting treatment under Statement of Financial Accounting Standards No. 133,
‘‘Accounting for Derivative Instruments and Hedging Activities’’ (FAS 133) or for which hedge accounting was not applied, including the related foreign
exchange gains and losses. For the first three months of 2007 and 2006, respectively, the effect was $(452) million and $(212) million in both revenues and
operating income. These amounts result primarily from interest rate and foreign currency derivatives that are hedging investments and borrowings.

(b) Represents the sum of General Insurance net premiums earned, net investment income and realized capital gains (losses).
(c) Represents the sum of Life Insurance & Retirement Services premiums and other considerations, net investment income and realized capital gains (losses).

Included in realized capital gains (losses) and operating income is the effect of hedging activities that did not qualify for hedge accounting treatment under
FAS 133, which were $(123) million and $352 million for the first three months of 2007 and 2006, respectively, and the application of Statement of Financial
Accounting Standards No. 52 ‘‘Foreign Currency Translation’’ (FAS 52), which were $123 million and $4 million for the first three months of 2007 and
2006, respectively.

(d) Represents interest, lease and finance charges.
(e) Includes the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133 or for which hedge accounting was not applied,

including the related foreign exchange gains and losses. For the three months ended March 31, 2007 and 2006, respectively, the effect was $(160) million,
and $(619) million in both revenues and operating income. These amounts result primarily from interest rate and foreign currency derivatives that are
effective economic hedges of investments and borrowings. In the first quarter of 2007, AIG began applying hedge accounting for certain transactions,
primarily in its Capital Markets operations.

(f) Represents net investment income with respect to spread-based products and management and advisory fees.
(g) Represents income before income taxes, minority interest and cumulative effect of an accounting change.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

(h) Includes AIG parent and other operations which are not required to be reported separately. The following table presents the operating loss for AIG’s Other
category:

Three Months
Ended March 31,

(in millions) 2007 2006
Other operating income (loss):

Equity earnings in unconsolidated entities $ 41 $ 19
Interest expense (252) (183)
Unallocated corporate expenses (162) (184)
Compensation expense — SICO Plans (10) (76)
Compensation expense — Starr tender offer – (54)
Realized capital gains (losses) (78) (5)
Other miscellaneous, net (38) (26)

Total Other $(499) $(509)

The following table summarizes AIG’s General Insurance operations by major internal reporting unit:

Three Months
Ended March 31,General Insurance

(in millions) 2007 2006
Revenues:

Domestic Brokerage Group $ 7,091 $ 6,561
Transatlantic 1,096 1,016
Personal Lines 1,213 1,215
Mortgage Guaranty 248 198
Foreign General 3,262 2,664
Reclassifications and eliminations (7) 2

Total General Insurance $12,903 $11,656
Operating Income*:

Domestic Brokerage Group $ 1,929 $ 1,305
Transatlantic 151 141
Personal Lines 106 101
Mortgage Guaranty 8 109
Foreign General 909 673
Reclassifications and eliminations (7) 2

Total General Insurance $ 3,096 $ 2,331

* Includes additional losses incurred and net reinstatement premiums related to prior year catastrophes of $35 million and $99 million for the three months
ended March 31, 2007 and 2006, respectively.

The following table summarizes AIG’s Life Insurance & Retirement Services operations by major internal reporting unit:

Three Months
Ended March 31,Life Insurance & Retirement Services

(in millions) 2007 2006
Revenues:

Foreign:
Japan and Other $ 4,770 $ 4,264
Asia 4,491 4,460

Domestic:
Domestic Life Insurance 2,521 2,367
Domestic Retirement Services 1,900 1,759

Total Life Insurance & Retirement Services $13,682 $12,850
Operating Income:

Foreign:
Japan and Other $ 913 $ 978
Asia 371 708

Domestic:
Domestic Life Insurance 345 366
Domestic Retirement Services 652 578

Total Life Insurance & Retirement Services $ 2,281 $ 2,630
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

The following table summarizes AIG’s Financial Services operations by major internal reporting unit:
Three Months

Ended March 31,Financial Services
(in millions) 2007 2006
Revenues:

Aircraft Leasing(a) $1,058 $1,012
Capital Markets(b)(c) 228 (300)
Consumer Finance(d)(e) 883 925
Other, including intercompany adjustments 32 29

Total Financial Services $2,201 $1,666
Operating income (loss):

Aircraft Leasing(a) $ 164 $ 176
Capital Markets(b)(c) 68 (470)
Consumer Finance(d)(e) 36 176
Other, including intercompany adjustments 24 10

Total Financial Services $ 292 $ (108)

(a) Revenues are primarily aircraft lease rentals from International Lease Finance Corporation (ILFC). Both revenues and operating income include the effect of
hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses. For the three
months ended March 31, 2007 and 2006, the effect was $(37) million and $45 million, respectively. These amounts result primarily from interest rate and
foreign currency derivatives that are effective economic hedges of borrowings.

(b) Revenues, shown net of interest expense of $1.1 billion and $639 million in the first three months of 2007 and 2006, respectively, were primarily from
hedged financial positions entered into in connection with counterparty transactions. Both revenues and operating income include the effect of hedging
activities that did not qualify for hedge accounting treatment under FAS 133 or for which hedge accounting was not applied, including the related foreign
exchange gains and losses. For the three months ended March 31, 2007 and 2006, the effect was $(85) million and $(678) million, respectively.

(c) Certain transactions entered into by AIGFP generate tax credits and benefits which are included in income taxes in the consolidated statement of income. The
amounts of such tax credits and benefits for the three months ended March 31, 2007 and 2006 were $17 million and $18 million, respectively.

(d) Revenues are primarily finance charges. Both revenues and operating income include the effect of hedging activities that did not qualify for hedge accounting
treatment under FAS 133, including the related foreign exchange gains and losses. For the three months ended March 31, 2007 and 2006, the effect was
$(36) million and $3 million, respectively. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic
hedges of borrowings.

(e) The three months ended March 31, 2007 includes a pre-tax charge of $128 million ($83 million after tax) in connection with domestic consumer finance’s
mortgage banking activities.

3. Shareholders’  Equity and Earnings Per Share (EPS)

Earnings Per Share

Basic EPS of AIG is calculated using the weighted average number of common shares outstanding. Diluted EPS is based on
those shares used in basic EPS plus shares that would have been outstanding assuming issuance of common shares for all
potentially dilutive common shares outstanding.

The following table presents the computation of basic and diluted EPS:
Three Months

Ended March 31,
(in millions, except per share data) 2007 2006
Numerator for basic earnings per share:
Income before cumulative effect of an accounting change $4,130 $3,161
Cumulative effect of an accounting change, net of tax – 34
Net income applicable to common stock for basic EPS $4,130 $3,195
Interest on contingently convertible bonds, net of tax(a) – 3
Net income applicable to common stock for diluted EPS $4,130 $3,198
Cumulative effect of an accounting change, net of tax – (34)
Income before cumulative effect of an accounting change applicable to common stock for diluted EPS $4,130 $3,164
Denominator for earnings per share:

Weighted-average shares outstanding used in the computation of EPS:
Common stock issued 2,751 2,751
Common stock in treasury (150) (154)
Deferred shares 11 8

Weighted-average shares outstanding – basic 2,612 2,605
Incremental shares from potential common stock:

Weighted-average number of shares arising from outstanding employee stock plans (treasury stock method)(b) 9 10
Contingently convertible bonds(a) – 9

Weighted average shares outstanding – diluted(b) 2,621 2,624
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

3. Shareholders’  Equity and Earnings Per Share (EPS) (continued)

Three Months
Ended March 31,

(in millions, except per share data) 2007 2006
Earnings per share:
Basic:

Income before cumulative effect of an accounting change $ 1.58 $ 1.21
Cumulative effect of an accounting change, net of tax – 0.01

Net income $ 1.58 $ 1.22
Diluted:

Income before cumulative effect of an accounting change $ 1.58 $ 1.21
Cumulative effect of an accounting change, net of tax – 0.01

Net income $ 1.58 $ 1.22

(a) Assumes conversion of contingently convertible bonds due to the adoption of Emerging Issues Task Force Issue No. 04-8 ‘‘Accounting Issues Related to
Certain Features of Contingently Convertible Debt and the Effect on Diluted Earnings per Share.’’

(b) Certain shares arising from employee stock plans were not included in the computation of diluted earnings per share where the exercise price of the options
exceeded the average market price and would have been antidilutive. The number of shares excluded was 7 million for both the three months ended
March 31, 2007 and 2006.

Shareholders’ Equity

From time to time, AIG may buy shares of its common rangement that had not yet been utilized to repurchase shares
stock for general corporate purposes, including to satisfy its at March 31, 2007, amounting to $2.85 billion, has been
obligations under various employee benefit plans. At Decem- recorded as a component of shareholders’ equity under the
ber 31, 2006, an additional 36,542,700 shares could be pur- caption Payments advanced to purchase shares. Purchases
chased under the then current authorization by AIG’s Board have continued since March 31, 2007, with an additional
of Directors. In February 2007, AIG’s Board of Directors 6,643,052 shares purchased during April 2007, and
increased the repurchase program by authorizing the repur- purchases are anticipated to occur throughout 2007. All
chase of shares with an aggregate purchase price of $8 billion. shares repurchased are recorded as treasury stock at cost.
During March 2007, AIG made open market share repur-

The quarterly dividend per common share, commencing
chases and entered into a $3 billion structured share repur-

with the dividend declared in May 2006 and paid on Septem-
chase arrangement. A total of 2,470,499 shares were

ber 15, 2006, was $0.165.
repurchased during March 2007. The portion of the payment
advanced by AIG under the structured share repurchase ar-

The following table summarizes the changes in retained earnings:
Three Months

Ended March 31,
(in millions) 2007 2006
Retained earnings:

Balance at beginning of year $84,996 $72,330
Cumulative effect of accounting changes, net of tax (203) 308

Adjusted balance, beginning of year 84,793 72,638
Net income 4,130 3,195
Dividends to shareholders (430) (400)

Balance, end of period $88,493 $75,433

4. Benefits  Provided by Starr
International Company, Inc.
and C.V. Starr & Co.,  Inc.

Starr International Company, Inc. (SICO) has provided a series None of the costs of the various benefits provided under
of two-year Deferred Compensation Profit Participation Plans the SICO Plans has been paid by AIG, although AIG has
(SICO Plans) to certain AIG employees. The SICO Plans came recorded a charge to reported earnings for the deferred com-
into being in 1975 when the voting shareholders and Board of pensation amounts paid to AIG employees by SICO, with an
Directors of SICO, a private holding company whose principal offsetting amount credited to additional paid-in capital re-
asset is AIG common stock, decided that a portion of the flecting amounts deemed contributed by SICO. The SICO
capital value of SICO should be used to provide an incentive Plans provide that shares currently owned by SICO are set
plan for the current and succeeding managements of all Ameri- aside by SICO for the benefit of the participant and distrib-
can International companies, including AIG. uted upon retirement. The SICO Board of Directors currently
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

may permit an early payout of units under certain circum- subsidiaries. In addition, AIG guarantees various obligations
stances. Prior to payout, the participant is not entitled to of certain subsidiaries.
vote, dispose of or receive dividends with respect to such

(a) Litigation  and Investigationsshares, and shares are subject to forfeiture under certain con-
ditions, including but not limited to the participant’s volun- Litigation Arising from Operations. AIG and its subsidiar-
tary termination of employment with AIG prior to normal ies, in common with the insurance and financial services in-
retirement age. Under the SICO Plans, SICO’s Board of Di- dustries in general, are subject to litigation, including claims
rectors may elect to pay a participant cash in lieu of shares of for punitive damages, in the normal course of their business.
AIG common stock. Following notification from SICO to In AIG’s insurance operations, litigation arising from claims
participants in the SICO Plans that it will settle specific future settlement activities is generally considered in the establish-
awards under the SICO Plans with shares rather than cash, ment of AIG’s reserve for losses and loss expenses. However,
AIG modified its accounting for the SICO Plans from variable in certain circumstances, AIG provides disclosure because of
to fixed measurement accounting. AIG gave effect to this the size or nature of the potential liability to AIG. The poten-
change in settlement method beginning on December 9, tial for increasing jury awards and settlements makes it diffi-
2005, the date of SICO’s notice to participants in the SICO cult to assess the ultimate outcome of such litigation.
Plans. See also Note 6(b) ‘‘Commitments’’ herein.

Litigation Arising from Insurance Operations —
In January 2006, C.V. Starr & Co., Inc. (Starr) com- Caremark. AIG and certain of its subsidiaries have been

pleted its tender offer to purchase Starr interests from AIG named defendants in two putative class actions in state court
employees. In conjunction with AIG’s adoption of FAS 123R, in Alabama that arise out of the 1999 settlement of class and
Starr is considered to be an ‘‘economic interest holder’’ in derivative litigation involving Caremark Rx, Inc. (Caremark).
AIG. As a result, compensation expense of $54 million was The plaintiffs in the second-filed action have intervened in the
included in the first three months of 2006 with respect to the first-filed action, and the second-filed action has been dis-
Starr tender offer. missed. An excess policy issued by a subsidiary of AIG with

respect to the 1999 litigation was expressly stated to be with-Compensation expense with respect to the SICO Plans
out limit of liability. In the current actions, plaintiffs allegeaggregated $10 million and $76 million for the first three
that the judge approving the 1999 settlement was misled as tomonths of 2007 and 2006, respectively. Compensation ex-
the extent of available insurance coverage and would notpense in 2006 included various out of period adjustments
have approved the settlement had he known of the existencetotaling $61 million, primarily relating to stock splits and
and/or unlimited nature of the excess policy. They furtherother miscellaneous items for the SICO plans.
allege that AIG, its subsidiaries, and Caremark are liable for

5. Ownership fraud and suppression for misrepresenting and/or concealing
the nature and extent of coverage. In their complaint, plain-

According to the Schedule 13D filed on March 20, 2007 by
tiffs request compensatory damages for the 1999 class in the

Starr, SICO, Edward E. Matthews, Maurice R. Greenberg,
amount of $3.2 billion, plus punitive damages. AIG and its

the Maurice R. and Corinne P. Greenberg Family Founda-
subsidiaries deny the allegations of fraud and suppression

tion, Inc., the Universal Foundation, Inc., the Maurice R. and
and have asserted, inter alia, that information concerning the

Corinne P. Greenberg Joint Tenancy Company, LLC and the
excess policy was publicly disclosed months prior to the ap-

C.V. Starr & Co., Inc. Trust, these reporting persons could be
proval of the settlement. AIG and its subsidiaries further as-

deemed to beneficially own 354,987,261 shares of AIG’s
sert that the current claims are barred by the statute of

common stock at that date. Based on the shares of AIG’s
limitations and that plaintiffs’ assertions that the statute was

common stock outstanding as of April 30, 2007, this owner-
tolled cannot stand against the public disclosure of the excess

ship would represent approximately 14 percent of the voting
coverage. Plaintiffs, in turn, have asserted that the disclosure

stock of AIG. Although these reporting persons have made
was insufficient to inform them of the nature of the coverage

filings under Section 16 of the Exchange Act, reporting sales
and did not start the running of the statute of limitations. The

of shares of common stock, no amendment to the Sched-
trial court is currently considering, under standards man-

ule 13D has been filed to report a change in ownership subse-
dated by the Alabama Supreme Court, whether a class action

quent to March 20, 2007.
can be certified and whether the defendants in the case
brought by the intervenors should be dismissed. AIG cannot6. Commitments,  Contingencies and
reasonably estimate either the likelihood of its prevailing inGuarantees
these actions or the potential damages in the event liability is
determined.In the normal course of business, various commitments and

contingent liabilities are entered into by AIG and certain of its
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penalties. Amounts held in escrow totaling $380 million, in-6. Commitments,  Contingencies and
cluding interest thereon, are included in other assets atGuarantees (continued)
March 31, 2007. At that date, approximately $317 million of

Litigation Arising from Insurance Operations — Gun- the funds were escrowed for settlement of claims resulting
derson. A subsidiary of AIG has been named as a defendant from the underpayment by AIG of its residual market assess-
in a putative class action lawsuit in the 14th Judicial District ments for workers compensation. The National Workers
Court for the State of Louisiana. The Gunderson complaint Compensation Reinsurance Pool on behalf of its participant
alleges failure to comply with certain provisions of the Louisi- members and various states have communicated to AIG that
ana Any Willing Provider Act (the Act) relating to discounts they may assert claims with respect to the underpayment of
taken by defendants on bills submitted by Louisiana medical such assessments. In addition, the National Association of
providers and hospitals that provided treatment or services to Insurance Commissioners has formed a Settlement Review
workers compensation claimants and seeks monetary penal- Working Group, which has commenced its own investigation
ties and injunctive relief. On July 20, 2006, the court denied into the underpayment of such assessments, directed by the
defendants’ motion for summary judgment and granted State of Indiana. AIG cannot currently estimate whether the
plaintiffs’ partial motion for summary judgment, holding that amount ultimately required to settle these claims will exceed
the AIG subsidiary was a ‘‘group purchaser’’ and, therefore, the funds escrowed for this purpose.
potentially subject to liability under the Act. On Novem-

The remaining escrowed funds, which amounted tober 28, 2006, the court issued an order certifying a class of
$63 million at March 31, 2007, are set aside for settlementsproviders and hospitals. In an unrelated action also arising
with certain AIG policyholders specified in the settlementsunder the Act, a Louisiana appellate court ruled that the
who claimed to have been harmed by AIG’s insurance bro-district court lacked jurisdiction to adjudicate the claims at
kerage practices. During the first three months of 2007, ap-issue. In response, defendants in Gunderson filed an excep-
proximately $323 million was paid out from escrow intion for lack of subject matter jurisdiction. On January 19,
exchange for releasing AIG and its subsidiaries from any al-2007, the court denied the motion, holding that it has juris-
leged liability relating to such brokerage practices. Any fundsdiction over the putative class claims. The AIG subsidiary is
remaining at the end of the escrow period will be used toappealing the class certification ruling and is seeking an ap-
resolve claims asserted by policyholders relating to such in-peal from the jurisdictional ruling. While AIG believes that it
surance brokerage practices, including those described in Pri-has meritorious defenses to plaintiffs’ claims, it cannot cur-
vate Litigation below.rently estimate the likelihood of prevailing in this action or

reasonably estimate the likely damages, if any. In addition to the escrowed funds, $800 million was
deposited into a fund under the supervision of the SEC as part2006 Regulatory Settlements. In February 2006, AIG
of the settlements to be available to resolve claims assertedreached a resolution of claims and matters under investiga-
against AIG by investors including, the shareholder lawsuitstion with the United States Department of Justice (DOJ),
described herein.SEC, the Office of the New York Attorney General

(NYAG) and the New York State Department of Insurance At the current time, AIG cannot predict the outcome of
(DOI). AIG recorded an after-tax charge of $1.15 billion the matters described above, or estimate any potential addi-
relating to these settlements in the fourth quarter of 2005. tional cost related to these matters.

The settlements resolved investigations conducted by the Also, as part of the settlements, AIG has agreed to retain,
SEC, NYAG and DOI in connection with the accounting, for a period of three years, an independent consultant who will
financial reporting and insurance brokerage practices of AIG conduct a review that will include, among other things, the
and its subsidiaries, as well as claims relating to the un- adequacy of AIG’s internal control over financial reporting, the
derpayment of certain workers compensation premium taxes policies, procedures and effectiveness of AIG’s regulatory, com-
and other assessments. These settlements did not, however, pliance and legal functions and the remediation plan that AIG
resolve investigations by regulators from other states into has implemented as a result of its own internal review.
insurance brokerage practices related to contingent commis-
sions and other broker-related conduct, such as alleged bid Private  Litigation
rigging. Nor did the settlements resolve any obligations that

Securities Actions. Beginning in October 2004, a number ofAIG may have to state guarantee funds in connection with
putative securities fraud class action suits were filed againstany of these matters.
AIG and consolidated as In re American International

As a result of these settlements, AIG made payments or Group, Inc. Securities Litigation. Subsequently, a separate,
placed amounts in escrow in 2006 totaling approximately though similar, securities fraud action was also brought
$1.64 billion, $225 million of which represented fines and against AIG by certain Florida pension funds. The lead plain-
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The New York derivative complaint contains nearly the same6. Commitments,  Contingencies and
types of allegations made in the securities fraud and ERISAGuarantees (continued)
actions described above. The named defendants include cur-

tiff in the class action is a group of public retirement systems rent and former officers and directors of AIG, as well as
and pension funds benefiting Ohio state employees, suing on Marsh & McLennan Companies, Inc. (Marsh), SICO, Starr,
behalf of themselves and all purchasers of AIG’s publicly ACE Limited and subsidiaries (ACE), General Reinsurance
traded securities between October 28, 1999 and April 1, Corporation, PwC, and certain employees or officers of these
2005. The named defendants are AIG and a number of pre- entity defendants. Plaintiffs assert claims for breach of fiduci-
sent and former AIG officers and directors, as well as Starr, ary duty, gross mismanagement, waste of corporate assets,
SICO, General Reinsurance Corporation, and Price- unjust enrichment, insider selling, auditor breach of contract,
waterhouseCoopers LLP (PwC), among others. The lead auditor professional negligence and disgorgement from AIG’s
plaintiff alleges, among other things, that AIG: (1) concealed former Chief Executive Officer and Chief Financial Officer of
that it engaged in anti-competitive conduct through alleged incentive-based compensation and AIG share proceeds under
payment of contingent commissions to brokers and participa- Section 304 of the Sarbanes-Oxley Act, among others. Plain-
tion in illegal bid-rigging; (2) concealed that it used ‘‘income tiffs seek, among other things, compensatory damages, cor-
smoothing’’ products and other techniques to inflate its earn- porate governance reforms, and a voiding of the election of
ings; (3) concealed that it marketed and sold ‘‘income certain AIG directors. AIG’s Board of Directors has ap-
smoothing’’ insurance products to other companies; and pointed a special committee of independent directors (special
(4) misled investors about the scope of government investiga- committee) to review the matters asserted in the operative
tions. In addition, the lead plaintiff alleges that AIG’s former consolidated derivative complaint. The court has approved
Chief Executive Officer manipulated AIG’s stock price. The an agreement staying the derivative case pending in the
lead plaintiff asserts claims for violations of Sections 11 and Southern District of New York. The current stay extends
15 of the Securities Act, Section 10(b) of the Exchange Act, until July 13, 2007.
and Rule 10b-5 promulgated thereunder, Section 20(a) of the

Derivative Actions — Delaware Chancery Court. FromExchange Act, and Section 20A of the Exchange Act. In April
October 2004 to April 2005, AIG shareholders filed five de-2006, the court denied the defendants’ motions to dismiss the
rivative complaints in the Delaware Chancery Court. All ofsecond amended class action complaint and the Florida com-
these derivative lawsuits have been consolidated into a singleplaint. In December 2006, a third amended class action com-
action. The amended consolidated complaint names 43 de-plaint was filed, which does not differ substantially from the
fendants (not including nominal defendant AIG) who, likeprior complaint. Fact and class discovery is currently
the New York consolidated derivative litigation, are currentongoing.
and former officers and directors of AIG, as well as other

ERISA Action. Between November 30, 2004 and July 1, entities and certain of their current and former employees and
2005, several ERISA actions were filed on behalf of pur- directors. The factual allegations, legal claims and relief
ported class of participants and beneficiaries of three pension sought in Delaware action are similar to those alleged in the
plans sponsored by AIG or its subsidiaries. A consolidated New York derivative actions, except that plaintiffs in the
complaint filed on September 26, 2005 alleges a class period Delaware derivative action assert claims only under state law.
between September 30, 2000 and May 31, 2005 and names The court has approved an agreement that AIG be realigned
as defendants AIG, the members of AIG’s Retirement Board as plaintiff. AIG has until June 13, 2007 to file an amended
and the Administrative Boards of the plans at issue, and four complaint, and the special committee has until June 13, 2007
present or former members of AIG’s Board of Directors. The to file a motion to terminate the litigation with respect to
factual allegations in the complaint are essentially identical to certain defendants.
those in the securities actions described above. Plaintiffs al-

An additional derivative lawsuit was filed in the Dela-lege that defendants violated duties under ERISA by allowing
ware Chancery Court in December 2002 against twenty di-the plans to offer AIG stock as a permitted investment, when
rectors and executives of AIG as well as against AIG as adefendants allegedly knew it was not a prudent investment,
nominal defendant, alleges, among other things, that the di-and by failing to provide participants with accurate informa-
rectors of AIG breached the fiduciary duties of loyalty andtion about AIG stock. AIG’s motion to dismiss was denied by
care by approving the payment of commissions to Starr andorder dated December 12, 2006. Discovery will be consoli-
of rental and service fees to SICO and the executives breacheddated with proceedings in the securities actions.
their duty of loyalty by causing AIG to enter into contracts

Derivative Actions — Southern District of New York. with Starr and SICO and their fiduciary duties by usurping
Between October 25, 2004 and July 14, 2005, seven separate AIG’s corporate opportunity. The complaint further alleges
derivative actions were filed in the Southern District of New that the Starr agencies did not provide any services that AIG
York, five of which were consolidated into a single action.
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ker defendants are alleged to have placed insurance coverage6. Commitments,  Contingencies and
on the plaintiffs’ behalf with a number of insurance compa-Guarantees (continued)
nies named as defendants, including AIG subsidiaries. The

was not capable of providing itself, and that the diversion of Commercial Complaint also named ten brokers and fourteen
commissions to these entities was solely for the benefit of other insurers (one of which has since settled) as defendants.
Starr’s owners. The complaint also alleged that the service The Commercial Complaint alleges that defendants engaged
fees and rental payments made to SICO and its subsidiaries in a widespread conspiracy to allocate customers through
were improper. Under the terms of a stipulation approved by ‘‘bid-rigging’’ and ‘‘steering’’ practices. The Commercial
the Court on February 16, 2006, the claims against the Complaint also alleges that the insurer defendants permitted
outside independent directors were dismissed with prejudice, brokers to place business with AIG subsidiaries through
while the claims against the other directors were dismissed wholesale intermediaries affiliated with or owned by those
without prejudice. On October 31, 2005, Messrs. Greenberg, same brokers rather than placing the business with AIG sub-
Matthews and Smith, SICO and Starr filed motions to dismiss sidiaries directly. Finally, the Commercial Complaint alleges
the amended complaint. In an opinion dated June 21, 2006, that the insurer defendants entered into agreements with bro-
the Court denied defendants’ motion to dismiss, except with ker defendants that tied insurance placements to reinsurance
respect to plaintiff’s challenge to payments made to Starr placements in order to provide additional compensation to
before January 1, 2000. On July 21, 2006, plaintiff filed its each broker. Plaintiffs assert that the defendants violated the
second amended complaint, which alleges that, between Jan- Sherman Antitrust Act, RICO, the antitrust laws of 48 states
uary 1, 2000 and May 31, 2005, individual defendants and the District of Columbia, and are liable under common
breached their duty of loyalty by causing AIG to enter into law breach of fiduciary duty and unjust enrichment theories.
contracts with Starr and SICO and breached their fiduciary Plaintiffs seek treble damages plus interest and attorneys’ fees
duties by usurping AIG’s corporate opportunity. Starr is as a result of the alleged RICO and Sherman Act violations.
charged with aiding and abetting breaches of fiduciary duty

The plaintiffs in the Employee Benefits Complaint areand unjust enrichment for its acceptance of the fees. SICO is
nine individual employees and corporate and municipal em-no longer named as a defendant. On April 20, 2007, the
ployers alleging claims on behalf of two separate nationwideindividual defendants and Starr filed a motion seeking leave
purported classes: an employee class and an employer classof the Court to assert a cross-claim against AIG and a third-
that acquired insurance products from the defendants fromparty complaint against PwC and the directors previously
August 26, 1994 to the date of any class certification. Thedismissed from the action, as well as certain other AIG of-
Employee Benefits Complaint names AIG, as well as elevenficers and employees. Discovery is currently ongoing.
brokers and five other insurers, as defendants. The activities

Policyholder Actions. After the NYAG filed its com- alleged in the Employee Benefits Complaint, with certain ex-
plaint against insurance broker Marsh, policyholders ceptions, track the allegations of contingent commissions,
brought multiple federal antitrust and Racketeer Influenced bid-rigging and tying made in the Commercial Complaint.
and Corrupt Organizations Act (RICO) class actions in juris-

On October 3, 2006, Judge Hochberg of the District ofdictions across the nation against insurers and brokers, in-
New Jersey reserved in part and denied in part motions filedcluding AIG and a number of its subsidiaries, alleging that the
by the insurer defendants and broker defendants to dismissinsurers and brokers engaged in a broad conspiracy to allo-
the multi-district litigation. The Court also ordered the plain-cate customers, steer business, and rig bids. These actions,
tiffs in both actions to file supplemental statements of partic-including 18 complaints filed in different federal courts nam-
ularity to elaborate on the allegations in their complaints.ing AIG or an AIG subsidiary as a defendant, were consoli-
Plaintiffs filed their supplemental statements on October 25,dated by the judicial panel on multi-district litigation and
2006, and the AIG defendants, along with other insurer andtransferred to the United States District Court for the District
broker defendants in the two consolidated actions, filed re-of New Jersey for coordinated pretrial proceedings. The con-
newed motions to dismiss on November 30, 2006. On Febru-solidated actions have proceeded in that court in two parallel
ary 16, 2007, the case was transferred to Judge Garrett E.actions, In re Insurance Brokerage Antitrust Litigation (the
Brown, Chief Judge of the District of New Jersey. On April 5,Commercial Complaint) and In re Employee Benefit Insur-
2007, Chief Judge Brown granted the defendants’ renewedance Brokerage Antitrust Litigation (the Employee Benefits
motions to dismiss the Commercial Complaint and EmployeeComplaint, and together with the Commercial Complaint,
Benefits Complaint with respect to the antitrust and RICOthe multi-district litigation).
claims. The claims were dismissed without prejudice and the

The plaintiffs in the Commercial Complaint are nineteen plaintiffs were given 30 days, later extended to 45 days, to file
corporations, individuals and public entities that contracted amended complaints. On April 11, 2007, the Court stayed all
with the broker defendants for the provision of insurance proceedings, including all discovery, that are part of the
brokerage services for a variety of insurance needs. The bro-
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and will continue to cooperate, in producing documents and6. Commitments,  Contingencies and
other information in response to subpoenas and otherGuarantees (continued)
requests.

multi-district litigation until any renewed motions to dismiss
Wells Notices. AIG understands that some of its em-the amended complaints are resolved.

ployees have received Wells notices in connection with previ-
A number of complaints making allegations similar to ously disclosed SEC investigations of certain of AIG’s

those in the Commercial Complaint have been filed against transactions or accounting practices. Under SEC procedures,
AIG and other defendants in state and federal courts around a Wells notice is an indication that the SEC staff has made a
the country. The defendants have thus far been successful in preliminary decision to recommend enforcement action that
having the federal actions transferred to the District of New provides recipients with an opportunity to respond to the
Jersey and consolidated into the multi-district litigation. The SEC staff before a formal recommendation is finalized. It is
AIG defendants have also sought to have state court actions possible that additional current and former employees could
making similar allegations stayed pending resolution of the receive similar notices in the future as the regulatory investi-
multi-district litigation proceeding. In one state court action gations proceed.
pending in Florida, the trial court recently decided not to
grant an additional stay, but instead to allow the case to Effect  on  AIG
proceed.

In the opinion of AIG management, AIG’s ultimate liability
Litigation Relating to 21st Century. Shortly after the for the unresolved litigation and investigation matters re-

announcement in late January 2007 of AIG’s offer to acquire ferred to above is not likely to have a material adverse effect
the outstanding shares of 21st Century not already owned by on AIG’s consolidated financial condition, although it is pos-
AIG and its subsidiaries, two related class actions were filed sible that the effect would be material to AIG’s consolidated
in the Superior Court of California, Los Angeles County, results of operations for an individual reporting period.
against AIG, 21st Century, and the individual members of
21st Century’s Board of Directors, two of whom are current (b) Commitments
executive officers of AIG. The actions were filed purportedly

Flight  Equipmenton behalf of the minority shareholders of 21st Century and
assert breaches of fiduciary duty in connection with the AIG At March 31, 2007, ILFC had committed to purchase 224

new aircraft deliverable from 2007 through 2015 at an esti-proposal. The complaints allege that the proposed per share
mated aggregate purchase price of $17.2 billion. ILFC will beprice is unfair and seek preliminary and permanent injunctive
required to find customers for any aircraft acquired, and itrelief to enjoin the consummation of the proposed
must arrange financing for portions of the purchase price oftransaction.
such equipment.

SICO. In July, 2005, SICO filed a complaint against
AIG in the Southern District of New York, claiming that AIG Other  Commitments
had refused to provide SICO access to certain artwork and

On June 27, 2005, AIG entered into an agreement pursuantasked the court to order AIG immediately to release the prop-
to which AIG agrees, subject to certain conditions, to makeerty to SICO. AIG filed an answer denying SICO’s allegations
any payment that is not promptly paid with respect to theand setting forth defenses to SICO’s claims. In addition, AIG
benefits accrued by certain employees of AIG and its subsidi-filed counterclaims asserting breach of contract, unjust en-
aries under the SICO Plans (as discussed in Note 4 herein).richment, conversion, breach of fiduciary duty, a constructive

trust and declaratory judgment, relating to SICO’s breach of
(c) Contingencies

its commitment to use its AIG shares only for the benefit of
AIG and AIG employees. Fact and expert discovery has been Loss  Reserves
substantially concluded and briefing on SICO’s motion for Although AIG regularly reviews the adequacy of the estab-
summary judgment is underway. lished reserve for losses and loss expenses, there can be no

assurance that AIG’s ultimate loss reserves will not developRegulatory Investigations. Regulators from several
adversely and materially exceed AIG’s current loss reserves.states have commenced investigations into insurance broker-
Estimation of ultimate net losses, loss expenses and lossage practices related to contingent commissions and other
reserves is a complex process for long-tail casualty lines ofindustry-wide practices as well as other broker-related con-
business, which include excess and umbrella liability, direc-duct, such as alleged bid-rigging. In addition, various federal
tors and officers liability (D&O), professional liability, medi-and state regulatory agencies are reviewing certain transac-
cal malpractice, workers compensation, general liability,tions and practices of AIG and its subsidiaries in connection
products liability and related classes, as well as for asbestoswith industry-wide and other inquiries. AIG has cooperated,
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6. Commitments,  Contingencies and domestic crude oil prices, AIG evaluates and adjusts produc-
Guarantees (continued) tion levels when appropriate in light of this risk. Regardless

of oil prices, the tax credits expire after 2007.
and environmental exposures. Generally, actual historical
loss development factors are used to project future loss devel- (d) Guarantees
opment. However, there can be no assurance that future loss

AIG and certain of its subsidiaries become parties to deriva-development patterns will be the same as in the past.
tive financial instruments with market risk resulting fromMoreover, any deviation in loss cost trends or in loss develop-
both dealer and end-user activities and to reduce currency,ment factors might not be discernible for an extended period
interest rate, equity and commodity exposures. These instru-of time subsequent to the recording of the initial loss reserve
ments are carried at their estimated fair values in the consoli-estimates for any accident year. Thus, there is the potential
dated balance sheet. The vast majority of AIG’s derivativefor reserves with respect to a number of years to be signifi-
activity is transacted by AIG Financial Products Corp. andcantly affected by changes in loss cost trends or loss develop-
AIG Trading Group Inc. and their respective subsidiaries (col-ment factors that were relied upon in setting the reserves.
lectively, AIGFP). See Note 19 of AIG’s 2006 Annual ReportThese changes in loss cost trends or loss development factors
on Form 10-K.could be attributable to changes in inflation, in labor and

material costs or in the judicial environment, or in other AIG has issued unconditional guarantees with respect to
social or economic phenomena affecting claims. the prompt payment, when due, of all present and future

payment obligations and liabilities of AIGFP arising fromSynthetic Fuel Tax Credits. AIG generates income tax
transactions entered into by AIGFP.credits as a result of investing in synthetic fuel production.

Tax credits generated from the production and sale of syn- SAI Deferred Compensation Holdings, Inc., a wholly
thetic fuel under the Internal Revenue Code are subject to an owned subsidiary of AIG, has established a deferred compen-
annual phase-out provision that is based on the average well- sation plan for registered representatives of certain AIG sub-
head price of domestic crude oil. The price range within sidiaries, pursuant to which participants have the
which the tax credits are phased-out was originally estab- opportunity to invest deferred commissions and fees on a
lished in 1980 and is adjusted annually for inflation. Depend- notional basis. The value of the deferred compensation fluc-
ing on the price of domestic crude oil for a particular year, all tuates with the value of the deferred investment alternatives
or a portion of the tax credits generated in that year might be chosen. AIG has provided a full and unconditional guarantee
eliminated. AIG evaluates the production levels of its syn- of the obligations of SAI Deferred Compensation Holdings,
thetic fuel production facilities in light of the risk of phase- Inc. to pay the deferred compensation under the plan.
out of the associated tax credits. As a result of fluctuating

7. Employee Benefits

The following table presents the components of the net periodic benefit costs with respect to pensions and other
postretirement benefits:

Pensions Postretirement
Non-U.S. U.S. Non-U.S. U.S.

(in millions) Plans Plans Total Plans Plans Total
Three Months Ended March 31, 2007

Components of net periodic benefit cost:
Service cost $ 23 $ 30 $ 53 $ 1 $ 2 $ 3
Interest cost 12 45 57 1 4 5
Expected return on assets (9) (53) (62) – – –
Amortization of prior service cost (2) (1) (3) – – –
Amortization of net loss 2 9 11 – – –

Net periodic benefit cost $ 26 $ 30 $ 56 $ 2 $ 6 $ 8
Three Months Ended March 31, 2006

Components of net periodic benefit cost:
Service cost $ 19 $ 31 $ 50 $ 1 $ 1 $ 2
Interest cost 9 40 49 1 3 4
Expected return on assets (7) (48) (55) – – –
Amortization of prior service cost (2) (1) (3) – (2) (2)
Recognized actuarial loss 4 19 23 – – –

Net periodic benefit cost $ 23 $ 41 $ 64 $ 2 $ 2 $ 4
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8. Recent Accounting Standards

As of the date of adoption and after recognizing theAccounting  Changes
effect of the increase in the liability noted above, the totalSOP 05-1
amount of AIG’s unrecognized tax benefit, excluding interest

On September 19, 2005, the AICPA issued Statement of Posi- and penalties, is $1.138 billion. Included in this balance are
tion 05-1, ‘‘Accounting by Insurance Enterprises for Deferred $407 million of tax positions, the disallowance of which
Acquisition Costs in Connection with Modifications or Ex- would not affect the annual effective income tax rate. Ac-
changes of Insurance Contracts’’ (SOP 05-1). SOP 05-1 pro- cordingly, the amount of unrecognized tax benefit that, if
vides guidance on accounting for internal replacements of recognized, would favorably affect the effective tax rate is
insurance and investment contracts other than those specifi- $731 million.
cally described in FAS 97, ‘‘Accounting and Reporting by

Interest and penalties related to unrecognized tax bene-Insurance Enterprises for Certain Long-Duration Contracts
fits are recognized in income tax expense. At January 1,and for Realized Gains and Losses from the Sale of Invest-
2007, AIG had accrued $176 million for the payment ofments’’ (FAS 97). SOP 05-1 defines an internal replacement
interest (net of the federal benefit) and penalties. Atas a modification in product benefits, features, rights, or cov-
March 31, 2007, there has been no material change in theerage that occurs by the exchange of a contract for a new
amount of unrecognized tax benefits and related interest andcontract, or by amendment, endorsement, or rider to a con-
penalties.tract, or by the election of a feature or coverage within a

contract. Internal replacements that result in a substantially Interest income related to potential tax benefits emanat-
changed contract are accounted for as a termination. ing from prior restatements has not been recognized because

this amount is not currently estimable. In addition, certainThe provisions of SOP 05-1 became effective as of Janu-
tax benefits emanating from compensation deductions haveary 1, 2007. On the date of adoption, AIG recorded a cumu-
not been recognized because of existing uncertainty with re-lative effect reduction of $82 million, net of tax, to the
spect to the documentation supporting these tax benefits.opening balance of retained earnings to reflect changes in

unamortized DAC, value of business acquired, deferred sales AIG continually evaluates proposed adjustments by tax-
inducement assets, unearned revenue liabilities and future ing authorities. At March 31, 2007, such proposed adjust-
policy benefits for life and accident and health insurance con- ments would not result in a material change to its
tracts. This adjustment primarily reflects a shorter expected consolidated financial condition. However, AIG believes that
life related to certain group life and health insurance con- it is reasonably possible that the balance of the unrecognized
tracts and the effect on the gross profits of investment-ori- tax benefits could decrease by $0 to $150 million by the end
ented products related to previously anticipated future of 2007 due to settlements or expiration of statutes.
internal replacements. This cumulative effect adjustment af-
fected only the Life Insurance & Retirement Services Listed below are the tax years that remain subject to exam-
segment. ination by major tax jurisdiction:

Major Tax Jurisdictions Open Tax Years
FIN 48

United States 1991-2006
Hong Kong 1997-2006On July 13, 2006, the FASB issued FASB Interpretation
Malaysia 1999-2006No. 48, ‘‘Accounting for Uncertainty in Income Taxes — an
Singapore 1993-2006

interpretation of FASB Statement No. 109’’ (FIN 48), which Thailand 2001-2006
clarifies the accounting for uncertainty in income tax posi- Taiwan 2000-2006

Japan 2000-2006tions. FIN 48 prescribes a recognition threshold and measure-
United Kingdom 2003-2006ment attribute for the financial statement recognition and
France 2003-2006

measurement of an income tax position taken or expected to Korea 2001-2006
be taken in a tax return. FIN 48 also provides guidance on
derecognition, classification, interest and penalties, account-

FSP 13-2ing in interim periods, and additional disclosures. AIG
adopted the provisions of FIN 48 on January 1, 2007. As a On July 13, 2006, the FASB issued FASB Staff Position
result of the adoption of FIN 48, AIG recognized a $71 mil- (FSP) No. 13-2, ‘‘Accounting for a Change or Projected
lion increase in the liability for unrecognized tax benefits, Change in the Timing of Cash Flows Relating to Income
which was accounted for as a decrease to opening retained Taxes Generated by a Leveraged Lease Transaction’’ (FSP
earnings as of January 1, 2007. 13-2). FSP 13-2 addresses how a change or projected change

in the timing of cash flows relating to income taxes generated
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

establishes a framework for measuring fair value and ex-8. Recent Accounting Standards (continued)
pands disclosures about fair value measurements. FAS 157 is

by a leveraged lease transaction affects the accounting for the effective January 1, 2008. AIG is currently assessing the effect
lease by the lessor, and directs that the tax assumptions be of implementing this guidance.
consistent with any FIN 48 uncertain tax position related to
the lease. FSP 13-2 is effective for fiscal years beginning after FAS 159
December 15, 2006. Upon adoption, AIG recorded a

In February 2007, the FASB issued FAS No. 159, ‘‘The$50 million decrease in the opening balance of retained earn-
Fair Value Option for Financial Assets and Financial Liabili-ings, net of tax, as of January 1, 2007 to reflect the cumula-
ties’’ (FAS 159). FAS 159 permits entities to choose to mea-tive effect of this change in accounting. The adoption of this
sure at fair value many financial instruments and certainguidance is not expected to have a material effect on the
other items that are not currently required to be measured atCompany’s results of operations in 2007.
fair value. Subsequent changes in fair value for designated

As a result of the adoptions of SOP 05-1, FIN 48 and items will be required to be reported in earnings in the current
FSP 13-2, AIG recorded a total decrease to opening retained period. FAS 159 also establishes presentation and disclosure
earnings of $203 million. requirements for similar types of assets and liabilities mea-

sured at fair value. FAS 159 is effective January 1, 2008. AIG
Future  Application  of  Accounting  Standards is currently assessing the effect of implementing this gui-
FAS 157 dance, which depends on the nature and extent of items

elected to be measured at fair value upon initial application ofIn September 2006, the FASB issued FAS No. 157, ‘‘Fair
the standard on January 1, 2008.Value Measurements’’ (FAS 157). FAS 157 defines fair value,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt

The following condensed consolidating financial statements are provided in compliance with Regulation S-X of the
Securities and Exchange Commission.

(a) American General Corporation (AGC) is a holding company and a wholly owned subsidiary of AIG. AIG provides a full
and unconditional guarantee of all outstanding debt of AGC.

American General Corporation:

Condensed  Consolidating  Balance  Sheet

American
International

Group, Inc. Other Consolidated
(in millions) (As Guarantor) AGC Subsidiaries Eliminations AIG
March 31, 2007
Assets:

Investments and financial services assets $ 10,529 $ – $ 813,303 $ (18,924) $804,908
Cash 47 – 1,655 – 1,702
Carrying value of subsidiaries and partially owned

companies, at equity 113,412 28,145 9,396 (149,774) 1,179
Other assets 4,693 2,669 186,519 (1,923) 191,958

Total assets $128,681 $30,814 $1,010,873 $ (170,621) $999,747
Liabilities:

Insurance liabilities $ 16 $ – $ 499,951 $ (78) $499,889
Debt 21,354 2,136 150,907 (17,186) 157,211
Other liabilities 4,256 3,239 235,176 (3,179) 239,492

Total liabilities 25,626 5,375 886,034 (20,443) 896,592
Preferred shareholders’ equity in subsidiary companies – – 100 – 100
Total shareholders’ equity 103,055 25,439 124,739 (150,178) 103,055
Total liabilities, preferred shareholders’ equity in subsidiary

companies and shareholders’ equity $128,681 $30,814 $1,010,873 $ (170,621) $999,747

December 31, 2006
Assets:

Investments and financial services assets $ 7,346 $ – $797,976 $ (14,822) $790,500
Cash 76 – 1,514 – 1,590
Carrying value of subsidiaries and partially owned

companies, at equity 109,125 27,967 8,436 (144,427) 1,101
Other assets 3,989 2,622 181,561 (1,949) 186,223

Total assets $120,536 $30,589 $989,487 $ (161,198) $979,414

Liabilities:
Insurance liabilities $ 21 $ – $495,135 $ (64) $495,092
Debt 15,157 2,136 146,206 (14,820) 148,679
Other liabilities 3,681 3,508 228,068 (1,482) 233,775

Total liabilities 18,859 5,644 869,409 (16,366) 877,546

Preferred shareholders’ equity in subsidiary companies – – 191 – 191
Total shareholders’ equity 101,677 24,945 119,887 (144,832) 101,677

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $120,536 $30,589 $989,487 $ (161,198) $979,414
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Income

American
International

Group, Inc. Other Consolidated
(in millions) (As Guarantor) AGC Subsidiaries Eliminations AIG

Three Months Ended March 31, 2007
Operating income (loss) $ (261) $ (73) $6,506 $ – $6,172
Equity in undistributed net income of consolidated subsidiaries 3,244 151 – (3,395) –
Dividend income from consolidated subsidiaries 1,286 440 – (1,726) –
Income taxes 139 8 1,579 – 1,726
Minority interest – – (316) – (316)

Net income (loss) $4,130 $510 $4,611 $ (5,121) $4,130

Three Months Ended March 31, 2006
Operating income (loss) $ (286) $ (38) $5,117 $ – $4,793
Equity in undistributed net income of consolidated subsidiaries 3,260 359 – (3,619) –
Dividend income from consolidated subsidiaries 187 304 – (491) –
Income taxes (benefits) – (13) 1,448 – 1,435
Minority interest – – (197) – (197)
Cumulative effect of an accounting change, net of tax 34 – – – 34

Net income (loss) $3,195 $638 $3,472 $ (4,110) $3,195
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Cash  Flow

American
International

Group, Inc. Other Consolidated
(in millions) (As Guarantor) AGC Subsidiaries AIG
Three Months Ended March 31, 2007
Net cash provided by operating activities $ 261 $ 48 $ 8,324 $ 8,633

Cash flows from investing:
Invested assets disposed 170 – 38,875 39,045
Invested assets acquired (3,520) – (52,129) (55,649)
Other 349 – (608) (259)

Net cash used in investing activities (3,001) – (13,862) (16,863)

Cash flows from financing activities:
Issuance of debt 6,831 – 17,353 24,184
Repayments of debt (728) – (15,596) (16,324)
Payments advanced to purchase shares (3,000) – – (3,000)
Cash dividends paid to shareholders (430) – – (430)
Other 38 (48) 3,932 3,922

Net cash provided by (used in) financing activities 2,711 (48) 5,689 8,352

Effect of exchange rate changes on cash – – (10) (10)

Change in cash (29) – 141 112
Cash at beginning of period 76 – 1,514 1,590

Cash at end of period $ 47 $ – $ 1,655 $ 1,702

Three Months Ended March 31, 2006
Net cash (used in) provided by operating activities $ (956) $ 45 $ 4,759 $ 3,848

Cash flows from investing:
Invested assets disposed 1,269 – 35,578 36,847
Invested assets acquired – – (54,706) (54,706)
Other (2,283) – 2,035 (248)

Net cash used in investing activities (1,014) – (17,093) (18,107)

Cash flows from financing activities:
Issuance of debt 2,407 – 14,792 17,199
Repayments of debt (145) (1) (9,535) (9,681)
Cash dividends paid to shareholders (390) – – (390)
Other 33 (44) 6,470 6,459

Net cash provided by (used in) financing activities 1,905 (45) 11,727 13,587

Effect of exchange rate changes on cash – – 23 23

Change in cash (65) – (584) (649)
Cash at beginning of period 190 – 1,707 1,897

Cash at end of period $ 125 $ – $ 1,123 $ 1,248
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

(b) AIG Liquidity Corp. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all
obligations of AIG Liquidity Corp.

AIG Liquidity Corp.:

Condensed  Consolidating  Balance  Sheet

American
International AIG

Group, Inc. Liquidity Other Consolidated
(in millions) (As Guarantor) Corp. Subsidiaries Eliminations AIG

March 31, 2007
Assets:

Investments and financial services assets $ 10,529 $* $ 813,303 $ (18,924) $804,908
Cash 47 * 1,655 – 1,702
Carrying value of subsidiaries and partially owned

companies, at equity 113,412 – 37,541 (149,774) 1,179
Other assets 4,693 * 189,188 (1,923) 191,958

Total assets $128,681 $* $1,041,687 $ (170,621) $999,747

Liabilities:
Insurance liabilities $ 16 $ – $ 499,951 $ (78) $499,889
Debt 21,354 * 153,043 (17,186) 157,211
Other liabilities 4,256 * 238,415 (3,179) 239,492

Total liabilities 25,626 * 891,409 (20,443) 896,592

Preferred shareholders’ equity in subsidiary companies – – 100 – 100
Total shareholders’ equity 103,055 * 150,178 (150,178) 103,055

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $128,681 $* $1,041,687 $ (170,621) $999,747

December 31, 2006:
Assets:

Investments and financial services assets $ 7,346 $* $ 797,976 $ (14,822) $790,500
Cash 76 * 1,514 – 1,590
Carrying value of subsidiaries and partially owned

companies, at equity 109,125 – 36,403 (144,427) 1,101
Other assets 3,989 * 184,183 (1,949) 186,223

Total assets $120,536 $* $1,020,076 $ (161,198) $979,414

Liabilities:
Insurance liabilities $ 21 $ – $ 495,135 $ (64) $495,092
Debt 15,157 * 148,342 (14,820) 148,679
Other liabilities 3,681 * 231,576 (1,482) 233,775

Total liabilities 18,859 * 875,053 (16,366) 877,546

Preferred shareholders’ equity in subsidiary companies – – 191 – 191
Total shareholders’ equity 101,677 * 144,832 (144,832) 101,677

Total liabilities, preferred shareholders’ equity in subsidiary
companies and shareholders’ equity $120,536 $* $1,020,076 $ (161,198) $979,414

*Amounts significantly less than $1 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Income

American
International AIG

Group, Inc. Liquidity Other Consolidated
(in millions) (As Guarantor) Corp. Subsidiaries Eliminations AIG

Three Months Ended March 31, 2007
Operating income (loss) $ (261) $ * $6,433 $ – $6,172
Equity in undistributed net income of consolidated subsidiaries 3,244 – 151 (3,395) –
Dividend income from consolidated subsidiaries 1,286 – 440 (1,726) –
Income taxes 139 * 1,587 – 1,726
Minority interest – – (316) – (316)

Net income (loss) $ 4,130 $ * $5,121 $(5,121) $4,130

Three Months Ended March 31, 2006
Operating income (loss) $ (286) $ * $5,079 $ – $4,793
Equity in undistributed net income of consolidated subsidiaries 3,260 – 359 (3,619) –
Dividend income from consolidated subsidiaries 187 – 304 (491) –
Income taxes – * 1,435 – 1,435
Minority interest – – (197) – (197)
Cumulative effect of an accounting change, net of tax 34 – – – 34

Net income (loss) $ 3,195 $ * $4,110 $ (4,110) $3,195

*Amounts significantly less than $1 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Cash  Flow
American

International AIG
Group, Inc. Liquidity Other Consolidated

(in millions) (As Guarantor) Corp. Subsidiaries AIG

Three Months Ended March 31, 2007
Net cash provided by operating activities $ 261 $* $ 8,372 $ 8,633

Cash flows from investing:
Invested assets disposed 170 – 38,875 39,045
Invested assets acquired (3,520) – (52,129) (55,649)
Other 349 * (608) (259)

Net cash used in investing activities (3,001) * (13,862) (16,863)

Cash flows from financing activities:
Issuance of debt 6,831 – 17,353 24,184
Repayments of debt (728) – (15,596) (16,324)
Payments advanced to purchase shares (3,000) – – (3,000)
Cash dividends paid to shareholders (430) – – (430)
Other 38 * 3,884 3,922

Net cash provided by financing activities 2,711 * 5,641 8,352

Effect of exchange rate changes on cash – – (10) (10)

Change in cash (29) * 141 112
Cash at beginning of period 76 – 1,514 1,590

Cash at end of period $ 47 $* $ 1,655 $ 1,702

Three Months Ended March 31, 2006
Net cash (used in) provided by operating activities $ (956) $* $ 4,804 $ 3,848

Cash flows from investing:
Invested assets disposed 1,269 – 35,578 36,847
Invested assets acquired – – (54,706) (54,706)
Other (2,283) * 2,035 (248)

Net cash used in investing activities (1,014) * (17,093) (18,107)

Cash flows from financing activities:
Issuance of debt 2,407 – 14,792 17,199
Repayments of debt (145) – (9,536) (9,681)
Cash dividends paid to shareholders (390) – – (390)
Other 33 * 6,426 6,459

Net cash provided by financing activities 1,905 * 11,682 13,587

Effect of exchange rate changes on cash – – 23 23

Change in cash (65) * (584) (649)
Cash at beginning of period 190 – 1,707 1,897

Cash at end of period $ 125 $* $ 1,123 $ 1,248

*Amounts significantly less than $1 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

10. Derivatives and Hedge Accounting

Derivatives, as defined in FAS 133, are financial arrange- of a derivative that qualifies under the requirements of
ments among two or more parties with returns linked to or FAS 133 as a cash flow hedge is recorded in Accumulated
‘‘derived’’ from some underlying equity, debt, commodity other comprehensive income (loss), until earnings are af-
or other asset, liability, or foreign exchange rate or other fected by the variability of cash flows in the hedged item.
index or the occurence of a specified payment event. Deriva- The effective portion of the change in the fair value of a
tive payments may be based on interest rates, exchange derivative that qualifies under the requirements of FAS 133
rates, prices of certain securities, commodities, or financial as a net investment hedge is recorded in the foreign currency
or commodity indices or other variables. Collateral is re- translation adjustments account reported within Accumu-
quired on certain transactions based on the creditworthiness lated other comprehensive income (loss). Changes in the fair
of the counterparty. value of the hedging instrument measured as ineffectiveness

are reported in current period earnings. AIG had no hedges
Unless subject to a scope exclusion, AIG carries all de-

that were designated as net investment hedges at March 31,
rivatives on the Consolidated Balance Sheet at fair value.

2007.
The changes in fair value of the derivative transactions of
AIGFP are presented as a component of AIG’s operating AIG performs and documents an initial prospective as-
income. Gains or losses on derivative transactions for AIG sessment of hedge effectiveness to demonstrate that the
other than those of AIGFP, and only the effective portion of hedge is expected to be highly effective in future periods.
those held as cash flow hedges, are presented in realized Subsequently, on a regular basis, AIG performs a prospec-
capital gains (losses). However, in certain instances, when tive hedge effectiveness assessment to demonstrate the con-
significant inputs into model valuations are not supported tinued expectation that the hedge will be highly effective in
by observable market data, income is not recognized at in- future periods and a retrospective hedge effectiveness assess-
ception under EITF 02-03, and instead income is recognized ment to demonstrate that the hedge was effective in the most
over the life of the contract when those inputs become suffi- recent period. AIG does not utilize the short cut method or
ciently observable. equivalent methods for its ongoing assessment of hedge

effectiveness.
AIG also uses derivatives and other instruments as part

of its financial risk management programs. AIG applies Upon the discontinuance of hedge accounting, the de-
hedge accounting to certain derivative instruments used to rivatives are carried on the Consolidated Balance Sheet at
hedge interest rate and foreign exchange risk arising from fair value, with changes in fair value recognized currently in
assets, liabilities, and forecasted transactions. These deriva- earnings. The carrying value of the hedged recognized asset
tive financial instruments are included in Other assets or or liability under a fair value hedge is no longer adjusted for
Other liabilities for derivative activities of AIG other than changes in its fair value due to the hedged risk, and the
those of AIGFP, and in Unrealized gain or loss on swaps, cumulative adjustment to its carrying value is amortized
options and forward transactions for those of AIGFP. into income over the remaining life of the hedged item. Pro-

vided the hedged forecasted transaction is still probable of
AIG designates the derivative as: (i) a hedge of the

occurrence, the changes in fair value of derivatives recorded
changes in the fair value of a recognized asset or liability or

in Other comprehensive income (loss) related to discontin-
of an unrecognized firm commitment (‘‘fair value’’ hedge);

ued cash flow hedges are released into the Consolidated
(ii) a hedge of a forecasted transaction, or the variability of

Statement of Income when AIG’s earnings are affected by
cash flows to be received or paid related to a recognized

the variability in cash flows of the hedged item.
asset or liability (‘‘cash flow’’ hedge); or (iii) a hedge of a net
investment in a foreign operation (‘‘net investment’’ hedge). Upon the discontinuance of hedge accounting because
Fair value and cash flow hedges may involve hedges of for- it is no longer probable that the forecasted transactions will
eign currencies exposure (‘‘foreign currency’’ hedge). occur by the end of the specified time period or the hedged

item no longer meets the definition of a firm commitment,
The change in fair value of a derivative that qualifies

the derivatives continue to be carried on the Consolidated
under the requirements of FAS 133 as a fair value hedge is

Balance Sheet at fair value, with changes in fair value recog-
recorded in current period earnings, along with the gain or

nized currently in earnings. Any asset or liability associated
loss on the hedged item attributable to the risk being

with a recognized firm commitment is derecognized from
hedged. The effective portion of the change in the fair value

25



American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

10. Derivatives and Hedge Accounting (continued)

the Consolidated Balance Sheet and recorded currently in tion of the hedging instruments related to the passage of
earnings. Deferred gains and losses of a derivative recorded time excluded from the assessment of hedge ineffectiveness.
in Other comprehensive income (loss) pursuant to the cash The amount recognized in Realized gains and losses for
flow hedge of a forecasted transaction are recognized imme- hedge ineffectiveness and the change in the hedging instru-
diately in earnings. AIG had no hedges for firm commit- ment’s forward points excluded from the assessment of
ments or forecasted transactions at March 31, 2007. hedge ineffectiveness during the three months ended

March 31, 2007 were each less than $1 million.
For the first three months of 2007, the preponderance

of the derivative transactions that were designated for hedge Cash Flow Hedges
accounting were at AIGFP. AIGFP designated interest rate

AIG designates and accounts for the following as cash flow
swaps as fair value hedges of the benchmark interest rate

hedges, when they have met the requirements of FAS 133:
risk on its interest bearing financial assets and liabilities, and

(i) interest rate swaps to hedge issued floating rate debt
in particular, on its fixed rate available for sale debt securi-

against changes in its cash flows attributable to changes in
ties and fixed rate borrowings. AIGFP also designated its

the benchmark interest rate; (ii) foreign currency swaps to
foreign currency forwards as hedging its foreign currency

hedge issued foreign currency fixed rate debt against
denominated available for sale debt securities for changes in

changes in its cash flows attributable to changes in the for-
spot foreign exchange rates. AIG designated interest rate

ward foreign exchange rates; and (iii) foreign currency
swaps and cross currency swaps as either fair value or cash

swaps to hedge issued foreign currency floating rate debt
flow hedges of certain of the borrowings of AIG parent.

against changes in its cash flows attributable to changes in
the benchmark interest rate and spot foreign exchange rates.

Fair Value Hedges
The portion of the gain or loss in the fair value of a

AIG designates and accounts for the following as fair value
derivative instrument in a cash flow hedge that represents

hedges when they have met the requirements of FAS 133:
hedge ineffectiveness is recognized immediately in current

(i) interest rate swaps to hedge issued fixed rate debt against
period earnings. The amounts recognized during the three

changes in fair value due to changes in the benchmark inter-
months ended March 31, 2007 were less than $1 million.

est rate; (ii) foreign currency swaps to hedge issued foreign
There were no amounts recognized in 2006. All components

currency debt against changes in fair value due to changes in
of each derivative’s gain or loss were included in the assess-

the benchmark interest rate and/or spot foreign exchange
ment of hedge ineffectiveness.

rates; (iii) interest rate swaps to hedge fixed rate investments
including available for sale debt securities against changes in At March 31, 2007, $2 million of the deferred net gain
fair value due to changes in the benchmark interest rate; and (loss) on derivative instruments in Accumulated other com-
(iv) foreign currency forwards to hedge foreign currency prehensive income (loss) is expected to be reclassified to
investment securities classified as available for sale against earnings during the 12 months ending March 31, 2008. For
changes in fair value due to changes in the spot foreign the first three months ended March 31, 2007, there were no
exchange rates. instances in which AIG reclassified amounts from Other

comprehensive income to earnings as a result of a discontin-
During the three months ended March 31, 2007, AIG

uance of a cash flow hedge because it was probable the
recognized a net gain of $2 million in Other income related

original forecasted transaction would not occur at the end
to the ineffective portion of its hedging instruments, and a

of the specified time period.
net loss of $54 million in Other income related to the por-
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

11. Cash Flows

As part of its remediation activities during 2006, AIG deter- within financing activities. After evaluating the effect of
mined that certain non-cash activities and adjustments, in- these items during the third quarter of 2006, AIG revised the
cluding the effects of changes in foreign exchange previous periods presented in its September 30, 2006 con-
translation on assets and liabilities, previously were misclas- solidated financial statements included in that quarter’s
sified within the operating, investing and financing sections Form 10-Q to conform to the 2006 presentation.
of the Consolidated Statement of Cash flows. The more

Subsequent to that revision, additional revisions were
significant line items revised include the change in General

made, primarily relating to certain elements of realized capi-
and life insurance reserves and DAC within operating activi-

tal gains and the effect of reclassifying certain policyholders’
ties; Purchases of fixed maturity securities within investing

account balances from Other policyholder funds to Policy-
activities; and Proceeds from notes, bonds, loans and mort-

holders’ contract deposits.
gages payable, and hybrid financial instrument liabilities

The effect of these revisions on the Consolidated Statement of Cash flows for the three months ended March 31, 2006 is
presented below:

Originally Revisions As Revised
Reported Third Quarter Third Quarter Additional

(in millions) March 31, 2006 2006 2006 Revisions As Revised

For the three months ended March 31, 2006
Cash flows from operating activities $ 3,066 $ 1,076 $ 4,142 $(294) $ 3,848

Cash flows from investing activities (19,937) 1,724 (18,213) 106 (18,107)

Cash flows from financing activities 15,672 (2,273) 13,399 188 13,587

Effect of exchange rate changes on cash 550 (527) 23 — 23
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ITEM 2. Management’s Discussion and Analysis of  Financial Condition and Results of Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide the reader
a narrative with respect to AIG’s operations, financial condition and liquidity and certain other significant matters.
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Cautionary Statement Regarding Projections and Other Information About Future Events

This Quarterly Report on Form 10-Q and other publicly available documents may include, and AIG’s officers and representa-
tives may from time to time make, projections concerning financial information and statements concerning future economic
performance and events, plans and objectives relating to management, operations, products and services, and assumptions
underlying these projections and statements. These projections and statements are not historical facts but instead represent
only AIG’s belief regarding future events, many of which, by their nature, are inherently uncertain and outside AIG’s control.
These projections and statements may address, among other things, the status and potential future outcome of the current
regulatory and civil proceedings against AIG and their potential effect on AIG’s businesses, financial position, results of
operations, cash flows and liquidity, the effect of credit rating changes on AIG’s businesses and competitive position, the
unwinding and resolving of various relationships between AIG and SICO and AIG’s strategy for growth, product development,
market position, financial results and reserves. It is possible that AIG’s actual results and financial condition may differ,
possibly materially, from the anticipated results and financial condition indicated in these projections and statements. Factors
that could cause AIG’s actual results to differ, possibly materially, from those in the specific projections and statements are
discussed throughout this Management’s Discussion and Analysis of Financial Condition and Results of Operations and in
Item 1A. Risk Factors of AIG’s Annual Report on Form 10-K for the year ended December 31, 2006 (2006 Annual Report on
Form 10-K). AIG is not under any obligation (and expressly disclaims any such obligations) to update or alter any projection or
other statement, whether written or oral, that may be made from time to time, whether as a result of new information, future
events or otherwise.

28



American International Group, Inc. and Subsidiaries

In addition to reviewing AIG’s results for the first three rate strengthening as a result of catastrophes or other signifi-
months of 2007, this Management’s Discussion and Analysis cant losses that affect the overall capacity of the industry to
supplements and updates the information and discussion in- provide coverage. Despite industry price erosion in commer-
cluded in the 2006 Annual Report on Form 10-K. Through- cial lines, AIG expects to continue to identify profitable op-
out this Management’s Discussion and Analysis of Financial portunities and build attractive new general insurance
Condition and Results of Operations, AIG presents its opera- businesses as a result of AIG’s broad product line and exten-
tions in the way it believes will be most meaningful. Statutory sive distribution networks in the U.S. and abroad. Workers
loss ratios and combined ratios are presented in accordance compensation remains under considerable pricing pressure,
with accounting principles prescribed by insurance regula- as statutory rates continue to decline. Rates for excess casu-
tory authorities because these are standard measures of per- alty, D&O and certain other lines of insurance also continue
formance filed with insurance regulatory authorities and used to decline due to competitive pressures. There can be no as-
for analysis in the insurance industry and thus allow more surance that price erosion will not become more widespread
meaningful comparisons with AIG’s insurance competitors. or that AIG’s profitability will not deteriorate from current
AIG has also incorporated into this discussion cross-refer- levels in major commercial lines; however, AIG seeks to miti-
ences to additional information included in this Quarterly gate this risk by constantly seeking out profitable opportuni-
Report on Form 10-Q and in its 2006 Annual Report on ties across its diverse product lines and distribution networks.
Form 10-K to assist readers seeking related information on a

In Japan, the National Tax Authority in cooperation
particular subject.

with the Life Insurance Association of Japan is reviewing the
tax treatment for increasing term life insurance, which mayOverview of Operations
affect the amount of premiums that qualify as tax deductionsand Business Results
for business owners. As a result of this review, AIG’s life

AIG identifies its reportable segments by product or service insurance companies in Japan suspended the sale of increas-
line, consistent with its management structure. AIG’s segments ing term life insurance and other corporate tax products from
are General Insurance, Life Insurance & Retirement Services, early April 2007. This action will have an adverse effect on
Financial Services and Asset Management. AIG’s operations in life insurance sales. AIG companies in Japan have taken sev-
2007 and 2006 were conducted by its subsidiaries through eral measures aimed at increasing sales of other products in
these segments. Through these segments, AIG provides insur- the Japanese market, especially sales of U.S. dollar life insur-
ance, financial and investment products and services to both ance products.
businesses and individuals in more than 130 countries and

In March 2007, the U.S. Treasury Department published
jurisdictions. This geographic, product and service diversifica-

proposed new regulations that, if adopted in their current
tion is one of AIG’s major strengths and sets it apart from its

form, would limit the ability of U.S. taxpayers to claim for-
competitors. AIG’s Other category consists of items not allo-

eign tax credits in certain circumstances under the Internal
cated to AIG’s operating segments.

Revenue Code. Should the proposed regulations be adopted
AIG’s subsidiaries serve commercial, institutional and in- in their current form, they would limit AIG’s ability to claim

dividual customers through an extensive property-casualty and foreign tax credits in connection with certain structured
life insurance and retirement services network. In the United transactions entered into by AIGFP, resulting in a material
States, AIG companies are the largest underwriters of commer- adverse effect on AIGFP’s operating results.
cial and industrial insurance and are among the largest life

The operating results of AIG’s consumer finance opera-
insurance and retirement services operations as well. AIG’s

tions in the United States may be affected by further deterio-
Financial Services businesses include commercial aircraft and

ration in the credit quality of loans originated to non-prime
equipment leasing, capital markets operations and consumer

borrowers, the evolving changes in the regulatory environ-
finance, both in the United States and abroad. AIG also pro-

ment and a slower residential housing market.
vides asset management services to institutions and individu-
als. As part of its spread-based business activities, AIG issues See also Management’s Discussion and Analysis of Fi-
various debt instruments in the public and private markets. nancial Condition and Results of Operations — Outlook in

the 2006 Annual Report on Form 10-K.
Outlook

The commercial property and casualty insurance industry has
historically experienced cycles of price erosion followed by
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Consolidated  Results

The following table summarizes AIG’s consolidated revenues, income before income taxes, minority interest and cumula-
tive effect of an accounting change and net income:

Three Months Percentage
Ended March 31, Increase/

(in millions) 2007 2006 (Decrease)
Total revenues $30,645 $27,278 12%
Income before income taxes, minority interest and cumulative effect of an accounting change 6,172 4,793 29
Net income $ 4,130 $ 3,195 29%

Revenues for the first three months of 2007 increased three months of 2007, primarily due to the recognition of
from the same period of 2006 as revenues grew in each of $175 million of tax benefits associated with the SICO Plans
AIG’s operating segments. for which the compensation expense had been recognized in

prior years.AIG’s income before income taxes, minority interest and
cumulative effect of an accounting change increased in the Results for the first three months of 2006 were nega-
first three months of 2007 compared to the same period of tively affected by the compensation expense relating to the
2006 as growth in the General Insurance, Financial Services Starr tender offer ($54 million before and after tax) and an
and Asset Management segments were partially offset by a additional allowance for losses in AIG Credit Card Company
decline in the Life Insurance & Retirement Services segment. (Taiwan) ($88 million before tax and $57 million after tax).
Financial Services results reflect the reinstitution of hedge Results in the first three months of 2006 were also negatively
accounting in the Capital Markets operation. affected by certain out of period adjustments of $61 million

(before and after tax) of expenses related to the SICO Plans,During the first quarter of 2007, AIG recorded certain
$59 million ($38 million after tax) of expenses related toout of period adjustments. These adjustments collectively de-
deferred advertising costs in General Insurance, a decrease ofcreased pre-tax operating income by $192 million and net
$300 million ($145 million after tax) in revenues related toincome by $254 million. The adjustments are comprised prin-
the remediation of the 2006 material weakness in accountingcipally of a $129 million increase to tax expense related to the
for certain derivative transactions under FAS 133, and aremediation of the material weakness in controls over income
$126 million of income tax expense as part of the ongoingtax accounting, and $130 million in pre-tax charges and
remediation of the material weakness in controls over incomewrite-offs related to other remediation activities ($97 million
tax accounting.after tax).

The effective tax rate decreased from 29.9 percent for
the first three months of 2006 to 28.0 percent for the first

Segment  Results

The following table summarizes the operations of each principal segment. (See also Note 2 of Notes to Consolidated
Financial Statements.)

Three Months Percentage
Ended March 31, Increase/

(in millions) 2007 2006 (Decrease)
Revenues(a):

General Insurance(b) $12,903 $11,656 11%
Life Insurance & Retirement Services(c) 13,682 12,850 6
Financial Services(d)(e) 2,201 1,666 32
Asset Management(f) 1,908 1,139 68
Other 102 90 13
Consolidation and eliminations (151) (123) –

Consolidated $30,645 $27,278 12%
Operating income (loss)(a)(g):

General Insurance $ 3,096 $ 2,331 33%
Life Insurance & Retirement Services 2,281 2,630 (13)
Financial Services(e) 292 (108) –
Asset Management 994 449 121
Other (499) (509) –
Consolidation and eliminations 8 – –

Consolidated $ 6,172 $ 4,793 29%

(a) Includes the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133 or for which hedge accounting was not applied,
including the related foreign exchange gains and losses. For the first three months of 2007 and 2006, respectively, the effect was $(452) million and $(212) million
in revenues and operating income. These amounts result primarily from interest rate and foreign currency derivatives that are hedging investments and
borrowings.

(b) Represents the sum of General Insurance net premiums earned, net investment income and realized capital gains (losses).
(c) Represents the sum of Life Insurance & Retirement Services premiums and other considerations, net investment income and realized capital gains (losses).

Included in realized capital gains (losses) and operating income is the effect of hedging activities that did not qualify for hedge accounting treatment under
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FAS 133 which were $(123) million and $352 million for the first three months of 2007 and 2006, respectively, and the application of FAS 52, which were
$123 million and $4 million for the first three months of 2007 and 2006, respectively.

(d) Represents interest, lease and finance charges.
(e) Includes the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133 or for which hedge accounting was not applied,

including the related foreign exchange gains and losses. For the three months ended March 31, 2007 and 2006, respectively, the effect was $(160) million,
and $(619) million in both revenues and operating income. These amounts result primarily from interest rate and foreign currency derivatives that are
effective economic hedges of investments and borrowings. In the first quarter of 2007, AIG began applying hedge accounting for certain transactions,
primarily in its Capital Markets operations.

(f) Represents net investment income with respect to spread-based products and management and advisory fees.
(g) Represents income before income taxes, minority interest and cumulative effect of an accounting change.

primarily due to differences in the accounting treatment forGeneral  Insurance
hedging activities. In the first three months of 2007, AIGFPAIG’s General Insurance operations provide property and
applied hedge accounting to certain of its interest rate swapscasualty products and services throughout the world. The
and foreign currency forward contracts hedging its invest-increase in General Insurance operating income in the first
ments and borrowings. As a result, AIGFP was able to recog-three months of 2007 compared to the same period of 2006
nize in earnings the change in the fair value on the hedgedwas primarily attributable to improved underwriting results
items attributable to the hedged risks offsetting the gains andfor DBG and higher net investment income.
losses on the derivatives designated as hedges. In 2006,

Life  Insurance & Retirement  Services AIGFP did not apply hedge accounting under FAS 133 to any
AIG’s Life Insurance & Retirement Services operations pro- of its derivatives or related assets and liabilities.
vide insurance, financial and investment products throughout In the first three months of 2007, the domestic consumer
the world. Foreign operations provided approximately finance operations recorded a pre-tax charge of $128 million
56 percent and 64 percent of AIG’s Life Insurance & Retire- in connection with its mortgage banking activities.
ment Services operating income for the first three months of

Asset  Management2007 and 2006, respectively. This decline resulted principally
from realized capital losses in the first three months of 2007. AIG’s Asset Management operations include institutional

and retail asset management, broker-dealer services and insti-Life Insurance & Retirement Services total revenues in-
tutional spread-based investment businesses. The Matchedcreased in the first three months of 2007 compared to the
Investment Program (MIP) has replaced the GIC program assame period of 2006, reflecting growth in premiums and net
AIG’s principal institutional spread-based investmentinvestment income partially offset by decreased realized capi-
activity.tal gains (losses). Operating income decreased in the first

three months of 2007 compared to the same period of 2006 Asset Management operating income increased in the
due to realized capital gains (losses). Realized capital losses first three months of 2007 compared to the same period of
included in revenues and operating income were $256 million 2006 due primarily to growth in the Spread-Based Investment
in the first three months of 2007 compared to realized capital and Institutional Asset Management businesses. Other reve-
gains of $216 million in the same period of 2006. Foreign nues and operating income for Asset Management also in-
Life operations’ results for 2007 also included an out of pe- creased from a year ago due to higher income from
riod charge of $50 million related to balance sheet reconcilia- partnerships. Gains and losses arising from the consolidation
tion remediation, a $37 million charge for additional claim of certain partnerships, private equity investments and real
expense resulting from a continuing industry-wide regulatory estate funds are included in operating income, but are offset
review of claims in Japan and a $10 million charge related to in minority interest expense, which is not a component of
the adoption of SOP 05-1. Domestic Life Insurance operating operating income.
income declined from the prior year primarily due to a
$22 million charge related to the adoption of SOP 05-1 along Capital  Resources
with  lower realized capital gains. Domestic Retirement Ser- In March 2007, AIG issued $3.7 billion of junior subordi-
vices operating results increased in the first three months of nated debentures in three series of securities. The proceeds
2007 compared to the same period of 2006 due to higher from the sales are being used to repurchase shares of AIG’s
premiums and other considerations along with lower realized common stock.
capital losses.

At March 31, 2007, AIG had total consolidated share-
Financial  Services holders’ equity of $103.1 billion and total consolidated bor-

rowings of $157.2 billion. At that date, $140.3 billion of suchAIG’s Financial Services subsidiaries engage in diversified ac-
borrowings were not guaranteed by AIG, were matched bor-tivities including aircraft and equipment leasing, capital mar-
rowings by AIG Parent or AIGFP, or represented junior sub-kets, consumer finance and insurance premium finance.
ordinated debt or liabilities connected to trust preferredFinancial Services operating income increased in the first
stock.three months of 2007 compared to the same period of 2006
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In February 2007, AIG’s Board of Directors increased its ) Reinsurance recoverable on unpaid losses: the ex-
share repurchase program by authorizing the repurchase of pected recoveries from reinsurers on losses that have not
shares with an aggregate purchase price of $8 billion. Share yet been reported and/or settled.
repurchases during 2007 are described under Capital Re-

Future  Policy  Benefits  for  Life  and  Accident  and  Healthsources and Liquidity — Share Repurchases and in Item 2. of
Contracts  (Life  Insurance &  Retirement  Services):Part II of this Quarterly Report on Form 10-Q.
) Interest rates: which vary by geographical region, year

Liquidity of issuance and products.
) Mortality, morbidity and surrender rates: based upon

AIG manages liquidity at both the subsidiary and parent
actual experience by geographical region modified to al-

company levels. At March 31, 2007, AIG’s consolidated in-
low for variation in policy form, risk classification and

vested assets, primarily held by its subsidiaries, included
distribution channel.

$27.6 billion in cash and short-term investments. Consoli-
dated net cash provided from operating activities in the first

Estimated  Gross  Profits  (Life  Insurance &  Retirement
three months of 2007 amounted to $8.6 billion. Management

Services):
believes that AIG’s liquid assets, cash provided by operations

) Estimated gross profits: to be realized over the esti-
and access to the capital markets will enable it to meet its

mated duration of the contracts (investment-oriented
anticipated cash requirements, including the funding of in-

products) affect the carrying value of DAC, unearned
creased dividends under AIG’s new dividend policy and re-

revenue liability and associated amortization patterns
purchases of common stock.

under FAS 97 and Sales Inducement Assets under State-
ment of Position 03-1, ‘‘Accounting and Reporting byCritical  Accounting Estimates
Insurance Enterprises for Certain Nontraditional Long-

AIG considers its most critical accounting estimates to be Duration Contracts and for Separate Accounts’’ (SOP
those relating to reserves for losses and loss expenses, future 03-1). Estimated gross profits include investment income
policy benefits for life and accident and health contracts, and gains and losses on investments less required inter-
recoverability of DAC, estimated gross profits for invest- est, actual mortality and other expenses.
ment-oriented products, fair value determinations for certain
Capital Markets assets and liabilities, other-than-temporary Deferred  Policy  Acquisition  Costs  (Life  Insurance &

declines in the value of investments and flight equipment Retirement  Services):

recoverability. These accounting estimates require the use of ) Recoverability: based on current and future expected
assumptions about matters, some of which are highly uncer- profitability, which is affected by interest rates, foreign ex-
tain at the time of estimation. To the extent actual experience change rates, mortality experience, and policy persistency.
differs from the assumptions used, AIG’s results of operations

Deferred  Policy  Acquisition  Costs  (General  Insurance):would be directly affected.
) Recoverability and eligibility: based upon the current

Throughout this Management’s Discussion and Analysis
terms and profitability of the underlying insurance

of Financial Condition and Results of Operations, AIG’s crit-
contracts.

ical accounting estimates are discussed in detail. The major
categories for which assumptions are developed and used to

Fair  Value  Determinations  Of  Certain  Assets  And  Liabili-
establish each critical accounting estimate are highlighted

ties  (Financial  Services):
below.

) Valuation models: utilizing factors, such as market li-
quidity and current interest, foreign exchange and vola-

Reserves  for  Losses  and  Loss  Expenses
tility rates.

(General  Insurance):
) Market price data: AIG attempts to secure reliable and

) Loss trend factors: used to establish expected loss ra-
independent current market price data, such as pub-

tios for subsequent accident years based on premium
lished exchange rates from external subscription services

rate adequacy and the projected loss ratio with respect to
such as Bloomberg or Reuters or third-party broker

prior accident years.
quotes for use in its models. When such data is not avail-

) Expected loss ratios for the latest accident year: in this
able, AIG uses an internal methodology, which includes

case, accident year 2006 for the year-end 2006 loss re-
interpolation and extrapolation from verifiable recent

serve analysis. For low-frequency, high-severity classes
prices.

such as excess casualty, expected loss ratios generally are
utilized for at least the three most recent accident years.

) Loss development factors: used to project the reported
losses for each accident year to an ultimate amount.
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Other-Than-Temporary  Declines  In  The  Value  Of Operating Review
Investments: General  Insurance  Operations
A security is considered a candidate for other-than-temporary

AIG’s General Insurance subsidiaries are multiple line com-impairment if it meets any of the following criteria:
panies writing substantially all lines of property and casualty) Trading at a significant (25 percent or more) discount to
insurance and various personal lines both domestically andpar or amortized cost (if lower) for an extended period
abroad.of time (nine months or longer);

) The occurrence of a discrete credit event resulting in the Domestic General Insurance operations are comprised of
debtor defaulting or seeking bankruptcy or insolvency DBG, Reinsurance, Personal Lines and Mortgage Guaranty
protection or voluntary reorganization; or businesses.

) The probability of non-realization of a full recovery on
DBG writes substantially all classes of business insur-its investment, irrespective of the occurrence of one of

ance, accepting such business mainly from insurance brokers.the foregoing events.
This provides DBG the opportunity to select specialized mar-

At each balance sheet date, AIG evaluates its securities kets and retain underwriting control. Any licensed broker is
holdings in an unrealized loss position. Where AIG does not able to submit business to DBG without the traditional agent-
intend to hold such securities until they have fully recovered company contractual relationship, but such broker usually
their carrying value, based on the circumstances present at has no authority to commit DBG to accept a risk.
the date of evaluation, AIG records the unrealized loss in

Transatlantic subsidiaries offer reinsurance capacity onincome. If events or circumstances change, such as unex-
both a treaty and facultative basis both in the U.S. andpected changes in the creditworthiness of the obligor, unan-
abroad. Transatlantic structures programs for a full range ofticipated changes in interest rates, tax laws, statutory capital
property and casualty products with an emphasis on specialtypositions and unforeseen liquidity events, among others, AIG
risk.revisits its intent. Further, if a loss is recognized from a sale

subsequent to a balance sheet date pursuant to these unex- AIG’s Personal Lines operations provide automobile in-
pected changes in circumstances, the loss is recognized in the surance through AIG Direct, a mass marketing operation, the
period in which the intent to hold the securities to recovery Agency Auto Division and 21st Century, as well as a broad
no longer existed. range of coverages for high net-worth individuals through the

AIG Private Client Group.In periods subsequent to the recognition of an other-
than-temporary impairment loss for debt securities, AIG am- The main business of the UGC subsidiaries is the issu-
ortizes the discount or reduced premium over the remaining ance of residential mortgage guaranty insurance on conven-
life of the security in a prospective manner based on the tional first lien mortgages for the purchase or refinance of one
amount and timing of estimated future cash flows. to four family residences. UGC subsidiaries also write

second-lien and private student loan guaranty insurance.
Flight  Equipment — Recoverability  (Financial  Services):

AIG’s Foreign General Insurance group accepts risks pri-) Expected undiscounted future net cash flows: based
marily underwritten through American International Under-upon current lease rates, projected future lease rates and
writers (AIU), a marketing unit consisting of wholly ownedestimated terminal values of each aircraft based on third
agencies and insurance companies. The Foreign General In-party information.
surance group also includes business written by AIG’s for-
eign-based insurance subsidiaries.
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General  Insurance  Results

General Insurance operating income is comprised of statutory underwriting results, changes in DAC, net investment
income and realized capital gains and losses. Operating income, as well as net premiums written, net premiums earned,
net investment income and realized capital gains (losses) and statutory ratios were as follows:

Three Months Percentage
Ended March 31, Increase/

(in millions, except ratios) 2007 2006 (Decrease)
Net premiums written:

Domestic General
DBG $ 6,009 $ 5,860 3%
Transatlantic 984 914 8
Personal Lines 1,229 1,198 3
Mortgage Guaranty 266 197 35

Foreign General(a) 3,618 3,086 17
Total $12,106 $11,255 8%
Net premiums earned:

Domestic General
DBG $ 5,981 $ 5,769 4%
Transatlantic 965 908 6
Personal Lines 1,155 1,159 –
Mortgage Guaranty 210 166 27

Foreign General(a) 2,908 2,468 18
Total $11,219 $10,470 7%
Net investment income:

Domestic General
DBG $ 1,033 $ 745 39%
Transatlantic 116 102 14
Personal Lines 57 57 –
Mortgage Guaranty 37 32 16

Foreign General 319 182 75
Reclassifications and Eliminations 1 – –
Total $ 1,563 $ 1,118 40%
Realized capital gains (losses) $ 121 $ 68 78%
Operating Income(b):

Domestic General
DBG $ 1,929 $ 1,305 48%
Transatlantic 151 141 7
Personal Lines 106 101 5
Mortgage Guaranty 8 109 (93)

Foreign General(c) 909 673 35
Reclassifications and Eliminations (7) 2 –
Total $ 3,096 $ 2,331 33%
Statutory underwriting profit (loss)(b)(e):

Domestic General
DBG $ 784 $ 484 62%
Transatlantic 16 30 (47)
Personal Lines 33 40 (18)
Mortgage Guaranty (42) 70 –

Foreign General(c) 402 333 21
Total $ 1,193 $ 957 25%
Domestic General(b):

Loss Ratio 68.9 71.5
Expense Ratio 21.1 20.3

Combined Ratio 90.0 91.8
Foreign General(b):

Loss Ratio(a) 50.6 50.7
Expense Ratio(c)(d) 28.6 28.6

Combined ratio 79.2 79.3
Consolidated(c):

Loss Ratio 64.2 66.7
Expense Ratio 23.3 22.5

Combined Ratio 87.5 89.2

(a) Income statement accounts expressed in non-functional currencies are translated into U.S. dollars using average exchange rates.

(b) Includes additional losses incurred and net reinstatement premiums related to prior year catastrophes of $35 million and $99 million in the first three months

of 2007 and 2006, respectively.

(c) Includes the results of wholly owned Foreign General agencies.

(d) Includes amortization of advertising costs.
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(e) Statutory underwriting profit (loss) is a measure that U.S. domiciled insurance companies are required to report to their regulatory authorities. The following

table reconciles statutory underwriting profit (loss) to operating income for General Insurance:

Domestic
Brokerage Personal Mortgage Foreign Reclassifications

(in millions) Group Transatlantic Lines Guaranty General and Eliminations Total

Three Months Ended March 31, 2007:
Statutory underwriting profit (loss) $ 784 $ 16 $ 33 $ (42) $ 402 $ – $ 1,193
Increase (decrease) in DAC 35 4 15 12 153 – 219
Net investment income 1,033 116 57 37 319 1 1,563
Realized capital gains (losses) 77 15 1 1 35 (8) 121

Operating income (loss) $ 1,929 $ 151 $106 $ 8 $ 909 $ (7) $ 3,096

Three Months Ended March 31, 2006:
Statutory underwriting profit (loss) $ 484 $ 30 $ 40 $ 70 $ 333 $ – $ 957
Increase (decrease) in DAC 29 3 5 7 144 – 188
Net investment income 745 102 57 32 182 – 1,118
Realized capital gains (losses) 47 6 (1) – 14 2 68

Operating income (loss) $ 1,305 $ 141 $101 $109 $ 673 $ 2 $ 2,331

AIG transacts business in most major foreign currencies. The following table summarizes the effect of changes in foreign
currency exchange rates on the growth of General Insurance net premiums written:

Three Months
Ended March 31,

2007 2006

Growth in original currency* 6.2% 6.0%
Foreign exchange effect 1.4 (1.7)

Growth as reported in U.S. dollars 7.6% 4.3%

* Computed using a constant exchange rate throughout each period.

General Insurance operating income increased in the first months of 2007 compared to the same period of 2006 as
three months of 2007 compared to the same period of 2006 fixed maturities and equity securities increased by $13.9 bil-
due to growth in net premiums, a reduction in incurred losses lion and the yield remained consistent at 4.6 percent. Income
and growth in net investment income. The combined ratio from partnership investments increased $182 million for the
improved to 87.5, a reduction of 1.7 points from 2006, in- first three months of 2007 compared to the year ago period,
cluding an improvement in the loss ratio of 2.5 points. Prior primarily due to improved returns on underlying investments
year development reduced incurred losses by $131 million in and higher levels of invested assets, which increased by
the first three months of 2007, compared to an increase of $900 million. See also Capital Resources and Liquidity —
$35 million in the first three months of 2006, representing Liquidity and Invested Assets herein.
1.5 points of the overall reduction. The loss ratio for accident

In order to better align financial reporting with the man-
year 2007 recorded in the first quarter of 2007 was 1.0 point

ner in which AIG’s chief operating decision makers have
lower than the loss ratio recorded in the first quarter of 2006

managed their businesses, for the three months ended
for accident year 2006, despite an increase in Mortgage

March 31, 2007, the foreign aviation business, which was
Guaranty losses in the 2007 period. The downward cycle in

historically reported in DBG, is now being reported as part of
the U.S. housing market is not expected to improve until

Foreign General and the oil rig and marine businesses, which
residential inventories return to a more normal level, and AIG

were historically reported in Foreign General, are now being
expects that this downward cycle will continue to adversely

reported as part of DBG. Prior period amounts have been
affect UGC’s loss ratios for the foreseeable future. Domestic

revised to conform to the current presentation.
General net premiums written increased as submission activ-
ity increased due to the strength of AIG’s capacity, commit- DBG Results
ment during challenging market conditions and diverse

DBG’s operating income increased in the first three months ofproduct offerings. Foreign General also contributed to the
2007 compared to the first three months of 2006. The im-increase in net premiums written, reflecting growth from
provement is also reflected in the combined ratio, which de-both established and new distribution channels.
clined 4.6 points in the first three months of 2007 compared

General Insurance net investment income increased in to the first three months of 2006 primarily due to an im-
the first three months of 2007 to $1.6 billion. Interest and provement in the loss ratio of 5.3 points. The loss ratio for
dividend income increased $195 million for the first three accident year 2007 recorded in the first quarter of 2007 was
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2.5 points lower than the loss ratio recorded in the first quar- ratio. The loss ratio for the first three months of 2007 also
ter of 2006 for accident year 2006. Prior year development improved 0.7 points compared to the same period in 2006,
reduced incurred losses by $87 million in the first three primarily due to favorable loss trends and growth in the Pri-
months of 2007 compared to an increase of $74 million in the vate Client Group, partially offset by increased losses in
first three months of 2006, accounting for 2.7 points of the 21st Century. The improvement in the loss ratio was partially
improvement. offset by an increase in the expense ratio of 1.4 points, prima-

rily due to increased acquisition expenses by 21st Century
DBG’s net premiums written increased 3 percent in the

along with growth in the Private Client Group, investments in
first three months of 2007 compared to the same period of

human resources and technology, and lower average
2006 due to the strength of AIG’s capacity, commitment dur-

premiums.
ing challenging market conditions, diverse product offerings
and the acquisition of TravelGuard, which markets accident The increase in net premiums written was driven by con-
and health products. Ceded premiums as a percentage of tinued growth in the Private Client Group. 21st Century and
gross written premiums increased to 24 percent in the first AIG Direct net premiums written grew modestly at 3.6 per-
three months of 2007 compared to 22 percent in the first cent and 2.4 percent, respectively, while Agency Auto de-
three months of 2006, primarily due to additional reinsur- clined 8.4 percent.
ance for property risks to manage catastrophe exposures.

Mortgage  Guaranty  Results
DBG’s expense ratio increased to 19.2 in the first three

The significant decline in Mortgage Guaranty operating in-months of 2007 compared to 18.5 in the same period of
come in the first quarter of 2007 compared to the same pe-2006, primarily due to changes in the mix of business to-
riod in 2006 was due primarily to unfavorable losswards products with lower loss ratios and higher expense
experience in both the domestic first and second-lien busi-ratios.
nesses as a result of the continued softening in the

DBG’s net investment income increased in the first three U.S. housing market. Losses on UGC’s subprime business
months of 2007 compared to the same period of 2006, as were not significant. However the third-party originated sec-
interest income increased $120 million on growth in the bond ond-lien product continued to perform poorly, resulting in
portfolio resulting from investment of operating cash flows $61 million of losses incurred in the first quarter of 2007.
and capital contributions. Income from partnership invest- UGC’s consolidated loss ratio for the quarter was 92.2 com-
ments increased $155 million in the first three months of pared to a loss ratio of 30.4 for the same period in 2006.
2007 compared to the same period of 2006, primarily due to Prior year development increased incurred losses by $31 mil-
improved returns on the underlying investments. lion in the first three months of 2007 compared to a reduc-

tion of $12 million in the first three months of 2006,
Transatlantic  Results

accounting for 22 points of the increase in the loss ratio. The
Transatlantic’s net premiums written and net premiums downward cycle in the U.S. housing market is not expected to
earned increased in the first three months of 2007 compared improve until residential inventories return to a more normal
to the same period of 2006 due primarily to increased writ- level, and AIG expects that this downward cycle will continue
ings in domestic operations. Underwriting results were ad- to adversely affect UGC’s operating results for the foreseeable
versely affected by European windstorm losses, only partially future.
offset by lower adverse development for the first three

Net premiums written increased 35 percent in the first
months of 2007 compared to the same period in 2006, result-

quarter of 2007 compared to the first quarter of 2006 as
ing in an overall decline in statutory underwriting profit for

growth in the European markets resulted in a 189 percent
the 2007 period. Operating income, however, increased in

increase in international premiums. In addition, second-lien
the first three months of 2007 compared to the same period

premiums increased 49 percent due to higher renewal premi-
of 2006 as increased net investment income and realized capi-

ums on the domestic second-lien business. Although UGC
tal gains more than offset the decline in underwriting results.

discontinued accepting new business for the poorly perform-
ing third-party originated second-lien product in the fourthPersonal  Lines  Results
quarter of 2006, UGC will continue to receive renewal premi-

The modest increase in Personal Lines operating income in ums on the existing portfolio for the life of the loans, esti-
the first three months of 2007 compared to the same period mated to be three to five years. The expense ratio of 21.7 in
of 2006 reflects a reduction in the loss ratio of 1.6 points. the first quarter of 2007 declined from 22.7 in the year ago
Favorable development of prior accident years reduced in- quarter as premium growth offset expenses related to UGC’s
curred losses by $29 million in the first three months of 2007 international expansion and additional operational resources
compared to a decrease of $19 million in the same period of in the second-lien and private education loan businesses.
2006, accounting for 0.9 points of the decrease in the loss
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second quarter of 2006, as well as increased equity partner-Foreign  General  Insurance  Results
ship income.

Foreign General’s operating income increased in the first
three months of 2007 compared to the same period of 2006 Reserve  for  Losses  and  Loss  Expenses
due to increases in net investment income and statutory un-

The following table presents the components of the General
derwriting profit and the effect of changes in the exchange

Insurance gross reserve for losses and loss expenses (loss
rates of the Euro and Sterling.

reserves) as of March 31, 2007 and December 31, 2006 by
Net premiums written increased 17 percent (13 percent major line of business on a statutory Annual Statement

in original currency) in the first three months of 2007 com- basis(a):
pared to the same period of 2006, reflecting growth in com-

March 31, December 31,
mercial and consumer lines driven by new business from both (in millions) 2007 2006(b)

established and new distribution channels, including a wholly Other liability occurrence $19,763 $19,327
Workers compensation 14,265 13,612owned insurance company in Vietnam and Central Insurance
Other liability claims made 13,180 12,513Co., Ltd. in Taiwan, and by greater retention of commercial
Auto liability 6,144 6,070

lines accounts on renewal. Consumer lines in Latin America International 6,049 6,006
and commercial lines in Europe, the Far East and the U.K., Property 4,766 5,499

Reinsurance 3,108 2,979also contributed to the increase. Net premiums written by the
Medical malpractice 2,332 2,347Lloyd’s syndicate Ascot were essentially unchanged from the
Products liability 2,181 2,239

same period in 2006 as increased premiums due to rate in- Accident and health 1,817 1,693
creases were offset by decreased premiums due to loss of Commercial multiple peril 1,744 1,651

Aircraft 1,688 1,629market share and higher reinsurance costs.
Fidelity/surety 1,234 1,148

The loss ratio in the first three months of 2007 was Other 2,864 3,286

essentially flat compared to the first quarter of 2006. Total $81,135 $79,999
Favorable loss development from prior accident years was (a)Presented by lines of business pursuant to statutory reporting requirements
relatively consistent in both periods. The 2007 loss ratio was as prescribed by the National Association of Insurance Commissioners.
negatively affected by an increase in personal accident losses (b)Allocations among various lines were revised from the previous
in the Far East and an increase in severe but non-catastrophic presentation.

losses, which were more than offset by reduced adverse devel-
AIG’s gross reserve for losses and loss expenses repre-opment relating to the 2005 hurricanes.

sents the accumulation of estimates of ultimate losses, includ-
The expense ratio was unchanged in the first three ing IBNR and loss expenses. The methods used to determine

months of 2007 compared to the same period of 2006. The loss reserve estimates and to establish the resulting reserves
2006 expense ratio reflected an out of period adjustment for are continually reviewed and updated by management. Any
amortization of deferred advertising costs which increased adjustments resulting therefrom are reflected in operating in-
the first quarter 2006 expense ratio by 1.7 points. The com- come currently. Because loss reserve estimates are subject to
parable increase in the expense ratio in 2007 resulted from the outcome of future events, changes in estimates are una-
growth in certain commercial lines, which have higher acqui- voidable given that loss trends vary and time is often required
sition expenses but historically lower loss ratios. AIG expects for changes in trends to be recognized and confirmed. Re-
the expense ratio to increase during the remainder of 2007 as serve changes that increase previous estimates of ultimate
the consumer lines of business, which have higher acquisition cost are referred to as unfavorable or adverse development or
costs, increase in significance as a component of net premi- reserve strengthening. Reserve changes that decrease previous
ums written. estimates of ultimate cost are referred to as favorable

development.Net investment income increased in the first three
months of 2007 compared to the same period of 2006 due to At March 31, 2007, General Insurance net loss reserves
higher interest and dividend income of $56 million as a result increased $1.40 billion from the prior year-end to $64.03
of increased cash flows, higher interest rates and the com- billion. The net loss reserves represent loss reserves reduced
pounding of previously earned and reinvested interest in- by reinsurance recoverables, net of an allowance for unrecov-
come. Net investment income also reflects increased equity erable reinsurance and applicable discount for future invest-
mutual fund income of $52 million related to certain interests ment income.
in unit investment trusts that AIG began recognizing in the
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The following table classifies the components of the Gen- entities only, and therefore exclude business written by
eral Insurance net loss reserves by business unit: AIUO, AIRCO, and all other internationally domiciled sub-

sidiaries. The total reserves carried at March 31, 2007 by
March 31, December 31, AIUO and AIRCO were approximately $4.70 billion and

(in millions) 2007 2006 $3.79 billion, respectively. AIRCO’s $3.79 billion in total
DBG(a) $45,014 $44,119 general insurance reserves consist of approximately $3.30 bil-
Transatlantic 6,407 6,207

lion from business assumed from the American Home/Na-Personal Lines(b) 2,373 2,440
Mortgage Guaranty 544 460 tional Union pool and an additional $488 million relating to
Foreign General(c) 9,696 9,404 Foreign General Insurance business.
Total Net Loss Reserve $64,034 $62,630

Discounting  of  Reserves(a) At March 31, 2007 and December 31, 2006, respectively, DBG loss
reserves include approximately $3.30 billion and $3.33 billion ($3.60 bil-

At March 31, 2007, AIG’s overall General Insurance net losslion and $3.66 billion, respectively, before discount), related to business
reserves reflects a loss reserve discount of $2.26 billion, in-written by DBG but ceded to American International Reinsurance Com-

pany Limited (AIRCO) and reported in AIRCO’s statutory filings. DBG cluding tabular and non-tabular calculations. The tabular
loss reserves also include approximately $574 million and $535 million workers compensation discount is calculated using a 3.5 per-
related to business included in American International Underwriters

cent interest rate and the 1979-81 Decennial Mortality Table.Overseas, Ltd.’s (AIUO) statutory filings at March 31, 2007 and Decem-
The non-tabular workers compensation discount is calcu-ber 31, 2006, respectively.

(b) At March 31, 2007 and December 31, 2006, respectively, Personal Lines lated separately for companies domiciled in New York and
loss reserves include $844 million and $861 million related to business Pennsylvania, and follows the statutory regulations for each
ceded to DBG and reported in DBG’s statutory filings.

state. For New York companies, the discount is based on a(c) At March 31, 2007 and December 31, 2006, respectively, Foreign General
five percent interest rate and the companies’ own payoutloss reserves include approximately $2.80 billion and $2.75 billion related

to business reported in DBG’s statutory filings. patterns. For Pennsylvania companies, the statute has speci-
fied discount factors for accident years 2001 and prior, whichThe DBG net loss reserve of $45.0 billion is comprised
are based on a six percent interest rate and an industry pay-principally of the business of AIG subsidiaries participating in
out pattern. For accident years 2002 and subsequent, thethe American Home Assurance Company (American Home)/
discount is based on the yield of U.S. Treasury securities rang-National Union Fire Insurance Company of Pittsburgh, Pa.
ing from one to twenty years and the company’s own payout(National Union) pool (11 companies) and the surplus lines
pattern, with the future expected payment for each year usingpool (Lexington, Starr Excess Liability Insurance Company
the interest rate associated with the corresponding Treasuryand Landmark Insurance Company).
security yield for that time period. The discount is comprised

DBG cedes a quota share percentage of its other liability of the following: $662 million – tabular discount for workers
occurrence and products liability occurrence business to compensation in DBG; $1.30 billion – non-tabular discount
AIRCO. The quota share percentage ceded was 15 percent for workers compensation in DBG; and, $300 million – non-
for the first quarter 2007 and 20 percent for the year 2006 tabular discount for other liability occurrence and products
and covered all business written in these years for these lines liability occurrence in AIRCO. The total undiscounted work-
by participants in the American Home/National Union pool. ers compensation loss reserve carried by DBG is approxi-
AIRCO’s loss reserves relating to these quota share cessions mately $11.8 billion as of March 31, 2007. The other liability
from DBG are recorded on a discounted basis. As of occurrence and products liability occurrence business in
March 31, 2007, AIRCO carried a discount of approximately AIRCO that is assumed from DBG is discounted based on the
$300 million applicable to the $3.60 billion in undiscounted yield of U.S. Treasury securities ranging from one to twenty
reserves it assumed from the American Home/National years and the DBG payout pattern for this business. The
Union pool via this quota share cession. AIRCO also carries undiscounted reserves assumed by AIRCO from DBG totaled
approximately $488 million in net loss reserves relating to approximately $3.60 billion at March 31, 2007.
Foreign General insurance business. These reserves are car-
ried on an undiscounted basis. Quarterly  Reserving  Process

The companies participating in the American Home/Na- Management believes that the General Insurance net loss
tional Union pool have maintained a participation in the bus- reserves are adequate to cover General Insurance net losses
iness written by AIU for decades. As of March 31, 2007, and loss expenses as of March 31, 2007. While AIG regularly
these AIU reserves carried by participants in the American reviews the adequacy of established loss reserves, there can be
Home/National Union pool totaled approximately $2.80 bil- no assurance that AIG’s ultimate loss reserves will not de-
lion. The remaining Foreign General reserves are carried by velop adversely and materially exceed AIG’s loss reserves as
AIUO, AIRCO, and other smaller AIG subsidiaries domiciled of March 31, 2007. In the opinion of management, such
outside the United States. Statutory filings in the U.S. by AIG adverse development and resulting increase in reserves is not
companies reflect all the business written by U.S. domiciled likely to have a material adverse effect on AIG’s consolidated
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financial condition, although it could have a material adverse cases, the higher or lower than expected emergence may re-
effect on AIG’s consolidated results of operations for an indi- sult in a larger change, either favorable or unfavorable, than
vidual reporting period. the difference between the actual and expected loss emer-

gence. Such additional analyses were conducted for each
The following table presents the reconciliation of net loss profit center, as appropriate, in the first quarter of 2007 to
reserves: determine the loss development from prior accident years for

the first quarter of 2007. As part of its quarterly reserving
Three Months

process, AIG also considers notices of claims received withEnded March 31,
(in millions) 2007 2006 respect to emerging issues, such as those related to stock

option backdating.Net reserve for losses and loss expenses at
beginning of year $62,630 $57,476

In the first three months of 2007, net loss developmentForeign exchange effect (38) 117
from prior accident years was favorable by approximatelyLosses and loss expenses incurred:

Current year 7,215 6,841 $131 million, including approximately $36 million of adverse
Prior years, other than accretion of discount (131) 35 development pertaining to the major hurricanes in 2004 and
Prior years, accretion of discount 116 101

2005; and $18 million of adverse development from the gen-
Losses and loss expenses incurred 7,200 6,977

eral reinsurance operations of Transatlantic; and excluding
Losses and loss expenses paid 5,758 5,678

approximately $116 million from accretion of loss reserveNet reserve for losses and loss expenses at
discount. Excluding catastrophes and Transatlantic, as wellend of period $64,034 $58,892
as accretion of discount, net loss development in the first

The following tables summarize development, (favorable) three months of 2007 from prior accident years was
or unfavorable, of incurred losses and loss expenses for favorable by approximately $185 million. The overall
prior years (other than accretion of discount): favorable development of $131 million consisted of approxi-

mately $265 million of favorable development from accidentThree Months
Ended March 31, years 2003 through 2006, partially offset by approximately

(in millions) 2007 2006 $134 million of adverse development from accident years
Prior Accident Year Development by 2002 and prior. For the first three months of 2007, most

Reporting Unit: classes of AIG’s business continued to experience favorable
DBG $ (87) $ 74 development for accident years 2003 through 2006. The ad-Personal Lines (29) (19)

verse development from accident years 2002 and prior re-Mortgage Guaranty 31 (12)
Foreign General (64) (43) flected development from excess casualty within DBG and

Subtotal (149) — from Transatlantic. This adverse development from accident
Transatlantic 18 35 years 2002 and prior in the first three months of 2007 per-

Prior years, other than accretion of discount $ (131) $ 35 taining to excess casualty and to Transatlantic was signifi-
cantly lower than the amounts of adverse development from

Calendar Year
these accident years observed during the first three months of(in millions) 2007 2006
2006.Prior Accident Year Development by

Accident Year: In the first three months of 2006, net adverse loss devel-
2006 $ (178)

opment from prior accident years was approximately2005 (31) $ (74)
$35 million, including approximately $98 million pertaining2004 (47) (124)

2003 (9) (87) to catastrophes in 2004 and 2005 and $35 million from the
2002 18 66 general reinsurance operations of Transatlantic, but exclud-
2001 & prior 116 254

ing approximately $101 million pertaining to accretion of
Prior years, other than accretion of discount $ (131) $ 35

loss reserve discount applicable to accident years 2005 and
prior. Excluding catastrophes and Transatlantic, as well asIn determining the quarterly loss development from
accretion of discount, net loss development from prior acci-prior accident years, AIG conducts analyses to determine the
dent years in the first three months of 2006 was favorable bychange in estimated ultimate loss for each accident year for
approximately $98 million. The overall adverse developmenteach profit center. For example, if loss emergence for a profit
of $35 million consisted of approximately $285 million ofcenter is different than expected for certain accident years,
favorable development from accident years 2003 throughthe actuaries examine the indicated effect such emergence
2005, offset by approximately $320 million of adverse devel-would have on the reserves of that profit center. In some
opment from accident years 2002 and prior. Most classes ofcases, the higher or lower than expected emergence may re-
business throughout AIG experienced favorable developmentsult in no clear change in the ultimate loss estimate for the
from accident years 2003 through 2005, other than the ad-accident years in question, and no adjustment would be made
verse development of $98 million pertaining to the 2004 andto the profit center’s reserves for prior accident years. In other
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2005 hurricanes. The adverse development from accident such policies and in others have expanded theories of
years 2002 and prior was primarily attributable to excess liability.
casualty business within DBG, and to Transatlantic, with a

As described more fully in the 2006 Annual Report on
much smaller amount attributable to excess workers compen-

Form 10-K, AIG’s reserves relating to asbestos and environ-
sation business within DBG.

mental claims reflect a comprehensive ground up analysis. In
the first three months of 2007, AIG maintained the ultimate

Asbestos  and Environmental  Reserves
loss estimates for asbestos and environmental claims resulting

The estimation of loss reserves relating to asbestos and envi- from the recently completed reserve analyses. A minor
ronmental claims on insurance policies written many years amount of favorable incurred loss development pertaining to
ago is subject to greater uncertainty than other types of asbestos was reflected in the first three months of 2007, as
claims due to inconsistent court decisions as well as judicial depicted in the table that follows. This minor development is
interpretations and legislative actions that in some cases have primarily attributable to one large settlement.
tended to broaden coverage beyond the original intent of

A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims
separately and combined:

Three Months
Ended March 31,

2007 2006
(in millions) Gross Net Gross Net
Asbestos:

Reserve for losses and loss expenses at beginning of year $4,464 $1,889 $4,441 $1,840
Losses and loss expenses incurred* (11) (17) 5 2
Losses and loss expenses paid* (199) (128) (149) (54)

Reserve for losses and loss expenses at end of period $4,254 $1,744 $4,297 $1,788
Environmental:

Reserve for losses and loss expenses at beginning of year $ 588 $ 290 $ 926 $ 410
Losses and loss expenses incurred* – – – –
Losses and loss expenses paid* (15) (9) (21) (9)

Reserve for losses and loss expenses at end of period $ 573 $ 281 $ 905 $ 401
Combined:

Reserve for losses and loss expenses at beginning of year $5,052 $2,179 $5,367 $2,250
Losses and loss expenses incurred* (11) (17) 5 2
Losses and loss expenses paid* (214) (137) (170) (63)

Reserve for losses and loss expenses at end of period $4,827 $2,025 $5,202 $2,189

* All amounts pertain to policies underwritten in prior years, primarily to policies issued in 1984 and prior.

The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental
claims separately and combined, were estimated as follows:

Three Months
Ended March 31,

2007 2006
(in millions) Gross Net Gross Net

Asbestos $3,191 $1,436 $3,314 $1,425
Environmental 329 161 572 256

Combined $3,520 $1,597 $3,886 $1,681

A summary of asbestos and environmental claims count activity was as follows:

Three Months Ended March 31,
2007 2006

Asbestos Environmental Combined Asbestos Environmental Combined

Claims at beginning of year 6,878 9,442 16,320 7,293 9,873 17,166
Claims during year:

Opened 200 411 611 286 388 674
Settled (32) (13) (45) (37) (42) (79)
Dismissed or otherwise resolved (246) (389) (635) (295) (296) (591)

Claims at end of period 6,800 9,451 16,251 7,247 9,923 17,170
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which include single premium immediate annuities, struc-Survival  Ratios — Asbestos  and Environmental
tured settlements and terminal funding annuities. Home ser-
vice operations include an array of life insurance, accidentThe table below presents AIG’s survival ratios for asbes-
and health and annuity products sold primarily through ca-tos and environmental claims at March 31, 2007 and 2006.
reer agents. In addition, home service includes a small blockThe survival ratio is derived by dividing the current carried
of runoff property and casualty coverage. Retirement servicesloss reserve by the average payments for the three most recent
include group retirement products, individual fixed and vari-calendar years for these claims. Therefore, the survival ratio
able annuities sold through banks, broker-dealers and exclu-is a simplistic measure estimating the number of years it
sive sales representatives, and annuity runoff operations,would be before the current ending loss reserves for these
which include previously acquired ‘‘closed blocks’’ and otherclaims would be paid off using recent year average payments.
fixed and variable annuities largely sold through distributionThe March 31, 2007 survival ratio is lower than the ratio at
relationships that have been discontinued.March 31, 2006 because the more recent periods included in

the rolling average reflect higher claims payments. In addi- Overseas, AIG’s Life Insurance & Retirement Services
tion, AIG’s survival ratio for asbestos claims was negatively operations include insurance and investment-oriented prod-
affected in the first quarter of 2007 as a result of a large ucts such as whole and term life, investment linked, universal
settlement. Many factors, such as aggressive settlement pro- life and endowments, personal accident and health products,
cedures, mix of business and level of coverage provided, have group products including pension, life and health, and fixed
a significant effect on the amount of asbestos and environ- and variable annuities.
mental reserves and payments and the resultant survival ra-

AIG’s Life Insurance & Retirement Services subsidiariestio. Thus, caution should be exercised in attempting to
report their operations through the following major internaldetermine reserve adequacy for these claims based simply on
reporting units and business units:this survival ratio.

Foreign Life Insurance & Retirement ServicesAIG’s survival ratios for asbestos and environmental
claims, separately and combined were based upon a three- Japan and Other*
year average payment. These ratios at March 31, 2007 and

) ALICO2006 were as follows:
) AIG Star Life

(number of years) Gross Net
) AIG Edison Life

2007
Survival ratios: AsiaAsbestos 10.3 9.9

Environmental 5.5 4.4
) AIACombined 9.4 8.4

) Nan Shan2006
Survival ratios: ) AIRCOAsbestos 14.7 17.8

Environmental 7.1 6.4 ) Philamlife
Combined 12.4 13.5

Domestic Life Insurance

Life  Insurance & Retirement  Services  Operations ) AIG American General
) USLIFEAIG’s Life Insurance & Retirement Services subsidiaries offer
) AGLAa wide range of insurance and retirement savings products

both domestically and abroad. Domestic Retirement Services

Domestically, AIG’s Life Insurance & Retirement Ser- ) VALIC
vices operations offer a broad range of protection products, ) AIG Annuity
such as life insurance and group life and health products, ) AIG SunAmerica 
including disability income products and payout annuities,

*Japan and Other consists of all operations in Japan and the operations of ALICO and its subsidiaries worldwide.
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Life  Insurance & Retirement  Services  Results

Life Insurance & Retirement Services results were as follows:

Premiums Net Realized
and Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Three months ended March 31, 2007
Foreign Life Insurance & Retirement Services $6,613 $2,883 $(235) $ 9,261 $1,284
Domestic Life Insurance 1,528 1,005 (12) 2,521 345
Domestic Retirement Services 284 1,625 (9) 1,900 652

Total $8,425 $5,513 $(256) $13,682 $2,281

Three months ended March 31, 2006
Foreign Life Insurance & Retirement Services $6,117 $2,255 $ 352 $ 8,724 $1,686
Domestic Life Insurance 1,426 933 8 2,367 366
Domestic Retirement Services 257 1,646 (144) 1,759 578

Total $7,800 $4,834 $ 216 $12,850 $2,630

Percentage Increase/(Decrease) from Prior Year:
Foreign Life Insurance & Retirement Services 8% 28% –% 6% (24)%
Domestic Life Insurance 7 8 – 7 (6)
Domestic Retirement Services 11 (1) 94 8 13

Total 8% 14% –% 6% (13)%

The following table presents the Insurance In-force for Life Insurance & Retirement Services:

March 31, December 31,
(in millions) 2007 2006

Foreign $1,158,107 $ 1,162,699
Domestic 924,440 907,901

Total $2,082,547 $ 2,070,600

Life Insurance & Retirement Services operating results for the The growth in Domestic Retirement Services operating
first three months of 2007 reflect growth in premium and net income in the first quarter of 2007 compared to the same
investment income offset by realized capital losses. Realized period last year was driven by higher premiums and other
capital losses reduced revenues and operating income by considerations and lower realized capital losses. Although
$256 million in the first three months of 2007 while realized Domestic Retirement Services had realized capital losses of
capital gains increased revenues and operating income by $144 million in the first three months of 2006 compared to a
$216 million in the same period of 2006. Realized capital loss of $9 million in the same period of 2007, the effect of
losses in the Foreign Life operations in 2007 included losses those losses in 2006 was partially offset by a corresponding
related to derivatives that do not qualify for hedge accounting reduction of $26 million in amortization of DAC.
treatment and losses related to the decline in value of securi-

In order to better align financial reporting with the man-
ties deemed to be other-than-temporary.

ner in which AIG’s chief operating decision makers have
Operating results in the first three months of 2007 in- managed their businesses, for the three months ended

cludes a charge of $32 million as a result of the adoption of March 31, 2007, revenues and operating income related to
SOP 05-1 which generally requires DAC related to group foreign investment contacts, which were historically reported
contracts to be amortized over a shorter duration than in as a component of the Spread-Based Investment Business in
prior periods, and also requires that DAC be expensed at the the Asset Management segment, are now being reported as
time a policy is terminated and cannot be re-capitalized if that part of Foreign Life Insurance & Retirement Services. Prior
policy is reinstated. The effect of SOP 05-1 was most signifi- period amounts have been revised to conform to the current
cant to the group products line in the Domestic Life opera- presentation.
tions and was a significant factor in the decline of operating
income for Domestic Life in the first three months of 2007
compared to the same period of 2006.
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Foreign  Life  Insurance & Retirement  Services  Results

Foreign Life Insurance & Retirement Services results were as follows:

Premiums Net Realized
and Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Three months ended March 31, 2007
Japan and Other:

Life insurance $1,216 $ 550 $ (18) $1,748 $ 352
Personal accident 1,028 50 2 1,080 289
Group products 575 150 5 730 73
Individual fixed annuities 116 546 (35) 627 147
Individual variable annuities 91 494 – 585 52

Total $3,026 $1,790 $ (46) $4,770 $ 913

Asia:
Life insurance $2,951 $1,007 $(150) $3,808 $ 300
Personal accident 445 33 (10) 468 79
Group products 178 24 (26) 176 (10)
Individual fixed annuities 12 28 (2) 38 2
Individual variable annuities 1 1 (1) 1 –

Total $3,587 $1,093 $(189) $4,491 $ 371

Total Foreign Life Insurance & Retirement Services:
Life insurance $4,167 $1,557 $(168) $5,556 $ 652
Personal accident 1,473 83 (8) 1,548 368
Group products 753 174 (21) 906 63
Individual fixed annuities 128 574 (37) 665 149
Individual variable annuities 92 495 (1) 586 52

Total $6,613 $2,883 $(235) $9,261 $1,284

Three months ended March 31, 2006
Japan and Other:

Life insurance $1,171 $ 456 $ 121 $1,748 $ 448
Personal accident 944 38 18 1,000 287
Group products 430 153 9 592 77
Individual fixed annuities 79 476 3 558 138
Individual variable annuities 61 305 – 366 28

Total $2,685 $1,428 $ 151 $4,264 $ 978

Asia:
Life insurance $2,911 $ 756 $ 160 $3,827 $ 562
Personal accident 362 26 9 397 76
Group products 143 24 31 198 64
Individual fixed annuities 16 20 1 37 5
Individual variable annuities – 1 – 1 1

Total $3,432 $ 827 $ 201 $4,460 $ 708

Total Foreign Life Insurance & Retirement Services:
Life insurance $4,082 $1,212 $ 281 $5,575 $1,010
Personal accident 1,306 64 27 1,397 363
Group products 573 177 40 790 141
Individual fixed annuities 95 496 4 595 143
Individual variable annuities 61 306 – 367 29

Total $6,117 $2,255 $ 352 $8,724 $1,686

Percentage Increase/(Decrease) from Prior Year:
Japan and Other:

Life insurance 4% 21% –% –% (21)%
Personal accident 9 32 (89) 8 1
Group products 34 (2) (44) 23 (5)
Individual fixed annuities 47 15 – 12 7
Individual variable annuities 49 62 – 60 86

Total 13% 25% –% 12% (7)%

Asia:
Life insurance 1% 33% –% –% (47)%
Personal accident 23 27 – 18 4
Group products 24 – – (11) –
Individual fixed annuities (25) 40 – 3 (60)
Individual variable annuities – – – – –

Total 5% 32% –% 1% (48)%
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Premiums Net Realized
and Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Total Foreign Life Insurance & Retirement Services:
Life insurance 2% 28% –% –% (35)%
Personal accident 13 30 – 11 1
Group products 31 (2) – 15 (55)
Individual fixed annuities 35 16 – 12 4
Individual variable annuities 51 62 – 60 79

Total 8% 28% –% 6% (24)%

AIG transacts business in most major foreign currencies and affected by increased competition and lower sales of tax-
therefore premiums reported in U.S. dollars vary by volume related products. Net investment income increased in the first
and from changes in foreign currency translation rates. The three months of 2007 compared to the same period last year
following table summarizes the effect of changes in foreign primarily due to higher invested assets and increased partner-
currency exchange rates on the growth of the Foreign Life ship income. Operating income growth in the first three
Insurance & Retirement Services premiums and other months of 2007 was affected by lower realized capital gains,
considerations: the $25 million provision for additional claim expenses and

$15 million of higher expenses related to the termination ofThree Months
Ended March 31, certain tax-related products in Japan. Loss ratios remained
2007 2006 stable for this business which continues to enjoy relatively

high margins.Growth in original currency* 5.2% 7.1%
Foreign exchange effect 2.9 (4.0)

Group products premiums and other considerations re-Growth as reported in U.S. dollars 8.1% 3.1%
flected growth for the first three months of 2007 compared to

* Computed using a constant exchange rate throughout each period.
the same period last year primarily due to sales of credit and

Japan and Other pension business in Europe. Net investment income declined
from first quarter 2006 primarily due to the decline in interestTotal revenues for the first three months of 2007 increased
rates in Brazil which adversely affected the pension businesscompared to the same period of 2006, primarily due to higher
results. Operating income for the first quarter of 2007 de-premium and net investment income partially offset by a de-
clined from the same period last year primarily due to thecline in realized capital gains. Operating income growth de-
decline in net investment income and lower realized capitalcreased in the first three months of 2007 compared to the first
gains.three months of 2006 due to lower realized capital gains. In

addition, a $37 million provision, including $25 million for Individual fixed annuities’ premium and other consider-
personal accident, for additional claim expense was estab- ations growth reflects higher surrender charges from
lished in Japan as a result of a continuing industry-wide regu- U.S. dollar contracts in Japan where a weak yen makes it
latory review of claims. That review is expected to be attractive for certain policyholders to lock in foreign ex-
completed in late 2007. change gains in excess of surrender charges. Net investment

income increased due to higher average investment yields andLife insurance premiums and other considerations in-
higher assets under management. Management implementedcreased modestly in the first three months of 2007 compared
a new investment strategy during the quarter to enhance fu-to the same period of 2006. In Japan, increased fees and
ture investment yields which resulted in realized capital lossespolicy charges related to interest sensitive universal life and
in the current quarter as a small portion of the existing bondU.S. dollar life insurance products were partially offset by the
portfolio was sold and reinvested in higher yielding assets.runoff of the acquired blocks of business in AIG Star Life and
The positive effect on operating income for the realized capi-AIG Edison Life. In Europe, growth in premiums and other
tal losses was $13 million, primarily related to lower DACconsiderations was enhanced by the foreign exchange effect.
amortization. Operating income increased for the first threeThe growth in net investment income included higher part-
months of 2007 compared to the first three months of 2006nership income, equity in unit investment trusts and growth
primarily due to growth in reserves and surrender charges.in underlying invested assets. Life insurance operating income

declined in the first three months of 2007 compared to the Individual variable annuity assets under management,
same period last year due to lower realized capital gains and particularly in Europe, continued to grow due to new product
an $11 million provision for additional claim expense result- offerings and stronger equity markets. The fees generated
ing from the continuing industry-wide regulatory review of from the growth in assets under management increased pre-
claims in Japan. miums and operating income for the first three months of

2007 compared to the same period last year. Net investmentPersonal accident premiums and other considerations
income grew in the first three months of 2007 compared tocontinue to grow. New business in Japan has been adversely
the same period of 2006 due to increased policyholder trad-
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ing gains which comprise the entirety of variable annuity net in part due to earnings on certain interests in unit investment
investment income. Policyholder trading gains are offset by trusts along with higher policyholder trading gains. Operat-
an equal increase in policy benefits expense, as all investment ing income decreased in the first three months of 2007 com-
returns for these variable annuities accrue to the benefit of the pared to the same period last year, due mainly to the change
policyholder. in net realized capital gains (losses) which more than offset

the growth in other sources of earnings. Operating income
Asia

for the first three months of 2007 included a $50 million
Total revenues for the first three months of 2007 were up charge related to balance sheet reconciliation remediation ac-
slightly from last year’s levels, while the growth in operating tivity. Operating income results for the first three months of
income fell compared to the same period of 2006. Net real- 2006 included a $40 million loss from the Life Insurance &
ized capital losses recorded in the current period compared to Retirement Services segment’s share of the loss of AIG Credit
net realized capital gains recorded in the same period last year Card Company (Taiwan).
greatly influenced the low growth rate in total revenues and

Personal accident reported growth in total revenues and
caused the decline in operating income. The net realized capi-

operating income for the first three months of 2007 com-
tal losses recorded in the current period were driven primarily

pared to the same period in 2006. The higher revenues re-
by the mark to market of derivatives that did not qualify for

sulted from an increased focus on risk based accident and
hedge accounting treatment under FAS 133 along with the

health products particularly in Korea and Taiwan. Operating
write-down of U.S. dollar bonds held in Singapore and Thai-

earnings reflect the combined effect of premium growth and
land where the decline in the value of those bonds when

stable loss ratios that were partially offset by net realized
measured in the local currency was determined to be other

capital losses.
than temporary. Premiums and other considerations grew in
the current period reflecting a continued trend toward invest- Group products premiums and other considerations
ment-oriented products where only a portion of policy grew in the first three months of 2007 compared to the same
charges collected from policyholders are reported as pre- period of 2006. The increase reflects the new business written
mium. Net investment income grew in the current period in in China, where AIG received approval to write group insur-
line with the growth in underlying invested assets. Higher ance in the second quarter of 2006, improved sales due to
income from interests in unit investment trusts and higher promotional activities in Thailand, and new business written
policyholder trading gains, which are offset by an equal in Hong Kong. Operating income declined in the first three
charge to incurred policy losses and benefits, also contributed months of 2007 compared to the same period of 2006, due in
to the growth. part to the net realized capital losses incurred and higher

incurred policy losses and benefits of $13 million due to a
Life insurance premiums and other considerations were

2007 out of period reserve charge.
flat in the first three months of 2007 compared to the same
period of 2006, due to the shift in product mix from tradi- Individual fixed annuity premiums declined in the first
tional life insurance products to investment-oriented prod- three months of 2007 compared to the same period of 2006,
ucts as mentioned above. Net investment income grew in the due primarily to the erosion of market share in Korea as a
current period compared to the same period of 2006, due result of competition from higher yielding bank products.
primarily to the growth in the underlying invested assets and

Domestic  Life  Insurance  Results

Domestic Life Insurance results, presented by sub-product were as follows:

Realized
Premiums Net Capital Operating
and Other Investment Gains Total Income

(in millions) Considerations(a) Income (Losses) Revenues (Loss)

Three months ended March 31, 2007
Life insurance $ 578 $ 372 $ (3) $ 947 $187
Home service 195 161 (2) 354 82
Group life/health 229 53 (1) 281 3
Payout annuities(a) 512 289 (6) 795 51
Individual fixed annuities 2 27 – 29 4
Individual annuities – runoff(b) 12 103 – 115 18

Total $ 1,528 $1,005 $ (12) $2,521 $345
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Realized
Premiums Net Capital Operating
and Other Investment Gains Total Income

(in millions) Considerations(a) Income (Losses) Revenues (Loss)

Three months ended March 31, 2006
Life insurance $ 516 $ 338 $ 62 $ 916 $240
Home service 200 158 (23) 335 59
Group life/health 246 54 (1) 299 19
Payout annuities 450 237 (18) 669 22
Individual fixed annuities 1 15 (2) 14 (2)
Individual annuities – runoff(b) 13 131 (10) 134 28

Total $ 1,426 $ 933 $ 8 $2,367 $366
Percentage Increase/(Decrease) from Prior Year:

Life insurance 12% 10% –% 3% (22)%
Home service (3) 2 91 6 39
Group life/health (7) (2) – (6) (84)
Payout annuities 14 22 67 19 132
Individual fixed annuities 100 80 – 107 –
Individual annuities – runoff(b) (8) (21) – (14) (36)

Total 7% 8% –% 7% (6)%

(a) Premiums and other considerations include structured settlements, single premium immediate annuities and terminal funding annuities.

(b) Primarily represents runoff annuity business sold through discontinued distribution relationships.

The following table reflects periodic Domestic Life insur- marily due to exiting the financial institutions credit life busi-
ance sales by product: ness and tightened pricing and underwriting in the group

employer lines. Premiums and other considerations growth
Domestic  Life  Insurance from payout annuities for the first three months of 2007

reflects increased sales of structured settlements and terminalThree Months Percentage
Ended March 31, Increase/ funding compared to the same period of 2006.

(in millions) 2007 2006 (Decrease)

Domestic Life Insurance operating income declined inPeriodic premium sales by
product*: the first three months of 2007 compared to the same period
Universal life $51 $136 (62)%

of 2006, primarily due to a $22 million charge related to theVariable universal life 13 9 44
Term life 55 60 (8) adoption of SOP 05-1 and an increase in realized capital
Whole life/other 2 3 (33) losses, offset by growth in the underlying business and in-

Total $121 $208 (42)% creases in net investment income.
* Periodic premium represents premium from new business expected to be

Life insurance operating income decreased for the firstcollected over a one-year period.

three months of 2007 compared to the first three months of
Premiums and other considerations for Domestic Life Insur-

2006 primarily due to increased realized capital losses and
ance in the first three months of 2007 increased compared to

higher policyholder benefits, partially offset by growth in the
the same period of 2006, primarily due to the growth in life

underlying business and increased partnership income. Home
insurance business in force. Periodic life insurance sales de-

service operating income increased due to lower realized capi-
clined compared to the first three months of 2006 as a result

tal losses. Group life/health lines operating income decreased
of re-pricing certain universal life products and tightening of

due to a charge of $16 million resulting from the adoption of
underwriting standards during the second half of 2006. In the

SOP 05-1. Payout annuities operating income increased for
first quarter of 2007, the Domestic Life Insurance operating

the first three months of 2007 due to growth in the business,
unit acquired Matrix Direct, a leading direct marketer of life

lower realized capital losses and an increase in calls and ten-
insurance, which will further expand its already broad distri-

ders on fixed maturity securities. Individual fixed annuities
bution network. Premiums and other considerations for the

operating income increased primarily from lower realized
home service segment declined compared to the same period

capital losses. Individual annuities – runoff operating income
in 2006 as the reduction in premium in force from normal

is down from the first three months of 2006 due to the decline
lapses and maturities exceeded sales growth. Premiums and

in the block of business partially offset by lower realized
other considerations for group life/health for the first three

capital losses.
months of 2007 declined over the same period of 2006, pri-
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Domestic  Retirement  Services  Results

Domestic Retirement Services results, presented on a sub-product basis were as follows:

Realized
Premiums Net Capital
and Other Investment Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Three months ended March 31, 2007
Group retirement products $ 105 $ 570 $ (10) $ 665 $276
Individual fixed annuities 25 914 (11) 928 303
Individual variable annuities 146 42 10 198 52
Individual annuities – runoff* 8 99 2 109 21

Total $ 284 $1,625 $ (9) $1,900 $652
Three months ended March 31, 2006
Group retirement products $ 94 $ 572 $ (37) $ 629 $265
Individual fixed annuities 28 917 (100) 845 259
Individual variable annuities 128 52 2 182 46
Individual annuities – runoff* 7 105 (9) 103 8

Total $ 257 $1,646 $(144) $1,759 $578
Percentage Increase/(Decrease) from Prior Year:
Group retirement products 12% –% 73% 6% 4%
Individual fixed annuities (11) – 89 10 17
Individual variable annuities 14 (19) – 9 13
Individual annuities – runoff* 14 (6) – 6 163

Total 11% (1)% 94% 8% 13%

* Primarily represents runoff annuity business sold through discontinued distribution relationships.

Domestic Retirement Services total deposits decreased for the increased in the first three months of 2007 compared to the
first three months of 2007 compared to the same period of same period in 2006, primarily due to lower realized capital
2006. The decrease in total deposits primarily reflects lower losses and an increase in fee income, primarily driven by
fixed annuity sales that continued to face increased competi- higher variable annuity fees and other advisory fees. The
tion from bank deposit products and money market funds higher revenues, partially offset by higher amortization of
offering very competitive short-term rates in the flat yield DAC related to the increase in surrenders and internal
curve environment. Individual variable annuity deposits de- replacements of existing contracts into new contracts and
clined slightly in the first three months of 2007 compared to general account spread compression, resulted in an increase
the same period in 2006, due to discontinuing a proprietary in group retirement operating income over the first three
product in a major bank. Absent the loss of this product, months of 2006. Total revenues and operating income for
deposits would have increased 2 percent. Group retirement individual fixed annuities were up in the first three months of
deposits declined in the first three months of 2007 as a result 2007 compared to the first three months of 2006 primarily
of higher external mutual fund conversions in the prior year driven by lower realized capital losses, partially offset by
period partially offset by an increase in variable annuity de- higher amortization of DAC as a result of lower realized
posits. Over time, AIG expects that mutual fund sales will capital losses and increased early duration surrenders. Indi-
result in a gradual reduction in overall profit margins of this vidual variable annuity total revenues increased in the first
business driven by the growth in the lower-margin mutual three months of 2007 compared to the first three months of
fund products relative to the annuity products. Group retire- 2006, primarily driven by higher variable annuity fees result-
ment surrenders increased as a result of a few large group ing from the increase in the equity markets in 2006 and in-
mutual fund surrenders in the first three months of 2007 creases in realized capital gains partially offset by lower
compared to the same period last year. Fixed annuity surren- investment income. The higher revenues, partially offset by
der rates increased in the first three months of 2007 com- higher amortization of DAC, resulted in the increase in indi-
pared to the same period in 2006 due to products coming out vidual variable annuity operating income. Individual annui-
of their surrender charge period and increased competition ties – runoff operating income increased in the first three
from banks. Individual fixed annuity net flows for the first months of 2007 over the same period of 2006 even though
three months of 2007 declined compared to the same period the underlying reserves decreased. The higher income was
of 2006, reflecting both the lower deposits and higher surren- primarily due to lower realized capital losses and increased
ders, caused by the flat or inverted yield curve. net spreads as a result of higher investment yields partially

offset by lower volumes due to the continued runoff of the
Total Domestic Retirement Services operating income

business.
for the first three months of 2007 increased over the same
period of 2006. Group retirement products total revenues
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Domestic  Retirement  Services  Supplemental  Data The combination of lower deposits and higher surren-
ders in the individual fixed annuity and individual fixed an-The following table presents deposits*:
nuity – runoff blocks, which include closed blocks of business

Three Months from acquired companies or terminated distribution relation-
Ended March 31,

ships, resulted in negative net flows for the first three months(in millions) 2007 2006

of 2007. The continuation of the current interest rate andGroup retirement products:
Annuities $1,418 $1,396 competitive environment could prolong this trend.
Mutual funds 465 545

Individual fixed annuities 1,231 1,541
Individual variable annuities 1,008 1,027 Life  Insurance &  Retirement  Services  Net  Investment
Individual fixed annuities – runoff 14 15

Income  and  Realized  Capital  Gains  (Losses)
Total $4,136 $4,524

* Excludes internal replacements. The following table summarizes the components of Net in-
vestment income:

The following table presents Domestic Retirement Services
Three Monthsreserves by surrender charge category as of March 31, 2007:

Ended March 31,
(in millions) 2007 2006Group Individual Individual

Retirement Fixed Variable Foreign Life Insurance & Retirement Services:(in millions) Products* Annuities Annuities
Fixed maturities, including short-term investments $2,076 $1,655

Zero or no surrender charge $43,889 $10,513 $11,721 Equity securities 64 71
0% - 2% 6,323 4,406 5,022 Interest on mortgage, policy and collateral loans 146 108
Greater than 2% - 4% 3,732 6,395 4,960 Partnership income 48 17
Greater than 4% 3,523 27,579 9,640 Unit investment trusts 86 –
Non-Surrenderable 879 3,446 89 Other(a) 64 69

Total $58,346 $52,339 $31,432 Total investment income before policyholder
trading gains (losses) 2,484 1,920* Excludes mutual funds of $6.9 billion.

Policyholder trading gains (losses)(b) 475 390
Surrender rates increased for individual fixed annuities Total investment income 2,959 2,310

Investment expenses 76 55and group retirement products for the first three months of
Net investment income $2,883 $2,2552007 compared to the same period of the prior year. The

Domestic Life Insurance:increase in the surrender rate for fixed annuities continues to
Fixed maturities, including short-term investments $ 911 $ 870be driven by the shape of the yield curve and general aging of Equity securities (1) 2

the in-force block; however, less than 21 percent of the individ- Interest on mortgage, policy and collateral loans 100 85
Partnership income – excluding Synfuels 27 10ual fixed annuity reserves as of March 31, 2007 were available
Partnership income (loss) – Synfuels (33) (37)

to be surrendered without charge. Surrender rates for group Unit investment trusts 2 –
Other(a) 14 14retirement products increased as a result of an increase in mu-
Total investment income 1,020 944tual fund and annuity surrenders. New products have been
Investment expenses 15 11introduced to retain assets and AIG has retained or attracted
Net investment income $1,005 $ 933over $293 million in assets in the first three months of 2007.

Domestic Retirement Services:Individual variable annuity surrender rates were higher in the
Fixed maturities, including short-term investments $1,400 $1,438

first three months of 2006 reflecting higher shock-lapses that Equity securities 3 3
Interest on mortgage, policy and collateral loans 121 104occur following expiration of the surrender charge period on
Partnership income – excluding Synfuels 130 131certain 3-year and 7-year contracts.
Unit investment trusts – –
Other(a) (12) (17)A further increase in the level of surrenders in any of
Total investment income before policyholderthese businesses or in the individual fixed annuities runoff trading gains (losses) 1,642 1,659

block could accelerate the amortization of DAC and nega- Investment expenses 17 13
tively affect fee income earned on assets under management. Net investment income $1,625 $1,646

Total:The following table presents the net flows(a) by line of
Fixed maturities, including short-term investments $4,387 $3,963

business: Equity securities 66 76
Interest on mortgage, policy and collateral loans 367 297

Three Months Partnership income – excluding Synfuels 205 158
Ended March 31, Partnership income (loss) – Synfuels (33) (37)

(in millions) 2007 2006 Unit investment trusts 88 –
Group retirement products(b) $ (102) $ 441 Other(a) 66 66
Individual fixed annuities (837) (146)
Individual variable annuities (103) (133)
Individual fixed annuities – runoff (263) (228)

Total $(1,305) $ (66)

(a) Net flows are defined as deposits received less benefits, surrenders, with-
drawals and death benefits.

(b) Includes mutual funds.
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come tax credits were $51 million and $40 million for the
Three Months

Ended March 31, first three months of 2007 and 2006, respectively. For a fur-
(in millions) 2007 2006 ther discussion of the effect of fluctuating domestic crude oil

Total investment income before policyholder prices on synfuel tax credits, see Note 6(c) of Notes to Con-
trading gains (losses) 5,146 4,523

solidated Financial Statements.Policyholder trading gains (losses)(b) 475 390

Total investment income 5,621 4,913 The following table summarizes Realized capital gains
Investment expenses 108 79 (losses) by major category:
Net investment income(c) $5,513 $4,834

Three Months
(a) Other includes real estate income, income on non-partnership invested Ended March 31,

(in millions) 2007 2006assets, securities lending and Foreign Life Insurance & Retirement Ser-

vices’ equal share of the results of AIG Credit Card Company (Taiwan). Foreign Life Insurance & Retirement Services:
Sales of fixed maturities $ (20) $ (21)(b) Relates principally to assets held in various trading securities accounts that
Sales of equity securities 32 151do not qualify for separate account treatment under SOP 03-1. These
Other:

amounts are offset by an equal change included in incurred policy losses Foreign exchange transactions 115 5
and benefits. Derivatives instruments (117) 259

Other-than-temporary decline (331) (41)(c) Includes call and tender income.
Other* 86 (1)

Net investment income increased for the first three months of Total Foreign Life Insurance & Retirement Services (235) 352
Domestic Life Insurance:2007 compared to the same period of 2006. Fixed maturities

Sales of fixed maturities $ 19 $ (22)income rose as the underlying invested asset base grew. Yield
Sales of equity securities 1 2

enhancement activity, including partnership income, in- Other:
Foreign exchange transactions 2 (1)creased for the first three months of 2007 compared to the
Derivatives instruments (11) 87

same period last year. The first quarter 2007 results included Other-than-temporary decline (19) (54)
Other (4) (4)$88 million in earnings on certain interests in unit investment

Total Domestic Life Insurance $ (12) $ 8trusts, of which $41 million was allocated to policyholder
Domestic Retirement Services:accounts through incurred policy losses and benefits. Policy-

Sales of fixed maturities $ 19 $ (47)
holder trading gains (losses) increased in the first three Sales of equity securities 11 14

Other:months of 2007 compared to the same period last year. These
Foreign exchange transactions 6 –gains have no effect on operating income because there is an Derivatives instruments 5 6

equal charge to incurred policy losses and benefits to offset Other-than-temporary decline (42) (92)
Other (8) (25)these results. Net investment income for certain operations

Total Domestic Retirement Services $ (9) $(144)include investments in structured notes linked to emerging
Total:

market sovereign debt that incorporates both interest rate Sales of fixed maturities $ 18 $ (90)
Sales of equity securities 44 167risk and currency risk. In addition, period to period compari-
Other:sons of investment income for some lines of business are

Foreign exchange transactions 123 4
affected by yield enhancement activity, particularly partner- Derivative instruments (123) 352

Other-than-temporary decline (392) (187)ship income as shown in the above table. See also Insurance
Other 74 (30)and Asset Management Invested Assets herein.

Total: $(256) $ 216

AIG generates income tax credits as a result of investing * Includes losses of $71 million and gains of $67 million allocated to partici-

pating policyholders for the first three months of 2007 and 2006,in synthetic fuel production (synfuels) related to the invest-
respectively.ment loss shown in the above table and records those benefits

in its provision for income taxes. The amounts of those in-
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Realized capital gains (losses) include normal portfolio
Deferred Policy Acquisition Costs

transactions as well as derivative gains (losses) for transac-
DAC for Life Insurance & Retirement Services productstions that did not qualify for hedge accounting treatment
arises from the deferral of those costs that vary with, and areunder FAS 133, foreign exchange gains and losses and other-
directly related to, the acquisition of new or renewal business.than-temporary declines in the value of investments. Realized
Policy acquisition costs for life insurance products are gener-capital losses in the Foreign Life operations in the first three
ally deferred and amortized over the premium paying periodmonths of 2007 include losses of $117 million related to
of the policy. Policy acquisition costs that relate to universalderivatives that did not qualify for hedge accounting treat-
life and investment-type products, including variable andment compared to a gain of $259 million in the same period
fixed annuities (investment-oriented products), are deferredof 2006. Derivatives in the Foreign Life operations are prima-
and amortized, with interest, as appropriate, in relation to therily used to economically hedge cash flows related to
historical and future incidence of estimated gross profits to beU.S. dollar bonds back to the respective currency of the coun-
realized over the estimated lives of the contracts. Total acqui-try, principally in Taiwan, Thailand, and Singapore. The cor-
sition costs deferred decreased $69 million in the first threeresponding foreign exchange gain or loss of the economically
months of 2007 compared to the first three months of 2006hedged bond is deferred in Other comprehensive income until
due to lower sales in the Domestic Life business. Total DACsold or deemed to be other than temporary. In the first quar-
amortization expense, excluding VOBA, increased $127 mil-ter of 2007, Foreign Life operations incurred losses of
lion compared to the first three months of 2006 with each$331 million for the decline in the value of securities deemed
period’s annualized amortization expense level at approxi-to be other than temporarily impaired. A significant portion
mately 13 percent of the opening DAC balance.of those losses was related to the decline in value of U.S.

dollar bonds held in Thailand and Singapore reflecting the
depreciation of the U.S. dollar against the local currency. 
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The following table summarizes the major components of the changes in DAC and VOBA:

Three Months Ended March 31,

(in millions) 2007 2006

DAC VOBA Total DAC VOBA Total

Foreign Life Insurance & Retirement Services
Balance at beginning of year $20,005 $1,148 $21,153 $16,360 $1,278 $17,638
Acquisition costs deferred 1,227 – 1,227 1,205 – 1,205
Amortization charged to income or credited to operating income:

Related to realized capital gains (losses) 19 – 19 1 – 1
Related to unlocking future assumptions 11 – 11 17 – 17
All other amortization (623) (27) (650) (537) (44) (581)

Change in unrealized gains (losses) on securities (11) 1 (10) 5 (4) 1
Increase (decrease) due to foreign exchange (158) (27) (185) 474 41 515
Other* (59) (1) (60) – – –
Balance at end of period $20,411 $1,094 $21,505 $17,525 $1,271 $18,796
Domestic Life Insurance
Balance at beginning of year $ 5,448 $ 558 $ 6,006 $ 4,625 $ 559 $ 5,184
Acquisition costs deferred 234 – 234 310 – 310
Amortization charged to income or credited to operating income:

Related to realized capital gains (losses) – – – (8) 2 (6)
Related to unlocking future assumptions (1) 2 1 – – –
All other amortization (164) (13) (177) (160) (9) (169)

Change in unrealized gains (losses) on securities 19 2 21 434 39 473
Increase (decrease) due to foreign exchange 5 – 5 (1) – (1)
Other* (64) – (64) – – –
Balance at end of period $ 5,477 $ 549 $ 6,026 $ 5,200 $ 591 $ 5,791
Domestic Retirement Services
Balance at beginning of year $ 5,376 $ 275 $ 5,651 $ 4,974 $ 310 $ 5,284
Acquisition costs deferred 169 – 169 184 – 184
Amortization charged to income or credited to operating income:

Related to realized capital gains (losses) (10) – (10) 22 4 26
Related to unlocking future assumptions 2 – 2 2 – 2
All other amortization (204) (15) (219) (180) (17) (197)

Change in unrealized gains (losses) on securities (84) 10 (74) 563 50 613
Increase (decrease) due to foreign exchange – – – – – –
Balance at end of period $ 5,249 $ 270 $ 5,519 $ 5,565 $ 347 $ 5,912
Total Life Insurance & Retirement Services
Balance at beginning of year $30,829 $1,981 $32,810 $25,959 $2,147 $28,106
Acquisition costs deferred 1,630 – 1,630 1,699 – 1,699
Amortization charged to income or credited to operating income:

Related to realized capital gains (losses) 9 – 9 15 6 21
Related to unlocking future assumptions 12 2 14 19 – 19
All other amortization (991) (55) (1,046) (877) (70) (947)

Change in unrealized gains (losses) on securities (76) 13 (63) 1,002 85 1,087
Increase (decrease) due to foreign exchange (153) (27) (180) 473 41 514
Other* (123) (1) (124) – – –
Balance at end of period $31,137 $1,913 $33,050 $28,290 $2,209 $30,499

* Represents the cumulative effect of the adoption of SOP 05-1.

Financial Services OperationsDAC for insurance-oriented, investment-oriented and re-
tirement services products is reviewed for recoverability,

AIG’s Financial Services subsidiaries engage in diversified ac-
which involves estimating the future profitability of current

tivities including aircraft and equipment leasing, capital mar-
business. This review involves significant management judg-

kets, consumer finance and insurance premium finance. (See
ment. If actual future profitability is substantially lower than

also Note 2 of Notes to Consolidated Financial Statements.)
estimated, AIG’s results of operations could be significantly
affected in future periods.
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Financial  Services  Results hedged risks offsetting the gains and losses on the derivatives
designated as hedges. Prior to 2007, hedge accounting under

Financial  Services results  were  as  follows: FAS 133 was not being applied to any of the derivatives and
Three Months related assets and liabilities. Accordingly, revenues and oper-Percentage

Ended March 31, Increase/ ating income were exposed to volatility resulting from differ-
(in millions) 2007 2006 (Decrease)

ences in the timing of revenue recognition between the
Revenues: derivatives and the hedged assets and liabilities.

Aircraft Leasing(a) $1,058 $1,012 5%
Beginning in the first quarter of 2007, derivative gainsCapital Markets(b)(c) 228 (300) –

and losses and foreign exchange transaction gains and lossesConsumer Finance(d)(e) 883 925 (5)
Other, including intercompany for Financial Services entities other than AIGFP, which were

adjustments 32 29 10 previously reported as part of AIG’s Other category, are now
Total $2,201 $1,666 32% included in Financial Services revenues and operating income.
Operating income (loss): For the first three months of 2007, the amount included in

Aircraft Leasing(a) $ 164 $ 176 (7)% both Financial Services revenues and operating income was a
Capital Markets(b)(c) 68 (470) – loss of $67 million. All prior periods have been revised to
Consumer Finance(d)(e) 36 176 (80) conform to the current presentation.
Other, including intercompany

adjustments 24 10 140 Aircraft  Leasing
Total $ 292 $ (108) –%

AIG’s Aircraft Leasing operations represent the operations of
(a) Revenues are primarily aircraft lease rentals from ILFC. Both revenues

ILFC, which generates its revenues primarily from leasing
and operating income include the effect of hedging activities that did not

new and used commercial jet aircraft to foreign and domesticqualify for hedge accounting treatment under FAS 133, including the re-
airlines. Revenues also result from the remarketing of com-lated foreign exchange gains and losses. For the first three months of 2007
mercial jets for ILFC’s own account, and remarketing andand 2006, the effect was $(37) million and $45 million, respectively. These

amounts result primarily from interest rate and foreign currency deriva- fleet management services for airlines and financial institu-
tives that are effective economic hedges of borrowings. tions. ILFC finances its aircraft purchases primarily through

(b) Revenues, shown net of interest expense of $1.1 billion and $639 million the issuance of debt instruments. ILFC economically hedges
in the first three months of 2007 and 2006, respectively, were primarily its floating rate and foreign currency denominated debt using
from hedged financial positions entered into in connection with

interest rate and foreign currency derivatives. These deriva-counterparty transactions. Both revenues and operating income include
tives are effective economic hedges; however, since hedge ac-the effect of hedging activities that did not qualify for hedge accounting
counting under FAS 133 was not applied, the benefits oftreatment under FAS 133 or for which hedge accounting was not applied,

including the related foreign exchange gains and losses. For the first three using derivatives to hedge these exposures are not reflected in
months of 2007 and 2006, the effect was $(85) million and $(678) million, ILFC’s corporate borrowing rates. The composite borrowing
respectively. rates at March 31, 2007 and 2006 were 5.19 percent and

(c) Certain transactions entered into by AIGFP generate tax credits and bene- 4.77 percent, respectively. ILFC has begun to apply hedge
fits which are included in income taxes in the consolidated statement of

accounting in the second quarter of 2007.
income. The amounts of such tax credits and benefits for the first three

months of 2007 and 2006 were $17 million and $18 million, respectively. ILFC typically contracts to re-lease aircraft before the
(d) Revenues are primarily finance charges. Both revenues and operating in- end of the existing lease term. For aircraft returned before the

come include the effect of hedging activities that did not qualify for hedge
end of the lease term, ILFC has generally been able to re-lease

accounting treatment under FAS 133, including the related foreign ex-
such aircraft within two to six months of its return. As achange gains and losses. For the first three months of 2007 and 2006, the
lessor, ILFC considers an aircraft ‘‘idle’’ or ‘‘off lease’’ wheneffect was $(36) million and $3 million, respectively. These amounts result
the aircraft is not subject to a signed lease agreement orprimarily from interest rate and foreign currency derivatives that are effec-

tive economic hedges of borrowings. signed letter of intent. ILFC had one aircraft off lease at
(e) The three months ended March 31, 2007 includes a pre-tax charge of March 31, 2007, and all new aircraft scheduled for delivery

$128 million in connection with domestic consumer finance’s mortgage through 2007 have been leased.
banking activities.

Aircraft  Leasing  ResultsFinancial Services operating income increased in the first
ILFC’s operating income decreased in the first three monthsthree months of 2007 compared to the same period of 2006
of 2007 compared to the same period of 2006 by $12 million,primarily due to differences in the accounting treatment for
or 6.8 percent. For the first three months of 2007 and 2006,hedging activities. In the first three months of 2007, AIGFP
the effect of hedging activities that did not qualify for hedgebegan applying hedge accounting to certain of its interest rate
accounting treatment under FAS 133, including the relatedswaps and foreign currency forward contracts hedging its
foreign exchange gains and losses, was $(37) million andinvestments and borrowings. As a result of the application of
$45 million, respectively, in both revenues and operating in-hedge accounting, AIGFP recognized in earnings the change
come. Rental revenues increased by $142 million or 15.4 per-in the fair value on the hedged items attributable to the
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cent, driven by a larger aircraft fleet, increased utilization and tions and Business — Outlook. This valuation adjustment ef-
higher lease rates. During the first three months of 2007, fectively reverses the cumulative gains resulting from
ILFC’s fleet subject to operating leases increased by 32 air- movements in market interest rates on the derivatives since
planes to a total of 856. The increase in rental revenues was their inception through March 31, 2007. While these deriva-
partially offset by increases in depreciation expense and inter- tives were economically hedging the preferred interests in the
est expense. Depreciation expense increased by $42 million, structured transactions, for accounting purposes the pre-
or 11.5 percent, in line with the increase in the size of the ferred interests were accounted for either at amortized cost,
aircraft fleet. Interest expense increased by $71 million, or or as available for sale debt securities. Accordingly, no
22.6 percent, driven by rising cost of funds, a weaker changes in market value on these securities have been recog-
U.S. dollar against the Euro and the British Pound and addi- nized in income. The net loss on AIGFP’s derivatives recog-
tional borrowings to fund aircraft purchases. As noted above, nized in the first three months of 2006 was partially due to an
ILFC’s interest expense did not reflect the benefit of hedging out of period charge of $300 million related to the remedia-
these exposures. tion of the material weakness in accounting for certain deriv-

ative transactions under FAS 133. The remainder of the net
Capital  Markets loss reflected the effect of increases in U.S. interest rates re-

sulting in a decrease in the fair value of the interest rateCapital Markets represents the operations of AIGFP, which
derivatives hedging AIGFP’s assets and liabilities. The im-engages as principal in a wide variety of financial transac-
proved results in the first three months of 2007 were partiallytions, including standard and customized financial products
offset by reduced transaction flow in AIGFP’s equity, com-involving commodities, credit, currencies, energy, equities
modity and interest rate products.and rates. AIGFP also invests in a diversified portfolio of

securities and principal investments and engages in borrow- Financial market conditions in the first three months of
ing activities involving issuing standard and structured notes 2007 were characterized by slight increases in global interest
and other securities, and entering into GIAs. rates, increases in credit spreads, slightly higher equity valua-

tions and a slightly weaker U.S. dollar.Beginning in 2007, AIGFP applied hedge accounting
under FAS 133 to certain of its interest rate swaps and foreign The most significant component of Capital Markets op-
currency forward contracts hedging its investments and bor- erating expenses is compensation, which was $123 million
rowings. As a result, AIGFP recognized in earnings the and $136 million in the first three months of 2007 and 2006,
change in the fair value on the hedged items attributable to respectively. The amount of compensation was not affected
the hedged risks offsetting the gains and losses on the deriva- by gains and losses arising from derivatives not qualifying for
tives designated as hedges. Prior to 2007, AIGFP did not hedge accounting treatment under FAS 133.
apply hedge accounting under FAS 133 to any of its deriva-

AIG elected to early adopt FAS 155, ‘‘Accounting for
tives or related assets and liabilities.

Certain Hybrid Financial Instruments’’ (FAS 155), in 2006
and AIGFP elected to apply the fair value option to certain

Capital  Markets  Results
structured notes and other financial liabilities containing em-

Capital Markets operating income increased in the first three bedded derivatives outstanding as of January 1, 2006. The
months of 2007 by $538 million compared to the same pe- cumulative effect of the adoption of FAS 155 on these instru-
riod of 2006, primarily due to differences in its accounting ments at January 1, 2006 was a pre-tax loss of $29 million.
treatment for hedging activities. In the first three months of The effect of these hybrid financial instruments reflected in
2007, AIGFP began applying hedge accounting under AIGFP’s operating income in the first three months of 2007
FAS 133 to certain of its interest rate swaps and foreign and 2006 was a pre-tax loss of $166 million and a pre-tax
currency forward contracts hedging its investments and bor- gain of $9 million, respectively. These amounts were largely
rowings. As a result, AIGFP recognized in earnings the offset by gains and losses on economic hedge positions also
change in the fair value on the hedged items attributable to reflected in AIGFP’s operating income.
the hedged risks offsetting the gains and losses on the deriva-
tives designated as hedges. In the first three months of 2007, Consumer  Finance
AIGFP recognized a net loss of $85 million related to hedging

AIG’s consumer finance operations in North America are
activities for which hedge accounting was not applied com-

principally conducted through American General Finance,
pared to a net loss of $678 million in the first three months of

Inc. (AGF). Effective January 2, 2007, AGF expanded its
2006. The net loss recognized for the first three months of

operations into the United Kingdom through the acquisition
2007 included a $166 million reduction in fair value at

of Ocean Finance and Mortgages Limited, a finance broker
March 31, 2007 of certain derivatives that are an integral

for home owner loans in the United Kingdom. AGF derives a
part of, and economically hedge, the structured transactions

substantial portion of its revenues from finance charges as-
potentially affected by the proposed guidance by the U.S.

sessed on outstanding real estate loans, secured and un-
Treasury Department discussed above in Overview of Opera-
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Consumer  Finance  Resultssecured non-real estate loans and retail sales finance
receivables. The real estate loans are comprised principally of Consumer Finance operating income decreased by $140 mil-
first lien mortgages on residential real estate generally having lion, or 79.5 percent, in the first three months of 2007 com-
a maximum term of 360 months, and are considered non- pared to the same period of 2006. Included in operating
conforming. The real estate loans may be closed-end accounts income is the effect of hedging activities that did not qualify
or open-end home equity lines of credit and are principally for hedge accounting treatment under FAS 133, including the
fixed rate products. AGF does not offer mortgage products related foreign exchange gains and losses on the related
with borrower payment options that allow for negative hedged items, of $(36) million and $3 million in the first three
amortization of the principal balance. The secured non-real months of 2007 and 2006, respectively.
estate loans are secured by consumer goods, automobiles or

The operating income for the first three months of 2007other personal property. Both secured and unsecured non-
from the domestic consumer finance operations, which in-real estate loans and retail sales finance receivables generally
cludes the operations of AGF and AIG Federal Savings Bank,have a maximum term of 60 months. The majority of AGF’s
decreased by $184 million or 93 percent from the same pe-originations is sourced through its branches. However, a sig-
riod of 2006. In light of evolving market and regulatory de-nificant volume of real estate loans is also originated through
velopments affecting non-prime mortgage lending, AIG’sbroker relationships, and to lesser extents, through corre-
domestic consumer finance operations are in ongoing discus-spondent relationships and direct mail solicitations.
sions with the Office of Thrift Supervision relating to loans

AGF also conducts mortgage banking activities through originated in the name of AIG Federal Savings Bank during
its centralized real estate operations. It originates residential the period from the beginning of July 2003 to the beginning
real estate loans, the majority of which are sold to investors of May 2006. Management expects that the application of
on a servicing-released basis. These loans are collateralized by underwriting criteria developed in consideration of regula-
first and second-liens on one to four family properties and are tory guidance issued by the banking agencies will result in
originated largely through broker relationships and to a lesser significant costs to the domestic consumer finance opera-
extent are originated directly to consumers or through corre- tions. At this time, management’s best estimate of these costs
spondent relationships. From July 2003 through February is $128 million pre-tax, and a charge for this amount has
2006, these loans were originated through an arrangement been included in Consumer Finance operating income for the
with AIG Federal Savings Bank, a federally chartered thrift. three months ended March 31, 2007.
The origination relationship was terminated in the first quar-

First quarter domestic consumer finance revenues andter of 2006. Since then, all new loans were originated directly
operating income also declined from the prior year partiallyby AGF subsidiaries under their own state licenses.
due to the change in fair value of the derivatives hedging

AIG’s foreign consumer finance operations are princi- borrowings for which hedge accounting was not applied dur-
pally conducted through AIGCFG. AIGCFG operates prima- ing either period. During the first three months of 2007, AGF
rily in emerging and developing markets. AIGCFG has recorded a net loss of $36 million on its derivatives for which
operations in Argentina, China, Hong Kong, Mexico, Philip- hedge accounting was not applied, including the related for-
pines, Poland, Taiwan and Thailand and most recently began eign exchange losses, compared to a net gain of $1 million for
operations in India through the acquisition of a majority in- the same period of 2006. Additionally, for the first quarter of
terest in a sales finance lending operation. In addition, 2007, domestic results were adversely affected by the slower
AIGCFG expanded its distribution channels in Thailand by housing market, higher interest rates on most long-term fixed
acquiring in the first quarter of 2007 an 80 percent interest in rate loans and evolving changes in the regulatory environ-
a company with a network of over 130 branches for secured ment which resulted in lower real estate loan originations.
consumer lending. Certain of the AIGCFG operations are For the first three months of 2007, results from mortgage
partly or wholly owned by life insurance subsidiaries of AIG. banking activities also included a $25 million increase in
Accordingly, the financial results of those companies are allo- AGF’s warranty reserve which covers its obligations to repur-
cated between Financial Services and Life Insurance & Re- chase loans sold to third-party investors should there be a
tirement Services according to their ownership percentages. first payment default or breach of representations and war-
While products vary by market, the businesses generally pro- ranties. Although mortgage loan originations declined in the
vide credit cards, unsecured and secured non-real estate first quarter of 2007, the softening of home price apprecia-
loans, term deposits, savings accounts, retail sales finance and tion (reducing the equity customers may be able to extract
real estate loans. AIGCFG originates finance receivables from their homes by refinancing) and higher mortgage loan
through its branches and direct solicitation. AIGCFG also rates contributed to an increase in non-real estate loans of
originates finance receivables indirectly through relationships 11 percent at March 31, 2007 compared to March 31, 2006.
with retailers, auto dealers, and independent agents. Retail sales finance receivables also increased 23 percent

compared to March 31, 2006 due to increased marketing
efforts and customer demand. AGF’s results for the first three
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months of 2007 also included $65 million from a favorable its asset management subsidiaries, primarily SunAmerica
out of court settlement. Life, ceased writing new GIC business. The GIC business will

continue to run off for the foreseeable future while the MIP
The credit quality of AGF’s finance receivables during

business is expected to grow.
the first three months of 2007 remained stable. Its net charge-
off ratio increased to 0.97 percent compared to 0.88 percent

Institutional  Asset  Management
in the same period in 2006, which reflected $6 million of non-

AIG’s Institutional Asset Management business provides anrecurring recoveries that were recorded in the first quarter of
array of investment products and services globally to institu-2006. AGF’s delinquency ratio remained relatively low, al-
tional investors, AIG subsidiaries and affiliates and high netthough it increased by 31 basis points to 2.05 percent at
worth investors. These products and services include tradi-March 31, 2007 compared to March 31, 2006. AGF’s allow-
tional equity and fixed income investment management and aance for finance receivables losses as a percentage of out-
full range of alternative asset classes. Delivery of AIG’s Insti-standing receivables was 1.99 percent at March 31, 2007
tutional Asset Management products and services is accom-compared to 2.10 percent at March 31, 2006. The allowance
plished via a global network of operating subsidiariesfor finance receivables losses includes an allowance for catas-
comprising AIG Global Asset Management Holdings Corp.trophe-related losses relating to hurricane Katrina of $12 mil-
and its subsidiaries and affiliated companies (collectively,lion at March 31, 2007 compared to $56 million at
AIGGIG). The primary operating entities within this groupMarch 31, 2006.
are AIG Global Investment Corp., AIG Global Real Estate

AGF’s interest expense increased by $47 million or
Investment Corp. and AIG Private Bank. AIG Private Bank

18 percent as both its short-term and long-term borrowing
offers banking, trading and investment management services

rates increased in the first three months of 2007 compared to
to private client and high net worth individuals and institu-

the same period of 2006. Its short-term borrowing rates aver-
tions globally.

aged 5.42 percent in the first three months of 2007 compared
Within the alternative investment asset class, AIGGIGto 4.59 percent in the same period of 2006, while long-term

offers hedge and private equity fund-of-funds, direct invest-borrowing rates averaged 5.19 percent in the first quarter of
ments and distressed debt investments. Within the structured2007 compared to 4.84 percent in the first quarter of 2006.
fixed income and equity product asset class, AIGGIG offers

Revenues from the foreign consumer finance operations
various forms of structured and credit linked notes, various

increased by approximately 17 percent in the first three
forms of collateralized debt obligations and other investment

months of 2007 compared to the same period of 2006. Loan
strategies aimed at achieving superior returns or capital pres-

growth, particularly in Poland and Argentina, was the pri-
ervation. In addition, Institutional Asset Management’s prod-

mary driver behind the higher revenues. Operating income in
uct offerings include various forms of principal protected and

the first quarter of 2006 reflects AIGCFG’s $44 million share
liability management structures.

of the allowance for losses related to industry-wide credit
deterioration in the Taiwan credit card market.

Brokerage  Services  and  Mutual  Funds

AIG’s Brokerage Services and Mutual Funds business pro-Asset  Management  Operations
vides mutual fund and broker-dealer related services to retail

AIG’s Asset Management operations comprise a wide variety
investors, group trusts and corporate accounts through an

of investment-related services and investment products. Such
independent network of financial advisors. The AIG Advisor

services and products are offered to individuals and institu-
Group, Inc., a subsidiary of AIG Retirement Services, Inc., is

tions both domestically and overseas, and are primarily com-
comprised of several broker-dealer entities that provide these

prised of Spread-Based Investment Businesses, Institutional
services to clients primarily in the U.S. marketplace.

Asset Management and Brokerage Services and Mutual
AIG SunAmerica Asset Management Corp. manages, advises

Funds.
and/or administers retail mutual funds, as well as the underly-

The revenues and operating income for this segment are ing assets of variable annuities sold by AIG SunAmerica and
affected by the general conditions in the equity and credit VALIC to individuals and groups throughout the United
markets. In addition, realized gains and performance fees are States.
contingent upon various fund closings, maturity levels and

Othermarket conditions.

Included in the Other category for Asset Management is in-
Spread-Based  Investment  Business

come or loss from certain SunAmerica sponsored partner-
In prior years, the sale of GICs to investors, both domestically ships and partnership investments. Partnership assets consist
and overseas, was AIG’s primary institutional Spread-Based of investments in a diversified portfolio of private equity
Investment Business. During 2005, AIG launched its MIP and
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funds, affordable housing partnerships and hedge fund were increases in operating income generated by hedge funds
investments. and affordable housing partnerships. Partnership income is

primarily derived from alternative investments and is affected
Asset  Management  Results by performance in the equity markets. Thus, revenues, oper-

ating income and cash flows attributable to GICs will varyAsset Management results were as follows:
from reporting period to reporting period.

Three Months Percentage
Ended March 31, Offsetting this growth in operating income was the con-Increase/

(in millions) 2007 2006 (Decrease) tinued runoff of GIC balances. A significant portion of the
Revenues: remaining GIC portfolio consists of floating rate obligations.

Spread-Based Investment AIG has entered into hedges to manage against increases in
Business $1,015 $ 675 50% short-term interest rates. AIG believes these hedges are eco-

Institutional Asset Management 668 326 105 nomically effective, but they did not qualify for hedge ac-
Brokerage Services and Mutual

counting treatment under FAS 133. Income or loss from these
Funds 78 73 7

hedges are classified as realized capital gains or losses in theOther 147 65 126
Asset Management segment results.Total $1,908 $1,139 68%

Operating income: The following table illustrates the anticipated runoff of the
Spread-Based Investment domestic GIC portfolio at March 31, 2007:

Business $ 491 $ 207 137%
Less Than 1-3 3+-5 Over FiveInstitutional Asset Management* 333 158 111

(in billions) One Year Years Years Years Total
Brokerage Services and Mutual

DomesticFunds 26 23 13
GICs $6.4 $13.5 $2.7 $6.6 $29.2

Other 144 61 136

Total $ 994 $ 449 121% MIP operating income, which is reported in the Spread-Based
* Includes a total of $228 million and $96 million for the three months ended Investment Business, improved during the first three months

March 31, 2007 and 2006, respectively, of income from certain AIG man- of 2007 compared to the same period of 2006. During 2005,
aged partnerships, private equity and real estate funds that are consolidated. the MIP replaced the GIC program as AIG’s principal spread-
Such income is offset in minority interest expense, which is not a component

based investment activity. Despite the growth in MIP operat-
of operating income, on the consolidated statement of income.

ing income, AIG does not expect that the income growth in
Asset Management revenues and operating income increased the MIP will offset the runoff in the GIC portfolio for the
significantly in the first three months of 2007 compared to foreseeable future because the asset mix under the MIP does
the same period of 2006 due primarily to growth in the not include the alternative investments utilized in the GIC
Spread-Based Investment and Institutional Asset Manage- program. Through March 31, 2007, AIG has issued the
ment businesses. Other revenues and operating income for equivalent of $7.5 billion of securities to fund the MIP in the
Asset Management also increased significantly from a year Euromarkets and the U.S. public and private markets. Com-
ago due to higher income from partnerships. mencing with transactions initiated in the first quarter of

2007, AIG applied hedge accounting for certain derivativeBeginning in the first quarter of 2007, derivative gains
transactions related to the MIP.and losses and foreign exchange transaction gains and losses,

which were previously reported as part of AIG’s Other cate- In order to better align financial reporting with the man-
gory, are now included in Asset Management revenues and ner in which AIG’s chief operating decision makers have
operating income. For the first three months of 2007, the managed their businesses, for the three months ended
amount included in both Asset Management revenues and March 31, 2007, revenues and operating income related to
operating income was a loss of $20 million. All prior periods foreign investment contracts, which were historically re-
have been revised to conform to the current presentation. ported as a component of the Spread-Based Investment Busi-

ness, are now being reported in the Life Insurance &
Spread-Based  Investment  Business Results Retirement Services segment. All prior periods have been re-

vised to conform to the current presentation.Operating income related to the Spread-Based Investment
Business increased in the first three months of 2007 com-

Institutional  Asset  Management Resultspared to the same period of 2006 due to a significant increase
in partnership income associated with the Domestic GIC pro- Operating income for Institutional Asset Management in-
gram. Partnership income in the first quarter of 2007 in- creased significantly in the first three months of 2007 com-
cluded a distribution from a single partnership of pared to the same period of 2006, primarily due to an
$164 million, which became available after a five-year restric- increase in carried interest and realized capital gains related
tion on capital withdrawals. Also contributing to the increase to hedge funds as well as private equity and real estate part-
in operating income of the Spread-Based Investment Business nerships. The increase in carried interest was driven by higher
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valuations of portfolio investments and is generally associ- from increased borrowings at the parent company. The oper-
ated with improved performance in the equity markets. Oper- ating loss in the first three months of 2006 included an out of
ating income also reflects higher gains on certain period charge of $61 million related to the SICO Plans and a
consolidated investments and partnerships; however, these one-time charge related to the Starr tender offer of $54 mil-
gains are offset in minority interest expense, which is not a lion. Realized capital losses for the first three months of 2007
component of operating income, on the Consolidated State- increased from the same period of 2006 due to foreign ex-
ment of Income. change losses on foreign denominated debt issued by AIG

parent.
AIG’s unaffiliated client assets under management, in-

cluding both retail mutual funds and institutional accounts, Beginning in the first quarter of 2007, derivative gains
increased 17 percent from March 31, 2006 to $76.5 billion at and losses and foreign exchange transaction gains and losses
March 31, 2007, resulting in higher management fee income. for Asset Management and Financial Services entities (other
The growth in Institutional Asset Management revenues and than AIGFP) are now included in Asset Management and
operating income were driven by contributions from all asset Financial Services revenues and operating income. These
classes globally. amounts were previously reported as part of AIG’s Other

category. All prior periods have been revised to conform to
While unaffiliated client assets under management and

the current presentation.
the resulting management fees continue to increase, the
growth in operating income has trailed the growth in reve- Capital  Resources and Liquidity
nues due to higher fund-related expenses as well as sales and

At March 31, 2007, AIG had total consolidated shareholders’infrastructure enhancements. The fund-related expenses are
equity of $103.1 billion and total consolidated borrowings ofassociated with AIG Global Asset Management Holdings
$157.2 billion. At that date, $140.3 billion of such borrow-Corp. and its subsidiaries and affiliated companies (collec-
ings were not guaranteed by AIG, were matched borrowingstively, AIGGIG) purchasing and carrying investments on its
by AIG or AIGFP, or represented junior subordinated debt orbalance sheet in anticipation of future fund launches. AIG-
liabilities connected to trust preferred stock.GIG held over $2.3 billion in warehoused investments as of

March 31, 2007. It is anticipated that these expenses will be
Borrowingsrecovered from fund entities in future periods. The sales and

infrastructure enhancements are associated with AIG’s At March 31, 2007, AIG’s net borrowings were $16.9 bil-
planned expansion of marketing and distribution capabili- lion, excluding amounts that were matched borrowings by
ties, combined with technology and operational infrastruc- AIG and AIGFP, amounts not guaranteed by AIG, junior sub-
ture-related improvements. ordinated debt and liabilities connected to trust preferred

stock. The following table summarizes borrowings
Other  Operations outstanding:
The operating loss of AIG’s Other category was as follows: March 31, December 31,

(in millions) 2007 2006Three Months
Ended March 31, AIG’s net borrowings $ 16,853 $ 17,126

Junior subordinated debt 3,793 –(in millions) 2007 2006
Liabilities connected to trustOther operating income (loss):

preferred stock 1,440 1,440Equity earnings in unconsolidated entities $ 41 $ 19
MIP matched notes and bondsInterest expense (252) (183)

payable 7,672 5,468Unallocated corporate expenses (162) (184)
Series AIGFP matched notes andCompensation expense – SICO Plans (10) (76)

bonds payable 97 72Compensation expense – Starr tender
AIGFPoffer – (54)

GIAs 19,771 20,664Realized capital gains (losses) (78) (5)
Matched notes and bondsOther miscellaneous, net (38) (26)

payable 38,379 35,776
Total Other $(499) $(509) Hybrid financial instrument

liabilities* 8,459 8,856
The operating loss for AIG’s Other category declined in the Borrowings not guaranteed by AIG 60,747 59,277
first three months of 2007 compared to the same period of Total $157,211 $148,679
2006. Increased earnings from unconsolidated entities and * Represents structured notes issued by AIGFP that are accounted for using
lower unallocated corporate expenses were offset by higher the fair value option.

interest expenses in the first three months of 2007 resulting
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Borrowings issued or guaranteed by AIG and subsidiary bor- March 31, December 31,
rowings not guaranteed by AIG were as follows: (in millions) 2007 2006

Borrowings not guaranteed by AIG:March 31, December 31,
(in millions) 2007 2006 ILFC

Commercial paper 3,762 2,747AIG borrowings:
Junior subordinated debt 999 999Notes and bonds payable $ 9,792 $ 8,915
Notes and bonds payable(b) 25,826 25,592Junior subordinated debt 3,793 –
Total 30,587 29,338Loans and mortgages payable 152 841

MIP matched notes and bonds AGF
payable 7,672 5,468 Commercial paper 4,251 4,328

Series AIGFP matched notes Junior subordinated debt 346 –
and bonds payable 97 72 Notes and bonds payable 19,346 19,595

Total AIG Borrowings 21,506 15,296 Total 23,943 23,923

Borrowings guaranteed by AIG: AIGCFG
AIGFP Commercial paper 306 227

GIAs 19,771 20,664 Loans and mortgages payable 1,387 1,453
Notes and bonds payable 40,342 37,528 Total 1,693 1,680
Hybrid financial instrument

AIG Finance Taiwan Limited
liabilities(a) 8,459 8,856

commercial paper 29 26
Total 68,572 67,048

Other Subsidiaries 1,849 1,065
AIG Funding, Inc. commercial

Borrowings of consolidated investments:
paper 4,149 4,821

A.I. Credit 880 880
AGC Notes and bonds payable 797 797 AIGGIG 55 55
Liabilities connected to trust AIG Global Real Estate

preferred stock 1,440 1,440 Investment 1,485 2,052
AIG SunAmerica 201 203Total borrowings issued or
ALICO 25 55guaranteed by AIG 96,464 89,402

Total 2,646 3,245

Total borrowings not guaranteed
by AIG 60,747 59,277

Total Debt $157,211 $148,679

(a) Represents structured notes issued by AIGFP that are accounted for using

the fair value option.

(b) Includes borrowings under Export Credit Facility of $2.7 billion at

March 31, 2007 and December 31, 2006.
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The debt activity, excluding commercial paper of $12.50 billion and borrowings of consolidated investments of $2.65 bil-
lion, for the three months ended March 31, 2007 was as follows:
(in millions)

Balance at Maturities Effect of Balance at
December 31, and Foreign Other March 31,

2006 Issuances Repayments Exchange Changes 2007

AIG
Notes and bonds payable $ 8,915 $ 850 $ – $ 11 $ 16 $ 9,792
Junior subordinated debt – 3,740 – 53 – 3,793
Loans and mortgages payable 841 13 (702) – – 152
MIP matched notes and bonds payable 5,468 2,216 – (14) 2 7,672
Series AIGFP matched notes and bonds payable 72 25 – – – 97

AIGFP
GIAs 20,664 979 (1,775) – (97) 19,771
Notes and bonds payable and hybrid financial

instrument liabilities 46,384 12,563 (10,298) 5 147 48,801
AGC notes and bonds payable 797 – – – – 797
Liabilities connected to trust preferred stock 1,440 – – – – 1,440
ILFC notes and bonds payable 25,592 702 (533) 63 2 25,826
ILFC junior subordinated debt 999 – – – – 999
AGF notes and bonds payable 19,595 1,117 (1,603) 39 198 19,346
AGF junior subordinated debt – 346 – – – 346
AIGCFG loans and mortgages payable 1,453 1,196 (1,188) 3 (77) 1,387
Other subsidiaries 1,065 109 (104) (3) 782 1,849
Total $133,285 $23,856 $(16,203) $ 157 $ 973 $ 142,068

During the first quarter of 2007, AIG issued inAIG (Parent  Company)
Rule 144A offerings an aggregate of $1.35 billion principal

AIG intends to continue its customary practice of issuing debt
amount of senior notes, of which $500 million was used to

securities from time to time to meet its financing needs and
fund the MIP and $850 million was used for AIG’s general

those of certain of its subsidiaries for general corporate pur-
corporate purposes.

poses, as well as for the MIP. As of March 31, 2007, AIG had
AIG maintains a shelf registration statement in Japan,up to $18.6 billion of debt securities, preferred and common

providing for the issuance of up to Japanese Yen 300 billionstock and other securities registered under its universal shelf
principal amount of senior notes, of which the equivalent ofregistration statement and available for issuance from time to
$425 million was outstanding as of March 31, 2007, thetime.
proceeds of which were used for AIG’s general corporate

AIG maintains a medium term note program under its
purposes. AIG also maintains an Australian dollar debt pro-

shelf registration statement. As of March 31, 2007, approxi-
gram under which senior notes with an aggregate principal

mately $2.75 billion principal amount of notes were out-
amount of up to 5 billion Australian dollars may be outstand-

standing under the medium term note program, of which
ing at any one time. Although as of March 31, 2007 there

$750 million was used for AIG’s general corporate purposes,
were no outstanding notes under the Australian program,

$97 million was used by AIGFP and $1.9 billion was used to
AIG intends to use the program opportunistically to fund the

fund the MIP. The maturity dates of these notes range from
MIP or for AIG’s general corporate purposes.

2011 to 2047. To the extent deemed appropriate, AIG may
In March 2007, AIG issued $3.7 billion of junior subor-enter into swap transactions to manage its effective borrow-

dinated debentures in three series. The proceeds from theing with respect to these notes.
issuance are being used to repurchase shares of AIG’s com-

AIG also maintains a Euro medium term note program
mon stock. This issuance consisted of: $1 billion aggregate

under which an aggregate nominal amount of up to $10.0 bil-
principal amount of Series A-1 6.25 percent junior subordi-

lion of notes may be outstanding at any one time. As of
nated debentures (U.S. Dollar Debentures); British Pound

March 31, 2007, the equivalent of $6.5 billion of notes were
750 million aggregate principal amount of Series A-2 5.75

outstanding under the program, of which $4.5 billion were
percent junior subordinated debentures (Sterling Deben-

used to fund the MIP and the remainder was used for AIG’s
tures); and Euro 1 billion aggregate principal amount of Se-

general corporate purposes. The aggregate amount outstand-
ries A-3 4.875 percent junior subordinated debentures (Euro

ing includes $255 million resulting from foreign exchange
Debentures and together with the U.S. Dollar Debentures and

translation into U.S. dollars, of which $171 million relates to
Sterling Debentures, the Debentures). Subject to the applica-

notes issued by AIG for general corporate purposes and
ble Replacement Capital Covenant (RCC) described below,

$84 million relates to notes issued to fund the MIP.
the U.S. Dollar Debentures are scheduled for repayment in
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2037 and have a final maturity in 2087, and the Sterling and AIG Funding
Euro Debentures are scheduled for repayment in 2037 and

AIG Funding, Inc. (AIG Funding) issues commercial paper
have a final maturity in 2067. The Debentures are redeem-

that is guaranteed by AIG in order to help fulfill the short-
able by AIG prior to those times at make-whole redemption

term cash requirements of AIG and its subsidiaries. The issu-
prices. In addition, the Sterling and Euro Debentures are re-

ance of AIG Funding’s commercial paper, including the guar-
deemable by AIG at par beginning in 2017.

antee by AIG, is subject to the approval of AIG’s Board of
In connection with each series of Debentures, AIG en- Directors or the Finance Committee of the Board if it exceeds

tered into an RCC for the benefit of the holders of AIG’s 6.25 certain pre-approved limits.
percent Notes Due 2036. The RCCs provide that AIG will

As backup for the commercial paper program and for
not repay, redeem, or purchase the U.S. Dollar Debentures on

other general corporate purposes, AIG and AIG Funding
or before March 15, 2067, or the Sterling and Euro Deben-

maintain revolving credit facilities, which, as of March 31,
tures on or before March 15, 2047, unless it has received

2007, had an aggregate of $5.5 billion available to be drawn
qualifying proceeds from the sale of replacement capital

and which are summarized below under Revolving Credit
securities.

Facilities.
Also, in the first quarter of 2007, AIG repaid the remain-

ILFCing $700 million of bank term loans that were borrowed by
AIG in March 2006.

ILFC fulfills its short-term cash requirements through operat-
ing cash flows and the issuance of commercial paper. TheAIG began applying hedge accounting for certain AIG
issuance of commercial paper is subject to the approval ofparent transactions in the first quarter of 2007.
ILFC’s Board of Directors and is not guaranteed by AIG.

AIGFP ILFC maintains syndicated revolving credit facilities which,
as of March 31, 2007, totaled $6.5 billion and which are

AIGFP uses the proceeds from the issuance of notes and
summarized below under Revolving Credit Facilities. These

bonds and GIA borrowings to invest in a diversified portfolio
facilities are used as back up for ILFC’s maturing debt and

of securities and derivative transactions. The borrowings may
other obligations.

also be temporarily invested in securities purchased under
agreements to resell. AIGFP’s notes and bonds include struc- As a well-known seasoned issuer, ILFC has filed an auto-
tured debt instruments whose payment terms are linked to matic shelf registration statement with the SEC allowing
one or more financial or other indices (such as an equity ILFC immediate access to the U.S. public debt markets. At
index or commodity index or another measure that is not March 31, 2007, $2.50 billion of debt securities were issued
considered to be clearly and closely related to the debt instru- under this registration statement and $5.82 billion were is-
ment). These notes contain embedded derivatives that other- sued under a prior registration statement. In addition, ILFC
wise would be required to be accounted for separately under has a Euro medium term note program for $7.0 billion, under
FAS 133. Upon AIG’s early adoption of FAS 155, AIGFP which $4.28 billion in notes were sold through March 31,
elected the fair value option for these notes. The notes that 2007. Notes issued under the Euro medium term note pro-
are accounted for using the fair value option are reported gram are included in ILFC Notes and bonds payable in the
separately under hybrid financial instrument liabilities. AIG preceding table of borrowings. The foreign exchange adjust-
guarantees the obligations of AIGFP under AIGFP’s notes ment for the foreign currency denominated debt was
and bonds and GIA borrowings. See Operating Review — $796 million at March 31, 2007 and $733 million at Decem-
Financial Services Operations, Liquidity and Derivatives ber 31, 2006. ILFC has substantially eliminated the currency
herein. exposure arising from foreign currency denominated notes by

economically hedging the portion of the note exposure not
AIGFP has a Euro medium term note program under

already offset by Euro-denominated operating lease pay-
which an aggregate nominal amount of up to $10.0 billion of

ments, although such hedges did not qualify for hedge ac-
notes may be outstanding at any one time. As of March 31,

counting treatment under FAS 133.
2007, $7.16 billion of notes were outstanding under the pro-
gram, including $649 million resulting from foreign exchange ILFC had a $4.3 billion Export Credit Facility for use in
translation into U.S. dollars. The notes issued under this pro- connection with the purchase of approximately 75 aircraft
gram are guaranteed by AIG and are included in AIGFP’s delivered through 2001. This facility was guaranteed by vari-
Notes and Bonds Payable in the preceding table of ous European Export Credit Agencies. The interest rate varies
borrowings. from 5.75 percent to 5.90 percent on these amortizing ten-

year borrowings depending on the delivery date of the air-
craft. At March 31, 2007, ILFC had $0.9 billion outstanding
under this facility. The debt is collateralized by a pledge of the
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shares of a subsidiary of ILFC, which holds title to the air- As of March 31, 2007, notes and bonds aggregating
craft financed under the facility. $19.69 billion were outstanding with maturity dates ranging

from 2007 to 2067 at interest rates ranging from 1.94 percent
In May 2004, ILFC entered into a similarly structured

to 8.45 percent. To the extent deemed appropriate, AGF may
Export Credit Facility for up to a maximum of $2.64 billion

enter into swap transactions to manage its effective borrow-
for Airbus aircraft to be delivered through May 31, 2005.

ing with respect to these notes and bonds. As a well-known
The facility was subsequently increased to $3.64 billion and

seasoned issuer, AGF has filed an automatic shelf registration
extended to include aircraft to be delivered through May 31,

statement with the SEC allowing AGF immediate access to
2007. The facility becomes available as the various European

the U.S. public debt markets. At March 31, 2007, AGF had
Export Credit Agencies provide their guarantees for aircraft

the corporate authorization to issue up to $12.5 billion of
based on a six-month forward-looking calendar, and the in-

debt securities under its shelf registration statements.
terest rate is determined through a bid process. At March 31,
2007, ILFC had $1.8 billion outstanding under this facility. In January 2007, AGF issued junior subordinated deben-
Borrowings with respect to these facilities are included in tures in an aggregate principal amount of $350 million that
ILFC’s Notes and bonds payable in the preceding table of mature in January 2067. The debentures underlie a series of
borrowings. trust preferred securities sold by a trust sponsored by AGF in

a Rule 144A/Regulation S offering. AGF can redeem the de-
From time to time, ILFC enters into funded financing

bentures at par beginning in January 2017.
agreements. As of March 31, 2007, ILFC had a total of
$1.2 billion outstanding, which has varying maturities AGF’s funding sources include a medium term note pro-
through February 2012. The interest rates are LIBOR-based, gram, private placement debt, retail note issuances, bank fi-
with spreads ranging from 0.30 percent to 1.625 percent. nancing and securitizations of finance receivables that AGF

accounts for as on-balance-sheet secured financings. In addi-
The proceeds of ILFC’s debt financing are primarily used

tion, AGF has become an established issuer of long-term debt
to purchase flight equipment, including progress payments

in the international capital markets.
during the construction phase. The primary sources for the
repayment of this debt and the interest expense thereon are In addition to debt refinancing activities, proceeds from
the cash flow from operations, proceeds from the sale of the collection of finance receivables are used to fund cash
flight equipment and the rollover and refinancing of the prior needs including the payment of principal and interest on
debt. AIG does not guarantee the debt obligations of ILFC. AGF’s debt. AIG does not guarantee any of the debt obliga-
See also Operating Review — Financial Services Operations tions of AGF. See also Operating Review — Financial Ser-
and Liquidity herein. vices Operations and Liquidity herein.

AGF AIGCFG

AGF fulfills most of its short-term cash borrowing require- AIGCFG has a variety of funding mechanisms for its various
ments through the issuance of commercial paper. The issu- markets, including retail and wholesale deposits, short-term
ance of commercial paper is subject to the approval of AGF’s and long-term bank loans, and intercompany subordinated
Board of Directors and is not guaranteed by AIG. AGF main- debt. AIG Credit Card Company (Taiwan), a consumer fi-
tains committed syndicated revolving credit facilities which, nance business in Taiwan, and AIG Finance (Thailand) PLC
as of March 31, 2007, totaled $4.25 billion and which are have issued commercial paper for the funding of their respec-
summarized below under Revolving Credit Facilities. The fa- tive operations. AIG does not guarantee any borrowings for
cilities can be used for general corporate purposes and to AIGCFG businesses, including this commercial paper.
provide backup for AGF’s commercial paper programs.
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Revolving  Credit  Facilities

AIG, ILFC and AGF maintain committed, unsecured revolv- expiration. Some of the facilities, as noted below, contain a
ing credit facilities listed on the table below in order to sup- ‘‘term-out option’’ allowing for the conversion by the bor-
port their respective commercial paper programs and for rower of any outstanding loans at expiration into one-year
general corporate purposes. AIG, ILFC and AGF expect to term loans.
replace or extend these credit facilities on or prior to their

(in millions)

Available
Amount One-Year

March 31, Term-Out
Facility Size Borrower(s) 2007 Expiration Option

AIG:
364-Day Syndicated Facility $1,625 AIG/AIG Funding(a) $1,625 July 2007 Yes

AIG Capital Corporation(a)

5-Year Syndicated Facility 1,625 AIG/AIG Funding(a) 1,625 July 2011 No
AIG Capital Corporation(a)

364-Day Bilateral Facility(b) 3,200 AIG/AIG Funding 211 November 2007 Yes
364-Day Intercompany Facility(c) 2,000 AIG 2,000 October 2007 Yes

Total AIG $8,450 $5,461

ILFC:
5-Year Syndicated Facility $2,500 ILFC $2,500 October 2011 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2010 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2009 No

Total ILFC $6,500 $6,500

AGF:
364-Day Syndicated Facility $2,125 American General Finance Corporation $2,125 July 2007 Yes

American General Finance, Inc.(d)

5-Year Syndicated Facility 2,125 American General Finance Corporation 2,125 July 2010 No

Total AGF $4,250 $4,250

(a) Guaranteed by AIG.
(b) This facility can be drawn in the form of loans or letters of credit. All drawn amounts shown above are in the form of letters of credit.
(c) Subsidiaries of AIG are the lenders on this facility.
(d) American General Finance, Inc. is an eligible borrower for up to $400 million only.

Credit  Ratings

The cost and availability of unsecured financing for AIG and rating’s relative rank within the agency’s rating categories.
its subsidiaries are generally dependent on their short-term That ranking refers only to the generic or major rating cate-
and long-term debt ratings. The following table presents the gory and not to the modifiers appended to the rating by the
credit ratings of AIG and certain of its subsidiaries as of rating agencies to denote relative position within such generic
April 30, 2007. In parentheses, following the initial occur- or major category.
rence in the table of each rating, is an indication of that

Short-term Debt Senior Long-term Debt
Moody’s S&P Fitch Moody’s(a) S&P(b) Fitch(c)

AIG P-1 (1st of 3) A-1+ (1st of 6) F1+ (1st of 5) Aa2 (2nd of 9) AA (2nd of 8) AA (2nd of 9)
AIG Financial Products Corp.(d) P-1 A-1+ — Aa2 AA —
AIG Funding, Inc.(d) P-1 A-1+ F1+ — — —
ILFC P-1 A-1+ F1 (1st of 5) A1 (3rd of 9) AA-(e)(2nd of 8) A+ (3rd of 9)
American General Finance

Corporation P-1 A-1 (1st of 6) F1 A1 A+ (3rd of 8) A+
American General Finance, Inc. P-1 A-1 F1 — — A+

(a) Moody’s Investors Service (Moody’s). Moody’s appends numerical modifiers 1, 2 and 3 to the generic rating categories to show relative position within rating
categories.

(b) Standard & Poor’s, a division of the McGraw-Hill Companies (S&P). S&P ratings may be modified by the addition of a plus or minus sign to show relative
standing within the major rating categories.

(c) Fitch Ratings (Fitch). Fitch ratings may be modified by the addition of a plus or minus sign to show relative standing within the major rating categories.
(d) AIG guarantees all obligations of AIG Financial Products Corp. and AIG Funding, Inc.
(e) Negative rating outlook. A negative outlook by S&P indicates that a rating may be lowered, but is not necessarily a precursor of a ratings change. The

outlook on all other credit ratings in the table is stable.
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These credit ratings are current opinions of the rating liquidity. Ratings downgrades could also trigger the applica-
agencies. As such, they may be changed, suspended or tion of termination provisions in certain of AIG’s contracts,
withdrawn at any time by the rating agencies as a result of principally agreements entered into by AIGFP and assumed
changes in, or unavailability of, information or based on reinsurance contracts entered into by Transatlantic.
other circumstances. Ratings may also be withdrawn at AIG

It is estimated that, as of the close of business on
management’s request. This discussion of ratings is not a

April 30, 2007, based on AIGFP’s outstanding municipal
complete list of ratings of AIG and its subsidiaries.

GIAs and financial derivatives transactions as of such date, a
‘‘Rating triggers’’ have been defined by one independent downgrade of AIG’s long-term senior debt ratings to ‘Aa3’ by

rating agency to include clauses or agreements the outcome of Moody’s or ‘AA–’ by S&P would permit counterparties to
which depends upon the level of ratings maintained by one or call for approximately $902 million of collateral. Further,
more rating agencies. Rating triggers generally relate to additional downgrades could result in requirements for sub-
events which (i) could result in the termination or limitation stantial additional collateral, which could have a material
of credit availability, or require accelerated repayment, effect on how AIGFP manages its liquidity. The actual
(ii) could result in the termination of business contracts or amount of additional collateral that AIGFP would be re-
(iii) could require a company to post collateral for the benefit quired to post to counterparties in the event of such down-
of counterparties. grades depends on market conditions, the fair value of the

outstanding affected transactions and other factors prevailing
AIG believes that any of its own or its subsidiaries’ con-

at the time of the downgrade. Additional obligations to post
tractual obligations that are subject to ‘‘ratings triggers’’ or

collateral would increase the demand on AIGFP’s liquidity.
financial covenants relating to ‘‘ratings triggers’’ would not
have a material adverse effect on its financial condition or

Contractual  Obligations  and Other  Commercial  Commitments

The maturity schedule of AIG’s contractual obligations at March 31, 2007 was as follows:

Payments due by Period
Less

Total Than 1-3 3+-5 Over Five
(in millions) Payments One Year Years Years Years

Borrowings(a) $142,068 $35,916 $ 34,260 $ 34,865 $ 37,027
Interest payments on borrowings 80,102 5,204 8,535 6,166 60,197
Loss reserves(b) 81,135 22,312 24,747 11,764 22,312
Insurance and investment contract liabilities(c) 593,578 22,560 34,274 41,429 495,315
GIC liabilities(d) 36,224 5,495 17,240 3,000 10,489
Aircraft purchase commitments 17,177 3,249 7,185 2,377 4,366

Total $950,284 $94,736 $126,241 $ 99,601 $629,706

(a) Excludes commercial paper and obligations included as debt pursuant to FASB Interpretation No. 46, ‘‘Consolidation of Variable Interest Entities’’

(FIN 46R), and includes hybrid financial instrument liabilities recorded at fair value.

(b) Represents future loss and loss adjustment expense payments estimated based on historical loss development payment patterns.

(c) Insurance and investment contract liabilities include various investment-type products with contractually scheduled maturities, including periodic payments

of a term certain nature. Insurance and investment contract liabilities also include benefit and claim liabilities, of which a significant portion represents

policies and contracts that do not have stated contractual maturity dates and may not result in any future payment obligations. For these policies and

contracts (i) AIG is currently not making payments until the occurrence of an insurable event, such as death or disability, (ii) payments are conditional on

survivorship, or (iii) payment may occur due to a surrender or other non-scheduled event out of AIG’s control. AIG has made significant assumptions to

determine the estimated undiscounted cash flows of these contractual policy benefits, which assumptions include mortality, morbidity, future lapse rates,

expenses, investment returns and interest crediting rates, offset by expected future deposits and premium on in-force policies. Due to the significance of the

assumptions used, the amounts presented could be materially different from actual required payments. The amounts presented in this table are undiscounted

and therefore exceed the future policy benefits and policyholder contract deposits included in the balance sheet.

(d) Represents guaranteed maturities under GICs.
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The maturity schedule of other commercial commitments of AIG and its consolidated subsidiaries at March 31, 2007 was
as follows:

Amount of Commitment Expiration
Total Less Over

Amounts Than 1-3 3+-5 Five
(in millions) Committed One Year Years Years Years

Letters of credit:
Life Insurance & Retirement Services $ 185 $ 17 $ 4 $ 22 $ 142
DBG 191 191 — — —

Standby letters of credit:
Capital Markets 1,728 1,452 72 42 162
Parent Company(a) 739 620 1 118 —

Guarantees:
Life Insurance & Retirement Services(b) 2,170 76 44 537 1,513
Aircraft Leasing 201 — 51 28 122
Asset Management 515 292 53 — 170
General Insurance 40 40 — — —

Other commercial commitments(c):
Capital Markets(d) 16,161 5,323 1,948 2,684 6,206
Aircraft Leasing(e) 344 — — — 344
Other Financial Services companies 12 8 — — 4
Life Insurance & Retirement Services(f) 5,149 1,347 1,687 1,124 991
Asset Management(g) 1,410 1,003 243 126 38
General Insurance companies(h) 1,982 692 880 389 21
Parent and other companies 318 112 181 25 —

Total $ 31,145 $11,173 $5,164 $5,095 $9,713

(a) Represents reimbursement obligations under letters of credit issued by commercial banks.

(b) Primarily AIG SunAmerica construction guarantees connected to affordable housing investments.

(c) Excludes commitments with respect to pension plans. The annual pension contribution for 2007 is expected to be approximately $95 million for U.S. and

non-U.S. plans.

(d) Primarily liquidity facilities provided in connection with certain municipal swap transactions and collateralized bond obligations.

(e) Primarily in connection with options to acquire aircraft.

(f) Primarily AIG SunAmerica commitments to invest in partnerships.

(g) Includes commitments to invest in limited partnerships, private equity and hedge funds and real estate.

(h) Primarily commitments to invest in limited partnerships.

AIG has in the past reinvested most of its unrestrictedShareholders’  Equity
earnings in its operations and believes such continued rein-

AIG’s consolidated shareholders’ equity increased during vestment in the future will be adequate to meet any foresee-
the first three months of 2007 and twelve months of 2006 able capital needs. However, AIG may choose from time to
as follows: time to raise additional funds through the issuance of addi-

tional securities.
March 31, December 31,

(in millions) 2007 2006 In February 2007, AIG’s Board of Directors adopted a
new dividend policy, to take effect with the dividend to beBeginning of year $101,677 $86,317

Net income 4,130 14,048 declared in the second quarter of 2007, providing that under
Unrealized appreciation ordinary circumstances, AIG’s plan will be to increase its

(depreciation) of investments, common stock dividend by approximately 20 percent annu-
net of tax 851 1,735

ally. The payment of any dividend, however, is at the discre-
Cumulative translation

tion of AIG’s Board of Directors, and the future payment ofadjustment, net of tax (137) 936
dividends will depend on various factors, including the per-Dividends to shareholders (430) (1,690)
formance of AIG’s businesses, AIG’s consolidated financialPayments advanced to purchase

shares (2,851) — position, results of operations and liquidity and the existence
Other* (185) 331 of investment opportunities.

End of period $103,055 $101,677

* Reflects the effects of employee stock transactions and cumulative effect of

accounting changes.
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its regulated and unregulated subsidiaries, as well as issu-Share  Repurchases
ances of debt securities. Primary uses of cash flow are for debt

From time to time, AIG may buy shares of its common stock
service, subsidiary funding, shareholder dividend payments

for general corporate purposes, including to satisfy its obliga-
and common stock repurchases. Management believes that

tions under various employee benefit plans. In February
AIG’s liquid assets, cash provided by operations and access to

2007, AIG’s Board of Directors increased its share repurchase
the capital markets will enable it to meet its anticipated cash

program by authorizing the repurchase of shares with an
requirements, including the funding of increased dividends

aggregate purchase price of $8 billion. During March 2007,
under AIG’s new dividend policy and repurchases of common

AIG made open market share repurchases and entered into a
stock.

$3 billion structured share repurchase arrangement. A total
In the first three months of 2007, AIG parent collectedof 2,470,499 shares were repurchased during March 2007.

$1.3 billion in dividends and other payments from subsidiar-The portion of the payment advanced by AIG under the
ies, principally from DBG companies, issued $4.6 billion ofstructured share repurchase arrangement that had not yet
debt securities and retired $700 million of debt, excludingbeen utilized to repurchase shares at March 31, 2007,
MIP and Series AIGFP debt. AIG parent also advanced $3 bil-amounting to $2.85 billion, has been recorded as a compo-
lion for a structured share repurchase arrangement. AIG par-nent of shareholders’ equity under the caption Payments ad-
ent made interest payments totaling $16 million, madevanced to purchase shares. Purchases have continued since
$82 million in capital contributions to subsidiaries, and paidMarch 31, 2007, with an additional 6,643,052 shares pur-
$430 million in dividends to shareholders in the first threechased during April 2007, and purchases are anticipated to
months of 2007.occur throughout 2007. All shares repurchased are recorded

as treasury stock at cost.
AIG funds its short-term working capital needs through

commercial paper issued by AIG Funding. As of March 31,
Liquidity

2007, AIG Funding had $4.1 billion of commercial paper
AIG manages liquidity at both the subsidiary and parent outstanding with an average maturity of 35 days. As addi-
company levels. At March 31, 2007, AIG’s consolidated in- tional liquidity, AIG parent and AIG Funding maintain re-
vested assets, primarily held by its subsidiaries, included volving credit facilities that, as of March 31, 2007, had an
$27.6 billion in cash and short-term investments. Consoli- aggregate of $5.5 billion available to be drawn, which are
dated net cash provided from operating activities in the first summarized above under Revolving Credit Facilities.
three months of 2007 amounted to $8.6 billion. At the parent Invested Assets
company level, liquidity management activities are conducted

AIG’s investment strategy is to invest primarily in high qual-in a manner to preserve and enhance funding stability, flexi-
ity securities while maintaining diversification to avoid signif-bility, and diversity through the full range of potential operat-
icant exposure to issuer, industry and/or countrying environments and market conditions. AIG’s primary
concentrations.sources of cash flow are dividends and other payments from
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The following tables summarize the composition of AIG’s invested assets by segment.

Life
Insurance &

General Retirement Financial Asset
(in millions) Insurance Services Services Management Other Total

March 31, 2007
Fixed maturities:

Bonds available for sale, at fair value $ 69,508 $289,383 $ 1,369 $29,881 $ – $390,141
Bonds held to maturity, at amortized cost 21,414 – – – – 21,414
Bond trading securities, at fair value – 8,845 – – – 8,845

Equity securities:
Common stocks available for sale, at fair value 4,424 9,713 – 238 82 14,457
Common and preferred stocks trading, at fair value 395 15,361 – – – 15,756
Preferred stocks available for sale, at fair value 1,950 746 7 – – 2,703

Mortgage loans on real estate, net of allowance 12 13,833 111 4,272 – 18,228
Policy loans 2 7,478 2 48 (9) 7,521
Collateral and guaranteed loans, net of allowance 3 782 3,190 781 84 4,840
Financial services assets:

Flight equipment primarily under operating leases, net
of accumulated depreciation – – 41,345 – – 41,345

Securities available for sale, at fair value – – 47,643 – – 47,643
Trading securities, at fair value – – 5,369 – – 5,369
Spot commodities – – 73 – – 73
Unrealized gain (loss) on swaps, options and forward

transactions – – 17,198 – (651) 16,547
Trade receivables – – 3,883 – – 3,883
Securities purchased under agreements to resell, at

contract value – – 31,775 – – 31,775
Finance receivables, net of allowance – 5 29,503 – – 29,508

Securities lending collateral, at fair value 6,012 53,886 80 14,849 – 74,827
Other invested assets 9,909 14,836 2,927 15,892 603 44,167
Short-term investments, at cost 3,575 16,712 1,367 4,092 120 25,866

Total investments and financial services assets as
shown on the balance sheet 117,204 431,580 185,842 70,053 229 804,908

Cash 427 772 341 157 5 1,702
Investment income due and accrued 1,290 4,513 22 344 1 6,170
Real estate, net of accumulated depreciation 565 894 24 76 21 1,580

Total invested assets* $119,486 $437,759 $186,229 $70,630 $ 256 $814,360

* At March 31, 2007, approximately 68 percent and 32 percent of invested assets were held in domestic and foreign investments, respectively.
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Life
Insurance &

General Retirement Financial Asset
(in millions) Insurance Services Services Management Other Total

December 31, 2006
Fixed maturities:

Bonds available for sale, at fair value $67,994 $288,540 $ 1,357 $ 29,500 $ – $ 387,391
Bonds held to maturity, at amortized cost 21,437 – – – – 21,437
Bond trading securities, at fair value 1 9,036 – – – 9,037

Equity securities:
Common stocks available for sale, at fair value 4,245 8,711 – 226 80 13,262
Common stocks trading, at fair value 350 14,071 – – – 14,421
Preferred stocks available for sale, at fair value 1,884 650 5 – – 2,539

Mortgage loans on real estate, net of allowance 13 12,852 95 4,107 – 17,067
Policy loans 1 7,458 2 48 (8) 7,501
Collateral and guaranteed loans, net of allowance 3 733 2,301 729 84 3,850
Financial services assets:

Flight equipment primarily under operating leases, net
of accumulated depreciation – – 39,875 – – 39,875

Securities available for sale, at fair value – – 47,205 – – 47,205
Trading securities, at fair value – – 5,031 – – 5,031
Spot commodities – – 220 – – 220
Unrealized gain on swaps, options and forward

transactions – – 19,252 – – 19,252
Trade receivables – – 4,317 – – 4,317
Securities purchased under agreements to resell, at

contract value – – 31,853 – – 31,853
Finance receivables, net of allowance – – 29,573 – – 29,573

Securities lending collateral, at fair value 5,376 50,099 76 13,755 – 69,306
Other invested assets 9,207 14,263 2,212 15,823 609 42,114
Short-term investments, at cost 3,281 14,520 1,245 6,198 5 25,249

Total investments and financial services assets as
shown on the balance sheet 113,792 420,933 184,619 70,386 770 790,500

Cash 334 740 390 118 8 1,590
Investment income due and accrued 1,363 4,364 23 326 1 6,077
Real estate, net of accumulated depreciation 570 698 17 75 26 1,386

Total invested assets* $116,059 $426,735 $ 185,049 $ 70,905 $805 $ 799,553

* At December 31, 2006, approximately 68 percent and 32 percent of invested assets were held in domestic and foreign investments, respectively.

As a result of AIG’s periodic evaluation of its securities land and Singapore due to the depreciation of the U.S. dollar
for other-than-temporary impairments in value, AIG re- against the local currency.
corded, in realized capital gains (losses), other-than-

No impairment charge with respect to any one single
temporary impairment pre-tax losses of $467 million and

credit was significant to AIG’s consolidated financial condi-
$226 million in the first three months of 2007 and 2006,

tion or results of operations, and no individual impairment
respectively. The majority of the losses in the first three

loss exceeded 1.0 percent of consolidated net income for the
months of 2007 related to the Foreign Life operations and

first three months of 2007.
reflected a decline in value of U.S. dollar bonds held in Thai-
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At March 31, 2007, aggregate pre-tax unrealized gains were $17.9 billion, while the pre-tax unrealized losses with respect
to investment grade bonds, non-investment grade bonds and equity securities were $2.6 billion, $79 million and $116 mil-
lion, respectively. Aging of the pre-tax unrealized losses with respect to these securities, distributed as a percentage of
cost relative to unrealized loss (the extent by which the fair value is less than amortized cost or cost), including the
number of respective items, was as follows:

Less than or equal to Greater than 20% to Greater than 50% of
20% of Cost 50% of Cost Cost Total

UnrealizedAging Unrealized Unrealized Unrealized
(dollars in millions) Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss(b) Items

Investment grade
bonds
0-6 months $ 44,008 $ 533 5,413 $ 83 $22 10 $ — $ — — $ 44,091 $ 555 5,423
7-12 months 13,094 151 1,710 20 5 1 — — — 13,114 156 1,711
�12 months 84,288 1,900 12,961 61 5 16 — — — 84,349 1,905 12,977

Total $141,390 $2,584 20,084 $164 $32 27 $ — $ — — $141,554 $2,616 20,111
Below investment

grade bonds
0-6 months $ 2,273 $ 19 703 $ 3 $ 1 5 $ 2 $ 1 5 $ 2,278 $ 21 713
7-12 months 361 6 47 2 — 2 — — — 363 6 49
�12 months 1,696 52 208 — — — — — — 1,696 52 208

Total $ 4,330 $ 77 958 $ 5 $ 1 7 $ 2 $ 1 5 $ 4,337 $ 79 970

Total bonds
0-6 months $ 46,281 $ 552 6,116 $ 86 $23 15 $ 2 $ 1 5 $ 46,369 $ 576 6,136
7-12 months 13,455 157 1,757 22 5 3 — — — 13,477 162 1,760
�12 months 85,984 1,952 13,169 61 5 16 — — — 86,045 1,957 13,185

Total $145,720 $2,661 21,042 $169 $33 34 $ 2 $ 1 5 $145,891 $2,695 21,081

Equity securities
0-6 months $ 1,831 $ 72 1,454 $ 69 $21 115 $ 2 $ — 8 $ 1,902 $ 93 1,577
7-12 months 261 12 159 35 10 43 1 1 24 297 23 226
�12 months — — — — — — — — — — — —

Total $ 2,092 $ 84 1,613 $104 $31 158 $ 3 $ 1 32 $ 2,199 $ 116 1,803

(a) For bonds, represents amortized cost.

(b) As more fully described above, upon realization, certain realized losses will be charged to participating policyholder accounts, or realization will result in a

current decrease in the amortization of DAC.

At March 31, 2007, the fair value of AIG’s fixed maturi- The amortized cost of fixed maturities available for sale in
ties and equity securities aggregated $501.6 billion. At an unrealized loss position at March 31, 2007, by contrac-
March 31, 2007, aggregate unrealized gains after taxes for tual maturity, is shown below:
fixed maturity and equity securities were $11.6 billion. At

AmortizedMarch 31, 2007, the aggregate unrealized losses after taxes of (in millions) Cost
fixed maturity and equity securities were approximately Due in one year or less $ 6,525
$1.8 billion. Due after one year through five years 28,993

Due after five years through ten years 48,604The effect on net income of unrealized losses after taxes
Due after ten years 61,769

will be mitigated upon realization because certain realized
Total $145,891losses will be charged to participating policyholder accounts,

or realization will result in current decreases in the amortiza- For the three months ended March 31, 2007, the pre-tax
tion of certain DAC. realized losses incurred with respect to the sale of fixed matu-

rities and equity securities were $255 million. The aggregateAt March 31, 2007, unrealized losses for fixed maturity
fair value of securities sold was $7.3 billion, which was ap-securities and equity securities did not reflect any significant
proximately 97 percent of amortized cost. The average periodindustry concentrations.
of time that securities sold at a loss during the three months
ended March 31, 2007 were trading continuously at a price
below book value was approximately four months.
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Insurance,  Asset  Management  and  Non-TradingRisk Management
Financial  Services  VaR

AIG believes that strong risk management practices and a
AIG has performed one comprehensive Value at Risk (VaR)sound internal control environment are fundamental to its
analysis across all of its non-trading businesses, and a sepa-continued success and profitable growth. Through its exten-
rate VaR analysis for its trading business at AIGFP. The com-sive global operations, AIG is exposed to a number of major
prehensive VaR is categorized by AIG business segmentrisks, including insurance, credit, market and operational
(General Insurance, Life Insurance & Retirement Services,risks. AIG senior management establishes the framework,
Financial Services and Asset Management) and also by mar-principles and guidelines for risk management. AIG business
ket risk factor (interest rate, currency and equity).executives are responsible for establishing and implementing

risk management processes and responding to the individual AIG calculated the VaR with respect to net fair values as
needs and issues within their businesses, including risk con- of March 31, 2007 and December 31, 2006. The VaR num-
centrations within their business segments. ber represents the maximum potential loss as of those dates

that could be incurred with a 95 percent confidence and aFor a complete discussion of AIG’s risk management
one-month holding period.program, see Management’s Discussion and Analysis of Fi-

nancial Condition and Results of Operations in the 2006
Annual Report on Form 10-K.

The following table presents the period-end, average, high and low VaRs on a diversified basis and of each component of
market risk for each of AIG’s non-trading investments. The diversified VaR is usually smaller than the sum of its compo-
nents due to correlation effects.

2007 2006
Three months ended Year ended

March 31, December 31,As of As of
(in millions) March 31, Average High Low December 31, Average High Low

Total AIG Non-Trading
Market risk:

Diversified $5,129 $5,101 $5,129 $5,073 $5,073 $5,209 $5,783 $4,852
Interest rate 4,659 4,618 4,659 4,577 4,577 4,962 5,765 4,498
Currency 685 685 686 685 686 641 707 509
Equity 1,956 1,914 1,956 1,873 1,873 1,754 1,873 1,650

General Insurance:
Market risk:

Diversified $1,543 $1,630 $1,717 $1,543 $1,717 $1,697 $1,776 $1,617
Interest rate 1,470 1,506 1,541 1,470 1,541 1,635 1,717 1,541
Currency 205 208 212 205 212 162 212 119
Equity 587 580 587 573 573 551 573 535

Life Insurance & Retirement
Services:

Market risk:
Diversified $4,688 $4,631 $4,688 $4,574 $4,574 $4,672 $5,224 $4,307
Interest rate 4,552 4,511 4,552 4,471 4,471 4,563 5,060 4,229
Currency 583 575 583 568 568 538 592 459
Equity 1,325 1,309 1,325 1,293 1,293 1,228 1,299 1,133

Non-Trading Financial Services:
Market risk:

Diversified $ 85 $ 105 $ 125 $ 85 $ 125 $ 165 $ 252 $ 125
Interest rate 76 101 127 76 127 166 249 127
Currency 12 11 12 11 11 8 11 7
Equity 1 1 1 1 1 1 2 1

Asset Management:
Market risk:

Diversified $ 43 $ 53 $ 64 $ 43 $ 64 $ 144 $ 190 $ 64
Interest rate 37 50 63 37 63 145 192 63
Currency 2 2 3 2 3 4 7 3
Equity 11 10 11 8 8 9 13 8

AIG’s total Non-Trading VaR for the first three months ness growth during the first three months of 2007 were offset
of 2007 was largely unchanged from the total Non-Trading by a reduction in interest rate volatility in many currencies.
VaR at the end of 2006. VaR increases resulting from busi-
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AIGFP’s minimal reliance on market risk driven revenue
Capital  Markets  Trading  VaR

is reflected in its VaR. Because the market risk with respect to
AIGFP maintains a very conservative market risk profile and securities available for sale, at market, is substantially
minimizes risk in interest rates, equities, commodities and hedged, segregation of the financial instruments into trading
foreign exchange. Market exposures in option implied vola- and other than trading was not deemed necessary.
tilities, correlations and basis risks are also minimized over

AIGFP reports its VaR using a 95 percent confidence
time but those are the main types of market risks that AIGFP

interval and a one-day holding period.
manages.

The following table presents the period-end, average, high, and low VaRs (based on daily observations) on a diversified
basis and of each component of market risk for Capital Markets operations. The diversified VaR is usually smaller than the
sum of its components due to correlation effects.

2007 2006
Three months ended Year ended

March 31, December 31,As of As of
(in millions) March 31, Average High Low December 31, Average High Low

Total AIG trading market risk:
Diversified $4 $5 $6 $4 $4 $4 $7 $3
Interest rate 2 2 3 2 2 2 3 1
Currency 1 1 1 1 1 1 3 1
Equity 2 3 4 2 3 3 4 2
Commodity 3 4 5 3 3 3 4 2

ITEM 3. Quantitative  and  Qualitative  Disclosures  About  Market  Risk

Included in Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

ITEM 4. Controls and  Procedures

In connection with the preparation of this Form 10-Q, an sures. Based on its evaluation, and in light of the previously
evaluation was carried out by AIG’s management, with the identified material weakness in internal control over financial
participation of AIG’s Chief Executive Officer and Chief Fi- reporting, as of December 31, 2006, relating to controls over
nancial Officer, of the effectiveness of AIG’s disclosure con- income tax accounting described in the 2006 Annual Report
trols and procedures (as defined in Rules 13a-15(e) and on Form 10-K, AIG’s Chief Executive Officer and Chief Fi-
15d-15(e) under the Securities Exchange Act of 1934 (Ex- nancial Officer concluded that, as of March 31, 2007, AIG’s
change Act)). Disclosure controls and procedures are de- disclosure controls and procedures were ineffective. In addi-
signed to ensure that information required to be disclosed in tion, there has been no change in AIG’s internal control over
reports filed or submitted under the Exchange Act is re- financial reporting (as defined in Rule 13a-15(f) under the
corded, processed, summarized and reported within the time Exchange Act) that occurred during the quarter ended
periods specified in SEC rules and forms and that such infor- March 31, 2007 that has materially affected, or is reasonably
mation is accumulated and communicated to management, likely to materially affect, AIG’s internal control over finan-
including the Chief Executive Officer and Chief Financial cial reporting.
Officer, to allow timely decisions regarding required disclo-
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Part II

ITEM 2. Unregistered  Sales  of  Equity  Securities  and  Use  of  Proceeds

The table below provides information with respect to purchases of AIG Common stock during the three months ended
March 31, 2007.

Maximum Number
Total Number of of Shares that

Shares May
Average Purchased as Yet Be Purchased

Total Price Part of Publicly Under the Plans
Number of Paid per Announced Plans or Programs

Period Shares Purchased(1) Share or Programs at End of Month(2)

January 1 - 31 – $ – – 36,542,700
February 1 - 28 – – – (2)

March 1 - 31 2,470,499 66.54 2,470,499 (2)

Total 2,470,499 $66.54 2,470,499

(1) Does not include 34,839 shares delivered or attested to in satisfaction of the exercise price by holders of AIG employee stock options exercised during the

three months ended March 31, 2007.

(2) In July 2002, AIG announced that its Board of Directors had authorized the purchase of up to 10 million shares of AIG common stock. In February 2003,

AIG announced that the Board had expanded the existing program through the authorization of an additional 50 million shares. In February 2007, AIG’s

Board of Directors increased the repurchase program by authorizing the repurchase of shares with an aggregate purchase price of $8 billion. A balance of

$7.84 billion remained for purchases under the program as of March 31, 2007, although $2.85 billion of that amount has been advanced by AIG to purchase

shares under the program. The purchase program has no set expiration or termination date.

ITEM 6. Exhibits

See accompanying Exhibit Index.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

AMERICAN INTERNATIONAL GROUP, INC.
(Registrant)

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

/s / DAVID L. HERZOG

David L. Herzog
Senior Vice President and Comptroller

(Principal Accounting Officer)

Dated: May 10, 2007
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EXHIBIT INDEX
Exhibit
Number Description Location

11 Statement re computation of per share earnings Included in Note (3) of Notes to
Consolidated Financial Statements.

12 Statement re computation of ratios Filed herewith.
31 Rule 13a-14(a)/15d-14(a) Certifications Filed herewith.
32 Section 1350 Certifications Filed herewith.



Exhibit 12

American International Group, Inc.

Computation of Ratios of Earnings to Fixed Charges

Three Months
Ended March 31,

(in millions, except ratios) 2007 2006

Income before income taxes, minority interest and cumulative effect of an accounting change $ 6,172 $ 4,793
Less – Equity income of less than 50% owned persons 42 20
Add – Dividends from less than 50% owned persons — 3

6,130 4,776
Add – Fixed charges 2,672 1,948
Less – Capitalized interest 11 15
Income before income taxes, minority interest, cumulative effect of an accounting change and fixed charges $ 8,791 $ 6,709
Fixed charges:

Interest costs $ 2,612 $ 1,896
Rental expense* 60 52

Total fixed charges $ 2,672 $ 1,948
Ratio of earnings to fixed charges 3.29 3.44

Secondary Ratio
Interest credited to GIC and GIA policy and contract holders $ (1,579) $ (1,090)
Total fixed charges excluding interest credited to GIC and GIA policy and contract holders $ 1,093 $ 858

Secondary ratio of earnings to fixed charges 6.60 6.55

* The proportion deemed representative of the interest factor.

The secondary ratio is disclosed for the convenience of fixed and GIAs are entered into by AIG’s insurance subsidiaries,
income investors and the rating agencies that serve them and principally Sun America Life Insurance Company and AIG
is more comparable to the ratios disclosed by all issuers of Financial Products Corp. and its subsidiaries, respectively.
fixed income securities. The secondary ratio removes interest The proceeds from GICs and GIAs are invested in a diversi-
credited to guaranteed investment contract (GIC) policyhold- fied portfolio of securities, primarily investment grade bonds.
ers and guaranteed investment agreement (GIA) con- The assets acquired yield rates greater than the rates on the
tractholders. Such interest expenses are also removed from related policyholders obligation or agreement, with the intent
income before income taxes, minority interest and cumulative of earning operating income from the spread.
effect of an accounting change used in this calculation. GICs



Exhibit 31

CERTIFICATIONS

I, Martin J. Sullivan, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consoli-
dated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summa-
rize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

/s / MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

Date: May 10, 2007



CERTIFICATIONS

I, Steven J. Bensinger, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consoli-
dated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summa-
rize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: May 10, 2007



Exhibit 32

CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended March 31, 2007, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’),
I, Martin J. Sullivan, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that
to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

Date: May 10, 2007

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.



CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended March 31, 2007, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’),
I, Steven J. Bensinger, Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, that to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: May 10, 2007

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.
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American International Group, Inc. and Subsidiaries

Part I – FINANCIAL  INFORMATION

ITEM 1.  Financial  Statements  (unaudited)

CONSOLIDATED BALANCE SHEET

(in millions) (unaudited)

June 30, December 31,
2007 2006

Assets:
Investments and financial services assets:

Fixed maturities:

Bonds available for sale, at fair value (amortized cost: 2007 – $383,451; 2006 –

$377,698) (includes hybrid financial instruments: 2007 – $767; 2006 – $522) $ 388,717 $387,391

Bonds held to maturity, at amortized cost (fair value: 2007 – $21,614; 2006 – $22,154) 21,389 21,437

Bond trading securities, at fair value (cost: 2007 – $9,264; 2006 – $9,016) 9,261 9,037

Equity securities:

Common stocks available for sale, at fair value (cost: 2007 – $12,320; 2006 – $10,662) 17,372 13,262

Common and preferred stocks trading, at fair value (cost: 2007 – $15,101; 2006 –

$12,734) 17,479 14,421

Preferred stocks available for sale, at fair value (cost: 2007 – $2,574; 2006 – $2,485) 2,609 2,539

Mortgage loans on real estate, net of allowance (2007 – $57; 2006 – $55) 18,701 17,067

Policy loans 7,607 7,501

Collateral and guaranteed loans, net of allowance (2007 – $3; 2006 – $9) 5,054 3,850

Financial services assets:

Flight equipment primarily under operating leases, net of accumulated depreciation

(2007 – $9,670; 2006 – $8,835) 42,232 39,875

Securities available for sale, at fair value (cost: 2007 – $46,508; 2006 – $45,912) 48,166 47,205

Trading securities, at fair value 4,567 5,031

Spot commodities 93 220

Unrealized gain on swaps, options and forward transactions 18,120 19,252

Trade receivables 7,138 4,317

Securities purchased under agreements to resell, at contract value 31,595 31,853

Finance receivables, net of allowance (2007 – $736; 2006 – $737) (includes finance

receivables held for sale: 2007 – $608; 2006 – $1,124) 30,027 29,573

Securities lending collateral, at fair value (which approximates cost) 81,079 69,306

Other invested assets 49,887 42,114

Short-term investments, at cost (approximates fair value) 27,736 25,249

Total investments and financial services assets 828,829 790,500

Cash 1,635 1,590

Investment income due and accrued 6,118 6,077

Premiums and insurance balances receivable, net of allowance (2007 – $776; 2006 – $756) 20,147 17,789

Reinsurance assets, net of allowance (2007 – $521; 2006 – $536) 23,541 23,355

Deferred policy acquisition costs 39,694 37,235

Investments in partially owned companies 1,176 1,101

Real estate and other fixed assets, net of accumulated depreciation (2007 – $5,616; 2006 –

$5,525) 5,060 4,381

Separate and variable accounts 78,618 72,655

Goodwill 8,590 8,628

Other assets 20,458 16,103

Total assets $1,033,866 $979,414

See Accompanying Notes to Consolidated Financial Statements.

1



American International Group, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEET (continued)

(in millions, except share data) (unaudited)

June 30, December 31,
2007 2006

Liabilities:
Reserve for losses and loss expenses $ 82,079 $ 79,999

Unearned premiums 28,019 26,271

Future policy benefits for life and accident and health insurance contracts 126,584 122,230

Policyholders’ contract deposits 247,526 246,615

Other policyholders’ funds 8,562 8,281

Commissions, expenses and taxes payable 6,144 5,305

Insurance balances payable 5,765 3,789

Funds held by companies under reinsurance treaties 2,407 2,602

Income taxes payable 8,996 9,546

Financial services liabilities:

Borrowings under obligations of guaranteed investment agreements 19,451 20,664

Securities sold under agreements to repurchase, at contract value 19,459 19,677

Trade payables 8,324 6,174

Hybrid financial instrument liabilities, at fair value 8,155 8,856

Securities and spot commodities sold but not yet purchased, at market value 4,297 4,076

Unrealized loss on swaps, options and forward transactions 12,841 11,401

Trust deposits and deposits due to banks and other depositors 4,290 5,249

Commercial paper 10,057 8,208

Notes, bonds, loans and mortgages payable 93,998 87,602

Commercial paper 4,468 4,821

Notes, bonds, loans and mortgages payable 23,156 17,088

Junior subordinated debt 4,585 –

Liabilities connected to trust preferred stock 1,440 1,440

Separate and variable accounts 78,618 72,655

Securities lending payable 82,219 70,198

Minority interest 9,290 7,778

Other liabilities (includes hybrid financial instruments: 2007 – $208; 2006 – $111) 28,706 27,021

Total liabilities 929,436 877,546

Preferred shareholders’ equity in subsidiary companies 100 191

Commitments and Contingent Liabilities (See Note 6)

Shareholders’ equity:
Common stock, $2.50 par value; 5,000,000,000 shares authorized; shares issued 2007 and

2006 – 2,751,327,476 6,878 6,878

Additional paid-in capital 2,708 2,590

Payments advanced to purchase shares (2,336) –

Retained earnings 92,251 84,996

Accumulated other comprehensive income (loss) 8,187 9,110

Treasury stock, at cost; 2007 – 171,309,237; 2006 – 150,131,273 shares of common stock (3,358) (1,897)

Total shareholders’ equity 104,330 101,677

Total liabilities, preferred shareholders’ equity in subsidiary companies and shareholders’ equity $1,033,866 $979,414

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF INCOME

(in millions, except per share data) (unaudited)

Three Months Six Months
Ended June 30, Ended June 30,
2007 2006 2007 2006

Revenues:
Premiums and other considerations $19,533 $18,326 $39,175 $36,596
Net investment income 7,853 6,145 14,977 12,116
Net realized capital gains (losses) (28) (214) (98) (45)
Other income 3,792 2,597 7,741 5,465

Total revenues 31,150 26,854 61,795 54,132

Benefits and expenses:
Incurred policy losses and benefits 16,221 14,066 32,367 29,155
Insurance acquisition and other operating expenses 8,601 7,547 16,928 14,943

Total benefits and expenses 24,822 21,613 49,295 44,098

Income before income taxes, minority interest and cumulative effect of an
accounting change 6,328 5,241 12,500 10,034

Income taxes 1,679 1,688 3,405 3,123

Income before minority interest and cumulative effect of an accounting change 4,649 3,553 9,095 6,911

Minority interest (372) (363) (688) (560)

Income before cumulative effect of an accounting change 4,277 3,190 8,407 6,351

Cumulative effect of an accounting change, net of tax – – – 34

Net income $ 4,277 $ 3,190 $ 8,407 $ 6,385

Earnings per common share:
Basic

Income before cumulative effect of an accounting change $ 1.64 $ 1.23 $ 3.22 $ 2.44
Cumulative effect of an accounting change, net of tax – – – 0.01

Net income $ 1.64 $ 1.23 $ 3.22 $ 2.45

Diluted
Income before cumulative effect of an accounting change $ 1.64 $ 1.21 $ 3.21 $ 2.42
Cumulative effect of an accounting change, net of tax – – – 0.01

Net income $ 1.64 $ 1.21 $ 3.21 $ 2.43

Dividends declared per common share $ 0.200 $ 0.165 $ 0.365 $ 0.315

Average shares outstanding:
Basic 2,602 2,606 2,607 2,606
Diluted 2,613 2,625 2,621 2,624

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS

(in millions) (unaudited)

Six Months
Ended June 30,
2007 2006

Summary:
Net cash provided by operating activities $ 15,071 $ 5,265

Net cash used in investing activities (37,873) (33,930)

Net cash provided by financing activities 22,866 28,861

Effect of exchange rate changes on cash (19) 47

Change in cash 45 243

Cash at beginning of period 1,590 1,897

Cash at end of period $ 1,635 $ 2,140

Cash flows from operating activities:
Net income $ 8,407 $ 6,385

Adjustments to reconcile net income to net cash provided by operating activities:
Noncash revenues, expenses, gains and losses included in income:

Net gains on sales of securities available for sale and other assets (732) (226)

Foreign exchange transaction (gains) losses 639 915

Net unrealized (gains) losses on non-AIGFP derivative assets and liabilities (123) (770)

Equity in income of partially owned companies and other invested assets (2,747) (1,410)

Amortization of deferred policy acquisition costs 5,976 5,607

Amortization of premium and discount on securities 41 39

Depreciation expenses, principally flight equipment 1,337 1,137

Provision for finance receivable losses 229 245

Impairment losses 884 596

Changes in operating assets and liabilities:
General and life insurance reserves 8,202 7,290

Premiums and insurance balances receivable and payable – net (941) (1,229)

Reinsurance assets 434 707

Capitalization of deferred policy acquisition costs (7,678) (8,346)

Investment income due and accrued (46) (5)

Funds held under reinsurance treaties (210) (953)

Other policyholders’ funds 339 (233)

Income taxes payable (225) 885

Commissions, expenses and taxes payable 724 291

Other assets and liabilities – net 832 (1,475)

Bonds, common and preferred stocks trading, at fair value (2,962) (2,921)

Trade receivables and payables – net (925) 20

Trading securities, at fair value 465 1,334

Spot commodities 127 (705)

Net unrealized (gain) loss on swaps, options and forward transactions 1,317 (425)

Securities purchased under agreements to resell 258 1,174

Securities sold under agreements to repurchase (226) (4,390)

Securities and spot commodities sold but not yet purchased, at market value 221 (248)

Finance receivables held for sale – originations and purchases (3,652) (4,911)

Sales of finance receivables – held for sale 4,168 5,250

Other, net 938 1,637

Total adjustments 6,664 (1,120)

Net cash provided by operating activities $ 15,071 $ 5,265

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS (continued)

(in millions) (unaudited)

Six Months
Ended June 30,
2007 2006

Cash flows from investing activities:
Proceeds from (payments for)

Sales and maturities of fixed maturity securities available for sale $ 64,754 $ 60,229
Sales of equity securities available for sale 4,187 7,231
Proceeds from fixed maturity securities held to maturity 133 313
Sales of flight equipment 28 256
Sales or distributions of other invested assets 6,185 8,021
Payments received on mortgage, policy, collateral and guaranteed loans 2,047 1,876
Principal payments received on finance receivables held for investment 6,430 6,297
Purchases of fixed maturity securities available for sale (73,274) (69,849)
Purchases of equity securities available for sale (5,852) (8,178)
Purchases of fixed maturity securities held to maturity (129) (323)
Purchases of flight equipment (3,883) (4,171)
Purchases of other invested assets (10,688) (8,118)
Acquisitions of new businesses, net of cash acquired (655) —
Mortgage, policy, collateral and guaranteed loans issued (4,408) (4,420)
Finance receivables held for investment – originations and purchases (7,387) (7,053)
Change in securities lending collateral (11,772) (9,261)
Net additions to real estate, fixed assets, and other assets (466) (388)
Net change in short-term investments (3,023) (6,529)
Net change in non-AIGFP derivative assets and liabilities (100) 137

Net cash used in investing activities $ (37,873) $ (33,930)

Cash flows from financing activities:
Proceeds from (payments for)

Policyholders’ contract deposits $ 28,774 $ 25,119
Policyholders’ contract withdrawals (28,189) (20,440)
Change in other deposits (1,271) 313
Change in commercial paper 1,424 2,971
Notes, bonds, loans and mortgages payable, and hybrid financial instrument liabilities issued 40,931 22,333
Repayments on notes, bonds, loans and mortgages payable, and hybrid financial instrument liabilities (30,282) (10,481)
Issuance of junior subordinated debt 4,490 —
Issuance of guaranteed investment agreements 4,186 6,841
Maturities of guaranteed investment agreements (4,655) (6,469)
Change in securities lending payable 12,021 9,345
Issuance of treasury stock 180 63
Payments advanced to purchase shares (4,000) —
Acquisition of treasury stock (16) (4)
Cash dividends paid to shareholders (859) (780)
Other, net 132 50

Net cash provided by financing activities $ 22,866 $ 28,861

Supplementary disclosure of cash flow information:
Cash paid during the period for:

Interest $ 3,744 $ 2,805
Taxes $ 3,524 $ 2,100

Non-cash financing activities:
Interest credited to policyholder accounts $ 5,932 $ 4,653
Treasury stock acquired using payments advanced to purchase shares $ 1,664 —

Non-cash investing activities:
Debt assumed on acquisitions $ 1,654 $ —

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)

(in millions) (unaudited)

Three Months Six Months
Ended June 30, Ended June 30,
2007 2006 2007 2006

Net income $ 4,277 $ 3,190 $ 8,407 $ 6,385

Other comprehensive income (loss):
Unrealized (depreciation) appreciation of investments –

net of reclassification adjustments (2,161) (5,734) (852) (8,333)
Deferred income tax benefit (expense) on above changes 598 1,743 140 2,843

Foreign currency translation adjustments (164) 520 (329) 1,070
Deferred income tax benefit (expense) on above changes 7 (59) 35 (349)

Net derivative gains arising from cash flow hedging activities –
net of reclassification adjustments 61 4 62 8
Deferred income tax benefit (expense) on above changes (22) (16) 5 (3)

Change in pension and postretirement unrecognized periodic benefit (cost) 15 — 18 (3)
Deferred income tax benefit (expense) on above changes (1) 34 (2) 1

Other comprehensive income (loss) (1,667) (3,508) (923) (4,766)

Comprehensive income (loss) $ 2,610 $ (318) $ 7,484 $ 1,619

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

benefits, features, rights, or coverage that occurs by the ex-1. Summary of Significant Accounting
change of a contract for a new contract, or by amendment,Policies
endorsement, or rider to a contract, or by the election of a

Basis of Presentation feature or coverage within a contract. Internal replacements
that result in a substantially changed contract are accountedThese unaudited condensed consolidated financial statements
for as a termination and a replacement contract.do not include certain financial information required by

U.S. generally accepted accounting principles (GAAP) for The provisions of SOP 05-1 became effective as of Janu-
complete financial statements and should be read in conjunc- ary 1, 2007. On the date of adoption, AIG recorded a cumu-
tion with the audited consolidated financial statements and lative effect reduction of $82 million, net of tax, to the
the related notes included in the Annual Report on opening balance of retained earnings to reflect changes in
Form 10-K of American International Group, Inc. (AIG) for unamortized deferred policy acquisition costs (DAC), value
the year ended December 31, 2006 (2006 Annual Report on of business acquired, deferred sales inducement assets,
Form 10-K). unearned revenue liabilities and future policy benefits for life

and accident and health insurance contracts. This adjustmentIn the opinion of management, these consolidated finan-
primarily reflects a shorter expected life related to certaincial statements contain the normal recurring adjustments nec-
group life and health insurance contracts and the effect on theessary for a fair statement of the results presented herein. All
gross profits of investment-oriented products related to previ-material intercompany accounts and transactions have been
ously anticipated future internal replacements. This cumula-eliminated.
tive effect adjustment affected only the Life Insurance &

Certain reclassifications and format changes have been Retirement Services segment.
made to prior period amounts to conform to the current
period presentation. FIN 48

Out of period adjustments On July 13, 2006, the Financial Accounting Standards Board
(FASB) issued FASB Interpretation No. 48, ‘‘Accounting forDuring the three and six-month periods ended June 30, 2007,
Uncertainty in Income Taxes – an interpretation of FASBAIG recorded the effects of certain out of period adjustments
Statement No. 109’’ (FIN 48), which clarifies the accountingwhich reduced net income by $139 million and $373 million,
for uncertainty in income tax positions. FIN 48 prescribes arespectively, and diluted earnings per share by $0.05 per
recognition threshold and measurement attribute for the fi-share and $0.14 per share, respectively.
nancial statement recognition and measurement of an income

During the three and six-month periods ended June 30, tax position taken or expected to be taken in a tax return.
2006, AIG recorded the effects of certain out of period ad- FIN 48 also provides guidance on derecognition, classifica-
justments which increased (decreased) net income by tion, interest and penalties, accounting in interim periods,
$279 million and $(67) million, respectively, and diluted and additional disclosures. AIG adopted the provisions of
earnings per share by $0.11 per share and $(0.03) per share, FIN 48 on January 1, 2007. As a result of the adoption of
respectively. FIN 48, AIG recognized a $71 million increase in the liability

for unrecognized tax benefits, which was accounted for as a
Recent Accounting Standards decrease to opening retained earnings as of January 1, 2007.

Accounting  Changes As of the date of adoption and after recognizing the
effect of the increase in the liability noted above, the totalSOP 05-1
amount of AIG’s unrecognized tax benefit, excluding interest

On September 19, 2005, the American Institute of Certified and penalties, was $1.138 billion. Included in this balance are
Public Accountants (AICPA) issued Statement of Position 05- $407 million related to tax positions the disallowance of
1, ‘‘Accounting by Insurance Enterprises for Deferred Acqui- which would not affect the annual effective income tax rate.
sition Costs in Connection with Modifications or Exchanges Accordingly, the amount of unrecognized tax benefit that, if
of Insurance Contracts’’ (SOP 05-1). SOP 05-1 provides gui- recognized, would favorably affect the effective tax rate is
dance on accounting for internal replacements of insurance $731 million.
and investment contracts other than those specifically de-

At June 30, 2007, AIG’s unrecognized tax benefit, ex-scribed in Statement of Financial Accounting Standards (FAS)
cluding interest and penalties, was $1.274 billion which in-No. 97, ‘‘Accounting and Reporting by Insurance Enterprises
cludes $577 million related to tax positions the disallowancefor Certain Long-Duration Contracts and for Realized Gains
of which would not affect the annual effective income taxand Losses from the Sale of Investments’’ (FAS 97). SOP 05-1
rate. Accordingly, the amount of unrecognized tax benefitdefines an internal replacement as a modification in product
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

tion of this guidance is not expected to have a material effect1. Summary of Significant Accounting
on the Company’s results of operations in 2007.Policies (continued)

As a result of the adoptions of SOP 05-1, FIN 48 andthat, if recognized, would favorably affect the effective tax
FSP 13-2, AIG recorded a total decrease to opening retainedrate was $697 million.
earnings of $203 million as of January 1, 2007.

Interest and penalties related to unrecognized tax bene-
fits are recognized in income tax expense. At January 1, 2007 Future  Application  of  Accounting  Standards
and June 30, 2007, AIG had accrued $176 million and

FAS 157$203 million, respectively, for the payment of interest (net of
the federal benefit) and penalties. In September 2006, the FASB issued FAS No. 157, ‘‘Fair

Value Measurements’’ (FAS 157). FAS 157 defines fair value,Neither reserves for uncertain tax positions attributable
establishes a framework for measuring fair value and ex-to prior restatements (including various other remediation-
pands disclosure requirements regarding fair value measure-related adjustments) nor the corresponding interest income
ments. FAS 157 will be effective January 1, 2008. AIG ishave been recognized because such amounts are not currently
currently assessing the effect of implementing this guidance.estimable. In addition, certain tax benefits from compensa-

tion deductions have not been recognized because of existing
FAS 159uncertainty with respect to the documentation supporting

these tax benefits. In February 2007, the FASB issued FAS No. 159, ‘‘The Fair
Value Option for Financial Assets and Financial Liabilities’’AIG continually evaluates proposed adjustments by tax-
(FAS 159). FAS 159 permits entities to choose to measure ating authorities. At June 30, 2007, such proposed adjustments
fair value many financial instruments and certain other itemswould not result in a material change to AIG’s consolidated
that are not currently required to be measured at fair value.financial condition. However, AIG believes that it is reasona-
Subsequent changes in fair value for designated items will bebly possible that the balance of the unrecognized tax benefits
required to be reported in earnings in the current period.could decrease by $0 to $150 million by the end of 2007 due
FAS 159 also establishes presentation and disclosure require-to settlements or expiration of statutes.
ments for similar types of assets and liabilities measured at

Listed below are the tax years that remain subject to exam- fair value. FAS 159 will be effective January 1, 2008. AIG is
ination by major tax jurisdiction:

currently assessing the effect of implementing this guidance,
Major Tax Jurisdictions Open Tax Years

which depends on the nature and extent of items elected to beUnited States 1991-2006
Hong Kong 1997-2006 measured at fair value upon initial application of the stan-
Malaysia 1999-2006 dard on January 1, 2008.Singapore 1993-2006
Thailand 2001-2006
Taiwan 2000-2006

SOP 07-1Japan 2000-2006
United Kingdom 2003-2006
France 2003-2006 In June 2007, the AICPA issued Statement of Position
Korea 2001-2006 No. 07-1 (SOP 07-1), ‘‘Clarification of the Scope of the Audit

and Accounting Guide ‘Audits of Investment Companies’ and
FSP 13-2 Accounting by Parent Companies and Equity Method Inves-

tors for Investments in Investment Companies.’’ SOP 07-1On July 13, 2006, the FASB issued FASB Staff Position
amends the guidance for whether an entity may apply the(FSP) No. 13-2, ‘‘Accounting for a Change or Projected
provisions of the Audit and Accounting Guide, ‘‘Audits ofChange in the Timing of Cash Flows Relating to Income
Investment Companies’’ (the Guide). Investment companiesTaxes Generated by a Leveraged Lease Transaction’’ (FSP
that are subject to the Guide must report all investments at13-2). FSP 13-2 addresses how a change or projected change
fair value regardless of the nature of the investment or thein the timing of cash flows relating to income taxes generated
level of ownership. SOP 07-1 also establishes new require-by a leveraged lease transaction affects the accounting for the
ments for whether a parent company can retain specializedlease by the lessor, and directs that the tax assumptions be
investment company accounting in its consolidated financialconsistent with any FIN 48 uncertain tax position related to
statements for subsidiaries and equity method investees thatthe lease. FSP 13-2 is effective for fiscal years beginning after
are covered by the Guide. SOP 07-1 will be effective on Janu-December 15, 2006. Upon adoption, AIG recorded at Janu-
ary 1, 2008. AIG is currently assessing the effect of imple-ary 1, 2007, a $50 million decrease in the opening balance of
menting this guidance.retained earnings, net of tax, as of January 1, 2007 to reflect

the cumulative effect of this change in accounting. The adop-
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information

AIG identifies its reportable segments by product line consis- reporting net realized capital gains and losses for the Finan-
tent with its management structure. These segments are Gen- cial Services and Asset Management segments in the results of
eral Insurance, Life Insurance & Retirement Services, these segments. Historically, net realized capital gains and
Financial Services and Asset Management. losses were included in the Other category. There has been no

change in AIG’s management structure or in its reportable
In order to better align financial reporting with the man-

segments. All prior period amounts presented in the tables
ner in which AIG’s chief operating decision makers have

below have been revised to conform to the current year’s
managed their businesses, commencing in the first quarter of

presentation of these items.
2007, AIG realigned certain products among reportable seg-
ments and major internal reporting units. AIG also began

The following table summarizes AIG’s operations by major operating segment:
Three Months Six Months

Ended June 30, Ended June 30,Operating Segments
(in millions) 2007 2006 2007 2006
Revenues(a):

General Insurance(b)(c) $12,928 $12,167 $25,831 $23,823
Life Insurance & Retirement Services(c)(d) 14,023 11,911 27,705 24,761
Financial Services(e)(f) 2,123 1,246 4,324 2,912
Asset Management(g) 1,989 1,515 3,897 2,654
Other 263 138 394 228
Consolidation and eliminations (176) (123) (356) (246)

Consolidated $31,150 $26,854 $61,795 $54,132
Operating income (loss)(a)(h):

General Insurance(c) $ 2,976 $ 2,863 $ 6,072 $ 5,194
Life Insurance & Retirement Services(c) 2,620 2,381 4,901 5,011
Financial Services(f) 47 (530) 339 (638)
Asset Management 1,128 785 2,122 1,234
Other(i) (460) (258) (930) (767)
Consolidation and eliminations 17 – (4) –

Consolidated $ 6,328 $ 5,241 $12,500 $10,034

(a) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS No. 133, ‘‘Accounting for Derivative Instruments
and Hedging Activities’’ (FAS 133), including the related foreign exchange gains and losses. For the three-month periods ended June 30, 2007 and 2006,
respectively, the effect was $(430) million and $(1.08) billion in both revenues and operating income. For the six-month periods ended June 30, 2007 and 2006,
respectively, the effect was $(882) million and $(1.30) billion in both revenues and operating income. These amounts result primarily from interest rate and
foreign currency derivatives that are hedging investments and borrowings. These gains (losses) for the three and six months ended June 30, 2007 include out of
period charges of $431 million and $326 million, respectively, including a $380 million charge in both periods to reverse net gains recognized on transfers of
available for sale securities among legal entities consolidated within AIG Financial Products Corp. and AIG Trading Group Inc. and their respective subsidiaries
(collectively, AIGFP). The first six months of 2006 include an out of period charge of $300 million related to the remediation of the material weakness in
accounting for certain derivative transactions under FAS 133.

(b) Represents the sum of General Insurance net premiums earned, net investment income and net realized capital gains (losses).
(c) Includes the effect of an out of period adjustment in the second quarter of 2006 related to the accounting for certain interests in unit investment trusts (UCITS).

For the three and six-month periods ended June 30, 2006, the effect was an increase of $432 million and $405 million, respectively, in both revenues and
operating income for General Insurance and an increase of $221 million and $203 million, respectively, in revenues and $144 million and $132 million,
respectively, in operating income for Life Insurance & Retirement Services.

(d) Represents the sum of Life Insurance & Retirement Services premiums and other considerations, net investment income and net realized capital gains (losses).
Included in net realized capital gains (losses) and operating income are gains (losses) from hedging activities that did not qualify for hedge accounting treatment
under FAS 133, which were $41 million and $73 million for the three-month periods ended June 30, 2007 and 2006, respectively, and $(82) million and
$425 million for the six-month periods ended June 30, 2007 and 2006, respectively. Also included in net realized capital gains (losses) was the application of FAS
No. 52 ‘‘Foreign Currency Translation’’ (FAS 52), the effects of which were $(24) million and $(94) million for the three-month periods ended June 30, 2007 and
2006, respectively, and $99 million and $(90) million for the six-month periods ended June 30, 2007 and 2006, respectively.

(e) Primarily represents interest, lease and finance charges.
(f) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and

losses. For the three-month periods ended June 30, 2007 and 2006, respectively, the effect was $(443) million, and $(1.1) billion in both revenues and operating
income. For the six-month periods ended June 30, 2007 and 2006, respectively, the effect was $(603) million and $(1.8) billion in both revenues and operating
income. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of investments and borrowings. The
second quarter and the first six months of 2007 include the out of period charges of $431 million and $326 million, respectively, as discussed above. The first six
months of 2006 include an out of period charge of $300 million as discussed above. In the first quarter of 2007, AIG began applying hedge accounting for certain
transactions, primarily in its Capital Markets operations. In the second quarter of 2007, American General Finance, Inc. (AGF) and International Lease Finance
Corporation (ILFC) began applying hedge accounting to most of their derivatives hedging interest rate and foreign exchange risks associated with their floating
rate and foreign currency denominated borrowings.

(g) Represents net investment income with respect to spread-based products and management and advisory fees.
(h) Represents income before income taxes, minority interest and cumulative effect of an accounting change.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

(i) Includes AIG parent and other operations which are not required to be reported separately. The following table presents the operating loss for AIG’s Other
category:

Three Months Six Months
Ended June 30, Ended June 30,

(in millions) 2007 2006 2007 2006
Other operating income (loss):

Equity earnings in unconsolidated entities $ 50 $ 111 $ 91 $ 130
Interest expense (302) (223) (554) (406)
Unallocated corporate expenses (200) (64) (362) (248)
Compensation expense — SICO Plans (10) (14) (20) (90)
Compensation expense — Starr tender offer — — — (54)
Net realized capital gains (losses) 22 (49) (27) (54)
Other miscellaneous, net (20) (19) (58) (45)

Total Other $(460) $(258) $(930) $(767)

The following table summarizes AIG’s General Insurance operations by major internal reporting unit:

Three Months Six Months
Ended June 30, Ended June 30,General Insurance

(in millions) 2007 2006 2007 2006
Revenues:

Domestic Brokerage Group $ 6,904 $ 6,587 $13,995 $13,148
Transatlantic 1,069 1,015 2,165 2,031
Personal Lines 1,223 1,223 2,436 2,438
Mortgage Guaranty 257 212 505 410
Foreign General(a) 3,475 3,130 6,737 5,794
Reclassifications and eliminations – – (7) 2

Total General Insurance $12,928 $12,167 $25,831 $23,823
Operating Income (loss)(b):

Domestic Brokerage Group $ 1,904 $ 1,474 $ 3,833 $ 2,779
Transatlantic 168 143 319 284
Personal Lines 118 118 224 219
Mortgage Guaranty (81) 107 (73) 216
Foreign General(a)(c) 867 1,021 1,776 1,694
Reclassifications and eliminations – – (7) 2

Total General Insurance $ 2,976 $ 2,863 $ 6,072 $ 5,194

(a) The three and six-month periods ended June 30, 2006, include the effect of an out of period UCITS adjustment in the second quarter of 2006 which was an
increase of $412 million and $386 million, respectively, in both revenues and operating income.

(b) Includes additional losses incurred and net reinstatement premiums related to prior year catastrophes of $18 million and $(51) million for the three-month
periods ended June 30, 2007 and 2006, respectively. Such losses and premiums were $53 million and $48 million for the six-month periods ended June 30,
2007 and 2006, respectively.

(c) Includes losses incurred and net reinstatement premiums related to current year catastrophes of $68 million in both the three and six-month periods ended
June 30, 2007.

The following table summarizes AIG’s Life Insurance & Retirement Services operations by major internal reporting unit:

Three Months Six Months
Ended June 30, Ended June 30,Life Insurance & Retirement Services

(in millions) 2007 2006 2007 2006
Revenues:

Foreign:
Japan and Other $ 4,863 $ 3,812 $ 9,633 $ 8,076
Asia* 5,019 4,303 9,510 8,763

Domestic:
Domestic Life Insurance 2,359 2,222 4,880 4,589
Domestic Retirement Services 1,782 1,574 3,682 3,333

Total Life Insurance & Retirement Services $14,023 $11,911 $27,705 $24,761
Operating Income:

Foreign:
Japan and Other $ 810 $ 975 $ 1,723 $ 1,953
Asia* 844 764 1,215 1,472

Domestic:
Domestic Life Insurance 368 235 713 601
Domestic Retirement Services 598 407 1,250 985

Total Life Insurance & Retirement Services $ 2,620 $ 2,381 $ 4,901 $ 5,011

* Includes the effect of an out of period UCITS adjustment in the second quarter of 2006. For the three and six-month periods ended June 30, 2006, the effect
was an increase of $221 million and $203 million, respectively, in revenues and $144 million and $132 million, respectively, in operating income.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

The following table summarizes AIG’s Financial Services operations by major internal reporting unit:
Three Months Six Months

Ended June 30, Ended June 30,Financial Services
(in millions) 2007 2006 2007 2006
Revenues:

Aircraft Leasing(a) $1,173 $1,051 $2,231 $ 2,063
Capital Markets(b)(c) (67) (788) 161 (1,088)
Consumer Finance(d)(e) 949 942 1,832 1,867
Other, including intercompany adjustments 68 41 100 70

Total Financial Services $2,123 $1,246 $4,324 $ 2,912
Operating income (loss):

Aircraft Leasing(a) $ 207 $ 198 $ 371 $ 374
Capital Markets(b)(c) (255) (952) (187) (1,422)
Consumer Finance(d)(e) 75 202 111 378
Other, including intercompany adjustments 20 22 44 32

Total Financial Services $ 47 $ (530) $ 339 $ (638)

(a) Revenues are primarily aircraft lease rentals from ILFC. Both revenues and operating income include gains (losses) from hedging activities that did not
qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses. For the three-month periods ended June 30,
2007 and 2006, the effect was $24 million and $10 million, respectively. For the six-month periods ended June 30, 2007 and 2006, the effect was
$(13) million and $55 million, respectively. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic
hedges of borrowings. In the second quarter of 2007, ILFC began applying hedge accounting to most of its derivatives hedging interest rate and foreign
exchange risks associated with its floating rate and foreign currency denominated borrowings.

(b) Revenues, shown net of interest expense of $805 million and $633 million for the three-month periods ended June 30, 2007 and 2006, respectively, and
$1.9 billion and $1.3 billion for the six-month periods ended June 30, 2007 and 2006, respectively, were primarily from hedged financial positions entered
into in connection with counterparty transactions. Both revenues and operating income include gains (losses) from hedging activities that did not qualify for
hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses. For the three-month periods ended June 30, 2007 and
2006, the effect was $(528) million and $(1.2) billion, respectively. For the six-month periods ended June 30, 2007 and 2006, the effect was $(613) million
and $(1.8) billion, respectively. The second quarter and the first six months of 2007 include out of period charges of $431 million and $326 million,
respectively, including a $380 million charge in both periods to reverse net gains recognized on transfers of available for sale securities among legal entities
consolidated within AIGFP. The first six months of 2006 include an out of period charge of $300 million related to the remediation of the material weakness
in accounting for certain derivative transactions under FAS 133. In the first quarter of 2007, AIGFP began applying hedge accounting for certain
transactions.

(c) Certain transactions entered into by AIGFP generate tax credits and benefits which are included in income taxes in the consolidated statement of income. The
amounts of such tax credits and benefits for the three-month periods ended June 30, 2007 and 2006 were $18 million and $8 million, respectively. The
amounts of such tax credits and benefits for the six-month periods ended June 30, 2007 and 2006 were $35 million and $26 million, respectively.

(d) Revenues are primarily finance charges. Both revenues and operating income include gains (losses) from hedging activities that did not qualify for hedge
accounting treatment under FAS 133, including the related foreign exchange gains and losses. For the three-month periods ended June 30, 2007 and 2006, the
effect was $20 million and $5 million, respectively. For the six-month periods ended June 30, 2007 and 2006, the effect was $(15) million and $8 million,
respectively. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of borrowings. In the
second quarter of 2007, AGF began applying hedge accounting to most of its derivatives hedging interest rate and foreign exchange risks associated with its
floating rate and foreign currency denominated borrowings.

(e) The three-month and six-month periods ended June 30, 2007 included pre-tax charges of $50 million and $178 million, respectively, in connection with
domestic consumer finance’s mortgage banking activities.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

3. Shareholders’  Equity and Earnings Per Share

Earnings Per Share (EPS)

Basic EPS of AIG is calculated using the weighted average number of common shares outstanding. Diluted EPS is based on
those shares used in basic EPS plus shares that would have been outstanding assuming issuance of common shares for all
potentially dilutive common shares outstanding.

The following table presents the computation of basic and diluted EPS:
Three Months Six Months

Ended June 30, Ended June 30,
(in millions, except per share data) 2007 2006 2007 2006
Numerator for earnings per share:
Income before cumulative effect of an accounting change $4,277 $3,190 $8,407 $6,351
Cumulative effect of an accounting change, net of tax – – – 34
Net income applicable to common stock for basic EPS $4,277 $3,190 $8,407 $6,385
Interest on contingently convertible bonds, net of tax(a) – 3 – 6
Net income applicable to common stock for diluted EPS $4,277 $3,193 $8,407 $6,391
Cumulative effect of an accounting change, net of tax – – – (34)
Income before cumulative effect of an accounting change applicable to common stock for

diluted EPS $4,277 $3,193 $8,407 $6,357
Denominator for earnings per share:

Weighted average shares outstanding used in the computation of EPS:
Common stock issued 2,751 2,751 2,751 2,751
Common stock in treasury (161) (153) (156) (153)
Deferred shares 12 8 12 8

Weighted average shares outstanding – basic 2,602 2,606 2,607 2,606
Incremental shares from potential common stock:

Weighted average number of shares arising from outstanding employee stock plans
(treasury stock method)(b) 11 10 14 9

Contingently convertible bonds(a) – 9 – 9
Weighted average shares outstanding – diluted(b) 2,613 2,625 2,621 2,624
Earnings per share:
Basic:

Income before cumulative effect of an accounting change $ 1.64 $ 1.23 $ 3.22 $ 2.44
Cumulative effect of an accounting change, net of tax – – – 0.01

Net income $ 1.64 $ 1.23 $ 3.22 $ 2.45
Diluted:

Income before cumulative effect of an accounting change $ 1.64 $ 1.21 $ 3.21 $ 2.42
Cumulative effect of an accounting change, net of tax – – – 0.01

Net income $ 1.64 $ 1.21 $ 3.21 $ 2.43

(a) Assumes conversion of contingently convertible bonds due to the adoption of Emerging Issues Task Force Issue No. 04-8 ‘‘Accounting Issues Related to Certain
Features of Contingently Convertible Debt and the Effect on Diluted Earnings per Share.’’

(b) Certain shares arising from employee stock plans were not included in the computation of diluted earnings per share where the exercise price of the options
exceeded the average market price for the period and would have been antidilutive. The number of shares excluded was 7 million and 15 million for the six-
month periods ended June 30, 2007 and 2006, respectively.

Shareholders’ Equity

From time to time, AIG may buy shares of its common stock the first six months of 2007. The portion of the payments
for general corporate purposes, including to satisfy its obliga- advanced by AIG under the structured share repurchase ar-
tions under various employee benefit plans. In February rangements that had not yet been utilized to repurchase
2007, AIG’s Board of Directors increased AIG’s share repur- shares at June 30, 2007, amounting to $2.34 billion, has been
chase program by authorizing the repurchase of shares with recorded as a component of shareholders’ equity under the
an aggregate purchase price of $8 billion. During March caption Payments advanced to purchase shares. Purchases
2007, AIG entered into a $3 billion structured share repur- have continued subsequent to June 30, 2007, with an addi-
chase arrangement, and in May 2007 AIG entered into an tional 24,501,510 shares purchased from July 1 through Au-
additional $1 billion structured share repurchase arrange- gust 6, 2007. All shares repurchased are recorded as treasury
ment. A total of 24,491,961 shares were repurchased during stock at cost.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

The quarterly dividend per common share, commencing with
the dividend declared in May 2007 and payable on Septem-
ber 21, 2007, was $0.20.

The following table summarizes the changes in retained earnings during the first six months of 2007:
(in millions) June 30, 2007
Retained earnings:

Balance at beginning of year $ 84,996
Cumulative effect of accounting changes, net of tax (203)

Adjusted balance, beginning of year 84,793
Net income 8,407
Dividends to shareholders (949)

Balance, end of period $ 92,251

4. Benefits Provided by Starr
International Company, Inc.
and C.V. Starr & Co., Inc.

Starr International Company, Inc. (SICO) has provided a series No. 123R ‘‘Share-Based Payments’’ (FAS 123R), Starr is con-
of two-year Deferred Compensation Profit Participation Plans sidered to be an ‘‘economic interest holder’’ in AIG. As a
(SICO Plans) to certain AIG employees. The SICO Plans came result, compensation expense of $54 million was included in
into being in 1975 when the voting shareholders and Board of the first six months of 2006 with respect to the Starr tender
Directors of SICO, a private holding company whose principal offer.
asset is AIG common stock, decided that a portion of the

Compensation expense with respect to the SICO Plans
capital value of SICO should be used to provide an incentive

aggregated $10  million and $14 million for the three-month
plan for the current and succeeding managements of all Ameri-

periods ended June 30, 2007 and 2006, respectively, and
can International companies, including AIG.

$20 million and $90 million for the six-month periods ended
None of the costs of the various benefits provided under June 30, 2007 and 2006, respectively. Compensation expense

the SICO Plans has been paid by AIG, although AIG has for the first six months of 2006 included various out of pe-
recorded a charge to reported earnings for the deferred com- riod adjustments totaling $61 million, primarily relating to
pensation amounts paid to AIG employees by SICO, with an stock splits and other miscellaneous items for the SICO plans.
offsetting amount credited to additional paid-in capital re-

5. Ownershipflecting amounts deemed contributed by SICO. The SICO
Plans provide that shares currently owned by SICO are set According to the Schedule 13D filed on March 20, 2007 by
aside by SICO for the benefit of the participant and distrib- Starr, SICO, Edward E. Matthews, Maurice R. Greenberg,
uted upon retirement. The SICO Board of Directors currently the Maurice R. and Corinne P. Greenberg Family Founda-
may permit an early payout of units under certain circum- tion, Inc., the Universal Foundation, Inc., the Maurice R. and
stances. Prior to payout, the participant is not entitled to Corinne P. Greenberg Joint Tenancy Company, LLC and the
vote, dispose of or receive dividends with respect to such C.V. Starr & Co., Inc. Trust, these reporting persons could be
shares, and shares are subject to forfeiture under certain con- deemed to beneficially own 354,987,261 shares of AIG’s
ditions, including but not limited to the participant’s volun- common stock at that date. Based on the shares of AIG’s
tary termination of employment with AIG prior to normal common stock outstanding as of July 31, 2007, this owner-
retirement age. Under the SICO Plans, SICO’s Board of Di- ship would represent approximately 14 percent of the voting
rectors may elect to pay a participant cash in lieu of shares of stock of AIG. Although these reporting persons have made
AIG common stock. Following notification from SICO to filings under Section 16 of the Securities Exchange Act of
participants in the SICO Plans that it will settle specific future 1934 (Exchange Act), reporting sales of shares of common
awards under the SICO Plans with shares rather than cash, stock, no amendment to the Schedule 13D has been filed to
AIG modified its accounting for the SICO Plans from variable report a change in ownership subsequent to March 20, 2007.
to fixed measurement accounting. AIG gave effect to this
change in settlement method beginning on December 9, 6. Commitments,  Contingencies and
2005, the date of SICO’s notice to participants in the SICO Guarantees
Plans. See also Note 6(b) ‘‘Commitments’’ herein.

In the normal course of business, various commitments andIn January 2006, C.V. Starr & Co., Inc. (Starr) com-
contingent liabilities are entered into by AIG and certain of itspleted its tender offer to purchase Starr interests from AIG

employees. In conjunction with AIG’s adoption of FAS
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

these actions or the potential damages in the event liability is6. Commitments,  Contingencies and
determined.Guarantees (continued)

Litigation Arising from Insurance Operations —subsidiaries. In addition, AIG guarantees various obligations
Gunderson. A subsidiary of AIG has been named as a defen-of certain subsidiaries.
dant in a putative class action lawsuit in the 14th Judicial
District Court for the State of Louisiana. The Gunderson(a) Litigation  and Investigations
complaint alleges failure to comply with certain provisions of

Litigation Arising from Operations. AIG and its subsidiar- the Louisiana Any Willing Provider Act (the Act) relating to
ies, in common with the insurance and financial services in- discounts taken by defendants on bills submitted by Louisi-
dustries in general, are subject to litigation, including claims ana medical providers and hospitals that provided treatment
for punitive damages, in the normal course of their business. or services to workers compensation claimants and seeks
In AIG’s insurance operations, litigation arising from claims monetary penalties and injunctive relief. On July 20, 2006,
settlement activities is generally considered in the establish- the court denied defendants’ motion for summary judgment
ment of AIG’s reserve for losses and loss expenses. However, and granted plaintiffs’ partial motion for summary judgment,
in certain circumstances, AIG provides disclosure because of holding that the AIG subsidiary was a ‘‘group purchaser’’
the size or nature of the potential liability to AIG. The poten- and, therefore, potentially subject to liability under the Act.
tial for increasing jury awards and settlements makes it diffi- On November 28, 2006, the court issued an order certifying a
cult to assess the ultimate outcome of such litigation. class of providers and hospitals. In an unrelated action also

arising under the Act, a Louisiana appellate court ruled thatLitigation Arising from Insurance Operations —
the district court lacked jurisdiction to adjudicate the claimsCaremark. AIG and certain of its subsidiaries have been
at issue. In response, defendants in Gunderson filed an excep-named defendants in two putative class actions in state court
tion for lack of subject matter jurisdiction. On January 19,in Alabama that arise out of the 1999 settlement of class and
2007, the court denied the motion, holding that it has juris-derivative litigation involving Caremark Rx, Inc. (Caremark).
diction over the putative class claims. The AIG subsidiary isThe plaintiffs in the second-filed action have intervened in the
appealing the class certification ruling and is seeking an ap-first-filed action, and the second-filed action has been dis-
peal from the jurisdictional ruling. While AIG believes that itmissed. An excess policy issued by a subsidiary of AIG with
has meritorious defenses to plaintiffs’ claims, it cannot cur-respect to the 1999 litigation was expressly stated to be with-
rently estimate the likelihood of prevailing in this action orout limit of liability. In the current actions, plaintiffs allege
reasonably estimate the likely damages, if any.that the judge approving the 1999 settlement was misled as to

the extent of available insurance coverage and would not 2006 Regulatory Settlements. In February 2006, AIG
have approved the settlement had he known of the existence reached a resolution of claims and matters under investiga-
and/or unlimited nature of the excess policy. They further tion with the United States Department of Justice (DOJ), the
allege that AIG, its subsidiaries, and Caremark are liable for Securities and Exchange Commission (SEC), the Office of the
fraud and suppression for misrepresenting and/or concealing New York Attorney General (NYAG) and the New York
the nature and extent of coverage. In their complaint, plain- State Department of Insurance (DOI). AIG recorded an after-
tiffs request compensatory damages for the 1999 class in the tax charge of $1.15 billion relating to these settlements in the
amount of $3.2 billion, plus punitive damages. AIG and its fourth quarter of 2005.
subsidiaries deny the allegations of fraud and suppression

The settlements resolved investigations conducted by theand have asserted, inter alia, that information concerning the
SEC, NYAG and DOI in connection with the accounting,excess policy was publicly disclosed months prior to the ap-
financial reporting and insurance brokerage practices of AIGproval of the settlement. AIG and its subsidiaries further as-
and its subsidiaries, as well as claims relating to the un-sert that the current claims are barred by the statute of
derpayment of certain workers compensation premium taxeslimitations and that plaintiffs’ assertions that the statute was
and other assessments. These settlements did not, however,tolled cannot stand against the public disclosure of the excess
resolve investigations by regulators from other states intocoverage. Plaintiffs, in turn, have asserted that the disclosure
insurance brokerage practices related to contingent commis-was insufficient to inform them of the nature of the coverage
sions and other broker-related conduct, such as alleged bidand did not start the running of the statute of limitations. The
rigging. Nor did the settlements resolve any obligations thattrial court is currently considering, under standards man-
AIG may have to state guarantee funds in connection withdated by the Alabama Supreme Court, whether a class action
any of these matters.can be certified and whether the defendants in the case

brought by the intervenors should be dismissed. AIG cannot As a result of these settlements, AIG made payments or
reasonably estimate either the likelihood of its prevailing in placed amounts in escrow in 2006 totaling approximately
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

Private  Litigation6. Commitments,  Contingencies and
Guarantees (continued) Securities Actions. Beginning in October 2004, a number of

putative securities fraud class action suits were filed against$1.64 billion, $225 million of which represented fines and
AIG and consolidated as In re American Internationalpenalties. Amounts held in escrow totaling $341 million, in-
Group, Inc. Securities Litigation. Subsequently, a separate,cluding interest thereon, are included in other assets at
though similar, securities fraud action was also broughtJune 30, 2007. At that date, approximately $322 million of
against AIG by certain Florida pension funds. The lead plain-the funds were escrowed for settlement of claims resulting
tiff in the class action is a group of public retirement systemsfrom the underpayment by AIG of its residual market assess-
and pension funds benefiting Ohio state employees, suing onments for workers compensation. The National Workers
behalf of themselves and all purchasers of AIG’s publiclyCompensation Reinsurance Pool, on behalf of its participant
traded securities between October 28, 1999 and April 1,members, has filed a lawsuit against AIG with respect to the
2005. The named defendants are AIG and a number of pre-underpayment of such assessments. The National Association
sent and former AIG officers and directors, as well as Starr,of Insurance Commissioners has formed a Settlement Review
SICO, General Reinsurance Corporation, and Price-Working Group directed by the State of Indiana, which has
waterhouseCoopers LLP (PwC), among others. The leadcommenced its own investigation into the underreporting of
plaintiff alleges, among other things, that AIG: (1) concealedworkers compensation premium. In addition, similar lawsuits
that it engaged in anti-competitive conduct through allegedfiled by the Attorney General of the State of Minnesota, the
payment of contingent commissions to brokers and participa-Minnesota Workers Compensation Reinsurance Association
tion in illegal bid-rigging; (2) concealed that it used ‘‘incomeand the Minnesota Workers Compensation Insurers Associa-
smoothing’’ products and other techniques to inflate its earn-tion are pending. AIG cannot currently estimate whether the
ings; (3) concealed that it marketed and sold ‘‘incomeamount ultimately required to settle these claims will exceed
smoothing’’ insurance products to other companies; andthe funds escrowed or otherwise accrued for this purpose.
(4) misled investors about the scope of government investiga-

The remaining escrowed funds, which amounted to tions. In addition, the lead plaintiff alleges that AIG’s former
$19 million at June 30, 2007, are set aside for settlements for Chief Executive Officer manipulated AIG’s stock price. The
certain specified AIG policyholders. During the first six lead plaintiff asserts claims for violations of Sections 11 and
months of 2007, approximately $366 million was paid out 15 of the Securities Act of 1933, Section 10(b) of the Ex-
from escrow in exchange for releasing AIG and its subsidiar- change Act, and Rule 10b-5 promulgated thereunder, Sec-
ies from any alleged liability relating to, among other things, tion 20(a) of the Exchange Act, and Section 20A of the
brokerage practices alleged in the NYAG settlement. Any Exchange Act. In April 2006, the court denied the defend-
funds remaining at the end of the escrow period can be used ants’ motions to dismiss the second amended class action
to resolve claims asserted by policyholders relating to such complaint and the Florida complaint. In December 2006, a
insurance brokerage practices, including those described in third amended class action complaint was filed, which does
Private Litigation below. not differ substantially from the prior complaint. Fact and

class discovery is currently ongoing.In addition to the escrowed funds, $800 million was
deposited into a fund under the supervision of the SEC as part ERISA Action. Between November 30, 2004 and July 1,
of the settlements to be available to resolve claims asserted 2005, several Employee Retirement Income Security Act of
against AIG by investors, including the shareholder lawsuits 1974 (ERISA) actions were filed on behalf of purported class
described herein. of participants and beneficiaries of three pension plans spon-

sored by AIG or its subsidiaries. A consolidated complaintAt the current time, AIG cannot predict the outcome of
filed on September 26, 2005 alleges a class period betweenthe matters described above, or estimate any potential addi-
September 30, 2000 and May 31, 2005 and names as defend-tional cost related to these matters.
ants AIG, the members of AIG’s Retirement Board and the

Also, as part of the settlements, AIG agreed to retain, for
Administrative Boards of the plans at issue, and four present

a period of three years, an independent consultant to conduct
or former members of AIG’s Board of Directors. The factual

a review that will include, among other things, the adequacy
allegations in the complaint are essentially identical to those

of AIG’s internal control over financial reporting, the poli-
in the securities actions described above. Plaintiffs allege that

cies, procedures and effectiveness of AIG’s regulatory, com-
defendants violated duties under ERISA by allowing the plans

pliance and legal functions and the remediation plan that AIG
to offer AIG stock as a permitted investment, when defend-

has implemented as a result of its own internal review.
ants allegedly knew it was not a prudent investment, and by
failing to provide participants with accurate information
about AIG stock. AIG’s motion to dismiss was denied by
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duty and indemnification. Also on June 13, 2007, the special6. Commitments,  Contingencies and
committee filed a motion to terminate the litigation as toGuarantees (continued)
certain defendants, while taking no action as to others. De-

order dated December 12, 2006. AIG filed an answer on fendants Greenberg and Smith filed answers to AIG’s com-
February 12, 2007, denying plaintiffs’ allegations of wrong- plaint and brought third-party complaints against certain
doing and asserting affirmative defenses to plaintiffs’ claims. current and former AIG directors and officers, PwC and Reg-
Discovery was consolidated with proceedings in the securities ulatory Insurance Services, Inc. Certain defendants have sub-
actions and is ongoing. sequently filed motions to dismiss plaintiff’s complaint, as

well as defendants Greenberg and Smith’s third-party com-Derivative Actions — Southern District of New York.
plaints. Both plaintiff and defendant Smith have served initialBetween October 25, 2004 and July 14, 2005, seven separate
discovery requests; however, certain defendants have soughtderivative actions were filed in the Southern District of New
to stay discovery pending the resolution of the motions toYork, five of which were consolidated into a single action.
dismiss. Such motions are currently before the Court.The New York derivative complaint contains nearly the same

types of allegations made in the securities fraud and ERISA In December 2002, a derivative lawsuit was filed in the
actions described above. The named defendants include cur- Delaware Chancery Court against twenty directors and exec-
rent and former officers and directors of AIG, as well as utives of AIG as well as against AIG as a nominal defendant
Marsh & McLennan Companies, Inc. (Marsh), SICO, Starr, that alleges, among other things, that the directors of AIG
ACE Limited and subsidiaries (ACE), General Reinsurance breached the fiduciary duties of loyalty and care by approv-
Corporation, PwC, and certain employees or officers of these ing the payment of commissions to Starr and of rental and
entity defendants. Plaintiffs assert claims for breach of fiduci- service fees to SICO and the executives breached their duty of
ary duty, gross mismanagement, waste of corporate assets, loyalty by causing AIG to enter into contracts with Starr and
unjust enrichment, insider selling, auditor breach of contract, SICO and their fiduciary duties by usurping AIG’s corporate
auditor professional negligence and disgorgement from AIG’s opportunity. The complaint further alleges that the Starr
former Chief Executive Officer and Chief Financial Officer of agencies did not provide any services that AIG was not capa-
incentive-based compensation and AIG share proceeds under ble of providing itself, and that the diversion of commissions
Section 304 of the Sarbanes-Oxley Act, among others. Plain- to these entities was solely for the benefit of Starr’s owners.
tiffs seek, among other things, compensatory damages, cor- The complaint also alleged that the service fees and rental
porate governance reforms, and a voiding of the election of payments made to SICO and its subsidiaries were improper.
certain AIG directors. AIG’s Board of Directors has ap- Under the terms of a stipulation approved by the Court on
pointed a special committee of independent directors (special February 16, 2006, the claims against the outside indepen-
committee) to review the matters asserted in the operative dent directors were dismissed with prejudice, while the claims
consolidated derivative complaint. The court has approved against the other directors were dismissed without prejudice.
an agreement staying the derivative case pending in the On October 31, 2005, Messrs. Greenberg, Matthews and
Southern District of New York. The current stay extends Smith, SICO and Starr filed motions to dismiss the amended
until September 14, 2007. complaint. In an opinion dated June 21, 2006, the Court

denied defendants’ motion to dismiss, except with respect toDerivative Actions — Delaware Chancery Court. From
plaintiff’s challenge to payments made to Starr before Janu-October 2004 to April 2005, AIG shareholders filed five de-
ary 1, 2000. On July 21, 2006, plaintiff filed its secondrivative complaints in the Delaware Chancery Court. All of
amended complaint, which alleges that, between January 1,these derivative lawsuits have been consolidated into a single
2000 and May 31, 2005, individual defendants breachedaction. The amended consolidated complaint names 43 de-
their duty of loyalty by causing AIG to enter into contractsfendants (not including nominal defendant AIG) who, like
with Starr and SICO and breached their fiduciary duties bythe New York consolidated derivative litigation, are current
usurping AIG’s corporate opportunity. Starr is charged withand former officers and directors of AIG, as well as other
aiding and abetting breaches of fiduciary duty and unjustentities and certain of their current and former employees and
enrichment for its acceptance of the fees. SICO is no longerdirectors. The factual allegations, legal claims and relief
named as a defendant. On April 20, 2007, the individualsought in Delaware action are similar to those alleged in the
defendants and Starr filed a motion seeking leave of the CourtNew York derivative actions, except that plaintiffs in the
to assert a cross-claim against AIG and a third-party com-Delaware derivative action assert claims only under state law.
plaint against PwC and the directors previously dismissedEarlier in 2007, the Court approved an agreement that AIG
from the action, as well as certain other AIG officers andbe realigned as plaintiff, and, on June 13, 2007, acting on the
employees. On June 13, 2007, the Court denied the individ-direction of the special committee, AIG filed an amended
ual defendants’ motion to file a third-party complaint, butcomplaint against former directors and officers Maurice R.
granted the proposed cross-claim against AIG. On June 27,Greenberg and Howard I. Smith, alleging breach of fiduciary
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are liable under common law breach of fiduciary duty and6. Commitments,  Contingencies and
unjust enrichment theories. Plaintiffs seek treble damagesGuarantees (continued)
plus interest and attorneys’ fees as a result of the alleged

2007, Starr filed its cross-claim against AIG, alleging one RICO and Sherman Antitrust Act violations.
count that includes contribution, unjust enrichment and set-

The plaintiffs in the First Employee Benefits Complaintoff. On July 16, 2007, AIG filed its answer and motion to
are nine individual employees and corporate and municipaldismiss Starr’s cross-claim to the extent it seeks contribution
employers alleging claims on behalf of two separate nation-by Starr and/or the individual defendants. That motion is
wide purported classes: an employee class and an employercurrently before the Court. Document discovery and deposi-
class that acquired insurance products from the defendantstions are currently ongoing.
from August 26, 1994 to the date of any class certification.

Policyholder Actions. After the NYAG filed its com- The First Employee Benefits Complaint names AIG, as well
plaint against insurance broker Marsh, policyholders as eleven brokers and five other insurers, as defendants. The
brought multiple federal antitrust and Racketeer Influenced activities alleged in the First Employee Benefits Complaint,
and Corrupt Organizations Act (RICO) class actions in juris- with certain exceptions, track the allegations of contingent
dictions across the nation against insurers and brokers, in- commissions, bid-rigging and tying made in the First Com-
cluding AIG and a number of its subsidiaries, alleging that the mercial Complaint.
insurers and brokers engaged in a broad conspiracy to allo-

On October 3, 2006, Judge Hochberg of the District ofcate customers, steer business, and rig bids. These actions,
New Jersey reserved in part and denied in part motions filedincluding 23 complaints filed in different federal courts nam-
by the insurer defendants and broker defendants to dismissing AIG or an AIG subsidiary as a defendant, were consoli-
the multi-district litigation. The Court also ordered the plain-dated or will be consolidated by the judicial panel on multi-
tiffs in both actions to file supplemental statements of partic-district litigation and transferred to the United States District
ularity to elaborate on the allegations in their complaints.Court for the District of New Jersey for coordinated pretrial
Plaintiffs filed their supplemental statements on October 25,proceedings. The consolidated actions have proceeded in that
2006, and the AIG defendants, along with other insurer andcourt in two parallel actions, In re Insurance Brokerage Anti-
broker defendants in the two consolidated actions, filed re-trust Litigation (the First Commercial Complaint) and In re
newed motions to dismiss on November 30, 2006. On Febru-Employee Benefit Insurance Brokerage Antitrust Litigation
ary 16, 2007, the case was transferred to Judge Garrett E.(the First Employee Benefits Complaint, and together with
Brown, Chief Judge of the District of New Jersey. On April 5,the First Commercial Complaint, the multi-district litigation).
2007, Chief Judge Brown granted the defendants’ renewed

The plaintiffs in the First Commercial Complaint are motions to dismiss the First Commercial Complaint and First
nineteen corporations, individuals and public entities that Employee Benefits Complaint with respect to the antitrust
contracted with the broker defendants for the provision of and RICO claims. The claims were dismissed without
insurance brokerage services for a variety of insurance needs. prejudice and the plaintiffs were given 30 days, later extended
The broker defendants are alleged to have placed insurance to 45 days, to file amended complaints. On April 11, 2007,
coverage on the plaintiffs’ behalf with a number of insurance the Court stayed all proceedings, including all discovery, that
companies named as defendants, including AIG subsidiaries. are part of the multi-district litigation until any renewed mo-
The First Commercial Complaint also named ten brokers and tions to dismiss the amended complaints are resolved.
fourteen other insurers as defendants (two of which have

A number of complaints making allegations similar tosince settled). The First Commercial Complaint alleges that
those in the First Commercial Complaint have been fileddefendants engaged in a widespread conspiracy to allocate
against AIG and other defendants in state and federal courtscustomers through ‘‘bid-rigging’’ and ‘‘steering’’ practices.
around the country. The defendants have thus far been suc-The First Commercial Complaint also alleges that the insurer
cessful in having the federal actions transferred to the Districtdefendants permitted brokers to place business with AIG sub-
of New Jersey and consolidated into the multi-district litiga-sidiaries through wholesale intermediaries affiliated with or
tion. The AIG defendants have also sought to have state courtowned by those same brokers rather than placing the business
actions making similar allegations stayed pending resolution ofwith AIG subsidiaries directly. Finally, the First Commercial
the multi-district litigation proceeding. In one state court ac-Complaint alleges that the insurer defendants entered into
tion pending in Florida, the trial court recently decided not toagreements with broker defendants that tied insurance place-
grant an additional stay, but instead to allow the case to pro-ments to reinsurance placements in order to provide addi-
ceed. The parties in that case are currently awaiting the trialtional compensation to each broker. Plaintiffs assert that the
court’s ruling on the defendants’ motions to dismiss thedefendants violated the Sherman Antitrust Act, RICO, the
complaint.antitrust laws of 48 states and the District of Columbia, and
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

its commitment to use its AIG shares only for the benefit of6. Commitments,  Contingencies and
AIG and AIG employees. Fact and expert discovery has beenGuarantees (continued)
substantially concluded and SICO’s motion for summary

Plaintiffs filed amended complaints in both In re Insur- judgment is pending.
ance Brokerage Antitrust Litigation (the Second Commercial

Regulatory Investigations. Regulators from several statesComplaint) and In re Employee Benefit Insurance Brokerage
have commenced investigations into insurance brokerage prac-Antitrust Litigation (the Second Employee Benefits Com-
tices related to contingent commissions and other industry-plaint) along with revised particularized statements in both
wide practices as well as other broker-related conduct, such asactions on May 22, 2007. The allegations in the Second Com-
alleged bid-rigging. In addition, various federal and state regu-mercial Complaint and the Second Employee Benefits Com-
latory agencies are reviewing certain transactions and practicesplaint are substantially similar to the allegations in the First
of AIG and its subsidiaries in connection with industry-wideCommercial Complaint and First Employee Benefits Com-
and other inquiries. AIG has cooperated, and will continue toplaint, respectively. The complaints also attempt to add sev-
cooperate, in producing documents and other information ineral new parties and delete others; the Second Commercial
response to subpoenas and other requests.Complaint adds two new plaintiffs and twenty seven new

defendants (including three new AIG defendants), and the Wells Notices. AIG understands that some of its em-
Second Employee Benefits Complaint adds eight new plain- ployees have received Wells notices in connection with previ-
tiffs and nine new defendants (including two new AIG de- ously disclosed SEC investigations of certain of AIG’s
fendants). The defendants filed motions to dismiss the transactions or accounting practices. Under SEC procedures,
amended complaints and to strike the newly added parties, a Wells notice is an indication that the SEC staff has made a
and the parties are currently awaiting the court’s ruling on preliminary decision to recommend enforcement action that
the motions. provides recipients with an opportunity to respond to the

SEC staff before a formal recommendation is finalized. It isLitigation Relating to 21st Century. Shortly after the an-
possible that additional current and former employees couldnouncement in late January 2007 of AIG’s offer to acquire the
receive similar notices in the future as the regulatory investi-outstanding shares of 21st Century Insurance Group
gations proceed.(21st Century) not already owned by AIG and its subsidiaries,

two related class actions were filed in the Superior Court of
Effect  on  AIGCalifornia, Los Angeles County, against AIG, 21st Century,

and the individual members of 21st Century’s Board of Direc- In the opinion of AIG management, AIG’s ultimate liability
tors, two of whom are current executive officers of AIG. The for the unresolved litigation and investigation matters re-
actions were filed purportedly on behalf of the minority share- ferred to above is not likely to have a material adverse effect
holders of 21st Century and assert breaches of fiduciary duty on AIG’s consolidated financial condition, although it is pos-
in connection with the AIG proposal. The complaints allege sible that the effect would be material to AIG’s consolidated
that the proposed per share price is unfair and seek preliminary results of operations for an individual reporting period.
and permanent injunctive relief to enjoin the consummation of

(b) Commitmentsthe proposed transaction. On May 23, 2007, a third action
was filed alleging breaches of fiduciary duty by the same de- Flight  Equipment
fendants based upon their entering into the merger agreement

At June 30, 2007, ILFC had committed to purchase 246 new
and taking steps to complete the contemplated merger, and aircraft deliverable from 2007 through 2017 at an estimated
seeking injunctive relief comparable to that sought in the first aggregate purchase price of $20.9 billion. ILFC will be re-
two complaints. All three actions have been consolidated quired to find customers for any aircraft acquired, and it
under the caption In re 21st Century Shareholder Litigation. must arrange financing for portions of the purchase price of
Plaintiffs have stated an intention to file a consolidated such equipment.
amended complaint.

Other  CommitmentsSICO. In July, 2005, SICO filed a complaint against
AIG in the Southern District of New York, claiming that AIG In the normal course of business, AIG enters into commit-
had refused to provide SICO access to certain artwork and ments to invest in limited partnerships, private equities and
asked the court to order AIG immediately to release the prop- hedge funds and to purchase and develop real estate in the
erty to SICO. AIG filed an answer denying SICO’s allegations U.S. and abroad. These commitments totaled $6.73 billion at
and setting forth defenses to SICO’s claims. In addition, AIG June 30, 2007.
filed counterclaims asserting breach of contract, unjust en-

On June 27, 2005, AIG entered into an agreement pursu-
richment, conversion, breach of fiduciary duty, a constructive ant to which AIG agrees, subject to certain conditions, to
trust and declaratory judgment, relating to SICO’s breach of
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

6. Commitments,  Contingencies and thetic fuel production facilities in light of the risk of phase-
Guarantees (continued) out of the associated tax credits. As a result of fluctuating

domestic crude oil prices, AIG evaluates and adjusts produc-
make any payment that is not promptly paid with respect to tion levels when appropriate in light of this risk. Under cur-
the benefits accrued by certain employees of AIG and its rent legislation, the opportunity to generate additional tax
subsidiaries under the SICO Plans (as discussed in Note 4 credits from the production and sale of synthetic fuel expires
herein). on December 31, 2007.

(c) Contingencies Lease Transactions. On June 27, 2007, field agents at
the Internal Revenue Service issued three Notices of ProposedLoss Reserves. Although AIG regularly reviews the ade-
Adjustment (NOPAs) relating to a series of lease transactionsquacy of the established reserve for losses and loss expenses,
by an AIG subsidiary. In the NOPAs, the field agents assertedthere can be no assurance that AIG’s ultimate loss reserves
that the leasing transactions were ‘‘lease-in lease-out’’ trans-will not develop adversely and materially exceed AIG’s cur-
actions described in Revenue Ruling 2002-69 and proposedrent loss reserves. Estimation of ultimate net losses, loss ex-
adjustments to taxable income of approximately $81 millionpenses and loss reserves is a complex process for long-tail
in the aggregate for the years 1998 and 1999. AIG cannotcasualty lines of business, which include excess and umbrella
currently estimate the effect, if any, of the resolution of theseliability, directors and officers liability (D&O), professional
matters.liability, medical malpractice, workers compensation, general

liability, products liability and related classes, as well as for (d) Guarantees
asbestos and environmental exposures. Generally, actual his-

AIG and certain of its subsidiaries become parties to derivativetorical loss development factors are used to project future loss
financial instruments with market risk resulting from bothdevelopment. However, there can be no assurance that future
dealer and end-user activities and to reduce currency, interestloss development patterns will be the same as in the past.
rate, equity and commodity exposures. These instruments areMoreover, any deviation in loss cost trends or in loss develop-

ment factors might not be discernible for an extended period carried at their estimated fair values in the consolidated balance
of time subsequent to the recording of the initial loss reserve sheet. The vast majority of AIG’s derivative activity is transacted
estimates for any accident year. Thus, there is the potential by AIGFP. See Note 9 below and see Note 19 to the consoli-
for reserves with respect to a number of years to be signifi- dated financial statements in the 2006 Annual Report on
cantly affected by changes in loss cost trends or loss develop- Form 10-K.
ment factors that were relied upon in setting the reserves.

AIG has issued unconditional guarantees with respect toThese changes in loss cost trends or loss development factors
the prompt payment, when due, of all present and futurecould be attributable to changes in inflation, in labor and
payment obligations and liabilities of AIGFP arising frommaterial costs or in the judicial environment, or in other
transactions entered into by AIGFP.social or economic phenomena affecting claims.

SAI Deferred Compensation Holdings, Inc., a whollySynthetic Fuel Tax Credits. AIG generates income tax
owned subsidiary of AIG, has established a deferred compen-credits as a result of investing in synthetic fuel production.
sation plan for registered representatives of certain AIG sub-Tax credits generated from the production and sale of syn-
sidiaries, pursuant to which participants have thethetic fuel under the Internal Revenue Code are subject to an
opportunity to invest deferred commissions and fees on aannual phase-out provision that is based on the average well-
notional basis. The value of the deferred compensation fluc-head price of domestic crude oil. The price range within
tuates with the value of the deferred investment alternativeswhich the tax credits are phased-out was originally estab-
chosen. AIG has provided a full and unconditional guaranteelished in 1980 and is adjusted annually for inflation. Depend-
of the obligations of SAI Deferred Compensation Holdings,ing on the price of domestic crude oil for a particular year, all

or a portion of the tax credits generated in that year might be Inc. to pay the deferred compensation under the plan.
eliminated. AIG evaluates the production levels of its syn-
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

7. Employee Benefits

The following table presents the components of the net periodic benefit costs with respect to pensions and other
postretirement benefits:

Pensions Postretirement
Non-U.S. U.S. Non-U.S. U.S.

(in millions) Plans Plans Total Plans Plans Total
Three Months Ended June 30, 2007

Components of net periodic benefit cost:
Service cost $ 21 $ 30 $ 51 $ 2 $ 3 $ 5
Interest cost 12 44 56 – 4 4
Expected return on assets (9) (54) (63) – – –
Amortization of prior service cost (3) – (3) – (1) (1)
Amortization of net loss 3 9 12 – – –
Settlement loss 1 – 1 – – –

Net periodic benefit cost $ 25 $ 29 $ 54 $ 2 $ 6 $ 8

Three Months Ended June 30, 2006
Components of net periodic benefit cost:
Service cost $ 18 $ 31 $ 49 $ 1 $ 2 $ 3
Interest cost 8 41 49 – 2 2
Expected return on assets (7) (49) (56) – – –
Amortization of prior service cost (2) – (2) – (1) (1)
Recognized actuarial loss 4 19 23 – – –

Net periodic benefit cost $ 21 $ 42 $ 63 $ 1 $ 3 $ 4

Six Months Ended June 30, 2007
Components of net periodic benefit cost:
Service cost $ 44 $ 60 $ 104 $ 3 $ 5 $ 8
Interest cost 24 89 113 1 8 9
Expected return on assets (18) (107) (125) – – –
Amortization of prior service cost (5) (1) (6) – (1) (1)
Amortization of net loss 5 18 23 – – –
Settlement loss 1 – 1 – – –

Net periodic benefit cost $ 51 $ 59 $ 110 $ 4 $ 12 $ 16

Six Months Ended June 30, 2006
Components of net periodic benefit cost:
Service cost $ 37 $ 62 $ 99 $ 2 $ 3 $ 5
Interest cost 17 81 98 1 5 6
Expected return on assets (14) (97) (111) – – –
Amortization of prior service cost (4) (1) (5) – (3) (3)
Recognized actuarial loss 8 38 46 – – –

Net periodic benefit cost $ 44 $ 83 $ 127 $ 3 $ 5 $ 8
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

8. Information Provided in Connection with Outstanding Debt

The following condensed consolidating financial statements are provided in compliance with Regulation S-X of the
Securities and Exchange Commission.

) American General Corporation (AGC) is a holding company and a wholly owned subsidiary of AIG. AIG provides a full and
unconditional guarantee of all outstanding debt of AGC.

) AIG Liquidity Corp. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all obligations
of AIG Liquidity Corp.

) AIG Program Funding, Inc. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all
obligations of AIG Program Funding, Inc., which was established in 2007.

Condensed  Consolidating  Balance  Sheet

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AGC Corp. Funding, Inc. Subsidiaries Eliminations AIG

June 30, 2007
Assets:

Investments and financial
services assets $ 14,368 $ – $ – $ – $ 832,421 $ (17,960) $ 828,829

Cash 36 – – – 1,599 – 1,635
Carrying value of

subsidiaries and
partially owned
companies, at equity 116,412 27,670 – – 11,896 (154,802) 1,176

Other assets 5,201 2,673 – – 194,403 (51) 202,226

Total assets $136,017 $30,343 $ – $ – $1,040,319 $ (172,813) $1,033,866

Liabilities:
Insurance liabilities $ 23 $ – $ – $ – $ 507,129 $ (66) 507,086
Debt 26,454 2,136 – – 154,213 (17,493) 165,310
Other liabilities 5,210 3,143 – – 248,725 (38) 257,040

Total liabilities 31,687 5,279 – – 910,067 (17,597) 929,436

Preferred shareholders’ equity in
subsidiary companies – – – – 100 – 100

Total shareholders’ equity 104,330 25,064 – – 130,152 (155,216) 104,330

Total liabilities, preferred
shareholders’ equity in
subsidiary companies and
shareholders’ equity $136,017 $30,343 $ – $ – $1,040,319 $ (172,813) $1,033,866

December 31, 2006
Assets:

Investments and financial
services assets $ 7,346 $ – $* $ – $ 797,976 $ (14,822) $ 790,500

Cash 76 – * – 1,514 – 1,590
Carrying value of

subsidiaries and partially
owned companies, at
equity 109,125 27,967 – – 8,436 (144,427) 1,101

Other assets 3,989 2,622 * – 181,561 (1,949) 186,223

Total assets $120,536 $30,589 $* $ – $ 989,487 $ (161,198) $ 979,414
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American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AGC Corp. Funding, Inc. Subsidiaries Eliminations AIG

Liabilities:
Insurance liabilities $ 21 $ – $ – $ – $ 495,135 $ (64) $ 495,092
Debt 15,157 2,136 * – 146,206 (14,820) 148,679
Other liabilities 3,681 3,508 * – 228,068 (1,482) 233,775

Total liabilities 18,859 5,644 * $ – 869,409 (16,366) 877,546

Preferred shareholders’ equity in
subsidiary companies – – – – 191 – 191

Total shareholders’ equity 101,677 24,945 * – 119,887 (144,832) 101,677

Total liabilities, preferred
shareholders’ equity in
subsidiary companies and
shareholders’ equity $120,536 $30,589 $* $ – $ 989,487 $ (161,198) $ 979,414

*Less than $1 million.
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8. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Income

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AGC Corp. Funding, Inc. Subsidiaries Eliminations AIG

Three Months Ended June 30, 2007
Operating income (loss) $ (282) $ (13) $ * $ – $ 6,623 $ – $ 6,328
Equity in undistributed net income

of consolidated subsidiaries 3,605 340 – – – (3,945) –
Dividend income from consolidated

subsidiaries 879 218 – – – (1,097) –
Income taxes (75) (15) * – 1,769 – 1,679
Minority interest – – – – (372) – (372)

Net income (loss) $4,277 $ 560 $ * $ – $ 4,482 $ (5,042) $ 4,277

Three Months Ended June 30, 2006
Operating income (loss) $ (436) $ (48) $ * $ – $ 5,725 $ – $ 5,241
Equity in undistributed net income

of consolidated subsidiaries 3,507 309 – – – (3,816) –
Dividend income from consolidated

subsidiaries 380 154 – – – (534) –
Income taxes (benefits) 261 (17) * – 1,444 – 1,688
Minority interest – – – – (363) – (363)

Net income (loss) $3,190 $ 432 $ * $ – $ 3,918 $ (4,350) $ 3,190

Six Months Ended June 30, 2007
Operating income (loss) $ (543) $ (86) $ * $ – $13,129 $ – $12,500
Equity in undistributed net income

of consolidated subsidiaries 6,849 491 – – – (7,340) –
Dividend income from consolidated

subsidiaries 2,165 658 – – – (2,823) –
Income taxes 64 (7) * – 3,348 – 3,405
Minority interest – – – – (688) – (688)

Net income (loss) $8,407 $1,070 $ * $ – $ 9,093 $(10,163) $ 8,407

Six Months Ended June 30, 2006
Operating income (loss) $ (722) $ (86) $ * $ – $10,842 $ – $10,034
Equity in undistributed net income

of consolidated subsidiaries 6,767 668 – – – (7,435) –
Dividend income from consolidated

subsidiaries 567 458 – – – (1,025) –
Income taxes (benefits) 261 (30) * – 2,892 – 3,123
Minority interest – – – – (560) – (560)
Cumulative effect of an accounting

change, net of tax 34 – – – – – 34

Net income (loss) $6,385 $1,070 $ * $ – $ 7,390 $ (8,460) $ 6,385

*Less than $1 million.
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8. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Cash  Flow

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AGC Corp. Funding, Inc. Subsidiaries AIG
Six Months Ended June 30, 2007
Net cash provided by operating activities $ 743 $ 172 $ * $ – $ 14,156 $ 15,071

Cash flows from investing:
Invested assets disposed – – – – 83,764 83,764
Invested assets acquired (6,973) – – – (114,198) (121,171)
Other (242) (76) * – (148) (466)

Net cash used in investing activities (7,215) (76) * – (30,582) (37,873)

Cash flows from financing activities:
Issuance of debt 11,931 – – – 39,100 51,031
Repayments of debt (793) – – – (34,144) (34,937)
Payments advanced to purchase shares (4,000) – – – — (4,000)
Cash dividends paid to shareholders (859) – – – — (859)
Other 153 (96) * – 11,574 11,631

Net cash provided by (used in) financing activities 6,432 (96) * – 16,530 22,866

Effect of exchange rate changes on cash – – – – (19) (19)

Change in cash (40) – * – 85 45
Cash at beginning of period 76 – – – 1,514 1,590

Cash at end of period $ 36 $ – $ * $ – $ 1,599 $ 1,635

Six Months Ended June 30, 2006
Net cash (used in) provided by operating activities $ (3,465) $ 112 $ * $ – $ 8,618 $ 5,265

Cash flows from investing:
Invested assets disposed – – – – 84,360 84,360
Invested assets acquired (905) – – – (116,997) (117,902)
Other (718) (17) * – 347 (388)

Net cash used in investing activities (1,623) (17) * – (32,290) (33,930)

Cash flows from financing activities:
Issuance of debt 5,816 – – – 26,329 32,145
Repayments of debt (145) – – – (16,805) (16,950)
Cash dividends paid to shareholders (780) – – – — (780)
Other 60 (95) * – 14,481 14,446

Net cash provided by (used in) financing activities 4,951 (95) * – 24,005 28,861

Effect of exchange rate changes on cash – – – – 47 47

Change in cash (137) – * – 380 243
Cash at beginning of period 190 – – – 1,707 1,897

Cash at end of period $ 53 $ – $ * $ – $ 2,087 $ 2,140

*Less than $1 million.
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9. Derivatives and Hedge Accounting

AIG uses derivatives and other instruments as part of its effectiveness to demonstrate that the hedge is expected to be
financial risk management programs and as part of its highly effective. For hedges of interest rate risk, AIGFP uses
investment operations. AIGFP also transacts in derivatives as regression to demonstrate the hedge is highly effective, while
a dealer. it uses the periodic dollar offset method for its foreign

currency hedges. AIGFP uses the periodic dollar offset
Derivatives, as defined in FAS 133, are financial

method to assess whether its hedging relationships were
arrangements among two or more parties with returns linked

highly effective on a retrospective basis. The prospective and
to or ‘‘derived’’ from some underlying equity, debt,

retrospective assessments are updated on a daily basis. The
commodity or other asset, liability, or foreign exchange rate

passage of time component of the hedging instruments is
or other index or the occurrence of a specified payment event.

excluded from the assessment of hedge effectiveness and
Derivative payments may be based on interest rates, exchange

measurement of hedge ineffectiveness. AIGFP does not utilize
rates, prices of certain securities, commodities, or financial or

the shortcut, match terms or equivalent methods.
commodity indices or other variables. Collateral is required
on certain transactions based on the creditworthiness of the The change in fair value of the derivative that qualifies
counterparty. under the requirements of FAS 133 as a fair value hedge is

recorded in current period earnings along with the gain or
Unless subject to a scope exclusion, AIG carries all

loss on the hedged item for the hedged risk. For interest rate
derivatives on the consolidated balance sheet at fair value.

hedges, the adjustments to the carrying value of the hedged
The changes in fair value of the derivative transactions of

items are amortized into income using the effective yield
AIGFP are presented as a component of AIG’s operating

method over the remaining life of the hedged item. Amounts
income.

excluded from the assessment of hedge effectiveness are
recognized in current period earnings.AIGFP

For the three and six months ended June 30, 2007,AIGFP, in the ordinary course of operations and as principal,
AIGFP recognized a net loss of less than $1 million and a netstructures and enters into derivative transactions to meet the
gain of $2 million in earnings, respectively, representingneeds of counterparties who may be seeking to hedge certain
hedge ineffectiveness, and also recognized a net loss ofaspects of such counterparties’ operations or obtain a desired
$157 million and $211 million, respectively, related to thefinancial exposure. AIGFP also enters into derivative
portion of the hedging instruments excluded from thetransactions to mitigate risk in its exposures (interest rates,
assessment of hedge effectiveness. All these amounts arecurrencies, commodities and equities) arising from such
reflected in Other income. AIGFP did not apply hedgetransactions. Such instruments are carried at market or fair
accounting in 2006.value, whichever is appropriate, and are reflected on the

balance sheet in ‘‘Unrealized gain on swaps, options and
Other Derivative Users

forward transactions’’ and ‘‘Unrealized loss on swaps,
options and forward contracts.’’ AIG and its subsidiaries (other than AIGFP) also use

derivatives and other instruments as part of their financial
Beginning in the first quarter of 2007, AIGFP designated

risk management programs. Interest rate derivatives (such as
certain interest rate swaps as fair value hedges of the

interest rate swaps) are used to manage interest rate risk
benchmark interest rate risk on certain of its interest bearing

associated with investments in fixed income securities,
financial assets and liabilities. In these hedging relationships,

commercial paper issuances, medium- and long-term note
AIG is hedging its fixed rate available for sale securities and

offerings, and other interest rate sensitive assets and
fixed rate borrowings. AIGFP also designated foreign

liabilities. In addition, foreign exchange derivatives
currency forward contracts as fair value hedges for changes in

(principally cross currency swaps, forwards and options) are
spot foreign exchange rates of the non-U.S. dollar

used to economically mitigate risk associated with
denominated available for sale debt securities. Under these

non-U.S. dollar denominated debt, net capital exposures and
strategies, all or portions of individual or multiple derivatives

foreign exchange transactions. The derivatives are effective
may be designated against a single hedged item.

economic hedges of the exposures they are meant to offset.
At inception of each hedging relationship, AIGFP

performs and documents its prospective assessments of hedge
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9. Derivatives and Hedge Accounting (continued)

In 2007, AIG and its subsidiaries other than AIGFP cumulative adjustment to the carrying value of the hedged
designated certain derivatives as either fair value or cash flow item resulting from changes in the benchmark interest rate is
hedges of their debt. The fair value hedges included amortized into income using the effective yield method over
(i) interest rate swaps that were designated as hedges of the the remaining life of the hedged item. Amounts excluded
change in the fair value of fixed rate debt attributable to from the assessment of hedge effectiveness are recognized in
changes in the benchmark interest rate and (ii) foreign current period earnings. During both the three and six
currency swaps designated as hedges of the change in fair months ended June 30, 2007, AIG recognized a gain of less
value of foreign currency denominated debt attributable to than $1 million in earnings related to the ineffective portion
changes in foreign exchange rates and/or the benchmark of the hedging instruments. AIG also recognized a loss of
interest rate. With respect to the cash flow hedges, (i) interest $8 million related to the change in the hedging instruments
rate swaps were designated as hedges of the changes in cash forward points excluded from the assessment of hedge
flows on floating rate debt attributable to changes in the effectiveness.
benchmark interest rate, and (ii) foreign currency swaps were

The effective portion of the change in fair value of a
designated as hedges of changes in cash flows on foreign

derivative qualifying as a cash flow hedge is recorded in
currency denominated debt attributable to changes in the

Accumulated other comprehensive income (loss), until
benchmark interest rate and foreign exchange rates.

earnings are affected by the variability of cash flows in the
AIG assesses, both at the hedge’s inception and on an hedged item. The ineffective portion of these hedges is

ongoing basis, whether the derivatives used in hedging recorded in net realized capital gains (losses). During the
transactions are highly effective in offsetting changes in fair three and six months ended June 30, 2007, AIG recognized a
values or cash flows of hedged items. Regression analysis is loss of less than $1 million and a gain of less than $1 million,
employed to assess the effectiveness of these hedges both on a respectively, in earnings representing hedge ineffectiveness.
prospective and retrospective basis. AIG does not utilize the At June 30, 2007, $10 million of the deferred net gain in
shortcut, match terms or equivalent methods. Accumulated other comprehensive income is expected to be

recognized in earnings during the next 12 months. All
The change in fair value of derivatives designated and

components of the derivatives’ gains and losses were included
effective as fair value hedges along with the gain or loss on

in the assessment of hedge effectiveness. There were no
the hedged item are recorded in net realized capital gains

instances of the discontinuation of hedge accounting in 2007.
(losses). Upon discontinuation of hedge accounting, the
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

10. Cash Flows

As part of its remediation activities during 2006, AIG evaluating the effect of these items during the third quarter of
determined that certain non-cash activities and adjustments, 2006, AIG revised the previous periods presented in its
including the effects of changes in foreign exchange September 30, 2006 consolidated financial statements
translation on assets and liabilities, previously were included in that quarter’s Quarterly Report on Form 10-Q to
misclassified within the operating, investing and financing conform to the revised presentation.
sections of the Consolidated Statement of Cash flows. The

Subsequent to that revision, additional revisions were
more significant line items revised include the change in

made in 2006, primarily relating to certain elements of net
General and life insurance reserves and DAC within

realized capital gains and the effect of reclassifying certain
operating activities; Purchases of fixed maturity securities

policyholders’ account balances from Other policyholder
within investing activities; and Proceeds from notes, bonds,

funds to Policyholders’ contract deposits.
loans and mortgages payable, and hybrid financial
instrument liabilities within financing activities. After

The effect of these revisions on the Consolidated Statement of Cash flows for the six months ended June 30, 2006 is presented
below:

Originally Revisions As Revised
Reported Third Quarter Third Quarter Additional

(in millions) June 30, 2006 2006 2006 Revisions As Revised

Cash flows from operating activities $ 6,978 $ (355) $ 6,623 $(1,358) $ 5,265

Cash flows from investing activities (40,048) 5,682 (34,366) 436 (33,930)

Cash flows from financing activities 32,243 (4,304) 27,939 922 28,861

Effect of exchange rate changes on cash 1,070 (1,023) 47 — 47
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ITEM 2. Management’s  Discussion  and  Analysis  of  Financial  Condition  and  Results  of  Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide the reader
a narrative with respect to AIG’s operations, financial condition and liquidity and certain other significant matters.
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Cautionary Statement Regarding Projections and Other Information About Future Events

This Quarterly Report on Form 10-Q and other publicly available documents may include, and AIG’s officers and
representatives may from time to time make, projections concerning financial information and statements concerning future
economic performance and events, plans and objectives relating to management, operations, products and services, and
assumptions underlying these projections and statements. These projections and statements are not historical facts but instead
represent only AIG’s belief regarding future events, many of which, by their nature, are inherently uncertain and outside AIG’s
control. These projections and statements may address, among other things, the status and potential future outcome of the
current regulatory and civil proceedings against AIG and their potential effect on AIG’s businesses, financial position, results of
operations, cash flows and liquidity, the effect of credit rating changes on AIG’s businesses and competitive position, the
unwinding and resolving of various relationships between AIG and SICO and AIG’s strategy for growth, product development,
market position, financial results and reserves. It is possible that AIG’s actual results and financial condition may differ,
possibly materially, from the anticipated results and financial condition indicated in these projections and statements. Factors
that could cause AIG’s actual results to differ, possibly materially, from those in the specific projections and statements are
discussed throughout this Management’s Discussion and Analysis of Financial Condition and Results of Operations and in
Item 1A. Risk Factors of AIG’s Annual Report on Form 10-K for the year ended December 31, 2006 (2006 Annual Report on
Form 10-K). AIG is not under any obligation (and expressly disclaims any such obligations) to update or alter any projection or
other statement, whether written or oral, that may be made from time to time, whether as a result of new information, future
events or otherwise.
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In addition to reviewing AIG’s results for the first six months The commercial property and casualty insurance
of 2007, this Management’s Discussion and Analysis of industry has historically experienced cycles of price erosion
Financial Condition and Results of Operations supplements followed by rate strengthening as a result of catastrophes or
and updates the information and discussion included in the other significant losses that affect the overall capacity of the
2006 Annual Report on Form 10-K. Throughout this industry to provide coverage. Despite industry price erosion
Management’s Discussion and Analysis, AIG presents its in commercial lines, AIG expects to continue to identify
operations in the way it believes will be most meaningful. profitable opportunities and build attractive new general
Statutory loss ratios and combined ratios are presented in insurance businesses as a result of AIG’s broad product line
accordance with accounting principles prescribed by and extensive distribution networks in the U.S. and abroad.
insurance regulatory authorities because these are standard

Workers compensation remains under considerable
measures of performance filed with insurance regulatory

pricing pressure, as statutory rates continue to decline. Rates
authorities and used for analysis in the insurance industry

for excess casualty, D&O and certain other lines of insurance
and thus allow more meaningful comparisons with AIG’s

also continue to decline due to competitive pressures. There
insurance competitors. AIG has also incorporated into this

can be no assurance that price erosion will not become more
discussion cross-references to additional information

widespread or that AIG’s profitability will not deteriorate
included in this Quarterly Report on Form 10-Q and in the

from current levels in major commercial lines; however, AIG
2006 Annual Report on Form 10-K to assist readers seeking

seeks to mitigate this risk by constantly seeking out profitable
related information on a particular subject.

opportunities across its diverse product lines and distribution
networks.Overview of Operations

and Business Results In AIG’s Foreign Retirement Services business, the
continued weak yen has resulted in higher than normal

AIG identifies its reportable segments by product or service
surrenders and that trend, if prolonged, could further

line, consistent with its management structure. AIG’s
accelerate the amortization of deferred acquisition costs

segments are General Insurance, Life Insurance & Retirement
(DAC). Similarly, in the Domestic Retirement Services

Services, Financial Services and Asset Management. AIG’s
business, the flat yield curve and the age of the in-force blocks

operations in 2007 and 2006 were conducted by its
of individual fixed annuities could result in an acceleration of

subsidiaries through these segments. Through these segments,
surrender activity as early as 2008.

AIG provides insurance, financial and investment products
and services to both businesses and individuals in more than In Japan, the National Tax Authority in cooperation
130 countries and jurisdictions. This geographic, product with the Life Insurance Association of Japan is reviewing the
and service diversification is one of AIG’s major strengths tax treatment for increasing term life insurance, which may
and sets it apart from its competitors. AIG’s Other category affect the amount of premiums that qualify as tax deductions
consists of items not allocated to AIG’s operating segments. for business owners. As a result of this review, AIG’s life

insurance companies in Japan suspended the sale of
AIG’s subsidiaries serve commercial, institutional and

increasing term life insurance from early April 2007. This
individual customers through an extensive property-casualty

action will have an adverse effect on life insurance sales in the
and life insurance and retirement services network. In the

second half of 2007. AIG companies in Japan have taken
United States, AIG companies are the largest underwriters of

several measures aimed at increasing sales of other products
commercial and industrial insurance and are among the largest

in the Japanese market, in particular sales of U.S. dollar life
life insurance and retirement services operations as well. AIG’s

insurance products.
Financial Services businesses include commercial aircraft and
equipment leasing, capital markets operations and consumer In March 2007, the U.S. Treasury Department published
finance, both in the United States and abroad. AIG also proposed new regulations that, if adopted in their current
provides asset management services to institutions and form, would limit the ability of U.S. taxpayers to claim
individuals. As part of its spread-based business activities, AIG foreign tax credits in certain circumstances under the Internal
issues various debt instruments in the public and private Revenue Code. Should the proposed regulations be adopted
markets. in their current form, they would limit AIG’s ability to claim

foreign tax credits in connection with certain structured
Outlook transactions entered into by AIG Financial Products Corp.

and AIG Trading Group Inc. and their respective subsidiariesThe following paragraphs supplement and update the
(collectively, AIGFP), resulting in a material adverse effect oninformation and discussion included in Management’s
AIGFP’s operating results.Discussion and Analysis of Financial Condition and Results

of Operations — Outlook, in the 2006 Annual Report on The U.S. residential mortgage market is experiencing
Form 10-K to reflect developments in or affecting AIG’s serious disruption due to deterioration in the credit quality of
business during 2007. loans originated to non-prime and subprime borrowers,
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evolving changes in the regulatory environment and a slower cycle will continue to adversely affect UGC’s operating
residential housing market. AIG participates in the U.S. results for the foreseeable future, although UGC is beginning
residential mortgage market in several ways: American to experience improved credit quality trends on new
General Finance, Inc. (AGF) extends first and second-lien production. The effect of the downward cycle in the U.S.
mortgage loans to buyers and owners of residential housing; housing market on AIG’s other operations, investment
United Guaranty Corporation (UGC) provides mortgage portfolio and overall consolidated financial position, is not
guaranty insurance for first and second-lien residential expected to be material due to AIG’s disciplined underwriting
mortgages; AIG insurance and financial services subsidiaries and active risk management, as well as the high credit ratings
invest in mortgage-backed securities and collateralized debt for assets collateralized by subprime and non-prime
obligations (CDOs) in which the underlying collateral is mortgages and the structural protections against loss
composed in whole or in part of residential mortgage loans; afforded AIG by its senior position in the investments and
and AIGFP provides credit protection through credit default exposures that it holds.
swaps on certain senior tranches of such CDOs. The

In recent quarters, AIG’s returns from partnerships and
operating results of AIG’s consumer finance and mortgage

other alternative investments have been particularly strong,
guaranty operations in the United States have been and are

driven by favorable equity market performance and credit
likely to continue to be adversely affected by the factors

conditions. These returns may vary significantly from period
referred to above. The downward cycle in the U.S. housing

to period. AIG believes that the particularly strong
market is not expected to improve until residential

performance in recent periods is not indicative of the returns
inventories return to a more normal level and the mortgage

to be expected from this asset class in future periods.
credit market stabilizes. AIG expects that this downward

Consolidated  Results

The following table summarizes AIG’s consolidated revenues, income before income taxes, minority interest and
cumulative effect of an accounting change and net income:

Three Months Six MonthsPercentage Percentage
Ended June 30, Ended June 30,Increase/ Increase/

(in millions) 2007 2006 (Decrease) 2007 2006 (Decrease)
Total revenues $31,150 $26,854 16% $61,795 $54,132 14%
Income before income taxes, minority interest and cumulative effect

of an accounting change 6,328 5,241 21 12,500 10,034 25
Net income $ 4,277 $ 3,190 34% $ 8,407 $ 6,385 32%

AIG’s consolidated revenues for the three and six-month accounting under FAS 133 to any of its derivatives or related
periods ended June 30, 2007 increased compared to the same assets and liabilities.
periods in 2006 as revenues increased in each of AIG’s

During the three months ended June 30, 2007, AIG
operating segments.

recorded certain out of period adjustments. These
AIG’s consolidated income before income taxes, adjustments collectively decreased pre-tax operating income

minority interest and cumulative effect of an accounting in that quarter by $334 million and net income by
change increased in the three and six-month periods ended $139 million. The adjustments were comprised of a charge of
June 30, 2007 compared to the same periods in 2006. During $431 million ($280 million after tax) in Capital Markets,
the three months ended June 30, 2007, growth was including $380 million ($247 million after tax) to reverse net
experienced in all operating segments compared to the same gains on transfers of investment securities among legal
period in 2006. For the six months ended June 30, 2007 entities consolidated within AIGFP into Accumulated other
operating income grew in all operating segments with the comprehensive income; a $78 million decrease in income tax
exception of Life Insurance & Retirement Services, which expense related to the remediation of the material weakness
declined marginally due to higher net realized capital losses. in controls over income tax accounting; $27 million
Operating income for the three and six-month periods ended ($18 million after tax) of net realized capital gains relating to
June 30, 2007 reflects significant increases from the foreign exchange; and $70 million of additional income
comparable periods in 2006 related to differences in the primarily relating to other remediation activities ($45 million
accounting treatment for hedging activities. In the first six after tax).
months of 2007, AIGFP applied hedge accounting to certain

For the six months ended June 30, 2007, out of period
of its interest rate swaps and foreign currency forward

adjustments collectively decreased pre-tax operating income
contracts hedging its investments and borrowings. As a

by $495 million ($373 million after tax). The adjustments
result, AIGFP was able to recognize in earnings the change in

were comprised of a charge of $380 million ($247 million
the fair value on the hedged items attributable to the hedged

after tax) discussed above; $51 million of additional income
risks, offsetting the gains and losses on the derivatives

tax expense related to the aforementioned remediation
designated as hedges. In 2006, AIGFP did not apply hedge
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activities; $74 million ($48 million after tax) of net realized by $23 million and reduced net income by $67 million. The
capital gains related to foreign exchange; and $189 million adjustments were comprised of $537 million ($349 million
($123 million after tax) of additional expense, primarily after tax) of additional investment income related to the
relating to other remediation activities. accounting for UCITS; $300 million ($145 million after tax)

of charges related to the remediation of a material weakness
During the second quarter of 2006, as part of its

in accounting for certain derivative transactions under
remediation efforts, AIG identified and recorded an out of

FAS 133; $126 million of additional income tax expense
period adjustment related to the accounting for UCITS in

related to the aforementioned remediation activities;
accordance with FIN 46(R), ‘‘Consolidation of Variable

$85 million ($55 million after tax) of interest income related
Interest Entities’’ and APB Opinion No. 18, ‘‘The Equity

interest earned on deposit contracts; $61 million (before and
Method of Accounting for Investments in Common Stock.’’

after tax) of expenses related to the Starr International
These investments had previously been accounted for as

Company, Inc. (SICO) Deferred Compensation Profit
available for sale securities, with changes in market values

Participation Plans (SICO Plans); $59 million ($38 million
being reflected in Accumulated other comprehensive income,

after tax) of expenses related to deferred advertising costs;
net of deferred income taxes. Beginning with the second

and $179 million ($101 million after tax) of additional
quarter of 2006, the changes in market values are included in

expense, primarily related to other remediation activities.
Net investment income. For the three and six-month periods
ended June 30, 2006, the effect on the Consolidated Results for the first six months of 2006 were also
Statement of Comprehensive Income (Loss) was decreases of negatively affected by a one-time charge relating to the
$576 million and $537 million, respectively, in Unrealized C.V. Starr & Co., Inc. (Starr) tender offer ($54 million before
appreciation (depreciation) of investments — net of and after tax) and an additional allowance for losses in AIG
reclassification adjustments, and increases of $202 million Credit Card Company (Taiwan) ($88 million before and after
and $188 million, respectively, in the related Deferred income tax), both of which were recorded in first quarter of 2006.
tax benefit (expense). For the three and six-month periods

Since March 31, 2006, through its continued
ended June 30, 2006, the effect on the Consolidated

remediation efforts, AIG identified additional out of period
Statement of Income was increases of $653 million and

adjustments relating to the three and six months ended
$608 million, respectively, in Net investment income,

June 30, 2006 that increased (decreased) net income by
increases of $77 million and $71 million, respectively, in

$(45) million and $76 million, respectively. These items
Incurred policy losses and benefits, related to certain

primarily relate to AIG’s ongoing remediation of internal
participating policyholder funds, and increases in Income

controls over accounting for UCITS and reconciliation of
taxes of $202 and $188 million, respectively. There was no

balance sheet accounts.
effect on Total shareholders’ equity at June 30, 2006.

The effective income tax rate decreased from
In the second quarter of 2006, AIG recorded other out of

30.1 percent for the full year of 2006 to 26.5 percent and
period adjustments of $85 million ($55 million after tax) of

27.2 percent for the three and six-month periods ended
interest income related to interest earned on deposit contracts

June 30, 2007, respectively, primarily due to the benefits
and $199 million ($150 million after tax) of expenses related

from remediation adjustments and the recognition of tax
to the remediation of a material weakness in controls over

benefits associated with the SICO Plans for which the
certain balance sheet reconciliations and other remediation-

compensation expense had been recognized in prior years.
related activities.

Such tax benefits amounted to $97 million and $143 million,
For the six months ended June 30, 2006, out of period respectively, for the three and six-month periods ended

adjustments collectively increased pre-tax operating income June 30, 2007.
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Segment  Results

The following table summarizes AIG’s operations by major operating segment. (See also Note 2 of Notes to Consolidated
Financial Statements.)

Three Months Six MonthsPercentage Percentage
Ended June 30, Ended June 30,Increase/ Increase/

(in millions) 2007 2006 (Decrease) 2007 2006 (Decrease)
Revenues(a):

General Insurance(b)(c) $12,928 $12,167 6% $25,831 $23,823 8%
Life Insurance & Retirement Services(c)(d) 14,023 11,911 18 27,705 24,761 12
Financial Services(e)(f) 2,123 1,246 70 4,324 2,912 48
Asset Management(g) 1,989 1,515 31 3,897 2,654 47
Other 263 138 91 394 228 73
Consolidation and eliminations (176) (123) — (356) (246) —

Consolidated $31,150 $26,854 16% $61,795 $54,132 14%
Operating income (loss)(a)(h):

General Insurance(c) $ 2,976 $ 2,863 4% $ 6,072 $ 5,194 17%
Life Insurance & Retirement Services(c) 2,620 2,381 10 4,901 5,011 (2)
Financial Services(f) 47 (530) – 339 (638) –
Asset Management 1,128 785 44 2,122 1,234 72
Other (460) (258) — (930) (767) —
Consolidation and eliminations 17 — — (4) — —

Consolidated $ 6,328 $ 5,241 21% $12,500 $10,034 25%

(a) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, ‘‘Accounting for Derivative Instruments
and Hedging Activities’’ (FAS 133), including the related foreign exchange gains and losses. For the three-month periods ended June 30, 2007 and 2006,
respectively, the effect was $(430) million and $(1.08) billion in both revenues and operating income. For the six-month periods ended June 30, 2007 and
2006, respectively, the effect was $(882) million and $(1.30) billion in both revenues and operating income. These amounts result primarily from interest rate
and foreign currency derivatives that are hedging investments and borrowings. These gains (losses) for the three and six months ended June 30, 2007 include
out of period charges of $431 million and $326 million, respectively, including a $380 million charge in both periods to reverse net gains recognized on
transfers of available for sale securities among legal entities consolidated within AIGFP. The first six months of 2006 include an out of period charge of
$300 million related to the remediation of the material weakness in accounting for certain derivative transactions under FAS 133.

(b) Represents the sum of General Insurance net premiums earned, net investment income and net realized capital gains (losses).
(c) Includes the effect of an out of period UCITS adjustment in the second quarter of 2006. For the three and six-month periods ended June 30, 2006, the effect

was an increase of $432 million and $405 million, respectively, in both revenues and operating income for General Insurance and an increase of $221 million
and $203 million, respectively, in revenues and $144 million and $132 million, respectively, in operating income for Life Insurance & Retirement Services.

(d) Represents the sum of Life Insurance & Retirement Services premiums and other considerations, net investment income and net realized capital gains (losses).
Included in net realized capital gains (losses) and operating income are gains (losses) from hedging activities that did not qualify for hedge accounting
treatment under FAS 133, which were $41 million and $73 million for the three-month periods ended June 30, 2007 and 2006, respectively, and
$(82) million and $425 million for the six-month periods ended June 30, 2007 and 2006, respectively. Also included in net realized capital gains (losses) was
the application of FAS 52, the effects of which were $(24) million and $(94) million for the three-month periods ended June 30, 2007 and 2006, respectively,
and $99 million and $(90) million for the six-month periods ended June 30, 2007 and 2006, respectively.

(e) Primarily represents interest, lease and finance charges.
(f) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange

gains and losses. For the three-month periods ended June 30, 2007 and 2006, respectively, the effect was $(443) million, and $(1.1) billion in both revenues
and operating income. For the six-month periods ended June 30, 2007 and 2006, respectively, the effect was $(603) million and $(1.8) billion in both
revenues and operating income. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of
investments and borrowings. The second quarter and the first six months of 2007 include the out of period charges of $431 million and $326 million,
respectively, as discussed above. The first six months of 2006 include an out of period charge of $300 million as discussed above. In the first quarter of 2007,
AIG began applying hedge accounting for certain transactions, primarily in its Capital Markets operations. In the second quarter of 2007, AGF and ILFC
began applying hedge accounting to most of their derivatives hedging interest rate and foreign exchange risks associated with their floating rate and foreign
currency denominated borrowings.

(g) Represents net investment income with respect to spread-based products and management and advisory fees.
(h) Represents income before income taxes, minority interest and cumulative effect of an accounting change.

General  Insurance
AIG’s General Insurance operations provide property and Life  Insurance & Retirement  Services
casualty products and services throughout the world. Foreign

AIG’s Life Insurance & Retirement Services operations
operations provided approximately 29 percent and

provide insurance, financial and investment products
36 percent of General Insurance operating income for the

throughout the world. Foreign operations provided
three months ended June 30, 2007 and 2006, respectively,

approximately 63 percent and 73 percent of Life Insurance &
and approximately 29 percent and 33 percent for the six

Retirement Services operating income for the three months
months ended June 30, 2007 and 2006, respectively. The

ended June 30, 2007 and 2006, respectively, and
increase in General Insurance operating income in the three

approximately 60 percent and 68 percent for the six months
and six-month periods ended June 30, 2007 compared to the

ended June 30, 2007 and 2006, respectively. Operating
same periods in 2006 was primarily attributable to improved

income for the three months ended June 30, 2007 grew
underwriting results for the Domestic Brokerage Group

compared to the same period in 2006 primarily due to higher
(DBG) and higher net investment income, partially offset by

income from partnerships, credit-linked notes and call and
losses from the Mortgage Guaranty business.
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tender activity (other yield enhancement income) and growth arising from the consolidation of certain partnerships, private
in the underlying business. For the six months ended June 30, equity investments and real estate funds are included in
2007, operating income declined 2 percent compared to the Operating income, but are offset in Minority interest
same period in 2006 due to charges related to balance sheet expense, which is not a component of operating income.
reconciliation remediation, an industry-wide claims review in

Capital  ResourcesJapan, the effect of SOP 05-1 and realized capital losses.

In the first six months of 2007, AIG issued $4.49 billion of
Financial  Services junior subordinated debentures in four series of securities.

Substantially all of the proceeds from these sales, net ofAIG’s Financial Services subsidiaries engage in diversified
expenses, are being used to repurchase shares of AIG’sactivities including aircraft and equipment leasing, capital
common stock.markets, consumer finance and insurance premium finance.

At June 30, 2007, AIG had total consolidated shareholders’
Financial Services operating income increased in the three

equity of $104.3 billion and total consolidated borrowings of
and six-month periods ended June 30, 2007 compared to the

$165.3 billion. At that date, $148.1 billion of such borrowings
same periods of 2006 primarily due to differences in the

were not guaranteed by AIG, were matched borrowings by AIG
accounting treatment for hedging activities. In the first quarter

Parent or AIGFP, or represented junior subordinated debt or
of 2007, AIGFP applied hedge accounting to certain of its

liabilities connected to trust preferred stock.
interest rate swaps and foreign currency forward contracts

In February 2007, AIG’s Board of Directors increasedhedging its investments and borrowings. In the second quarter
AIG’s share repurchase program by authorizing theof 2007, AGF and International Lease Finance Corporation
repurchase of shares with an aggregate purchase price of(ILFC) began applying hedge accounting to most of their
$8 billion. Share repurchases during 2007 are describedderivatives hedging interest rate and foreign currency
under Capital Resources and Liquidity — Share Repurchasesdenominated borrowings. Prior to 2007, hedge accounting
and in Item 2. of Part II of this Quarterly Report onunder FAS 133 was not being applied to any of AIG’s
Form 10-Q.derivatives and related assets and liabilities. Accordingly,

revenues and operating income were exposed to volatility
Liquidityresulting from differences in the timing of revenue recognition

between the derivatives and the hedged assets and liabilities. AIG manages liquidity at both the subsidiary and parent
company levels. At June 30, 2007, AIG’s consolidated investedIn the second quarter and first six months of 2007, the
assets, primarily held by its subsidiaries, included $29.4 billiondomestic consumer finance operations recorded pre-tax
in cash and short-term investments. Consolidated net cashcharges of $50 million and $178 million, respectively,
provided from operating activities in the first six months ofrepresenting the estimated cost of implementing the
2007 amounted to $15.1 billion. Management believes thatSupervisory Agreement entered into with the Office of Thrift
AIG’s liquid assets, cash provided by operations and access toSupervision (OTS), which are discussed in the Consumer
the capital markets will enable it to meet its anticipated cashFinance results of operations section.
requirements, including the funding of increased dividends
under AIG’s new dividend policy and repurchases of commonAsset  Management
stock.

AIG’s Asset Management operations include institutional
and retail asset management, broker-dealer services and Critical  Accounting Estimates
institutional spread-based investment businesses. The

AIG considers its most critical accounting estimates to beMatched Investment Program (MIP) has replaced the GIC
those relating to reserves for losses and loss expenses, futureprogram as AIG’s principal institutional spread-based
policy benefits for life and accident and health contracts,investment activity.
recoverability of DAC, estimated gross profits for

Asset Management operating income increased for the
investment-oriented products, fair value determinations for

three-month period ended June 30, 2007 compared to the
certain Capital Markets assets and liabilities, other-than-

same period in 2006 primarily due to higher investment
temporary declines in the value of investments and flight

gains, including a realized capital gain of $398 million on the
equipment recoverability. These accounting estimates require

sale of a portion of AIG’s investment in Blackstone Group,
the use of assumptions about matters, some of which are

LP in connection with its initial public offering. Asset
highly uncertain at the time of estimation. To the extent

Management operating income increased for the six-month
actual experience differs from the assumptions used, AIG’s

period ended June 30, 2007 compared to the same period in
results of operations would be directly affected.

2006 due to the aforementioned investment gains as well as
Throughout this Management’s Discussion and Analysisgrowth in both the Spread-Based Investment business and the

of Financial Condition and Results of Operations, AIG’sInstitutional Asset Management business. Gains and losses
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Fair  Value  Determinations  Of  Certain  Assets  Andcritical accounting estimates are discussed in detail. The
Liabilities  (Financial  Services):major categories for which assumptions are developed and

used to establish each critical accounting estimate are
) Valuation models: utilizing factors, such as market

highlighted below. liquidity and current interest, foreign exchange and
volatility rates.Reserves  for  Losses  and  Loss  Expenses

(General  Insurance): ) Market price data: AIG attempts to secure reliable and
) Loss trend factors: used to establish expected loss independent current market price data, such as published

ratios for subsequent accident years based on premium exchange rates from external subscription services such as
rate adequacy and the projected loss ratio with respect to Bloomberg or Reuters or third-party broker quotes for use
prior accident years. in its models. When such data is not available, AIG uses an

internal methodology, which includes interpolation and) Expected loss ratios for the latest accident year: in this
extrapolation from verifiable recent prices.case, accident year 2007 for the loss reserve analyses

updated through June 30, 2007. For low-frequency,
Other-Than-Temporary  Declines  In  The  Value  Of

high-severity classes such as excess casualty, expected
Investments:

loss ratios generally are utilized for at least the three A security is considered a candidate for other-than-temporary
most recent accident years. impairment if it meets any of the following criteria:

) Loss development factors: used to project the reported
) Trading at a significant (25 percent or more) discount to

losses for each accident year to an ultimate amount. par or amortized cost (if lower) for an extended period
) Reinsurance recoverable on unpaid losses: the of time (nine months or longer);

expected recoveries from reinsurers on losses that have
) The occurrence of a discrete credit event resulting in the

not yet been reported and/or settled. debtor defaulting or seeking bankruptcy or insolvency
protection or voluntary reorganization; orFuture  Policy  Benefits  for  Life  and  Accident  and  Health

Contracts  (Life  Insurance &  Retirement  Services): ) The probability of non-realization of a full recovery on
) Interest rates: which vary by geographical region, year its investment, irrespective of the occurrence of one of

of issuance and products. the foregoing events.
) Mortality, morbidity and surrender rates: based upon At each balance sheet date, AIG evaluates its securities

actual experience by geographical region modified to holdings in an unrealized loss position. Where AIG does not
allow for variation in policy form, risk classification and intend to hold such securities until they have fully recovered
distribution channel. their carrying value, based on the circumstances present at the

date of evaluation, AIG records the unrealized loss in income. IfEstimated  Gross  Profits  (Life  Insurance &  Retirement
events or circumstances change, such as unexpected changes inServices):
the creditworthiness of the obligor, unanticipated changes in) Estimated gross profits: to be realized over the
interest rates, tax laws, statutory capital positions andestimated duration of the contracts (investment-oriented
unforeseen liquidity events, among others, AIG revisits itsproducts) affect the carrying value of DAC, unearned
intent. Further, if a loss is recognized from a sale subsequent to arevenue liability and associated amortization patterns
balance sheet date pursuant to these unexpected changes inunder FAS 97 and Sales Inducement Assets under
circumstances, the loss is recognized in the period in which theStatement of Position 03-1, ‘‘Accounting and Reporting
intent to hold the securities to recovery no longer exists.by Insurance Enterprises for Certain Nontraditional

In periods subsequent to the recognition of an other-Long-Duration Contracts and for Separate Accounts’’
than-temporary impairment loss for debt securities, AIG(SOP 03-1). Estimated gross profits include investment
amortizes the discount or reduced premium over theincome and gains and losses on investments less required
remaining life of the security in a prospective manner basedinterest, actual mortality and other expenses.
on the amount and timing of estimated future cash flows.

Deferred  Policy  Acquisition  Costs  (Life  Insurance &
Flight  Equipment — Recoverability  (Financial  Services):Retirement  Services):

) Recoverability: based on current and future expected
) Expected undiscounted future net cash flows: based

profitability, which is affected by interest rates, foreign upon current lease rates, projected future lease rates and
exchange rates, mortality experience, and policy estimated terminal values of each aircraft based on third
persistency. party information.

Deferred  Policy  Acquisition  Costs  (General  Insurance):

) Recoverability and eligibility: based upon the current
terms and profitability of the underlying insurance
contracts.
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programs for a full range of property and casualty productsOperating Review
with an emphasis on specialty risk.General  Insurance  Operations

AIG’s Personal Lines operations provide automobileAIG’s General Insurance subsidiaries are multiple line
insurance through AIG Direct, a mass marketing operation,companies writing substantially all lines of property and
the Agency Auto Division and 21st Century, as well as acasualty insurance and various personal lines both
broad range of coverages for high net worth individualsdomestically and abroad.
through the AIG Private Client Group.

Domestic General Insurance operations are comprised of
The main business of the UGC subsidiaries is theDBG, Reinsurance, Personal Lines and Mortgage Guaranty

issuance of residential mortgage guaranty insurance onbusinesses.
conventional first-lien mortgages for the purchase or

DBG writes substantially all classes of business refinance of one to four family residences. UGC subsidiaries
insurance, accepting such business mainly from insurance also write second-lien and private student loan guaranty
brokers. This provides DBG the opportunity to select insurance.
specialized markets and retain underwriting control. Any

AIG’s Foreign General Insurance group accepts riskslicensed broker is able to submit business to DBG without the
primarily underwritten through American Internationaltraditional agent-company contractual relationship, but such
Underwriters (AIU), a marketing unit consisting of whollybroker usually has no authority to commit DBG to accept a
owned agencies and insurance companies. The Foreignrisk.
General Insurance group also includes business written by

Transatlantic Holdings, Inc. (Transatlantic) subsidiaries AIG’s foreign-based insurance subsidiaries.
offer reinsurance capacity on both a treaty and facultative
basis both in the U.S. and abroad. Transatlantic structures
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General  Insurance  Results

General Insurance operating income is comprised of statutory underwriting results, changes in DAC, net investment income
and net realized capital gains and losses.

Operating income, as well as net premiums written, net premiums earned, net investment income and net realized capital
gains (losses) and statutory ratios were as follows:

Three Months Six MonthsPercentage Percentage
Ended June 30, Ended June 30,Increase/ Increase/

(in millions, except ratios) 2007 2006 (Decrease) 2007 2006 (Decrease)
Net premiums written:

Domestic General
DBG $ 6,439 $ 6,476 (1)% $12,448 $12,336 1%
Transatlantic(a) 983 914 8 1,967 1,828 8
Personal Lines 1,203 1,180 2 2,432 2,378 2
Mortgage Guaranty 272 193 41 538 390 38

Foreign General(a) 3,242 2,871 13 6,860 5,957 15
Total $12,139 $11,634 4% $24,245 $22,889 6%
Net premiums earned:

Domestic General
DBG $ 5,996 $ 5,818 3% $11,977 $11,587 3%
Transatlantic(a) 948 909 4 1,913 1,817 5
Personal Lines 1,168 1,167 – 2,323 2,326 –
Mortgage Guaranty 221 179 23 431 345 25

Foreign General(a) 3,030 2,605 16 5,938 5,073 17
Total $11,363 $10,678 6% $22,582 $21,148 7
Net investment income:

Domestic General
DBG $ 984 $ 813 21% $ 2,017 $ 1,558 29
Transatlantic 119 108 10 235 210 12
Personal Lines 57 55 4 114 112 2
Mortgage Guaranty 39 36 8 76 68 12

Foreign General(b) 427 602 (29) 746 784 (5)
Reclassifications and Eliminations 2 – – 3 – –
Total $ 1,628 $ 1,614 1% $ 3,191 $ 2,732 17%
Net realized capital gains (losses) $ (63) $ (125) (50)% $ 58 $ (57) –%
Operating Income (loss)(c):

Domestic General
DBG $ 1,904 $ 1,474 29% $ 3,833 $ 2,779 38%
Transatlantic 168 143 17 319 284 12
Personal Lines 118 118 – 224 219 2
Mortgage Guaranty (81) 107 – (73) 216 –

Foreign General(b)(d)(e) 867 1,021 (15) 1,776 1,694 5
Reclassifications and Eliminations – – – (7) 2 –
Total $ 2,976 $ 2,863 4% $ 6,072 $ 5,194 17%
Statutory underwriting profit (loss)(c)(f):

Domestic General
DBG $ 946 $ 641 48% $ 1,730 $ 1,125 54%
Transatlantic 37 33 12 53 63 (16)
Personal Lines 56 53 6 89 93 (4)
Mortgage Guaranty (126) 73 – (168) 143 –

Foreign General(d)(e) 371 423 (12) 773 756 2
Total $ 1,284 $ 1,223 5% $ 2,477 $ 2,180 14%
Domestic General(c):

Loss Ratio 68.2 68.6 68.5 70.1
Expense Ratio 19.6 19.8 20.3 20.0

Combined Ratio 87.8 88.4 88.8 90.1
Foreign General(c):

Loss Ratio(a)(e) 52.1 47.1 51.4 48.9
Expense Ratio(d) 33.3 33.3 30.8 30.8

Combined ratio 85.4 80.4 82.2 79.7
Consolidated(d):

Loss Ratio 63.9 63.4 64.0 65.0
Expense Ratio 23.2 23.1 23.3 22.8

Combined Ratio 87.1 86.5 87.3 87.8

(a) Income statement accounts expressed in non-functional currencies are translated into U.S. dollars using average exchange rates.
(b) The three and six-month periods ended June 30, 2006 include increases of $412 million and $386 million, respectively, relating to an out of period UCITS

adjustment recorded in the second quarter of 2006.
(c) Includes additional losses incurred and net reinstatement premiums related to prior year catastrophes of $18 million and $(51) million in the three-month

periods ended June 30, 2007 and 2006, respectively, and $53 million and $48 million in the six-month periods ended June 30, 2007 and 2006, respectively.
(d) Includes the results of wholly owned Foreign General agencies.

(e) Includes losses incurred and net reinstatement premiums related to current year catastrophes of $68 million in both the three and six-month periods ended

June 30, 2007.
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(f) Statutory underwriting profit (loss) is a measure that U.S. domiciled insurance companies are required to report to their regulatory authorities. The following
table reconciles statutory underwriting profit (loss) to operating income for General Insurance:

Domestic
Brokerage Personal Mortgage Foreign Reclassifications

(in millions) Group Transatlantic Lines Guaranty General and Eliminations Total

Three Months Ended June 30, 2007:
Statutory underwriting profit (loss) $ 946 $ 37 $ 56 $(126) $ 371 $ – $ 1,284
Increase (decrease) in DAC 50 10 7 9 51 – 127
Net investment income 984 119 57 39 427 2 1,628
Net realized capital gains (losses) (76) 2 (2) (3) 18 (2) (63)

Operating income (loss) $1,904 $168 $118 $ (81) $ 867 $ — $ 2,976

Three Months Ended June 30, 2006:
Statutory underwriting profit (loss) $ 641 $ 33 $ 53 $ 73 $ 423 $ – $ 1,223
Increase (decrease) in DAC 64 4 9 1 73 – 151
Net investment income 813 108 55 36 602 – 1,614
Net realized capital gains (losses) (44) (2) 1 (3) (77) – (125)

Operating income (loss) $1,474 $143 $118 $ 107 $1,021 $ – $ 2,863

Six Months Ended June 30, 2007:
Statutory underwriting profit (loss) $1,730 $ 53 $ 89 $(168) $ 773 $ – $ 2,477
Increase (decrease) in DAC 85 14 22 21 204 – 346
Net investment income 2,017 235 114 76 746 3 3,191
Net realized capital gains (losses) 1 17 (1) (2) 53 (10) 58

Operating income (loss) $3,833 $319 $224 $ (73) $1,776 $ (7) $ 6,072

Six Months Ended June 30, 2006:
Statutory underwriting profit (loss) $1,125 $ 63 $ 93 $ 143 $ 756 $ – $ 2,180
Increase (decrease) in DAC 93 7 14 8 217 – 339
Net investment income 1,558 210 112 68 784 – 2,732
Net realized capital gains (losses) 3 4 – (3) (63) 2 (57)

Operating income (loss) $2,779 $284 $219 $ 216 $1,694 $ 2 $ 5,194

AIG transacts business in most major foreign currencies. The following table summarizes the effect of changes in foreign
currency exchange rates on the growth of General Insurance net premiums written:

Three Months Six Months
Ended June 30, Ended June 30,

2007 2006 2007 2006

Growth in original currency* 3.3% 9.7% 4.7% 7.9%
Foreign exchange effect 1.0 (0.4) 1.2 (1.1)

Growth as reported in U.S. dollars 4.3% 9.3% 5.9% 6.8%

* Computed using a constant exchange rate throughout each period.

to adversely affect UGC’s loss ratios for the foreseeableQuarterly General  Insurance  Results
future. Net premiums written increased for the three months

General Insurance operating income increased in the three ended June 30, 2007 compared to the same period in 2006,
months ended June 30, 2007 compared to the same period in driven by Foreign General growth from both established and
2006. The 2007 combined ratio increased to 87.1, an new distribution channels and the effect of changes in foreign
increase of 0.6 points over 2006, including an increase in the currency exchange rates.
loss ratio of 0.5 points. Prior year development and increases

General Insurance net investment income was essentially
in the loss reserve discount reduced incurred losses by

unchanged for the three months ended June 30, 2007
$212 million and $248 million for the three months ended

compared to the same period in 2006. Interest and dividend
June 30, 2007 and 2006, respectively, accounting for 0.5

income increased $138 million for the second quarter of 2007
points of the increase. The loss ratio for accident year 2007

compared to the same period in 2006 as investment in fixed
recorded in the three months ended June 30, 2007 was

maturities and equity securities increased by $11.9 billion
substantially the same as the loss ratio recorded in the three

and the yield on interest earning investments remained
months ended June 30, 2006 for accident year 2006, despite a

consistent at 4.6 percent. Income from partnership
$68 million loss from the June 2007 U.K. floods and an

investments increased $120 million for the three months
increase in Mortgage Guaranty losses in the 2007 period. The

ended June 30, 2007 compared to the same period in 2006,
downward cycle in the U.S. housing market is not expected to

primarily due to improved returns on underlying investments.
improve until residential inventories return to a more normal

Other investment income decreased $250 million, primarily
level, and AIG expects that this downward cycle will continue

37



American International Group, Inc. and Subsidiaries

due to the effect of the $432 million out of period adjustment Quarterly  DBG Results
related to the accounting for UCITS recorded in 2006.

DBG’s operating income increased in the three months ended
Year-to-Date  General  Insurance  Results June 30, 2007 compared to the same period of 2006. The

improvement is also reflected in the combined ratio, which
General Insurance operating income increased for the first six

declined 3.9 points in the three months ended June 30, 2007
months of 2007 compared to the same period in 2006 due to

compared to the same period of 2006 primarily due to an
growth in net investment income and an increase in

improvement in the loss ratio of 3.8 points. The loss ratio for
underwriting profit, which is reflected in the combined ratio.

accident year 2007 recorded in the three months ended
The combined ratio improved to 87.3, a reduction of 0.5

June 30, 2007 was 2.4 points lower than the loss ratio
points from 2006, including an improvement in the loss ratio

recorded in the same period of 2006 for accident year 2006.
of 1.0 point. Prior year development and increases in the loss

Prior year development and increases in the loss reserve
reserve discount reduced incurred losses by $343 million and

discount reduced incurred losses by $190 million and
$213 million for the first six months of 2007 and 2006,

$106 million for the three months ended June 30, 2007 and
respectively, accounting for 0.5 points of the improvement in

2006, respectively, accounting for 1.4 points of the
the loss ratio. The loss ratio for accident year 2007 recorded

improvement.
in the first six months of 2007 was 0.5 points lower than the
loss ratio recorded in the first six months of 2006 for accident DBG’s net premiums written declined for the three
year 2006, despite the loss from the June 2007 U.K. floods months ended June 30, 2007 compared to the same period in
and an increase in Mortgage Guaranty losses in the 2007 2006 due to an increase in ceded premiums and declines in
period. premium rates in casualty lines of business. These declines

were partially offset by the renewal of a property reinsurance
General Insurance net premiums written increased in the

treaty in 2007 at rates lower than the expiring treaty,
first six months of 2007 compared to the same period in

resulting in a $52 million increase in net premiums written.
2006, reflecting growth in Foreign General from both

Ceded premiums as a percentage of gross written premiums
established and new distribution channels, the effect of

increased to 26 percent for the three months ended June 30,
changes in foreign currency exchange rates, and growth in

2007 compared to 24 percent in the same period in 2006,
Mortgage Guaranty, primarily from international business.

primarily due to additional reinsurance for property risks to
General Insurance net investment income increased in manage catastrophe exposures.

the first six months of 2007 to $3.2 billion. Interest and
DBG’s expense ratio decreased to 17.5 for the three

dividend income increased $333 million for the first six
months ended June 30, 2007 compared to 17.7 in the same

months of 2007 compared to the same period of 2006 as
period in 2006, primarily due to a decrease in charges related

fixed maturities and equity securities increased by
to remediation of the material weakness in balance sheet

$11.9 billion and the yield remained consistent at 4.6 percent.
reconciliations which included a $32 million out of period

Income from partnership investments increased $302 million
charge in the second quarter of 2006. This decline was

for the first six months of 2007 compared to the same period
partially offset by increases in expenses for marketing

in 2006, primarily due to improved returns on underlying
initiatives in 2007.

investments and higher levels of invested assets, which
increased by $1.3 billion. Other investment income decreased DBG’s net investment income increased for the three
by $154 million, which reflects the effect of the $405 million months ended June 30, 2007 compared to the same period in
out of period UCITS adjustment recorded in 2006. See also 2006, as interest income increased $95 million for the three
Capital Resources and Liquidity — Liquidity and Invested months ended June 30, 2007, on growth in the bond
Assets herein. portfolio resulting from investment of operating cash flows

and capital contributions. Income from partnership
In order to better align financial reporting with the

investments increased $44 million for the three months ended
manner in which AIG’s chief operating decision makers have

June 30, 2007 compared to the same period in 2006,
managed their businesses, commencing in the first quarter of

primarily due to improved returns on the underlying
2007, the foreign aviation business, which was historically

investments.
reported in DBG, is now being reported as part of Foreign
General, and the oil rig and marine businesses, which were Year-to-date  DBG Results
historically reported in Foreign General, are now being

DBG’s operating income increased for the first six months ofreported as part of DBG. Prior period amounts have been
2007 compared to the same period in 2006. Therevised to conform to the current presentation.
improvement is also reflected in the combined ratio, which
declined 4.3 points in the first six months of 2007 compared
to the same period in 2006, primarily due to an improvement
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in the loss ratio of 4.5 points. The loss ratio for accident year and storms in Australia, partially offset by lower net adverse
2007 recorded for the first six months of 2007 was 2.5 points development for the six months ended June 30, 2007
lower than the loss ratio recorded in the same period of 2006 compared to the same period in 2006, resulting in an overall
for accident year 2006. Prior year development and increases decline in statutory underwriting profit for the 2007 period.
in the loss reserve discount reduced incurred losses by Operating income increased for the first six months of 2007
$277 million and $32 million for the three months ended compared to the same period in 2006 as increased net
June 30, 2007 and 2006, respectively, accounting for 2.0 investment income and net realized capital gains more than
points of the improvement. offset the decline in underwriting results.

DBG’s net premiums written increased in the first six Quarterly  Personal  Lines  Results
months of 2007 compared to the same period of 2006 due to

Personal Lines operating income in the three months endedthe strength of AIG’s capacity, commitment during
June 30, 2007 compared to the same period of 2006 waschallenging market conditions, diverse product offerings and
unchanged, and reflected a reduction in the loss ratio ofthe acquisition of TravelGuard, which markets accident and
0.5 points. The loss ratio for accident year 2007 recorded forhealth products. Ceded premiums as a percentage of gross
the three months ended June 30, 2007 was 1.5 points lowerwritten premiums increased to 25 percent in the first six
than the loss ratio recorded for the same period in 2006 formonths of 2007 compared to 23 percent for  the same period
accident year 2006. Prior year development reduced incurredin 2006, primarily due to additional reinsurance for property
losses by $32 million and $43 million for the three monthsrisks to manage catastrophe exposures.
ended June 30, 2007 and 2006, respectively, increasing the

DBG’s expense ratio increased to 18.3 for the first six 2007 loss ratio by 1.0 point relative to the 2006 loss ratio.
months in 2007 compared to 18.1 in the same period of The improvement in the accident year loss ratio is primarily
2006, due to increases in operating expenses for marketing due to favorable loss trends and growth in the Private Client
initiatives and operations as well as changes in the mix of Group. The improvement in the loss ratio along with a
business towards products with lower loss ratios and higher decrease in the expense ratio of 0.26 points resulted in an
expense ratios. overall improvement of the combined ratio of 0.73 points.

DBG’s net investment income increased for the first six Net premiums written increased 1.9 percent for the three
months of 2007 compared to the same period in 2006, as months ended June 30, 2007 compared to the same period in
interest income increased $225 million for the six months 2006 due to continued growth in the Private Client Group,
ended June 30, 2007, on growth in the bond portfolio partially offset by an 11 percent reduction in Agency Auto.
resulting from investment of operating cash flows and capital

On May 15, 2007, AIG and 21st Century Insurancecontributions. Income from partnership investments
Group entered into a definitive merger agreement providingincreased $199 million for the first six months of 2007
that AIG will acquire the 21st Century shares it does notcompared to the same period in 2006, primarily due to
currently own at a price of $22.00 per share in cash, for aimproved returns on the underlying investments.
total purchase price of approximately $813 million. AIG

Quarterly  Transatlantic  Results already owns, through its subsidiaries, approximately
60.8 percent of the outstanding shares of 21st Century. Upon

Transatlantic’s net premiums written and net premiums
completion of the transaction, 21st Century will become a

earned increased for the three months ended June 30, 2007
wholly owned subsidiary of AIG.

compared to the same period in 2006 due primarily to
increased writings in domestic and international operations. The merger is expected to be completed in the third
Statutory underwriting profit increased due to improved quarter of 2007, subject to customary conditions and
underwriting results from European operations for the three approvals. The exact time is dependent on the review and
months ended June 30, 2007 compared to the same period in clearance of necessary filings with the SEC, which are in
2006. Operating income increased for the three months process. The transaction is subject to the affirmative vote of
ended June 30, 2007 compared to the same period in 2006 the holders of the majority of the outstanding shares of
due to increased net investment income and improved 21st Century. AIG has agreed to vote or cause to be voted all
underwriting results. of its and its subsidiaries’ 21st Century shares in favor of the

merger.
Year-to-date  Transatlantic  Results

Year-to-date  Personal  Lines  Results
Transatlantic’s net premiums written and net premiums
earned increased for the first six months of 2007 compared to The modest increase in Personal Lines operating income in
the same period in 2006 due primarily to increased writings the first six months of 2007 compared to the same period of
in domestic operations. Statutory underwriting profit was 2006 reflects a reduction in the loss ratio of 1.0 point. The
adversely affected by European windstorm and flood losses loss ratio for accident year 2007 recorded for the first six
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months of 2007 was 1.0 point lower than the loss ratio UGC’s domestic mortgage net risk in force totaled
recorded in the same period of 2006 for accident year 2006. $25.9 billion as of June 30, 2007 with a 60-day delinquency
Prior year development reduced incurred losses by ratio of 2.5 percent (based on number of policies, consistent
$61 million and $62 million for the six months ended with mortgage insurance industry practice). A significant
June 30, 2007 and 2006, respectively, resulting in a negligible portion of the mortgage risk is secured by first liens on single
change in the loss ratio between the periods. The family, owner-occupied properties.
improvement in the accident year loss ratio was primarily due

Year-to-date  Mortgage  Guaranty  Resultsto favorable loss trends and growth in the Private Client
Group, partially offset by increased losses in 21st Century. The significant decline in Mortgage Guaranty operating
The improvement in the loss ratio was partially offset by an income in the first six months of 2007 compared to the same
increase in the expense ratio of 0.6 points, primarily due to period in 2006 was due primarily to the unfavorable loss
increased acquisition expenses in connection with the 21st experience in both the domestic first and second-lien
Century merger, growth in the Private Client Group, and businesses. The third-party originated second-lien product
reduced premium writings in Agency Auto. continued to perform poorly. UGC’s consolidated loss ratio

for the first six months was 111.5 compared to a loss ratio ofNet premiums written increased 2.3 percent for the first
31.8 for the same period in 2006. Prior year developmentsix months of 2007 compared to the same period in 2006 due
increased incurred losses by $27 million in the first sixto continued growth in the Private Client Group and a
months of 2007 compared to a reduction of $65 million formodest increase in the Direct business, partially offset by a
the same period in 2006, accounting for 25 points of the10 percent reduction in Agency Auto.
increase in the loss ratio.

Quarterly  Mortgage  Guaranty  Results
Net premiums written increased 38 percent in the first

The significant decline in Mortgage Guaranty operating six months of 2007 compared to the same period in 2006 as
income for the three months ended June 30, 2007 compared international premiums grew $85 million, accounting for
to the same period in 2006 was due primarily to unfavorable 22 points of the increase in net premiums written. In
loss experience in both the domestic first and second-lien addition, domestic first-lien premiums increased $36 million
businesses as a result of the continued softening in the for the six months ended June 30, 2007 compared to the
U.S. housing market. Losses incurred were up significantly same period in 2006 due to the increased use of mortgage
across all lines of the domestic Mortgage Guaranty business. insurance for credit enhancement as well as improved
UGC’s consolidated loss ratio for the three months ended persistency. The expense ratio of 22.1 in the first six months
June 30, 2007 was 129.9 compared to a loss ratio of 33.1 for of 2007 declined from 23.7 for the same period in 2006 as
the same period in 2006. Prior year development reduced premium growth offset expenses related to UGC’s
incurred losses by $4 million and $52 million for the three international expansion and additional operational resources
months ended June 30, 2007 and 2006, respectively, in the second-lien and private education loan businesses.
increasing the 2007 loss ratio by 27.6 points relative to the

Quarterly  Foreign  General  Insurance  Results2006 loss ratio.

Foreign General’s operating income decreased in the threeNet premiums written increased 41 percent in the three
months ended June 30, 2007 compared to the same period inmonths ended June 30, 2007 compared to the same period in
2006 due to decreases in statutory underwriting profit and2006 as international premiums were up $50 million,
net investment income, partially offset by increases due to theaccounting for 26 points of the increase in net premiums
effect of changes in the currency exchange rates of the Eurowritten. In addition, first-lien premiums increased by
and the British Pound. Statutory underwriting profit$23 million due to increased use of mortgage insurance for
decreased due to a $68 million loss from the June 2007 U.K.credit enhancement and improved persistency. Although
floods. Net investment income in the prior year quarterUGC discontinued accepting new business for the poorly
included the $412 million out of period UCITS adjustment.performing third-party originated second-lien product in the

fourth quarter of 2006, UGC will continue to receive renewal Net premiums written increased 13 percent (9 percent in
premiums on the existing portfolio for the life of the loans, original currency) for the three months ended June 30, 2007
estimated to be three to five years. The expense ratio of 22.4 compared to the same period in 2006, reflecting growth in
in the three months ended June 30, 2007 declined from 24.7 commercial and consumer lines driven by new business from
in the same period of 2006 as premium growth offset both established and new distribution channels, including
expenses related to UGC’s international expansion and Central Insurance Co. Ltd. in Taiwan, and by greater
additional operational resources in the second-lien and retention of commercial lines accounts on renewal. Growth
private education loan businesses. in consumer lines in Latin America and Europe and

commercial lines in Europe and the U.K. also contributed to
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the increase. Net premiums written also increased by one Euro and the British Pound and increased net realized capital
percent compared to the same period in 2006 due to gains.
decreases in the use of reinsurance. Net premiums written by

Net premiums written increased 15 percent (11 percent
the Lloyd’s syndicate Ascot increased for the three months

in original currency) for the six months ended June 30, 2007
ended June 30, 2007 compared to the same period in 2006.

compared to the same period in 2006, reflecting growth in
Net premiums written for Aviation declined due to rate

commercial and consumer lines driven by new business from
decreases resulting from increased market competition.

both established and new distribution channels, including a
The loss ratio increased 5 points for the three months wholly owned insurance company in Vietnam and Central

ended June 30, 2007 compared to the same period in 2006. Insurance Co., Ltd. in Taiwan, and by greater retention of
The 2007 loss ratio increased 2.2 points due to the losses commercial lines accounts on renewal. Growth in consumer
from the U.K. floods and increased 0.6 points due to higher lines in Latin America and commercial lines in Europe and
asbestos and environmental reserves relating to one case. The the U.K. also contributed to the increase. Net premiums
2007 and 2006 loss ratios benefited from favorable loss written also increased by one percent from the same period in
development on prior accident years, by 0.8 points and 2006 due to decreases in the use of reinsurance.
2.7 points, respectively.

The loss ratio increased 2.5 points for the six months
The expense ratio was unchanged for the three months ended June 30, 2007 compared to the same period in 2006.

ended June 30, 2007 compared to the same period in 2006. The 2007 loss ratio increased 1.1 points due to the losses
The 2006 expense ratio reflected a profit commission from the U.K. floods and increased 0.7 points due to severe
adjustment in Ascot which increased the second quarter 2006 but non-catastrophic losses. The 2007 and 2006 loss ratios
expense ratio by 1.2 points. The comparable increase in the benefited from favorable loss development on prior accident
expense ratio in 2007 resulted from higher commission costs years by 1.5 points and 2.1 points, respectively.
and higher operating expenses due to new business initiatives

The expense ratio was unchanged in the six months
and the cost of realigning certain legal entities through which

ended June 30, 2007 compared to the same period in 2006.
Foreign General operates. AIG expects the expense ratio to

The expense ratio for 2006 increased by 1.5 points due to a
increase during the remainder of 2007 due to the underlying

profit commission charge in Ascot and an out of period
seasonality of renewals and as the consumer lines of business,

charge for amortization of deferred advertising costs. This
which have higher acquisition costs, increase in significance

increase in the 2006 expense ratio was offset by higher
as a component of net premiums written.

commission costs and higher operating expenses due to new
Net investment income decreased for the three months business initiatives and the realignment costs mentioned

ended June 30, 2007 compared to the same period in 2006, as above.
the 2006 period included the out of period UCITS

Net investment income decreased for the six months
adjustment, which more than offset underlying growth of

ended June 30, 2007 compared to the same period in 2006, as
$237 million in net investment income. Net investment

the 2006 period reflected the out of period UCITS
income for the second quarter of 2007 reflected higher

adjustment, which more than offset underlying growth of
interest rates, strong cash flows and increased equity mutual

$348 million in net investment income. Net investment
fund and partnership income. Equity mutual fund income

income for the first six months of 2007 reflected higher
was $130 million higher than the same quarter last year

interest rates, strong cash flows and increased equity mutual
reflecting the strong performance in the equity markets, and

fund and partnership income. Equity mutual fund income
partnership income was $69 million higher than prior year

increased $156 million for the six months ended June 30,
quarter due to strong infrastructure fund performance in

2007 compared to the same period in 2006 reflecting strong
Africa, Europe and Latin America.

performance in the equity markets and partnership income
increased $94 million for the six months ended June 30, 2007Year-to-date  Foreign  General  Insurance  Results
compared to the same period in 2006 due to strong

Foreign General’s operating income increased in the first six infrastructure fund performance in Africa, Europe and Latin
months of 2007 compared to the same period in 2006, due to America.
the effect of changes in the currency exchange rates of the
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The following table classifies the components of theReserve  for  Losses  and  Loss  Expenses
General Insurance net loss reserves by business unit:

The following table presents the components of the General
Insurance gross reserve for losses and loss expenses (loss June 30, December 31,
reserves) as of June 30, 2007 and December 31, 2006 by (in millions) 2007 2006

major line of business on a statutory Annual Statement DBG(a) $45,650 $44,119
Transatlantic 6,451 6,207basis(a):
Personal Lines(b) 2,304 2,440

June 30, December 31, Mortgage Guaranty 718 460
(in millions) 2007 2006(b)

Foreign General(c) 10,074 9,404
Other liability occurrence $19,961 $19,327 Total Net Loss Reserve $65,197 $62,630
Workers compensation 14,502 13,612

(a) At June 30, 2007 and December 31, 2006, respectively, DBG loss reservesOther liability claims made 13,470 12,513
include approximately $3.23 billion and $3.33 billion ($3.50 billion andAuto liability 6,137 6,070
$3.66 billion, respectively, before discount), related to business written byInternational 6,100 6,006
DBG but ceded to American International Reinsurance Company LimitedProperty 4,629 5,499
(AIRCO) and reported in AIRCO’s statutory filings. DBG loss reservesReinsurance 3,152 2,979
also include approximately $601 million and $535 million related toMedical malpractice 2,330 2,347
business included in American International Underwriters Overseas,Products liability 2,181 2,239
Ltd.’s (AIUO) statutory filings at June 30, 2007 and December 31, 2006,Accident and health 1,851 1,693
respectively.Commercial multiple peril 1,744 1,651

(b) At June 30, 2007 and December 31, 2006, respectively, Personal LinesAircraft 1,698 1,629
loss reserves include $826 million and $861 million related to businessFidelity/surety 1,248 1,148
ceded to DBG and reported in DBG’s statutory filings.Other 3,076 3,286

(c) At June 30, 2007 and December 31, 2006, respectively, Foreign General
Total $82,079 $79,999

loss reserves include approximately $2.90 billion and $2.75 billion related
to business reported in DBG’s statutory filings.(a) Presented by lines of business pursuant to statutory reporting requirements

as prescribed by the National Association of Insurance Commissioners.
The DBG net loss reserve of $45.7 billion is comprised(b) Allocations among various lines were revised from the previous

principally of the business of AIG subsidiaries participating inpresentation.
the American Home Assurance Company (American Home)/

AIG’s gross reserve for losses and loss expenses National Union Fire Insurance Company of Pittsburgh, Pa.
represents the accumulation of estimates of ultimate losses, (National Union) pool (11 companies) and the surplus lines
including provisions for losses incurred but not reported pool (Lexington, Starr Excess Liability Insurance Company
(IBNR) and loss expenses. The methods used to determine and Landmark Insurance Company).
loss reserve estimates and to establish the resulting reserves

DBG cedes a quota share percentage of its other liabilityare continually reviewed and updated by management. Any
occurrence and products liability occurrence business toadjustments resulting therefrom are reflected in operating
AIRCO. The quota share percentage ceded was 15 percentincome currently. Because loss reserve estimates are subject to
for the six months ended June 30, 2007 and 20 percent forthe outcome of future events, changes in estimates are
the year 2006 and covered all business written in these yearsunavoidable given that loss trends vary and time is often
for these lines by participants in the American Home/required for changes in trends to be recognized and
National Union pool. AIRCO’s loss reserves relating to theseconfirmed. Reserve changes that increase previous estimates
quota share cessions from DBG are recorded on a discountedof ultimate cost are referred to as unfavorable or adverse
basis. As of June 30, 2007, AIRCO carried a discount ofdevelopment or reserve strengthening. Reserve changes that
approximately $270 million applicable to the $3.50 billion indecrease previous estimates of ultimate cost are referred to as
undiscounted reserves it assumed from the American Home/favorable development.
National Union pool via this quota share cession. AIRCO

At June 30, 2007, General Insurance net loss reserves also carries approximately $503 million in net loss reserves
were $65.20 billion, an increase of $2.57 billion from the relating to Foreign General insurance business. These reserves
prior year-end. The net loss reserves represent loss reserves are carried on an undiscounted basis.
reduced by reinsurance recoverables, net of an allowance for

The companies participating in the American Home/unrecoverable reinsurance and applicable discount for future
National Union pool have maintained a participation in theinvestment income.
business written by AIU for decades. As of June 30, 2007,
these AIU reserves carried by participants in the American
Home/National Union pool totaled approximately
$2.90 billion. The remaining Foreign General reserves are
carried by AIUO, AIRCO, and other smaller AIG subsidiaries
domiciled outside the United States. Statutory filings in the
U.S. by AIG companies reflect all the business written by
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U.S. domiciled entities only, and therefore exclude business adverse development and resulting increase in reserves is not
written by AIUO, AIRCO, and all other internationally likely to have a material adverse effect on AIG’s consolidated
domiciled subsidiaries. The total reserves carried at June 30, financial condition, although it could have a material adverse
2007 by AIUO and AIRCO were approximately $4.57 billion effect on AIG’s consolidated results of operations for an
and $3.73 billion, respectively. AIRCO’s $3.73 billion in individual reporting period.
total general insurance reserves consist of approximately

The following table presents the reconciliation of net loss
$3.23 billion from business assumed from the American

reserves:
Home/National Union pool and an additional $503 million

Three Months Six Monthsrelating to Foreign General Insurance business.
Ended June 30, Ended June 30,

(in millions) 2007 2006 2007 2006
Discounting  of  Reserves

Net reserve for
losses and lossAt June 30, 2007, AIG’s overall General Insurance net loss
expenses atreserves reflect a loss reserve discount of $2.39 billion,
beginning ofincluding tabular and non-tabular calculations. The tabular period $64,034 $58,892 $62,630 $57,476

workers compensation discount is calculated using a Foreign exchange
effect 252 370 214 4873.5 percent interest rate and the 1979-81 Decennial Mortality

Losses and lossTable. The non-tabular workers compensation discount is
expensescalculated separately for companies domiciled in New York
incurred:

and Pennsylvania, and follows the statutory regulations for Current year 7,334 6,911 14,549 13,752
each state. For New York companies, the discount is based on Prior years, other

than accretiona five percent interest rate and the companies’ own payout
of discount (120) (248) (268) (213)patterns. For Pennsylvania companies, the statute has

Prior years,
specified discount factors for accident years 2001 and prior, accretion of
which are based on a six percent interest rate and an industry discount 12 101 128 202
payout pattern. For accident years 2002 and subsequent, the Losses and loss

expensesdiscount is based on the yield of U.S. Treasury securities
incurred 7,226 6,764 14,409 13,741ranging from one to twenty years and the company’s own

Losses and losspayout pattern, with the future expected payment for each
expenses paid 6,315 5,812 12,056 11,490

year using the interest rate associated with the corresponding
Net reserve for

Treasury security yield for that time period. The discount is losses and loss
comprised of the following: $726 million – tabular discount expenses at end

of period $65,197 $60,214 $65,197 $60,214for workers compensation in DBG; $1.39 billion – non-
tabular discount for workers compensation in DBG; and,

The following tables summarize development, (favorable) or
$270 million – non-tabular discount for other liability

unfavorable, of incurred losses and loss expenses for prior
occurrence and products liability occurrence in AIRCO. The

years (other than accretion of discount):
total undiscounted workers compensation loss reserve carried
by DBG is approximately $12.2 billion as of June 30, 2007. Three Months Six Months

Ended June 30, Ended June 30,The other liability occurrence and products liability
(in millions) 2007 2006 2007 2006

occurrence business in AIRCO that is assumed from DBG is
Prior Accident Yeardiscounted based on the yield of U.S. Treasury securities

Development by
ranging from one to twenty years and the DBG payout Reporting Unit:
pattern for this business. The undiscounted reserves assumed DBG $ (65) $ (106) $ (152) $ (32)

Personal Lines (32) (43) (61) (62)by AIRCO from DBG totaled approximately $3.50 billion at
Mortgage Guaranty (4) (52) 27 (64)June 30, 2007.
Foreign General (4) (77) (68) (120)

Subtotal (105) (278) (254) (278)
Quarterly  Reserving  Process Transatlantic 18 30 36 65

AsbestosManagement believes that the General Insurance net loss settlements* (33) – (50) –
reserves are adequate to cover General Insurance net losses Prior years, other than
and loss expenses as of June 30, 2007. While AIG regularly accretion of

discount $ (120) $ (248) $ (268) $ (213)reviews the adequacy of established loss reserves, there can be
no assurance that AIG’s ultimate loss reserves will not * Represents the effect of settlements of certain asbestos liabilities.

develop adversely and materially exceed AIG’s loss reserves
as of June 30, 2007. In the opinion of management, such
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$475 million of favorable development from accident years
Calendar Year

2003 through 2006, partially offset by approximately
(in millions) 2007 2006

$355 million of adverse development from accident years
Prior Accident Year Development by

2002 and prior. For the three months ended June 30, 2007,Accident Year:
most classes of AIG’s business continued to experience2006 $ (454)

2005 (165) $ (302) favorable development for accident years 2003 through
2004 (136) (259) 2006. The majority of the adverse development from accident
2003 15 (214)

years 2002 and prior was related to developments from2002 112 61
excess casualty business within DBG and from Transatlantic.2001 & prior 360 501

Prior years, other than accretion of discount $ (268) $ (213)
In the first six months of 2007, net loss development

from prior accident years was favorable by approximatelyIn determining the quarterly loss development from
$268 million, including approximately $36 million of adverseprior accident years, AIG conducts analyses to determine the
development from the general reinsurance operations ofchange in estimated ultimate loss for each accident year for
Transatlantic; and excluding approximately $128 millioneach profit center. For example, if loss emergence for a profit
from accretion of loss reserve discount. Excludingcenter is different than expected for certain accident years,
Transatlantic, as well as accretion of discount, net lossthe actuaries examine the indicated effect such emergence
development in the first six months of 2007 from priorwould have on the reserves of that profit center. In some
accident years was favorable by approximately $304 million.cases, the higher or lower than expected emergence may
The overall favorable development of $268 million consistedresult in no clear change in the ultimate loss estimate for the
of approximately $740 million of favorable developmentaccident years in question, and no adjustment would be made
from accident years 2003 through 2006, partially offset byto the profit center’s reserves for prior accident years. In other
approximately $472 million of adverse development fromcases, the higher or lower than expected emergence may
accident years 2002 and prior. For the first six months ofresult in a larger change, either favorable or unfavorable,
2007, most classes of AIG’s business continued to experiencethan the difference between the actual and expected loss
favorable development for accident years 2003 throughemergence. Such additional analyses were conducted for each
2006. The majority of the adverse development from accidentprofit center, as appropriate, in the second quarter of 2007 to
years 2002 and prior was related to development from excessdetermine the loss development from prior accident years for
casualty business within DBG and from Transatlantic.the second quarter of 2007. As part of its quarterly reserving

process, AIG also considers notices of claims received with
2006 Net  Loss  Developmentrespect to emerging issues, such as those related to stock

option backdating. Also as part of the quarterly reserving In the second quarter of 2006, net loss development from prior
process, beginning with the second quarter of 2007, AIG accident years was favorable by approximately $248 million.
updated its analysis of the loss reserve discount pertaining to This reflects approximately $63 million of favorable
workers compensation reserves. Historically, this review was development pertaining to catastrophes in 2005, partially
only performed at year end. As a result of the updated offset by adverse development of approximately $30 million
analysis in the second quarter of 2007, AIG increased its loss from Transatlantic. Excluding catastrophes and Transatlantic,
reserve discount for workers compensation by approximately as well as accretion of discount of approximately $101 million,
$155 million in the second quarter of 2007, bringing the total net loss development from prior accident years in the second
increase in loss reserve discount for workers compensation quarter of 2006 was favorable by approximately $215 million.
for the first six months of 2007 to approximately The overall favorable development of $248 million consisted
$185 million. of approximately $490 million of favorable development from

accident years 2003 through 2005, partially offset by
2007 Net  Loss  Development approximately $242 million of adverse development from

accident years 2002 and prior. For the three months endedIn the three months ended June 30, 2007, net loss
June 30, 2006, most classes of AIG’s business experienceddevelopment from prior accident years was favorable by
favorable development for accident years 2003 through 2005.approximately $120 million, including approximately
The adverse development from accident years 2002 and prior$18 million of adverse development from the general
reflected development from excess casualty business withinreinsurance operations of Transatlantic; and excluding
DBG, and to a much lesser extent from excess workersapproximately $12 million from accretion of loss reserve
compensation business within DBG, as well as developmentdiscount. Excluding Transatlantic, as well as accretion of
from Transatlantic.discount, net loss development in the three months ended

June 30, 2007 from prior accident years was favorable by In the first six months of 2006, net loss development
approximately $138 million. The overall favorable from prior accident years was favorable by approximately
development of $120 million consisted of approximately $213 million. This reflects approximately $35 million of
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adverse development pertaining to catastrophes in 2004 and Asbestos  and Environmental  Reserves
2005 and approximately $65 million of adverse development

The estimation of loss reserves relating to asbestos and
from Transatlantic. Excluding catastrophes and

environmental claims on insurance policies written many
Transatlantic, as well as accretion of discount of

years ago is subject to greater uncertainty than other types of
approximately $202 million, net loss development from prior

claims due to inconsistent court decisions as well as judicial
accident years in the first six months of 2006 was favorable

interpretations and legislative actions that in some cases have
by approximately $313 million. The $213 million of overall

tended to broaden coverage beyond the original intent of
net favorable development was comprised of approximately

such policies and in others have expanded theories of
$775 million of favorable development from accident years

liability.
2003 through 2005, partially offset by approximately

As described more fully in the 2006 Annual Report on$562 million of adverse development from accident years
Form 10-K, AIG’s reserves relating to asbestos and2002 and prior. For the first six months of 2006, most classes
environmental claims reflect a comprehensive ground upof AIG’s business experienced favorable development for
analysis. In the first six months of 2007, one large asbestosaccident years 2003 through 2005. The adverse development
settlement resulted in a minor amount of adverse incurredfrom accident years 2002 and prior reflected development
loss development, which was more than offset, on a net basis,from excess casualty business within DBG, and to a lesser
by the favorable $50 million effect of several otherextent from excess workers compensation business within
settlements.DBG, as well as development from Transatlantic.

A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims
separately and combined:

Six Months
Ended June 30,

2007 2006
(in millions) Gross Net Gross Net

Asbestos:
Reserve for losses and loss expenses at beginning of year $4,464 $1,889 $4,441 $1,840
Losses and loss expenses incurred* 10 (25) (1) 4
Losses and loss expenses paid* (454) (268) (277) (96)

Reserve for losses and loss expenses at end of period $4,020 $1,596 $4,163 $1,748

Environmental:
Reserve for losses and loss expenses at beginning of year $ 588 $ 290 $ 926 $ 410
Losses and loss expenses incurred* – (1) 1 –
Losses and loss expenses paid* (54) (31) (55) (33)

Reserve for losses and loss expenses at end of period $ 534 $ 258 $ 872 $ 377

Combined:
Reserve for losses and loss expenses at beginning of year $5,052 $2,179 $5,367 $2,250
Losses and loss expenses incurred* 10 (26) – 4
Losses and loss expenses paid* (508) (299) (332) (129)

Reserve for losses and loss expenses at end of period $4,554 $1,854 $5,035 $2,125

* All amounts pertain to policies underwritten in prior years, primarily to policies issued in 1984 and prior.

The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental
claims separately and combined, were estimated as follows:

Six Months
Ended June 30,

2007 2006
(in millions) Gross Net Gross Net

Asbestos $3,011 $1,279 $3,100 $1,351
Environmental 316 148 562 241

Combined $3,327 $1,427 $3,662 $1,592
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A summary of asbestos and environmental claims count activity was as follows:

Six Months Ended June 30,
2007 2006

Asbestos Environmental Combined Asbestos Environmental Combined

Claims at beginning of year 6,878 9,442 16,320 7,293 9,873 17,166
Claims during year:

Opened 300 695 995 453 900 1,353
Settled (66) (59) (125) (73) (83) (156)
Dismissed or otherwise resolved (544) (899) (1,443) (493) (893) (1,386)

Claims at end of period 6,568 9,179 15,747 7,180 9,797 16,977

products, such as life insurance and group life and healthSurvival  Ratios — Asbestos  and Environmental
products, including disability income products and payout

The table below presents AIG’s survival ratios for asbestos
annuities, which include single premium immediate annuities,

and environmental claims at June 30, 2007 and 2006. The
structured settlements and terminal funding annuities. Home

survival ratio is derived by dividing the current carried loss
service operations include an array of life insurance, accident

reserve by the average payments for the three most recent
and health and annuity products sold primarily through

calendar years for these claims. Therefore, the survival ratio
career agents. Retirement services include group retirement

is a simplistic measure estimating the number of years it
products, individual fixed and variable annuities sold

would be before the current ending loss reserves for these
through banks, broker-dealers and exclusive sales

claims would be paid off using recent year average payments.
representatives, and annuity runoff operations, which include

The June 30, 2007 survival ratio is lower than the ratio at
previously acquired ‘‘closed blocks’’ and other fixed and

June 30, 2006 because the more recent periods included in
variable annuities largely sold through distribution

the rolling average reflect higher claims payments. In
relationships that have been discontinued.

addition, AIG’s survival ratio for asbestos claims was
Overseas, AIG’s Life Insurance & Retirement Servicesnegatively affected by the favorable settlements described

operations include insurance and investment-orientedabove, which reduced gross and net asbestos survival ratios at
products such as whole and term life, investment linked,June 30, 2007 by approximately 1.7 years and 4.1 years,
universal life and endowments, personal accident and healthrespectively.  Many factors, such as aggressive settlement
products, group products including pension, life and health,procedures, mix of business and level of coverage provided,
and fixed and variable annuities.have a significant effect on the amount of asbestos and

environmental reserves and payments and the resultant
AIG’s Life Insurance & Retirement Services subsidiaries

survival ratio. Thus, caution should be exercised in
report their operations through the following major internal

attempting to determine reserve adequacy for these claims
reporting units and business units:

based simply on this survival ratio.
Foreign Life Insurance & Retirement Services

AIG’s survival ratios for asbestos and environmental
Japan and Otherclaims, separately and combined were based upon a three-

year average payment. These ratios at June 30, 2007 and
) American Life Insurance Company (ALICO)

2006 were as follows:
) AIG Star Life Insurance Co., Ltd. (AIG Star Life)

(number of years) Gross Net ) AIG Edison Life Insurance Company (AIG Edison
2007 Life)
Survival ratios:

Asbestos 8.5 7.4
AsiaEnvironmental 5.0 4.0

Combined 7.8 6.6
) American International Assurance Company, Limited,2006

Survival ratios: together with American International Assurance
Asbestos 13.2 15.9 Company (Bermuda) Limited (AIA)Environmental 6.3 5.5
Combined 11.1 11.9 ) Nan Shan Life Insurance Company, Ltd. (Nan Shan)

) American International Reinsurance Company
Limited (AIRCO)Life  Insurance & Retirement  Services  Operations

) The Philippine American Life and General Insurance
AIG’s Life Insurance & Retirement Services subsidiaries offer Company (Philamlife)
a wide range of insurance and retirement savings products
both domestically and abroad.

Domestically, AIG’s Life Insurance & Retirement
Services operations offer a broad range of protection
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Domestic Life Insurance Domestic Retirement Services

) American General Life Insurance Company (AIG ) The Variable Annuity Life Insurance Company
American General) (VALIC)

) The United States Life Insurance Company in the City ) AIG Annuity Insurance Company (AIG Annuity)
of New York (USLIFE) ) AIG SunAmerica Life Assurance Company (AIG

) American General Life and Accident Insurance SunAmerica)
Company (AGLA)

Life  Insurance & Retirement  Services  Results

Life Insurance & Retirement Services results were as follows:

Premiums Net Net Realized
and Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Three months ended June 30, 2007
Foreign Life Insurance & Retirement Services $ 6,503 $ 3,361 $ 18 $ 9,882 $1,654
Domestic Life Insurance 1,369 1,006 (16) 2,359 368
Domestic Retirement Services 298 1,765 (281) 1,782 598

Total $ 8,170 $ 6,132 $(279) $14,023 $2,620

Three months ended June 30, 2006
Foreign Life Insurance & Retirement Services* $ 5,981 $ 1,970 $ 164 $ 8,115 $1,739
Domestic Life Insurance 1,404 893 (75) 2,222 235
Domestic Retirement Services 263 1,557 (246) 1,574 407

Total $ 7,648 $ 4,420 $(157) $11,911 $2,381

Percentage Increase/(Decrease) from Prior Year:
Foreign Life Insurance & Retirement Services 9% 71% —% 22% (5)%
Domestic Life Insurance (2) 13 — 6 57
Domestic Retirement Services 13 13 — 13 47

Total 7% 39% —% 18% 10%

Six months ended June 30, 2007
Foreign Life Insurance & Retirement Services $13,116 $ 6,244 $(217) $19,143 $2,938
Domestic Life Insurance 2,897 2,011 (28) 4,880 713
Domestic Retirement Services 582 3,390 (290) 3,682 1,250

Total $16,595 $11,645 $(535) $27,705 $4,901

Six months ended June 30, 2006
Foreign Life Insurance & Retirement Services* $12,098 $ 4,225 $ 516 $16,839 $3,425
Domestic Life Insurance 2,830 1,826 (67) 4,589 601
Domestic Retirement Services 520 3,203 (390) 3,333 985

Total $15,448 $ 9,254 $ 59 $24,761 $5,011

Percentage Increase/(Decrease) from Prior Year:
Foreign Life Insurance & Retirement Services 8% 48% —% 14% (14)%
Domestic Life Insurance 2 10 — 6 19
Domestic Retirement Services 12 6 — 10 27

Total 7% 26% —% 12% (2)%

* Includes the effect of an out of period UCITS adjustment in the second quarter of 2006. For the three and six-month periods ended June 30, 2006, the effect

was an increase of $221 million and $203 million, respectively, in net investment income and $144 million and $132 million, respectively, in operating income.

The following table presents the Insurance In-force for Life Insurance & Retirement Services:

June 30, December 31,
(in millions) 2007 2006

Foreign $1,195,315 $1,162,699
Domestic 946,598 907,901

Total $2,141,913 $2,070,600

Life Insurance & Retirement Services total revenues for the decreased revenues by $157 million in the three months
three and six-month periods ended June 30, 2007 reflect ended June 30, 2006 and net realized capital gains increased
growth in premiums and other considerations and net revenues by $59 million in the six months ended June 30,
investment income offset by realized capital losses. Realized 2006. Net realized capital losses in 2007 were primarily
capital losses reduced revenues by $279 million and related to the decline in value of securities deemed to be
$535 million in the three and six-month periods ended other-than-temporary that AIG no longer intends to hold to
June 30, 2007, respectively, while net realized capital losses recovery.
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Operating income for the first six months of 2007 months ended June 30, 2007 included policyholder trading
includes a charge of $48 million related to SOP 05-1 which gains of $784 million and $1.3 billion, respectively,
generally requires DAC related to group contracts to be compared to losses of $321 million and gains of $69 million
amortized over a shorter duration than in prior periods, and for the three and six months ended June 30, 2006,
also requires that DAC be expensed at the time a policy is respectively. Policyholder trading gains (losses) are offset by
terminated and prohibits recapitalization if that policy is an equal charge to incurred policy losses and benefits
reinstated. The effect of SOP 05-1 was most significant to expense, as these investment returns accrue to the benefit of
the group products line in the Domestic Life operations. the policyholder. The trend in policyholder trading gains

(losses) generally reflects the trend in equity markets.
Operating income for the six months ended June 30,

2007 also included a $62 million charge for additional In order to better align financial reporting with the
benefit expense resulting from a continuing industry-wide manner in which AIG’s chief operating decision makers
review of claims in Japan and a $50 million charge related have managed their businesses, commencing in the first
to balance sheet reconciliation remediation activities. quarter of 2007, revenues and operating income related to
Operating income for the six months ended June 30, 2006 foreign investment contracts, which were historically
included an increase of $132 million for an out of period reported as a component of the Asset Management segment,
adjustment related to the accounting for UCITS. are now being reported as part of Foreign Life Insurance &

Retirement Services. Prior period amounts have been revised
Policyholder trading gains (losses) for the three and six

to conform to the current presentation.
months ended June 30, 2007 increased significantly
compared to the same periods in 2006. The three and six

Foreign  Life  Insurance & Retirement  Services  Results

Foreign Life Insurance & Retirement Services results were as follows:

Premiums and Net Net Realized
Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Three months ended June 30, 2007
Japan and Other:

Life insurance $ 1,350 $ 641 $ 33 $ 2,024 $ 438
Personal accident 1,041 52 – 1,093 243
Group products 539 201 1 741 63
Individual fixed annuities 101 546 (129) 518 34
Individual variable annuities 102 385 – 487 32

Total $ 3,133 $1,825 $ (95) $ 4,863 $ 810

Asia:
Life insurance $ 2,755 $1,451 $ 108 $ 4,314 $ 717
Personal accident 446 35 2 483 82
Group products 151 21 (7) 165 26
Individual fixed annuities 17 28 9 54 18
Individual variable annuities 1 1 1 3 1

Total $ 3,370 $1,536 $ 113 $ 5,019 $ 844

Total Foreign Life Insurance & Retirement Services:
Life insurance $ 4,105 $2,092 $ 141 $ 6,338 $1,155
Personal accident 1,487 87 2 1,576 325
Group products 690 222 (6) 906 89
Individual fixed annuities 118 574 (120) 572 52
Individual variable annuities 103 386 1 490 33

Total $ 6,503 $3,361 $ 18 $ 9,882 $1,654

Three months ended June 30, 2006
Japan and Other:

Life insurance $ 1,238 $ 343 $ 113 $ 1,694 $ 454
Personal accident 1,006 42 22 1,070 279
Group products 410 93 2 505 63
Individual fixed annuities 78 432 27 537 148
Individual variable annuities 62 (56) – 6 31

Total $ 2,794 $ 854 $ 164 $ 3,812 $ 975

48



American International Group, Inc. and Subsidiaries

Foreign  Life  Insurance & Retirement  Services  Results  (continued)
Premiums and Net Net Realized

Other Investment Capital Gains Total Operating
(in millions) Considerations Income (Losses) Revenues Income

Asia:
Life insurance* $ 2,700 $1,038 $ 26 $ 3,764 $ 688
Personal accident 374 29 3 406 76
Group products 97 22 (30) 89 (7)
Individual fixed annuities 16 26 1 43 6
Individual variable annuities – 1 – 1 1

Total $ 3,187 $1,116 $ – $ 4,303 $ 764

Total Foreign Life Insurance & Retirement Services:
Life insurance* $ 3,938 $1,381 $ 139 $ 5,458 $1,142
Personal accident 1,380 71 25 1,476 355
Group products 507 115 (28) 594 56
Individual fixed annuities 94 458 28 580 154
Individual variable annuities 62 (55) – 7 32

Total $ 5,981 $1,970 $ 164 $ 8,115 $1,739

Percentage Increase/(Decrease) from Prior Year:

Japan and Other:
Life insurance 9% 87% –% 19% (4)%
Personal accident 3 24 – 2 (13)
Group products 31 116 – 47 –
Individual fixed annuities 29 26 – (4) (77)
Individual variable annuities 65 – – – 3

Total 12% 114% –% 28% (17)%

Asia:
Life insurance 2% 40% –% 15% 4%
Personal accident 19 21 – 19 8
Group products 56 (5) – 85 –
Individual fixed annuities 6 8 – 26 –
Individual variable annuities – – – – –

Total 6% 38% –% 17% 10%

Total Foreign Life Insurance & Retirement Services:
Life insurance 4% 51% –% 16% 1%
Personal accident 8 23 – 7 (8)
Group products 36 93 – 53 59
Individual fixed annuities 26 25 – (1) (66)
Individual variable annuities 66 – – – 3

Total 9% 71% –% 22% (5)%

Six months ended June 30, 2007
Japan and Other:

Life insurance $ 2,566 $1,191 $ 15 $ 3,772 $ 790
Personal accident 2,069 102 2 2,173 532
Group products 1,114 351 6 1,471 136
Individual fixed annuities 217 1,092 (164) 1,145 181
Individual variable annuities 193 879 – 1,072 84

Total $ 6,159 $3,615 $(141) $ 9,633 $1,723

Asia:
Life insurance $ 5,706 $2,458 $ (42) $ 8,122 $1,017
Personal accident 891 68 (8) 951 161
Group products 329 45 (33) 341 16
Individual fixed annuities 29 56 7 92 20
Individual variable annuities 2 2 – 4 1

Total $ 6,957 $2,629 $ (76) $ 9,510 $1,215

Total Foreign Life Insurance & Retirement Services:
Life insurance $ 8,272 $3,649 $ (27) $11,894 $1,807
Personal accident 2,960 170 (6) 3,124 693
Group products 1,443 396 (27) 1,812 152
Individual fixed annuities 246 1,148 (157) 1,237 201
Individual variable annuities 195 881 – 1,076 85

Total $13,116 $6,244 $(217) $19,143 $2,938
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Foreign  Life  Insurance & Retirement  Services  Results  (continued)
Premiums and Net Net Realized

Other Investment Capital Gains Total Operating
(in millions) Considerations Income (Losses) Revenues Income

Six months ended June 30, 2006
Japan and Other:

Life insurance $ 2,409 $ 799 $ 234 $ 3,442 $ 902
Personal accident 1,950 80 40 2,070 566
Group products 840 246 11 1,097 140
Individual fixed annuities 157 908 30 1,095 286
Individual variable annuities 123 249 – 372 59

Total $ 5,479 $2,282 $ 315 $ 8,076 $1,953

Asia:
Life insurance* $ 5,611 $1,794 $ 186 $ 7,591 $1,250
Personal accident 736 55 12 803 152
Group products 240 46 1 287 57
Individual fixed annuities 32 46 2 80 11
Individual variable annuities – 2 – 2 2

Total $ 6,619 $1,943 $ 201 $ 8,763 $1,472

Total Foreign Life Insurance & Retirement Services:
Life insurance* $ 8,020 $2,593 $ 420 $11,033 $2,152
Personal accident 2,686 135 52 2,873 718
Group products 1,080 292 12 1,384 197
Individual fixed annuities 189 954 32 1,175 297
Individual variable annuities 123 251 – 374 61

Total $12,098 $4,225 $ 516 $16,839 $3,425

Percentage Increase/(Decrease) from Prior Year:

Japan and Other:
Life insurance 7% 49% –% 10% (12)%
Personal accident 6 28 5 (6)
Group products 33 43 34 (3)
Individual fixed annuities 38 20 – 5 (37)
Individual variable annuities 57 – – – 42

Total 12% 58% –% 19% (12)%

Asia:
Life insurance 2% 37% –% 7% (19)%
Personal accident 21 24 – 18 6
Group products 37 (2) – 19 (72)
Individual fixed annuities (9) 22 – 15 82
Individual variable annuities – – – – (50)

Total 5% 35% –% 9% (17)%

Total Foreign Life Insurance & Retirement Services:
Life insurance 3% 41% –% 8% (16)%
Personal accident 10 26 – 9 (3)
Group products 34 36 – 31 (23)
Individual fixed annuities 30 20 – 5 (32)
Individual variable annuities 59 – – – 39

Total 8% 48% –% 14% (14)%

* Includes the effect of an out of period UCITS adjustment in the second quarter of 2006. For the three and six-month periods ended June 30, 2006 the effect

was an increase of $221 million and $203 million, respectively, in net investment income and $144 million and $132 million, respectively, in operating income.

AIG transacts business in most major foreign currencies and of the Foreign Life Insurance & Retirement Services
therefore premiums reported in U.S. dollars vary both by premiums and other considerations:
volume and as a result of changes in foreign currency Three Months Six Months
translation rates. The following table summarizes the effect Ended Ended

June 30, June 30,of changes in foreign currency exchange rates on the growth
2007 2006 2007 2006

Growth in original currency* 7.8% 6.8% 6.5% 7.3%
Foreign exchange effect 0.9 (3.1) 1.9 (4.2)
Growth as reported in

U.S. dollars 8.7% 3.7% 8.4% 3.1%

* Computed using a constant exchange rate throughout each period.
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Europe from increased production of credit business wereQuarterly  Japan and Other  Results
offset by lower realized capital gains.

Total revenues for the three-month period ended June 30,
Individual fixed annuities premiums and other

2007 increased compared to the same period in 2006,
considerations growth reflects higher surrender charges from

primarily due to higher premiums and net investment income
U.S. dollar contracts in Japan where a weak yen makes it

partially offset by a decline in net realized capital gains.
attractive for certain policyholders to lock in foreign

Operating income decreased for the three months ended
exchange gains in excess of surrender charges. Surrender

June 30, 2007 compared to the same period in 2006 due to
charges were $33 million and $18 million for the three

net realized capital losses and additional benefit expenses of
months ended June 30, 2007 and 2006, respectively. Net

$25 million related to the continuing industry-wide
investment income increased due to higher average

regulatory review of unpaid benefits in Japan which is
investment yields and higher assets under management.

expected to be completed in late 2007.
Operating income declined in the three months ended

Life insurance premiums and other considerations June 30, 2007 compared to the same period in 2006 due to
increased in the three months ended June 30, 2007 compared net realized capital losses in 2007 compared to net realized
to the same period in 2006 due to strong sales in Japan of capital gains in 2006. The net realized capital losses offset
increasing term products that have tax benefits for corporate increased earnings from higher assets under management,
clients. Sales of these products ceased in April pending an higher surrender charge income and higher positive DAC
industry-wide review by the National Tax Authority. In unlocking of $9 million.
Japan, increased fees and policy charges related to interest

Individual variable annuity assets under management
sensitive universal life and U.S. dollar life insurance products

continued to grow, particularly in Europe, due to new
were partially offset by the runoff of the acquired blocks of

product offerings and strong equity markets. The fees
business in AIG Star Life and AIG Edison Life. In Europe,

generated from the growth in assets under management
growth in premiums and other considerations was enhanced

increased premiums and operating income for the three
by the effect of changes in foreign exchange rates. The growth

months ended June 30, 2007 compared to the same period in
in net investment income was due to higher partnership

2006. Net investment income grew in the three months ended
income and equity income from unit investment trusts. Life

June 30, 2007 compared to the same period in 2006 due to
insurance operating income declined for the three months

increased policyholder trading gains which comprise the
ended June 30, 2007 compared to the same period in 2006

entirety of variable annuity net investment income.
due to net realized capital losses, partially offset by the
growth in net investment income.

Year-to-date  Japan  and  Other  Results
Personal accident premiums and other considerations

Total revenues for the first six months of 2007 increased
continue to grow. Strong growth in Europe has offset the

compared to the same period in 2006, primarily due to higher
declines in Japan, which has been adversely affected by

premiums and net investment income partially offset by net
increased competition and lower sales of tax-related

realized capital losses. Operating income decreased in the
products. When compared to the same period in 2006, net

first six months of 2007 compared to the same period in 2006
investment income increased primarily due to higher invested

due to net realized capital losses. In addition, a $62 million
assets and increased partnership income. Operating income

provision for additional benefit expense was established in
declined for the three months ended June 30, 2007 compared

Japan as a result of a continuing industry-wide regulatory
to the same period in 2006 due to lower net realized capital

review of claims.
gains, additional benefit expenses related to the continuing

Life insurance premiums and other considerationsindustry-wide regulatory review, higher DAC amortization
increased in the first six months of 2007 compared to therelated to SOP 05-1, and higher expenses related to the
same period in 2006. In Japan, increased fees and policytermination of certain tax-related products in Japan. Loss
charges related to interest sensitive universal life andratios remained stable for this business which continues to
U.S. dollar life insurance products, as well as strong sales ofenjoy relatively high margins.
increasing term products with tax benefits for corporate

Group products premiums and other considerations
clients, were partially offset by the runoff of the acquired

reflected growth for the three months ended June 30, 2007
blocks of business in AIG Star Life and AIG Edison Life. In

compared to the same period in 2006 primarily due to rapidly
Europe, growth in premiums and other considerations was

growing credit business in Europe and higher fee income
enhanced by the effect of changes in foreign exchange rates.

from pension business in Brazil. Net investment income
The growth in net investment income was due to higher

increased over the same period last year as policyholder
income from partnerships and other yield enhancement

trading gains were higher. Operating income was flat
income, equity income from UCITS, higher policyholder

compared to the same period in 2006 as improvements in
trading gains  and growth in underlying invested assets. Life
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insurance operating income declined in the first six months of increased policyholder trading gains which comprise the
2007 compared to the same period in 2006 due to net entirety of variable annuity net investment income.
realized capital losses which offset the benefits of higher net

Quarterly  Asia  Resultsinvestment income, lower acquisition costs and lower benefit
costs. Total revenues for the three months ended June 30, 2007

increased from the same period in 2006. Premiums and otherPersonal accident premiums and other considerations
considerations growth reflects a continued trend towardgrowth in Japan has been adversely affected by increased
investment-oriented products where only a portion of policycompetition and lower sales of tax-related products. Net
charges are reported as premiums. Net investment incomeinvestment income increased in the first six months of 2007
increased, primarily due to higher policyholder trading gains.compared to the same period in 2006 primarily due to higher
Net investment income and operating income for the threeincome from invested assets and increased partnership
months ended June 30, 2006 included out of period incomeincome. Operating income in the first six months of 2007 was
related to unit investment trusts of $221 million andaffected by lower realized capital gains, the $46 million
$144 million, respectively. Net realized capital gains wereprovision for additional benefit expenses, $34 million of
higher than the same period in 2006. Operating income forexpenses related to the termination of certain tax-related
the three months ended June 30, 2007 improved over theproducts in Japan and a $12 million charge related to the
same period in 2006 primarily due to growth in premiumseffect of SOP 05-1. Loss ratios remained stable for this
and other considerations, higher investment returns and netbusiness which continues to enjoy relatively high margins.
realized capital gains.

Group products premiums and other considerations
Life insurance premiums and other considerations werereflected growth for the first six months in 2007 compared to

up slightly in the three months ended June 30, 2007the same period of 2006 primarily due to credit business
compared to the same period in 2006. The shift in productgrowth in Europe. Net investment income increased from the
mix from traditional life insurance products to investment-first six months of 2006 primarily related to higher
oriented products as mentioned above dampens the growthpolicyholder trading gains. Operating income for the first six
rate. Net investment income grew in the current periodmonths of 2007 declined slightly from the same period in
compared to the same period in 2006, due primarily to the2006 primarily due to SOP 05-1 and higher benefit expense
growth in the underlying invested assets, higher partnershipin Japan.
income and higher policyholder trading gains. Net

Individual fixed annuities premiums and other
investment income and operating income for the three

considerations growth reflects higher surrender charges from
months ended June 30, 2006 included out of period income

U.S. dollar contracts in Japan where a weak yen makes it
related to unit investment trusts of $221 million and

attractive for certain policyholders to lock in foreign
$144 million, respectively. Operating income increased for

exchange gains in excess of surrender charges. Surrender
the three months ended June 30, 2007 compared to the same

charges were $86 million and $42 million for the six months
period in 2006, due primarily to higher realized capital gains,

ended June 30, 2007 and 2006, respectively. Net investment
partnership income and the positive effect of SOP 05-1.

income increased due to higher average investment yields,
Personal accident premiums and other considerationsassets under management and partnership income. In the first

increased primarily due to growth in Korea and the favorablehalf of 2007, AIG implemented a new investment strategy to
effect of changes in foreign exchange rates. The primary focusenhance future investment yields that resulted in realized
in Asia has been on risk-based individual and rider accidentcapital losses as a small portion of the existing bond portfolio
and health (A&H) products particularly in Korea andwas sold and reinvested in higher yielding assets. These
Taiwan. Operating earnings reflect the combined effect ofactions resulted in net realized capital losses for the first six
premium growth and stable loss ratios and also include amonths of 2007 compared to net realized capital gains in
benefit resulting from SOP 05-1.2006, which offsets the positive effect of higher assets under

management. Group products premiums and other considerations
grew in the three months ended June 30, 2007 compared toIndividual variable annuity assets under management
the same period in 2006, reflecting higher pensioncontinued to grow particularly in Europe, due to new product
management fees and improved sales in Thailand, Hongofferings and favorable market conditions. The fees
Kong and Singapore. Operating income improved comparedgenerated from the growth in assets under management
to the same period last year primarily due to lower realizedincreased premiums and other considerations and operating
capital losses and increased business in force.income for the first six months of 2007 compared to the same

period in 2006. Net investment income grew for the first six Individual fixed annuities total revenues and operating
months of 2007 compared to the same period in 2006 due to income were higher for the three months ended June 30, 2007

compared to the same period in 2006 resulting from net
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realized capital gains. Production for the three months ended period compared to the same period in 2006, due primarily to
June 30, 2007 increased compared to the same period in higher policyholder trading gains, the growth in the
2006, mostly due to the launch of a coupon product in Korea underlying invested assets and earnings on certain interests in
which pays periodic interest to policyholders based upon unit investment trusts. Operating income decreased in the
their election. first six months of 2007 compared to the same period in

2006, due mainly to net realized capital losses which more
Year-to-date  Asia  Results than offset the growth in other sources of earnings. Operating

income for the first six months of 2007 includes a $50 millionTotal revenues for the first six months of 2007 were higher
charge related to balance sheet reconciliation remediationthan in 2006, while operating income fell compared to the
activity.same period in 2006 due to net realized capital losses in 2007

compared to net realized capital gains in 2006. Premiums and Personal accident revenues grew for the first six months
other considerations grew moderately compared to the same of 2007 compared to the same period in 2006 primarily due
period in 2006 reflecting a continued trend toward to higher premiums and other considerations particularly in
investment-oriented products where only a portion of policy Korea and Taiwan. Operating earnings reflect the combined
charges are reported as premium. Net investment income effect of premium growth and stable loss ratios that were
grew due to higher policyholder trading gains, higher income partially offset by realized capital losses. In addition, results
from interests in unit investment trusts, and growth in for the first six months of 2007 include a $6 million positive
underlying invested assets. Net investment income and effect related to SOP 05-1.
operating income for the six months ended June 30, 2006

Group products premiums and other considerations
included out of period income related to unit investment

grew in the first six months of 2007 compared to the same
trusts of $203 million and $132 million, respectively. Net

period in 2006. The increase reflected higher pension
realized capital losses in the current period compared to net

management fees and improved sales, particularly in
realized capital gains in the same period last year also

Thailand, Hong Kong and Singapore, in the first six months
influenced the growth rate in total revenues and caused the

of 2007 compared to the same period in 2006. Operating
decline in operating income. The net realized capital losses in

income declined in the first six months of 2007 compared to
the current period were driven primarily by the mark to

the same period in 2006 primarily due to realized capital
market of derivatives that do not qualify for hedge

losses and higher incurred policy losses and benefits of
accounting treatment under FAS 133 and the other-than-

$13 million due to a 2007 out of period reserve charge.
temporary decline in value of U.S. dollar bonds held in
Singapore and Thailand. Individual fixed annuities total revenues increased in the

first six months of 2007 compared to the same period in
Life insurance premiums and other considerations were

2006, due primarily to higher net investment income on
up slightly in the first six months of 2007 compared to the

underlying assets and higher realized capital gains.
same period in 2006, benefiting from improved sales in

Production for the six months ended June 30, 2007 was flat
Thailand and the favorable effect of foreign exchange rates,

compared to the same period in 2006 due to increased
partially offset by the shift in product mix from traditional

competition in Korea.
life insurance products to investment-oriented products as
mentioned above. Net investment income grew in the current
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Domestic  Life  Insurance  Results

Domestic Life Insurance results, presented by sub-product were as follows:

Net
Realized

Premiums Net Capital Operating
and Other Investment Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

Three months ended June 30, 2007
Life insurance $ 603 $ 402 $ 43 $1,048 $262
Home service 192 158 (11) 339 66
Group life/health 197 51 (4) 244 1
Payout annuities(a) 364 276 (35) 605 17
Individual fixed annuities 2 24 – 26 8
Individual annuities – runoff(b) 11 95 (9) 97 14

Total $1,369 $1,006 $ (16) $2,359 $368
Three months ended June 30, 2006

Life insurance $ 557 $ 313 $ (29) $ 841 $148
Home service 197 145 (10) 332 66
Group life/health 241 52 (3) 290 (8)
Payout annuities 397 244 (18) 623 12
Individual fixed annuities – 19 (1) 18 8
Individual annuities – runoff(b) 12 120 (14) 118 9

Total $1,404 $ 893 $ (75) $2,222 $235
Percentage Increase/(Decrease) from Prior Year:

Life insurance 8% 28% –% 25% 77%
Home service (3) 9 – 2 –
Group life/health (18) (2) – (16) –
Payout annuities (8) 13 – (3) 42
Individual fixed annuities – 26 – 44 –
Individual annuities – runoff(b) (8) (21) – (18) 56

Total (2)% 13% –% 6% 57%
Six months ended June 30, 2007

Life insurance $1,181 $ 774 $ 40 $1,995 $449
Home service 387 319 (13) 693 148
Group life/health 426 104 (5) 525 4
Payout annuities(a) 876 565 (41) 1,400 68
Individual fixed annuities 4 51 – 55 12
Individual annuities – runoff(b) 23 198 (9) 212 32

Total $2,897 $2,011 $ (28) $4,880 $713
Six months ended June 30, 2006

Life insurance $1,073 $ 651 $ 33 $1,757 $388
Home service 397 303 (33) 667 125
Group life/health 487 106 (4) 589 11
Payout annuities 847 481 (36) 1,292 34
Individual fixed annuities 1 34 (3) 32 6
Individual annuities – runoff(b) 25 251 (24) 252 37

Total $2,830 $1,826 $ (67) $4,589 $601
Percentage Increase/(Decrease) from Prior Year:

Life insurance 10% 19% –% 14% 16%
Home service (3) 5 – 4 18
Group life/health (13) (2) – (11) (64)
Payout annuities 3 17 – 8 –
Individual fixed annuities – 50 – 72 –
Individual annuities – runoff(b) (8) (21) – (16) (14)

Total 2% 10% –% 6% 19%

(a) Premiums and other considerations include structured settlements, single premium immediate annuities and terminal funding annuities.

(b) Primarily represents runoff annuity business sold through discontinued distribution relationships.

Domestic  Life  Insurance

financial institutions credit life business within the groupQuarterly  Domestic  Life  Results
life/health segment as of the end of 2006 and lower sales of

Domestic Life Insurance premiums and other considerations
payout annuities. These declines were partially offset by

declined in the three months ended June 30, 2007 compared
growth in the life insurance business in force. Premiums and

to the same period in 2006, primarily due to the exiting of the
other considerations for the home service segment declined in
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the three months ended June 30, 2007 compared to the same growth in life insurance business in force and payout
period in 2006 as the reduction in premium in force from annuities. Premiums and other considerations for the home
normal lapses and maturities exceeded sales growth. service segment declined compared to the same period in
Premiums and other considerations from payout annuities 2006 as the reduction in premiums in force from normal
decreased for the three-month period ended June 30, 2007 lapses and maturities exceeded sales growth. Premiums and
compared to the same period in 2006 reflecting decreased other considerations for group life/health for the first six
sales of single premium immediate annuities, which were months of 2007 declined compared to the same period in
affected by the re-pricing of this product line in the second 2006, primarily due to the exiting of the financial institutions
half of 2006. credit life business as of the end of 2006 and tightened pricing

and underwriting in the group employer lines. Premiums and
Domestic Life Insurance operating income increased in

other considerations growth from payout annuities for the
the three months ended June 30, 2007 compared to the same

first six months of 2007 reflects increased sales of structured
period in 2006. The increase was primarily driven by higher

settlements and terminal funding annuities compared to the
partnership income, lower realized capital losses and overall

same period in 2006.
growth in the in-force business. Financial results for the three
months ended June 30, 2007 also benefited from a Domestic Life Insurance operating income increased in
$15 million decrease in certain litigation accruals due to the first six months of 2007 compared to the same period in
favorable developments from the related matters and were 2006, primarily due to increases in net investment income,
adversely affected by a $17 million increase in DAC lower realized capital losses, growth in the underlying
amortization related to SOP 05-1. business and a $15 million reduction of certain litigation

accruals due to favorable developments on the related
Life insurance operating income increased for the three

matters. Operating income for the six-month period ended
months ended June 30, 2007 compared to the same period in

June 30, 2006 included a $25 million charge for litigation
2006, primarily due to higher partnership income, increased

accruals. The financial results for the six months ended
net realized capital gains, a $15 million release of litigation

June 30, 2007 were also affected by a $39 million charge
related reserves and growth in the underlying business,

related to SOP 05-1.
partially offset by higher policyholder benefits. Home service
operating income for the three months ended June 30, 2007 Life insurance operating income increased for the first
was unchanged from the prior period in 2006 as higher net six months of 2007 compared to the same period in 2006
investment income from foreign denominated emerging primarily due to higher net investment income, increased
market bonds offset the effect of the decline in premiums and realized capital gains and a reduction of the aforementioned
other considerations. Group life/health operating income litigation-related accrual, partially offset by higher
from the three months ended June 30, 2007 improved policyholder benefits. Home service operating income
compared to the same period in 2006, as 2006 results increased due to lower realized capital losses and higher net
included the effect of a $24 million litigation accrual. Results investment income offset by the decline in premiums and
for the three months ended June 30, 2007 included a other considerations. Group life/health lines operating
$12 million charge related to SOP 05-1. Payout annuities income decreased due to a charge of $28 million resulting
operating income increased for the three months ended from SOP 05-1 partially offset by lower operating expenses.
June 30, 2007 due to growth in reserves offset by higher The operating income for the six-month period ended
realized capital losses. Individual fixed annuities operating June 30, 2006 included a $25 million charge for litigation
income remained unchanged as growth in net investment accruals. Payout annuities operating income increased for the
income was offset by higher interest credited and acquisition first six months of 2007 due to growth in the business and an
expenses. Individual annuities — runoff operating income increase in call and tender income on fixed maturity
increased for three months ended June 30, 2007 due to lower securities. Individual fixed annuities operating income
realized capital losses compared to same period in 2006. increased primarily from higher net investment income.

Individual annuities — runoff operating income decreased
Year-to-date  Domestic  Life  Results from the first six months in 2006 due to the reduction in the

block of business partially offset by lower realized capitalDomestic Life Insurance premiums and other considerations
losses.increased during the first six months of 2007 compared to the

same period in 2006. The increase was primarily due to the
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The following table reflects periodic Domestic Life Insurance sales by product:

Three Months Six Months
Ended EndedPercentage Percentage

June 30, June 30,Increase/ Increase/
(in millions) 2007 2006 (Decrease) 2007 2006 (Decrease)

Periodic premium sales by product*:
Universal life $47 $107 (56)% $98 $243 (60)%
Variable universal life 12 18 (33) 25 27 (7)
Term life 57 63 (10) 112 123 (9)
Whole life/other 3 3 — 5 6 (17)

Total $119 $191 (38)% $240 $399 (40)%

* Periodic premium represents premium from new business expected to be collected over a one-year period.

Periodic life insurance sales declined for the three and certain universal life and term products and the tightening of
six-month periods ended June 30, 2007 compared to the underwriting standards during the second half of 2006.
same periods in 2006 primarily as a result of the re-pricing of

Domestic  Retirement  Services  Results

Domestic Retirement Services results, on a sub-product basis were as follows:

Premiums Net Net
and Other Investment Realized Capital Total Operating

(in millions) Considerations Income Gains (Losses) Revenues Income

Three months ended June 30, 2007
Group retirement products $112 $ 641 $(103) $ 650 $ 265
Individual fixed annuities 26 981 (158) 849 261
Individual variable annuities 155 43 (17) 181 53
Individual annuities — runoff* 5 100 (3) 102 19

Total $298 $1,765 $(281) $1,782 $ 598
Three months ended June 30, 2006
Group retirement products $ 96 $ 539 $ (76) $ 559 $ 192
Individual fixed annuities 35 861 (152) 744 160
Individual variable annuities 130 50 (7) 173 41
Individual annuities — runoff* 2 107 (11) 98 14

Total $263 $1,557 $(246) $1,574 $ 407
Percentage Increase/(Decrease) from Prior Year:
Group retirement products 17% 19% –% 16% 38%
Individual fixed annuities (26) 14 – 14 63
Individual variable annuities 19 (14) – 5 29
Individual annuities — runoff* – (7) – 4 36

Total 13% 13% –% 13% 47%
Six months ended June 30, 2007
Group retirement products $217 $1,211 $(113) $1,315 $ 541
Individual fixed annuities 51 1,895 (169) 1,777 564
Individual variable annuities 301 85 (7) 379 105
Individual annuities — runoff* 13 199 (1) 211 40

Total $582 $3,390 $(290) $3,682 $1,250
Six months ended June 30, 2006
Group retirement products $190 $1,111 $(113) $1,188 $ 457
Individual fixed annuities 63 1,778 (252) 1,589 419
Individual variable annuities 258 102 (5) 355 87
Individual annuities — runoff* 9 212 (20) 201 22

Total $520 $3,203 $(390) $3,333 $ 985
Percentage Increase/(Decrease) from Prior Year:
Group retirement products 14% 9% –% 11% 18%
Individual fixed annuities (19) 7 – 12 35
Individual variable annuities 17 (17) – 7 21
Individual annuities — runoff* 44 (6) – 5 82

Total 12% 6% –% 10% 27%

* Primarily represents runoff annuity business sold through discontinued distribution relationships.

same period in 2006. Group retirement products totalQuarterly  Domestic  Retirement  Services  Results
revenues increased in the three months ended June 30, 2007

Total Domestic Retirement Services operating income for the
compared to the same period in 2006, primarily due to higher

three months ended June 30, 2007 increased compared to the
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income from partnerships, credit-linked notes and other yield six months in 2006 primarily driven by higher partnership
enhancement income and an increase in variable annuity fees and yield enhancement income and lower realized capital
resulting from the increase in the equity markets. Group losses, partially offset by higher amortization of DAC as a
retirement products operating income increased for the three result of lower realized capital losses and increased early
months ended June 30, 2007 driven by higher revenues duration surrenders. Individual variable annuities total
related to partnerships and other yield enhancement income, revenues increased in the first six months of 2007 compared
partially offset by higher amortization of DAC. DAC to the first six months in 2006, primarily driven by higher
amortization increases were related to the increase in variable annuity fees resulting from the increase in the equity
surrenders and policy changes adding guaranteed minimum markets. Additionally, more contracts sold with living benefit
withdrawal benefit riders to existing contracts. Total features also contributed to higher individual variable
revenues for individual fixed annuities increased in the three annuity fees. The higher revenues as well as decreased death
months ended June 30, 2007 compared to the same period in benefits, partially offset by higher amortization of DAC,
2006 primarily driven by higher partnership and yield resulted in the increase in individual variable annuities
enhancement income. Individual fixed annuities operating operating income. Individual annuities — runoff operating
income increased for the three months ended June 30, 2007 income increased in the first six months of 2007 over the
driven by higher revenues, partially offset by higher same period of 2006 even though the underlying reserves
amortization of DAC resulting from an increase in early decreased. The higher income was primarily due to lower
duration surrenders. Individual variable annuities total realized capital losses and increased net spreads as a result of
revenues increased in the three months ended June 30, 2007 higher investment yields, partially offset by lower volumes
compared to the same period in 2006, driven by higher fees due to the continued runoff of the business.
primarily from the increase in the equity markets. Individual

Domestic  Retirement  Services  Supplemental  Data
variable annuity fees also increased due to an increased

The following table presents deposits*:number of contracts sold with living benefit features. The
Three Months Six Monthshigher revenues, as well as decreased death benefits, were

Ended June 30, Ended June 30,
partially offset by higher amortization of DAC and higher net (in millions) 2007 2006 2007 2006
realized capital losses, and resulted in an increase in Group retirement products:

Annuities $1,463 $1,352 $2,881 $2,748individual variable annuity operating income. Partnership
Mutual funds 330 256 795 801

investments of $166 million were transferred to support the Individual fixed annuities 1,633 1,194 2,864 2,735
Individual variable annuities 1,204 1,148 2,212 2,175variable annuity line of business commencing in the second
Individual fixed annuities – runoff 13 14 27 29quarter of 2007. Although not significant to individual

Total $4,643 $3,964 $8,779 $8,488variable annuities in 2007, partnership income is expected to
* Excludes internal replacements.become more significant in future periods. Individual

annuities — runoff operating income increased for the three Domestic Retirement Services total deposits increased for the
months ended June 30, 2007 over the same period in 2006 three months ended June 30, 2007 compared to the same
even though the underlying reserves decreased. The higher period in 2006 with all three primary product lines showing
income was primarily due to lower realized capital losses, improved results. Group retirement deposits increased
partially offset by lower volumes due to the continued runoff 12 percent in the three months ended June 30, 2007
of the business. compared to the same period in 2006 as a result of an

increase in group annuity deposits and group mutual funds.
Year-to-date  Domestic  Retirement  Services  Results Over time, AIG expects that group mutual fund sales will

result in a gradual reduction in overall profit margins of thisTotal Domestic Retirement Services operating income for the
business due to the growth in the lower-margin mutual fundfirst six months of 2007 increased over the same period in
products relative to the annuity products. Individual fixed2006. Group retirement products total revenues increased in
annuity deposits increased 37 percent for the three monthsthe first six months of 2007 compared to the same period in
ended June 30, 2007 compared to the same period in 2006, as2006, primarily due to higher partnership and yield
several large bank distributors increased their focus on fixedenhancement income and an increase in variable annuity fees.
annuities in the second quarter of 2007. Individual variableGroup retirement products income increased for the six
annuity deposits increased 5 percent for the three monthsmonths in 2007 driven by higher revenues related to income
ended June 30, 2007 compared to the same period in 2006.from partnerships and other yield enhancement income,
Individual fixed annuity surrenders increased in the threepartially offset by higher amortization of DAC. DAC
months ended June 30, 2007 compared to the same period inamortization increases were related to the increase in
2006 due to policies coming out of their surrender chargesurrenders and policy changes adding guaranteed minimum
periods and increased competition from banks. AIG expectswithdrawal benefit riders to existing contracts. Total
this trend to continue into the next year as a significantrevenues and operating income for individual fixed annuities
amount of business comes out of its surrender charge period.increased in the first six months of 2007 compared to the first

57



American International Group, Inc. and Subsidiaries

Individual fixed annuity net flows for the three months ended Surrender rates increased for group retirement products and
June 30, 2007 improved compared to the same period in individual fixed annuities for the first six months of 2007
2006, reflecting the higher deposits discussed above. compared to the same period in 2006. Surrender rates for
Individual variable annuities net flows for the three months group retirement products increased as a result of an increase
ended June 30, 2007 declined compared to the same period in in mutual fund and group annuity surrenders. New products
2006 due to higher surrender amounts resulting from market have been introduced to retain assets and AIG has retained or
growth, while the surrender rate remained relatively attracted over $795 million in assets in the first six months of
constant. 2007. The increase in the surrender rate for fixed annuities

continues to be driven by a relatively flat yield curve and the
Domestic Retirement Services total deposits increased

general aging of the in-force block; however, less than
for the first six months of 2007 compared to the same period

21 percent of the individual fixed annuity reserves as of
in 2006. The increase in total deposits primarily reflects

June 30, 2007 were available to be surrendered without
higher deposits from group annuities, individual fixed

charge. Individual variable annuities surrender rates were
annuities and individual variable annuities. Group retirement

lower in the first six months of 2007 compared to the same
deposits increased 4 percent in the first six months of 2007

period in 2006.
compared to the same period in 2006 as a result of an
increase in group variable annuity deposits, partially offset by An increase in the level of surrenders in any of these
slightly lower deposits in group fixed annuities and group businesses or in the individual fixed annuities runoff block
mutual funds. Although individual fixed annuity sales could accelerate the amortization of DAC and negatively
continued to face increased competition from bank deposit affect fee income earned on assets under management.
products and money market funds offering very competitive

The following table presents the net flows(a) by line of
short-term rates in the flat yield curve environment,

business:
individual fixed annuity deposits increased 5 percent for the

Three Months Six Monthssix months ended June 30, 2007 compared to the same period
Ended June 30, Ended June 30,

in 2006. Individual variable annuity deposits increased (in millions) 2007 2006 2007 2006
slightly in the first six months of 2007 compared to the same

Group retirement products(b) $ 236 $ 194 $ 134 $ 635
period in 2006 despite the discontinuation of a major bank Individual fixed annuities (675) (873) (1,512) (1,019)

Individual variable annuities 18 88 (85) (45)proprietary product. Group retirement surrenders increased
Individual fixed annuities –

as a result of normal maturing of the business and due to a runoff (229) (258) (492) (486)
few large group surrenders in the first three months of 2007 Total $(650) $(849) $(1,955) $ (915)
compared to the same period last year. Individual fixed (a) Net flows are defined as deposits received less benefits, surrenders,
annuity surrender rates increased in the first six months of withdrawals and death benefits.

(b) Includes mutual funds.2007 compared to the same period in 2006 due to policies
coming out of their surrender charge period and increased Higher surrenders in the group retirement and individual
competition from banks. Individual fixed annuities net flows fixed annuity blocks, offset somewhat by increased deposits
for the first six months of 2007 declined compared to the on both blocks, resulted in negative net flows for the first six
same period in 2006, reflecting the higher surrenders months of 2007. The continuation of the current interest rate
discussed above, partially offset by slightly higher deposits. and competitive environment could prolong this trend.

The following table presents Domestic Retirement Services
reserves by surrender charge category as of June 30, 2007:

Group Individual Individual
Retirement Fixed Variable

(in millions) Products* Annuities Annuities

Zero or no surrender charge $45,361 $10,813 $12,591
0% - 2% 6,734 4,068 5,424
Greater than 2% - 4% 3,872 6,665 5,589
Greater than 4% 3,241 27,182 9,355
Non-Surrenderable 877 3,442 92

Total $60,085 $52,170 $33,051

* Excludes mutual funds of $7.6 billion.
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Life  Insurance &  Retirement  Services  Net  Investment  Income  and  Net  Realized  Capital  Gains  (Losses)

The following table summarizes the components of Net investment income:

Three Months Six Months
Ended June 30, Ended June 30,

(in millions) 2007 2006 2007 2006

Foreign Life Insurance & Retirement Services:
Fixed maturities, including short-term investments $2,099 $1,831 $ 4,208 $3,486
Equity securities 101 95 165 166
Interest on mortgage, policy and collateral loans 114 111 227 219
Partnership income 38 23 86 40
Unit investment trusts(a) 235 184 321 184
Other(b) 78 114 142 183

Total investment income before policyholder trading gains (losses) 2,665 2,358 5,149 4,278
Policyholder trading gains (losses)(c) 784 (321) 1,259 69

Total investment income 3,449 2,037 6,408 4,347

Investment expenses 88 67 164 122

Net investment income $3,361 $1,970 $ 6,244 $4,225

Domestic Life Insurance:
Fixed maturities, including short-term investments $ 870 $ 829 $ 1,781 $1,699
Equity securities (1) – (2) 2
Interest on mortgage, policy and collateral loans 102 84 202 169
Partnership income — excluding Synfuels 60 2 87 12
Partnership income (loss) — Synfuels (42) (22) (75) (59)
Unit investment trusts 2 – 4 –
Other(b) 26 16 40 30

Total investment income 1,017 909 2,037 1,853

Investment expenses 11 16 26 27

Net investment income $1,006 $ 893 $ 2,011 $1,826

Domestic Retirement Services:
Fixed maturities, including short-term investments $1,364 $1,390 $ 2,764 $2,828
Equity securities 21 2 24 5
Interest on mortgage, policy and collateral loans 135 111 256 215
Partnership income — excluding Synfuels 253 70 383 201
Other(b) 4 (3) (8) (20)

Total investment income before policyholder trading gains (losses) 1,777 1,570 3,419 3,229

Investment expenses 12 13 29 26

Net investment income $1,765 $1,557 $ 3,390 $3,203

Total:
Fixed maturities, including short-term investments $4,333 $4,050 $ 8,753 $8,013
Equity securities 121 97 187 173
Interest on mortgage, policy and collateral loans 351 306 685 603
Partnership income — excluding Synfuels 351 95 556 253
Partnership income (loss) — Synfuels (42) (22) (75) (59)
Unit investment trusts(a) 237 184 325 184
Other(b) 108 127 174 193

Total investment income before policyholder trading gains (losses) 5,459 4,837 10,605 9,360
Policyholder trading gains (losses)(c) 784 (321) 1,259 69

Total investment income 6,243 4,516 11,864 9,429

Investment expenses 111 96 219 175

Net investment income(d) $6,132 $4,420 $11,645 $9,254

(a) Includes the effect of an out of period UCITS adjustment in the second quarter of 2006. For the three and six-month periods ended June 30, 2006 the effect

was an increase of $221 million and $203 million, respectively, in net investment income and $144 million and $132 million, respectively, in operating

income.

(b) Other includes real estate income, income on non-partnership invested assets, securities lending and Foreign Life Insurance & Retirement Services’ equal

share of the results of AIG Credit Card Company (Taiwan).

(c) Relates principally to assets held in various trading securities accounts that do not qualify for separate account treatment under SOP 03-1. These amounts are

offset by an equal change included in incurred policy losses and benefits.

(d) Includes call and tender income.

Net investment income increased for the three and six-month the same period in 2006. Earnings on certain interests in unit
periods ended June 30, 2007 compared to the same periods in investment trusts allocated to policyholder accounts through
2006. Fixed maturities income rose as the underlying invested incurred policy losses and benefits for the current quarter and
asset base grew. Yield enhancement activity increased over year-to-date include earnings of $148 million and
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$189 million, respectively, compared to $64 million for both affected by yield enhancement activity,  as shown in the
the second quarter and first six months in 2006, respectively. above table.
Policyholder trading gains (losses) increased for both the

See also Insurance and Asset Management Invested
quarter and year-to-date compared to the same period in

Assets herein.
2006 and generally follow the trend of equity markets in the

AIG generates income tax credits as a result of investingrespective periods. Net investment income for certain
in synthetic fuel production (synfuels) related to theoperations include investments in structured notes linked to
investment loss shown in the above table and records thoseemerging market sovereign debt that incorporates both
benefits in its provision for income taxes. The amounts ofinterest rate risk and currency risk. For 2007, these
those income tax credits were $118 million and $61 millioninvestments generated income of $23 million and $45 million
for the first six months of 2007 and 2006, respectively. For afor the three and six-month periods ended June 30, 2007,
further discussion of the effect of fluctuating domestic cruderespectively, compared to losses of $51 million and
oil prices on synfuel tax credits, see Note 6(c) of Notes to$32 million for the same periods in 2006. In addition, period
Consolidated Financial Statements.to period comparisons of investment income for some

investment activities, particularly partnership income, are

The following table summarizes Net realized capital gains (losses) by major category:

Six MonthsThree Months
Ended June 30,Ended June 30,

(in millions) 2007 2006 2007 2006

Foreign Life Insurance & Retirement Services:
Sales of fixed maturities $ (25) $(125) $ (45) $(146)
Sales of equity securities 180 250 212 401
Other:

Foreign exchange transactions (25) (95) 90 (90)
Derivatives instruments 52 87 (65) 346
Other-than-temporary decline (131) (4) (462) (45)
Other* (33) 51 53 50

Total Foreign Life Insurance & Retirement Services $ 18 $ 164 $(217) $ 516
Domestic Life Insurance:

Sales of fixed maturities $ (58) $ (39) $ (39) $ (61)
Sales of equity securities 4 4 5 6
Other:

Foreign exchange transactions – 1 2 –
Derivatives instruments 41 28 30 115
Other-than-temporary decline (49) (61) (68) (115)
Other 46 (8) 42 (12)

Total Domestic Life Insurance $ (16) $ (75) $ (28) $ (67)
Domestic Retirement Services:

Sales of fixed maturities $ (79) $ (41) $ (60) $ (88)
Sales of equity securities 5 17 16 31
Other:

Foreign exchange transactions 1 – 7 –
Derivatives instruments (52) (42) (47) (36)
Other-than-temporary decline (144) (169) (186) (261)
Other (12) (11) (20) (36)

Total Domestic Retirement Services $(281) $(246) $(290) $(390)
Total:

Sales of fixed maturities $(162) $(205) $(144) $(295)
Sales of equity securities 189 271 233 438
Other:

Foreign exchange transactions (24) (94) 99 (90)
Derivative instruments 41 73 (82) 425
Other-than-temporary decline (324) (234) (716) (421)
Other 1 32 75 2

Total: $(279) $(157) $(535) $ 59

* Includes gains of $66 million and losses of $19 million allocated to participating policyholders for the three-month periods ended June 30, 2007 and 2006,

respectively, and losses of $5 million and gains of $48 million for the first six months of 2007 and 2006, respectively.

Net realized capital gains (losses) include normal portfolio operations in the first six months of 2007 include losses of
transactions as well as derivative gains (losses) for $65 million related to derivatives that did not qualify for
transactions that did not qualify for hedge accounting hedge accounting treatment compared to a gain of
treatment under FAS 133, foreign exchange gains and losses $346 million in the same period in 2006. Derivatives in the
and other-than-temporary declines in the value of Foreign Life operations are primarily used to economically
investments. Net realized capital losses in the Foreign Life hedge cash flows related to U.S. dollar bonds back to the
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respective currency of the country, principally in Taiwan, directly related to, the acquisition of new or renewal business.
Thailand, and Singapore. The corresponding foreign Policy acquisition costs for life insurance products are
exchange gain or loss with respect to the economically generally deferred and amortized over the premium paying
hedged bond is deferred in Accumulated other comprehensive period of the policy. Policy acquisition costs that relate to
income until the bond is sold or deemed to be other than universal life and investment-type products, including
temporarily impaired. In the first six months of 2007, Foreign variable and fixed annuities (investment-oriented products),
Life operations incurred losses of $462 million for the decline are deferred and amortized, with interest, as appropriate, in
in the value of securities deemed to be other than temporarily relation to the historical and future incidence of estimated
impaired. A significant portion of those losses was related to gross profits to be realized over the estimated lives of the
the decline in value of U.S. dollar bonds held in Thailand and contracts. Total acquisition costs deferred decreased
Singapore reflecting the depreciation of the U.S. dollar $118 million in the first six months of 2007 compared to the
against the local currencies. first six months in 2006 primarily due to lower Domestic Life

sales. Total amortization expense increased $79 million
Deferred  Policy  Acquisition  Costs,  Sales  Inducement compared to the first six months in 2006. Annualized
Assets  and  Future  Policy  Benefit  Reserves amortization expense levels for 2007 and 2006 are

approximately 12 percent and 14 percent, respectively, of theDAC for Life Insurance & Retirement Services products
opening DAC balance.arises from the deferral of those costs that vary with, and are

The following table summarizes the major components of the changes in DAC/Value of Business Acquired (VOBA) and Sales
Inducement Assets (SIA):

Six Months Ended June 30,

(in millions) 2007 2006

DAC/VOBA SIA Total DAC/VOBA SIA Total

Foreign Life Insurance & Retirement Services
Balance at beginning of year $21,153 $ 404 $21,557 $17,638 $ 192 $17,830
Acquisition costs deferred 2,510 60 2,570 2,479 34 2,513
Amortization charged to income or credited to operating

income:
Related to net realized capital gains (losses) 45 1 46 1 — 1
Related to unlocking future assumptions 30 2 32 28 — 28
All other amortization (1,344) 2 (1,342) (1,292) (14) (1,306)

Change in unrealized gains (losses) on securities 531 7 538 81 — 81
Increase (decrease) due to foreign exchange (230) 1 (229) 936 9 945
Other * (78) — (78) — — —
Balance at end of period $22,617 $ 477 $23,094 $19,871 $ 221 $20,092
Domestic Life Insurance
Balance at beginning of year $ 6,006 $ 46 $ 6,052 $ 5,184 $ 31 $ 5,215
Acquisition costs deferred 442 10 452 617 10 627
Amortization charged to income or credited to operating

income:
Related to net realized capital gains (losses) 4 — 4 17 — 17
All other amortization (344) (3) (347) (350) (1) (351)

Change in unrealized gains (losses) on securities 230 — 230 717 — 717
Increase (decrease) due to foreign exchange 45 — 45 20 — 20
Other * (64) (64) — — —
Balance at end of period $ 6,319 $ 53 $ 6,372 $ 6,205 $ 40 $ 6,245
Domestic Retirement Services
Balance at beginning of year $ 5,651 $ 887 $ 6,538 $ 5,284 $ 871 $ 6,155
Acquisition costs deferred 376 101 477 360 117 477
Amortization charged to income or credited to operating

income:
Related to net realized capital gains (losses) 52 12 64 72 12 84
Related to unlocking future assumptions 2 — 2 (1) — (1)
All other amortization (445) (79) (524) (394) (64) (458)

Change in unrealized gains (losses) on securities 318 64 382 1,099 190 1,289
Balance at end of period $ 5,954 $ 985 $ 6,939 $ 6,420 $1,126 $ 7,546
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Six Months Ended June 30,

(in millions) 2007 2006

DAC/VOBA SIA Total DAC/VOBA SIA Total

Total Life Insurance & Retirement Services
Balance at beginning of year $32,810 $1,337 $34,147 $28,106 $1,094 $29,200
Acquisition costs deferred 3,328 171 3,499 3,456 161 3,617
Amortization charged to income or credited to operating

income:
Related to net realized capital gains (losses) 101 13 114 90 12 102
Related to unlocking future assumptions 32 2 34 27 — 27
All other amortization (2,133) (80) (2,213) (2,036) (79) (2,115)

Change in unrealized gains (losses) on securities 1,079 71 1,150 1,897 190 2,087
Increase (decrease) due to foreign exchange (185) 1 (184) 956 9 965
Other * (142) — (142) — — —
Balance at end of period $34,890 $1,515 $36,405 $32,496 $1,387 $33,883

* Primarily represents the cumulative effect of adoption of SOP 05-1.

TaiwanDAC for insurance-oriented, investment-oriented and
retirement services products is reviewed for recoverability, Beginning in calendar year 2000, the yield available on
which involves estimating the future profitability of current Taiwanese 10-year government bonds dropped from
business. This review involves significant management approximately 6 percent to approximately 2.5 percent at
judgment. If actual future profitability is substantially lower June 30, 2007. Yields on most other invested assets  have
than estimated, AIG’s results of operations could be correspondingly dropped over the same period of time.
significantly affected in future periods. Current sales are focused on products such as a) variable

separate account products which do not contain interest rate
Future Policy Benefit Reserves

guarantees, b) participating products which contain very low
implied interest rate guarantees, and c) A&H policies andPeriodically, the net benefit reserves (policy benefit reserves
riders.less DAC) established for life and retirement services

companies are tested to ensure that, including consideration
In developing the reserve adequacy analysis for Nan

of future expected premium payments, they are adequate to
Shan, several key best estimate assumptions have been made:

provide for future policyholder benefit obligations. The
) Observed historical mortality improvement trends haveassumptions used to perform the tests are current best-

been projected to 2014;estimate assumptions as to policyholder mortality, morbidity,
terminations, company maintenance expenses and invested

) Morbidity, expense and termination rates have been
asset returns. For long duration traditional business, a ‘‘lock- updated to reflect recent experience;
in’’ principle applies, whereby the assumptions used to

) Taiwan government bond rates are expected to remain atcalculate the benefit reserves and DAC are set when a policy
current levels for 10 years and gradually increase to bestis issued and do not change with changes in actual
estimate assumptions of a market consensus view of long-experience. These assumptions include margins for adverse
term interest rate expectations. Foreign assets are assumeddeviation in the event that actual experience might deviate
to comprise 35 percent of invested assets, resulting in afrom these assumptions. For business in force outside of
composite long-term investment assumption ofNorth America, 46 percent of total policyholder benefit
approximately 4.7 percent; andliabilities at June 30, 2007 resulted  from traditional business

where the lock-in principle applies. In most foreign locations,
) The currently permitted practice of offsetting positive

guarantees have been made to pay benefits to policyholders mortality experience with negative interest margins, thus
for many decades into the future. eliminating the need for mortality dividends, will continue.

As experience changes over time, the best-estimate Future results of the reserve adequacy tests are uncertain
assumptions are updated to reflect the observed changes. given the long-term nature of the business and the volatility
Because of the long-term nature of many of AIG’s liabilities inherent in actual investment yields. The inability to achieve
subject to the lock-in principle, small changes in certain of the assumed investment returns could accelerate DAC
assumptions may cause large changes in the degree of reserve amortization and necessitate reserve strengthening.
adequacy that exists. In particular, changes in estimates of
future invested asset return assumptions have a large effect on
the degree of reserve adequacy that exists.
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Financial  Services  Operations
AIG’s Financial Services subsidiaries engage in diversified activities including aircraft and equipment leasing, capital markets,
consumer finance and insurance premium finance.

Financial  Services  Results

Financial Services results were as follows:

Three Months Six MonthsPercentage Percentage
Ended June 30, Ended June 30,Increase/ Increase/

(in millions) 2007 2006 (Decrease) 2007 2006 (Decrease)
Revenues:

Aircraft Leasing(a) $1,173 $1,051 12% $ 2,231 $ 2,063 8%
Capital Markets(b)(c) (67) (788) – 161 (1,088) –
Consumer Finance(d)(e) 949 942 1 1,832 1,867 (2)
Other, including intercompany adjustments 68 41 66 100 70 43

Total $2,123 $1,246 70% $ 4,324 $ 2,912 48%

Operating income (loss):
Aircraft Leasing(a) $ 207 $ 198 5% $ 371 $ 374 (1)%
Capital Markets(b)(c) (255) (952) – (187) (1,422) –
Consumer Finance(d)(e) 75 202 (63) 111 378 (71)
Other, including intercompany adjustments 20 22 (9) 44 32 38

Total $ 47 $ (530) –% $ 339 $ (638) –%

(a) Revenues are primarily aircraft lease rentals from ILFC. Both revenues and operating income include gains (losses) from hedging activities that did not
qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses. For the three-month periods ended June 30,
2007 and 2006, the effect was $24 million and $10 million, respectively. For the six-month periods ended June 30, 2007 and 2006, the effect was
$(13) million and $55 million, respectively. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic
hedges of borrowings. In the second quarter of 2007, ILFC began applying hedge accounting to most of its derivatives hedging interest rate and foreign
exchange risks associated with its floating rate and foreign currency denominated borrowings.

(b) Revenues, shown net of interest expense of $805 million and $633 million for the three-month periods ended June 30, 2007 and 2006, respectively, and
$1.9 billion and $1.3 billion for the six-month periods ended June 30, 2007 and 2006, respectively, were primarily from hedged financial positions entered
into in connection with counterparty transactions. Both revenues and operating income include gains (losses) from hedging activities that did not qualify for
hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses. For the three-month periods ended June 30, 2007 and
2006, the effect was $(528) million and $(1.2) billion, respectively. For the six-month periods ended June 30, 2007 and 2006, the effect was $(613) million
and $(1.8) billion, respectively. The second quarter and the first six months of 2007 include out of period charges of $431 million and $326 million,
respectively, including a $380 million charge in both periods to reverse net gains recognized on transfers of available for sale securities among legal entities
consolidated within AIGFP. The first six months of 2006 include an out of period charge of $300 million related to the remediation of the material weakness
in accounting for certain derivative transactions under FAS 133. In the first quarter of 2007, AIGFP began applying hedge accounting for certain
transactions.

(c) Certain transactions entered into by AIGFP generate tax credits and benefits which are included in income taxes in the consolidated statement of income. The
amounts of such tax credits and benefits for the three-month periods ended June 30, 2007 and 2006 were $18 million and $8 million, respectively. The
amounts of such tax credits and benefits for the six-month periods ended June 30, 2007 and 2006 were $35 million and $26 million, respectively.

(d) Revenues are primarily finance charges. Both revenues and operating income include gains (losses) from hedging activities that did not qualify for hedge
accounting treatment under FAS 133, including the related foreign exchange gains and losses. For the three-month periods ended June 30, 2007 and 2006,
the effect was $20 million and $5 million, respectively. For the six-month periods ended June 30, 2007 and 2006, the effect was $(15) million and $8 million,
respectively. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of borrowings. In the
second quarter of 2007, AGF began applying hedge accounting to most of its derivatives hedging interest rate and foreign exchange risks associated with its
floating rate and foreign currency denominated borrowings.

(e) The three-month and six-month periods ended June 30, 2007 included pre-tax charges of $50 million and $178 million, respectively, in connection with
domestic consumer finance’s mortgage banking activities.

Financial Services operating income increased in the three any of the derivatives and related assets and liabilities.
and six-month periods ended June 30, 2007 compared to the Accordingly, revenues and operating income were exposed to
same periods in 2006 primarily due to differences in the volatility resulting from differences in the timing of revenue
accounting treatment for hedging activities. In the first recognition between the derivatives and the related hedged
quarter of 2007, AIGFP began applying hedge accounting to assets and liabilities.
certain of its interest rate swaps and foreign currency forward

The second quarter and the first six months of 2007
contracts hedging its investments and borrowings. In the

included out of period charges of $431 million and
second quarter of 2007, AGF and ILFC began applying hedge

$326 million, respectively, of which $380 million was to
accounting to most of their derivatives hedging interest rate

reverse net gains recognized on transfers of available for sale
and foreign exchange risks associated with their floating rate

securities among legal entities consolidated within AIGFP. 
and foreign currency denominated borrowings. During 2006,
hedge accounting under FAS 133 was not being applied to
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The first six months of 2006 included an out of period charge rental revenues was partially offset by increases in
of $300 million related to the remediation of the material depreciation and interest expense. During the second quarter
weakness in accounting for certain derivative transactions of 2007, ILFC did not sell any aircraft compared to three
under FAS 133. aircraft sold in the same period in 2006, resulting in a

decrease in revenues of $18 million from the comparative
Beginning in the first quarter of 2007, net realized

period. Depreciation expense increased by $49 million, or
capital gains and losses, including derivative gains and losses

13 percent, in line with the increase in the size of the aircraft
and foreign exchange transaction gains and losses for

fleet. Interest expense increased by $71 million, or
Financial Services entities other than AIGFP, which were

21 percent, driven by rising cost of funds, a weaker
previously reported as part of AIG’s Other category, are now

U.S. dollar against the Euro and the British Pound and
included in Financial Services revenues and operating income.

additional borrowings to fund aircraft purchases. As noted
For the three and six-month periods ended June 30, 2007, the

above, ILFC’s interest expense did not reflect the benefit of
amount included in both Financial Services revenues and

hedging these exposures in 2006. For the three-month
operating income was a gain of $63 million and a loss of

periods ended June 30, 2007 and 2006, the gains from
$4 million, respectively. All prior periods have been revised to

hedging activities that did not qualify for hedge accounting
conform to the current presentation.

treatment under FAS 133, including the related foreign
exchange gains and losses, were $24 million and $10 million,Aircraft  Leasing
respectively, in both revenues and operating income.

AIG’s Aircraft Leasing operations represent the operations of
ILFC, which generates its revenues primarily from leasing Year-to-date  Aircraft  Leasing  Results
new and used commercial jet aircraft to foreign and domestic

ILFC’s operating income decreased in the first six months of
airlines. Revenues also result from the remarketing of

2007 compared to the same period of 2006 by $3 million, or
commercial jets for ILFC’s own account, and remarketing

1 percent. Rental revenues increased by $273 million or
and fleet management services for airlines and financial

14 percent, driven by a larger aircraft fleet and higher lease
institutions. ILFC finances its aircraft purchases primarily

rates. During the first six months of 2007, ILFC’s fleet subject
through the issuance of debt instruments. ILFC hedges the

to operating leases increased by 70 airplanes to a total of 894.
majority of its floating rate and foreign currency

The increase in rental revenues was partially offset by
denominated debt using interest rate and foreign currency

increases in depreciation and interest expense. During the
derivatives. Starting in the second quarter of 2007, ILFC

first six months of 2007, ILFC sold one aircraft compared to
began applying hedge accounting to most of its derivatives.

six aircraft sold in the same period in 2006, resulting in a
All of ILFC’s derivatives are effective economic hedges;

decrease in revenues of $35 million compared to the same
however, since hedge accounting under FAS 133 was not

period in 2006. Depreciation expense increased by
applied prior to April 2, 2007, the benefits of using

$92 million, or 12 percent, in line with the increase in the size
derivatives to hedge these exposures are not reflected in

of the aircraft fleet. Interest expense increased by
ILFC’s 2006 corporate borrowing rate. The composite

$142 million, or 22 percent, driven by rising cost of funds, a
borrowing rates at June 30, 2007 and 2006 were 5.25 percent

weaker U.S. dollar against the Euro and the British Pound
and 5.01 percent, respectively.

and additional borrowings to fund aircraft purchases. ILFC’s
ILFC typically contracts to re-lease aircraft before the interest expense did not reflect the benefit of hedging these

end of the existing lease term. For aircraft returned before the exposures in the first quarter of 2007 and in 2006. For the
end of the lease term, ILFC has generally been able to re-lease first six months of 2007 and 2006, the gains (losses) from
such aircraft within two to six months of its return. As a hedging activities that did not qualify for hedge accounting
lessor, ILFC considers an aircraft ‘‘idle’’ or ‘‘off lease’’ when treatment under FAS 133, including the related foreign
the aircraft is not subject to a signed lease agreement or exchange gains and losses, were $(13) million and
signed letter of intent. ILFC had no aircraft off lease at $55 million, respectively, in both revenues and operating
June 30, 2007, and all new aircraft scheduled for delivery income.
through 2007 have been leased.

Capital  Markets
Quarterly  Aircraft  Leasing  Results

Capital Markets represents the operations of AIGFP, which
ILFC’s operating income increased in the three months ended engages as principal in a wide variety of financial
June 30, 2007 compared to the same period of 2006 by transactions, including standard and customized financial
$9 million, or 5 percent. Rental revenues increased by products involving commodities, credit, currencies, energy,
$136 million or 14 percent, driven by a larger aircraft fleet equities and rates. AIGFP also invests in a diversified
and higher lease rates. During the three months ended portfolio of securities and principal investments and engages
June 30, 2007, ILFC’s fleet subject to operating leases in borrowing activities involving issuing standard and
increased by 38 airplanes to a total of 894. The increase in
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structured notes and other securities, and entering into global interest rates, increases in credit spreads, higher equity
guaranteed investment agreements (GIAs). valuations and a slightly weaker U.S. dollar.

Beginning in 2007, AIGFP applied hedge accounting The most significant component of Capital Markets
under FAS 133 to certain of its interest rate swaps and foreign operating expenses is compensation, which was $153 million
currency forward contracts hedging its investments and and $129 million in the three-month periods ended June 30,
borrowings. As a result, AIGFP recognized in earnings the 2007 and 2006, respectively. The amount of compensation
change in the fair value on the hedged items attributable to was not affected by gains and losses arising from derivatives
the hedged risks offsetting the gains and losses on the not qualifying for hedge accounting treatment under
derivatives designated as hedges. Prior to 2007, AIGFP did FAS 133.
not apply hedge accounting under FAS 133 to any of its

AIG elected to early adopt FAS 155, ‘‘Accounting for
derivatives or related assets and liabilities.

Certain Hybrid Financial Instruments’’ (FAS 155) in 2006
Since 1998, AIGFP has written super senior (AAA+) and AIGFP elected to apply the fair value option to certain

protection through credit default swaps, a portion of which is structured notes and other financial liabilities containing
exposed to CDOs of residential mortgage-backed securities embedded derivatives outstanding as of January 1, 2006.
and other asset-backed securities. At June 30, 2007, the AIGFP recognized a gain of $196 million in the second
notional amount of this credit derivative portfolio was quarter of 2007 and a loss of $98 million in the second
$465 billion, including $64 billion from transactions with quarter of 2006 on hybrid financial instruments for which it
mixed collateral that include U.S. subprime mortgages. As of applied the fair value option under FAS 155. These amounts
August 6, 2007, all of AIGFP’s super senior exposures were largely offset by gains and losses on economic hedge
continued to have tranches below AIGFP’s attachment point positions also reflected in AIGFP’s operating income.
which have been explicitly rated AAA or would have been

Year-to-date  Capital  Markets  Resultsrated AAA had they been rated. AIGFP’s portfolio of credit
default swaps is carefully structured, undergoes regular Capital Markets operating income increased in the first six
monitoring, modeling and analysis and contains significant months of 2007 by $1.2 billion compared to the same period
protection through collateral subordination. In addition, in in 2006, as AIGFP experienced higher transaction flow in the
December 2005, AIGFP stopped committing to writing super first six months of 2007 in its equity and commodity
senior protection for CDOs that included any subprime products. AIGFP also recognized a net loss of $613 million
collateral. For a further description of AIGFP’s risk related to hedging activities that did not qualify for hedge
management practices in its credit default swaps business, see accounting treatment under FAS 133, compared to a net loss
Management’s Discussion and Analysis of Financial of $1.8 billion for the same period in 2006. The first six
Condition and Results of Operations — Risk months of 2007 included out of period charges of
Management — Segment Risk Management — Financial $326 million, as noted above, and a $166 million reduction
Services in the 2006 Annual Report on Form 10-K. in fair value at March 31, 2007 of certain derivatives that are

an integral part of, and economically hedge, the structured
Quarterly  Capital  Markets  Results

transactions potentially affected by the proposed regulations
Capital Markets operating income increased in the three issued by the U.S. Treasury Department discussed above in
months ended June 30, 2007 by $697 million compared to Overview of Operations and Business — Outlook. The net
the same period in 2006. During the second quarter of 2007, loss on AIGFP’s derivatives recognized in the first six months
AIGFP experienced increased transaction flow in its equity, of 2006 included an out of period charge of $300 million
credit and currency products. related to the remediation of the material weakness in

accounting for certain derivative transactions under FAS 133.
In addition, AIGFP recognized a net loss of $528 million

The net loss also reflects the effect of increases in U.S. interest
related to hedging activities that did not qualify for hedge

rates and a weakening of the U.S. Dollar on derivatives
accounting treatment under FAS 133, compared to a net loss

hedging AIGFP’s assets and liabilities.
of $1.2 billion for the same period in 2006. The net loss in the
second quarter of 2007 includes out of period charges of Financial market conditions in the first six months of
$431 million, including a charge of $380 million to reverse net 2007 were characterized by increases in global interest rates,
gains recognized in previous periods on transfers of available increases in credit spreads, higher equity valuations and a
for sale securities among legal entities consolidated within slightly weaker U.S. dollar.
AIGFP. The net loss also reflects the effect of increases in

The most significant component of Capital Markets
U.S. interest rates and the slight weakening of the U.S. Dollar

operating expenses is compensation, which was $276 million
on derivatives hedging AIGFP’s assets and liabilities.

and $265 million in the first six months of 2007 and 2006,
Financial market conditions in the three months ended respectively. The amount of compensation was not affected

June 30, 2007 were characterized by sizable increases in
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by gains and losses arising from derivatives not qualifying for On June 7, 2007, AIG’s domestic consumer finance
hedge accounting treatment under FAS 133. operations, consisting of AIG Bank, AGF’s mortgage banking

subsidiary Wilmington Finance, Inc. (WFI) and AGF entered
AIGFP recognized a gain of $30 million in the first six

into a Supervisory Agreement with the Office of Thrift
months of 2007 and a loss of $89 million in the first six

Supervision (OTS). The Supervisory Agreement pertains to
months of 2006 on hybrid financial instruments for which it

certain mortgage loans originated in the name of AIG Bank
applied the fair value option under FAS 155. These amounts

from July 2003 through early May 2006 pursuant to a
were largely offset by gains and losses on economic hedge

servicing agreement between WFI and AIG Bank, which was
positions also reflected in AIGFP’s operating income.

terminated in February 2006. Pursuant to the terms of the
Supervisory Agreement, AIG Bank, WFI and AGF agreed toConsumer  Finance
implement a financial remediation program whereby certain

AIG’s consumer finance operations in North America are borrowers may be provided loans on more affordable terms
principally conducted through AGF. On January 2, 2007, AGF and/or reimbursement of certain fees. The Supervisory
expanded its operations into the United Kingdom through the Agreement also requires AGF to engage the services of an
acquisition of Ocean Finance and Mortgages Limited, a finance external consultant to monitor, evaluate and periodically
broker for home owner loans in the United Kingdom. AGF report to the OTS with respect to the matters covered by the
derives a substantial portion of its revenues from finance Supervisory Agreement. Separately, the domestic consumer
charges assessed on outstanding real estate loans, secured and finance operations also committed to donate $15 million to
unsecured non-real estate loans and retail sales finance certain not-for-profit organizations to support their efforts to
receivables. The real estate loans are comprised principally of promote financial literacy and credit counseling.
first-lien mortgages on residential real estate generally having a

Management’s best estimate of the cost of implementingmaximum term of 360 months, and are considered non-
the financial remediation plan contemplated by theconforming. The real estate loans may be closed-end accounts
Supervisory Agreement, including the $15 million donation,or open-end home equity lines of credit and are principally fixed
was $178 million at June 30, 2007. A charge in the amount ofrate products. AGF does not offer mortgage products with
$128 million was recorded in the first quarter of 2007 whileborrower payment options that allow for negative amortization
the remaining $50 million was recorded in the second quarterof the principal balance. The secured non-real estate loans are
of 2007 at the time the terms of the Supervisory Agreementsecured by consumer goods, automobiles or other personal
were finalized. As the estimate is based on judgments andproperty. Both secured and unsecured non-real estate loans and
assumptions made by management, the actual cost ofretail sales finance receivables generally have a maximum term
implementing the financial remediation plan may differ fromof 60 months. The majority of AGF’s finance receivables are
this estimate.sourced through its branches. However, a significant volume of

real estate loans is also sourced through broker relationships, AIG’s foreign consumer finance operations are
and to lesser extents, through correspondent relationships and principally conducted through AIG Consumer Finance
direct mail solicitations. Group, Inc. (AIGCFG). AIGCFG operates primarily in

emerging and developing markets. AIGCFG has operations inAGF also conducts mortgage banking activities through its
Argentina, China, Hong Kong, Mexico, Philippines, Poland,centralized real estate operations. It originates residential real
Taiwan and Thailand and most recently began operations inestate loans, the majority of which are sold to investors on a
India through the acquisition of a majority interest in a salesservicing-released basis. These loans are collateralized by first
finance lending operation during the first quarter of 2007 andand second-liens on one to four family properties and are
the acquisition of a mortgage lending operation in the secondoriginated largely through broker relationships and to a lesser
quarter of 2007. In addition, AIGCFG expanded itsextent are originated directly to consumers or through
distribution channels in Thailand by acquiring in the firstcorrespondent relationships. These real estate loans usually have
quarter of 2007 an 80 percent interest in a company with amaximum original terms of 360 months and generally have
network of over 130 branches for secured consumer lending.higher credit quality than the real estate loans sourced through
Certain of the AIGCFG operations are partly or whollyits branches. These real estate loans are generally considered
owned by life insurance subsidiaries of AIG. Accordingly, thenon-conforming and include fixed, adjustable and hybrid
financial results of those companies are allocated betweenadjustable loans. From July 2003 through February 2006, these
Financial Services and Life Insurance & Retirement Servicesloans were originated through an arrangement with AIG
according to their ownership percentages. While productsFederal Savings Bank (AIG Bank), a federally chartered thrift.
vary by market, the businesses generally provide credit cards,The origination relationship was terminated in the first quarter
unsecured and secured non-real estate loans, term deposits,of 2006. Since then, all new loans have been originated directly
savings accounts, retail sales finance and real estate loans.by AGF subsidiaries under their own state licenses.
AIGCFG originates finance receivables through its branches
and direct solicitation. AIGCFG also originates finance
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receivables indirectly through relationships with retailers, ended June 30, 2007 compared to the same period in 2006.
auto dealers, and independent agents. Loan growth, particularly in Poland and Argentina, was the

primary driver behind the higher revenues.
Quarterly  Consumer  Finance  Results

Year-to-date  Consumer  Finance  Results
Consumer Finance operating income decreased by
$127 million, or 63 percent, in the three months ended Consumer Finance operating income decreased by
June 30, 2007 compared to the same period in 2006. $267 million, or 71 percent, in the first six months of 2007

compared to the same period of 2006.
The operating income from the domestic consumer

finance operations, which include the operations of AGF and The operating income for the first six months of 2007
AIG Bank, decreased by $127 million, or 68 percent, for the from the domestic consumer finance operations, which
three months ended June 30, 2007 compared to the same includes the operations of AGF and AIG Bank, decreased by
period in 2006. Pursuant to the terms of the Supervisory $311 million or 81 percent from the same period of 2006.
Agreement, as discussed above, a charge of $50 million was Pursuant to the terms of the Supervisory Agreement, as
recorded in the second quarter of 2007. Additionally, for the discussed above, charges of $178 million were recorded
three months ended June 30, 2007, domestic results were during the first six months of 2007. 
adversely affected by the slower housing market, higher

Additionally, for the first six months of 2007, domestic
interest rates on most long-term fixed rate loans and evolving

results were adversely affected by the slower housing market,
changes in the regulatory environment which resulted in

higher interest rates on most long-term fixed rate loans and
lower originations for both investment and held for sale real

evolving changes in the regulatory environment which
estate loans. For the three months ended June 30, 2007,

resulted in lower originations  for both investment and held
results from mortgage banking activities included lower net

for sale real estate loans. For the first six months of 2007,
gains on sales of real estate loans held for sale as well as an

results from mortgage banking activities included a
$11 million increase in the provision for AGF’s warranty

$36 million increase in the provision for AGF’s warranty
reserve compared to the same period in 2006, which covers

reserve compared to the same period in 2006. Although
its obligations to repurchase loans sold to third-party

mortgage loan originations declined in the first six months of
investors should there be a first payment default or breach of

2007, the softening of home price appreciation (reducing the
representations and warranties.

equity customers may be able to extract from their homes by
AGF’s finance receivables totaled $24.9 billion as of refinancing) and higher mortgage loan interest rates

June 30, 2007, including $19.2 billion of loans for which contributed to an increase in non-real estate loans of
some or all of the collateral consisted of real estate, and 12 percent at June 30, 2007 compared to June 30, 2006.
which were predominantly underwritten with full income Retail sales finance receivables also increased 22 percent
verification. As of June 30, 2007, the 60-day delinquency rate compared to June 30, 2006 due to increased marketing
for these real estate loans was 1.95 percent (based on efforts and customer demand. AGF’s results for the first six
outstanding loan balances, consistent with mortgage lending months of 2007 also included $65 million from a favorable
practice). The overall credit quality of AGF’s finance out of court settlement.
receivables during the three months ended June 30, 2007

The credit quality of AGF’s finance receivables during
remained stable. AGF’s net charge-off rate increased to

the first six months of 2007 remained stable. Its net charge-
1.02 percent compared to 0.86 percent in the same period in

off ratio increased to 1.00 percent compared to 0.87 percent
2006. The 60-day delinquency rate for all finance receivable

in the same period in 2006, which reflected $6 million of non-
types increased from 1.75 percent at June 30, 2006 to

recurring recoveries that were recorded in the first quarter of
2.18 percent at June 30, 2007.

2006. AGF’s delinquency ratio remained relatively low,
AGF’s interest expense increased by $18 million or although it increased by 43 basis points to 2.18 percent at

6 percent as both its short-term and long-term borrowing June 30, 2007 compared to June 30, 2006. AGF’s allowance
rates increased in the three months ended June 30, 2007 for finance receivables losses as a percentage of outstanding
compared to the same period in 2006. During the three receivables was 2.04 percent at June 30, 2007 compared to
months ended June 30, 2007, AGF recorded a net gain of 2.07 percent at June 30, 2006. The allowance for finance
$17 million on its derivatives that did not qualify for hedge receivables losses includes an allowance for catastrophe-
accounting under FAS 133, including the related foreign related losses relating to hurricane Katrina of $11 million at
exchange losses, compared to a net gain of $2 million for the June 30, 2007 compared to $54 million at June 30, 2006.
same period in 2006. Commencing in the second quarter of

AGF’s interest expense increased by $64 million or
2007, AGF began applying hedge accounting.

11 percent as both its short-term and long-term borrowing
Revenues from the foreign consumer finance operations rates increased in the first six months of 2007 compared to

increased by approximately 26 percent in the three months the same period of 2006. Its short-term borrowing rates
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averaged 5.40 percent in the first six months of 2007 institutional investors, AIG subsidiaries and affiliates and
compared to 4.85 percent in the same period of 2006, while high net worth investors. These products and services include
long-term borrowing rates averaged 5.19 percent in the first traditional equity and fixed income investment management
six months of 2007 compared to 4.89 percent in the first six and a full range of alternative asset classes. Delivery of AIG’s
months of 2006. Institutional Asset Management products and services is

accomplished via a global network of operating subsidiaries
For the first six months of 2007, domestic consumer

comprising AIG Global Asset Management Holdings Corp.
finance revenues and operating income also declined from the

and its subsidiaries and affiliated companies (collectively,
prior year, partially due to the change in fair value of the

AIG Investments). The primary operating entities within this
derivatives hedging borrowings which did not qualify for

group are AIG Global Investment Corp., AIG Global Real
hedge accounting treatment under FAS 133 during either

Estate Investment Corp. and AIG Private Bank. AIG Private
period. During the first six months of 2007, AGF recorded a

Bank offers banking, trading and investment management
net loss of $19 million on such derivatives, including the

services to private client and high net worth individuals and
related foreign exchange losses, compared to a net gain of

institutions globally.
$4 million for the same period in 2006. Commencing in the
second quarter of 2007, AGF began applying hedge Within the alternative investment asset class, AIG
accounting. Investments offers hedge and private equity fund-of-funds,

direct investments and distressed debt investments. Within
Revenues from the foreign consumer finance operations

the structured fixed income and equity product asset class,
increased by 22 percent in the first six months of 2007

AIG Investments offers various forms of structured and credit
compared to the same period of 2006. Loan growth,

linked notes, various forms of collateralized debt obligations
particularly in Poland and Argentina, was the primary driver

and other investment strategies aimed at achieving superior
behind the higher revenues. Operating income in the first six

returns or capital preservation. In addition, Institutional
months of 2006 reflects AIGCFG’s $44 million share of the

Asset Management’s product offerings include various forms
allowance for losses related to industry-wide credit

of principal protected and liability management structures.
deterioration in the Taiwan credit card market.

Brokerage  Services  and  Mutual  Funds
Asset  Management  Operations

AIG’s Brokerage Services and Mutual Funds business
AIG’s Asset Management operations comprise a wide variety

provides mutual fund and broker-dealer related services to
of investment-related services and investment products. Such

retail investors, group trusts and corporate accounts through
services and products are offered to individuals and

an independent network of financial advisors. The AIG
institutions both domestically and overseas, and are primarily

Advisor Group, Inc., a subsidiary of AIG Retirement Services,
comprised of Spread-Based Investment Businesses,

Inc., is comprised of several broker-dealer entities that
Institutional Asset Management and Brokerage Services and

provide these services to clients primarily in the
Mutual Funds.

U.S. marketplace. AIG SunAmerica Asset Management Corp.
The revenues and operating income for this segment are manages, advises and/or administers retail mutual funds, as

affected by the general conditions in the equity and credit well as the underlying assets of variable annuities sold by AIG
markets. In addition, net realized gains and performance fees SunAmerica and VALIC to individuals and groups
are contingent upon various fund closings, maturity levels throughout the United States.
and market conditions.

Other
Spread-Based  Investment  Business

Included in the Other category for Asset Management is
In prior years, the sale of GICs to investors, both domestically income or loss from certain SunAmerica sponsored
and overseas, was AIG’s primary institutional Spread-Based partnerships and partnership investments. Partnership assets
Investment Business. During 2005, AIG launched its MIP and consist of investments in a diversified portfolio of private
its asset management subsidiaries, primarily SunAmerica equity funds, affordable housing partnerships and hedge fund
Life, ceased writing new GIC business. The GIC business will investments.
continue to run off for the foreseeable future while the MIP
business is expected to grow.

Institutional  Asset  Management

AIG’s Institutional Asset Management business provides an
array of investment products and services globally to
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Asset  Management  Results

Asset Management results were as follows:

Three Months Six MonthsPercentage Percentage
Ended June 30, Ended June 30,Increase/ Increase/

(in millions) 2007 2006 (Decrease) 2007 2006 (Decrease)

Revenues:
Spread-Based Investment Business $ 734 $ 697 5% $1,749 $1,372 27%
Institutional Asset Management 1,077 666 62 1,745 992 76
Brokerage Services and Mutual Funds 82 73 12 160 146 10
Other 96 79 22 243 144 69

Total $1,989 $1,515 31% $3,897 $2,654 47%

Operating income:
Spread-Based Investment Business $ 244 $ 216 13% $ 735 $ 423 74%
Institutional Asset Management* 770 473 63 1,103 631 75
Brokerage Services and Mutual Funds 21 21 – 47 44 7
Other 93 75 24 237 136 74

Total $1,128 $ 785 44% $2,122 $1,234 72%

* Includes a total of $223 million and $270 million for the three-month periods ended June 30, 2007 and 2006, respectively, and $451 million and $366 million

for the six-month periods ended June 30, 2007 and 2006, respectively, of income from certain AIG managed partnerships, private equity and real estate funds

that are consolidated. Such income is offset in minority interest expense, which is not a component of operating income, on the consolidated statement of

income.

Asset Management operating income increased in the three- equity partnerships. Partnership income is primarily derived
month period ended June 30, 2007 compared to the same from alternative investments and is affected by performance
period in 2006 primarily due to higher investment gains, in the equity markets. Thus, revenues, operating income and
including a gain of $398 million from the sale of a portion of cash flows attributable to GICs will vary from reporting
AIG’s investment in Blackstone Group, LP in connection with period to reporting period.
its initial public offering. Asset Management operating

Offsetting this growth in operating income was the
income increased in the six-month period ended June 30,

continued runoff of GIC balances. A significant portion of
2007 compared to the same period in 2006 due to the

the remaining GIC portfolio consists of floating rate
aforementioned investment gains as well as growth in both

obligations. AIG has entered into hedges to manage against
the Spread-Based Investment business and the Institutional

increases in short-term interest rates. AIG believes these
Asset Management business. Gains and losses arising from

hedges are economically effective, but they did not qualify for
the consolidation of certain partnerships, private equity

hedge accounting treatment under FAS 133. Income or loss
investments and real estate funds are included in operating

from these hedges are classified as net realized capital gains or
income, but are offset in minority interest expense, which is

losses in the Asset Management segment results.
not a component of operating income.

The following table illustrates the anticipated runoff of the
Beginning in the first quarter of 2007, net realized

domestic GIC portfolio at June 30, 2007:
capital gains and losses, including derivative gains and losses

(in Less Than 1-3 3+-5 Over Fiveand foreign exchange transaction gains and losses, which
billions) One Year Years Years Years Total

were previously reported as part of AIG’s Other category, are
Domestic

now included in Asset Management revenues and operating GICs $3,879 $12,944 $2,721 $ 6,663 $26,207
income. For the three and six-month periods of 2007, the
amount included in both Asset Management revenues and MIP operating income, which is reported in the Spread-
operating income was a gain of $352 million and Based Investment business, declined during the three months
$332 million, respectively. The three and six-month periods ended June 30, 2007 compared to the same period of 2006
of 2006 reflected losses of $8 million and $3 million, primarily due to foreign exchange losses on foreign-
respectively. All prior periods have been revised to conform denominated debt that, while economically hedged, did not
to the current presentation. qualify for hedge accounting treatment under FAS 133,

including a $36 million out of period loss recorded in the
Quarterly  Spread-Based  Investment  Business  Results second quarter of 2007.

Operating income related to the Spread-Based Investment During 2005, the MIP replaced the GIC program as
business increased in the three months ended June 30, 2007 AIG’s principal institutional spread-based investment
compared to the same period in 2006 due to an increase in activity. AIG does not expect that income growth in the MIP
partnership income associated with the Domestic GIC will offset the runoff in the GIC portfolio for the foreseeable
program and higher income from hedge funds and private future because the asset mix under the MIP does not include
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the alternative investments utilized in the GIC program. Year-to-date Institutional  Asset  Management Results
Commencing with transactions initiated in the first quarter of

Operating income for Institutional Asset Management
2007, AIG applied hedge accounting for certain derivative

increased in the first six months of 2007 compared to the
transactions related to the MIP.

same period of 2006 reflecting the $398 million gain from the
sale of a portion of AIG’s investment in Blackstone Group,

Year-to-date Spread-Based Investment Business Results
LP in connection with its initial public offering and increased

Operating income related to the Spread-Based Investment carried interest driven by higher valuations of portfolio
business increased in the first six months of 2007 compared investments which are generally associated with improved
to the same period of 2006 due to a significant increase in performance in the equity markets. Operating income also
partnership income associated with the Domestic GIC reflects higher gains on certain consolidated investments and
program and increased returns from hedge funds and private partnerships; however, these gains are offset in minority
equity partnerships. Partnership income in the first six interest expense. Partly offsetting these gains was a decrease
months of 2007 included a distribution from a single in net realized capital gains related to real estate investments
partnership of $164 million, which became available after a as well as increased expenses resulting from investment in
five-year restriction on capital withdrawals. sales and infrastructure enhancements.

MIP operating income grew in the first six months of AIG’s unaffiliated client assets under management,
2007 compared to the same period of 2006, reflecting including retail mutual funds and institutional accounts,
increased issuance activity. Through June 30, 2007, AIG has increased 15 percent to $86.5 billion from December 31,
issued the equivalent of $6.3 billion of securities to fund the 2006 to June 30, 2007, contributing to growth in its base
MIP in the Euromarkets and the U.S. public and private management fees. Additionally, AIG Investments successfully
markets. launched several new private equity and real estate funds in

the first half of 2007, which provide both a base managementIn order to better align financial reporting with the
fee and the opportunity for future performance fees.manner in which AIG’s chief operating decision makers have

managed their businesses, commencing in the first quarter of While unaffiliated client assets under management and
2007, revenues and operating income related to foreign the resulting management fees continue to increase, the
investment contracts, which were historically reported as a growth in operating income has trailed the growth in
component of the Spread-Based Investment business, are now revenues due to higher fund-related expenses as well as sales
being reported in the Life Insurance & Retirement Services and infrastructure enhancements. The fund-related expenses
segment. All prior periods have been revised to conform to are associated with investments acquired and held in
the current presentation. anticipation of future fund launches. It is anticipated that

these expenses will be recovered from fund entities in future
Quarterly  Institutional  Asset  Management  Results periods. The sales and infrastructure enhancements are

associated with AIG’s planned expansion of marketing andOperating income for Institutional Asset Management
distribution capabilities, combined with technology andincreased in the three months ended June 30, 2007 compared
operational infrastructure-related improvements.to the same period of 2006, reflecting the $398 million gain

from the sale of a portion of AIG’s investment in Blackstone
Other  OperationsGroup, LP in connection with its initial public offering.

Operating income for the three months ended June 30, 2007 The operating loss of AIG’s Other category was as follows:
was negatively affected by a decline in net realized capital Three Months Six Months

Ended June 30, Ended June 30,gains related to real estate investments, as well as carried
(in millions) 2007 2006 2007 2006interest on private equity investments, which were
Other operating income (loss):particularly strong during the same period of 2006. Also

Equity earnings in
negatively affecting operating income was a decrease in unconsolidated entities $ 50 $ 111 $ 91 $ 130

Interest expense (302) (223) (554) (406)carried interest, which was driven by lower valuations of
Unallocated corporateportfolio investments and is generally associated with expenses (200) (64) (362) (248)

performance in the equity markets, and lower gains on Compensation expense –
SICO Plans (10) (14) (20) (90)certain consolidated investments and partnerships. These

Compensation expense –
gains are offset in minority interest expense, which is not a Starr tender offer – – – (54)

Net realized capital gainscomponent of operating income, on the Consolidated
(losses) 22 (49) (27) (54)Statement of Income. Other miscellaneous, net (20) (19) (58) (45)

Total Other $(460) $(258) $(930) $(767)
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The operating loss of AIG’s Other category increased in the Borrowings
second quarter and first six months of 2007 compared to the

At June 30, 2007, AIG’s net borrowings were $17.2 billion,
comparable periods in 2006, reflecting higher interest

excluding amounts that were matched borrowings by AIG and
expenses resulting from increased borrowings in the parent

AIGFP, amounts not guaranteed by AIG, junior subordinated
company, higher unallocated corporate expenses primarily

debt and liabilities connected to trust preferred stock.
resulting from ongoing efforts to improve internal controls,

The following table summarizes borrowings outstanding:an increase in a provision for certain foreign payroll tax
obligations to $60 million, higher incentive plan costs and June 30, December 31,

(in millions) 2007 2006lower income from unconsolidated entities.
AIG’s net borrowings $ 17,225 $ 17,126Operating loss for the first six months of 2006 included
Junior subordinated debt 4,585 –

an out of period charge of $61 million related to the SICO
Liabilities connected to trust preferred

Plans and a one-time charge related to the Starr tender offer stock 1,440 1,440
of $54 million. MIP matched notes and bonds payable 11,756 5,468

Series AIGFP matched notes and
Beginning in the first quarter of 2007, derivative gains

bonds payable 371 72
and losses and foreign exchange transaction gains and losses AIGFP
for Asset Management and Financial Services entities (other GIAs 19,451 20,664
than AIGFP) are now included in Asset Management and Matched notes and bonds payable 38,626 35,776

Hybrid financial instrumentFinancial Services revenues and operating income. These
liabilities* 8,155 8,856amounts were previously reported as part of AIG’s Other

Borrowings not guaranteed by AIG 63,693 59,277category. All prior periods have been revised to conform to
Eliminations 8 –the current presentation.
Total $165,310 $148,679

* Represents structured notes issued by AIGFP that are accounted for usingCapital  Resources and Liquidity
the fair value option.

At June 30, 2007, AIG had total consolidated shareholders’
Borrowings issued or guaranteed by AIG and subsidiaryequity of $104.3 billion and total consolidated borrowings of
borrowings not guaranteed by AIG were as follows:$165.3 billion. At that date, $148.1 billion of such

June 30, December 31,borrowings were not guaranteed by AIG, were matched
(in millions) 2007 2006borrowings by AIG or AIGFP, or represented junior
AIG borrowings:subordinated debt or liabilities connected to trust preferred

Notes and bonds payable $ 9,742 $ 8,915stock.
Junior subordinated debt 4,585 –
Loans and mortgages payable 178 841
MIP matched notes and bonds

payable 11,756 5,468
Series AIGFP matched notes and

bonds payable 371 72

Total AIG Borrowings 26,632 15,296

Borrowings guaranteed by AIG:
AIGFP

GIAs 19,451 20,664
Notes and bonds payable 40,666 37,528
Hybrid financial instrument

liabilities(a) 8,155 8,856

Total 68,272 67,048

AIG Funding, Inc. commercial paper 4,468 4,821

AGC Notes and bonds payable 797 797

Liabilities connected to trust preferred
stock 1,440 1,440

Total borrowings issued or guaranteed
by AIG 101,609 89,402

Borrowings not guaranteed by AIG:
ILFC

Commercial paper 4,177 2,747
Junior subordinated debt 999 999
Notes and bonds payable(b) 26,951 25,592

Total 32,127 29,338
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June 30, December 31, June 30, December 31,
(in millions) 2007 2006 (in millions) 2007 2006

AGF Borrowings of consolidated
Commercial paper 4,683 4,328 investments:
Junior subordinated debt 346 – A.I. Credit 880 880
Notes and bonds payable 19,032 19,595 AIG Investments 1,145 193

AIG Global Real Estate Investment 2,712 2,307Total 24,061 23,923
AIG SunAmerica 195 203AIGCFG
ALICO 9 55Commercial paper 290 227

Total 4,941 3,638Loans and mortgages payable 1,506 1,453
Total borrowings not guaranteed by AIG 63,693 59,277Total 1,796 1,680
Eliminations 8 –AIG Finance Taiwan Limited
Total Debt $165,310 $148,679commercial paper 27 26

(a) Represents structured notes issued by AIGFP that are accounted for usingOther Subsidiaries 741 672
the fair value option.

(b) Includes borrowings under Export Credit Facility of $2.8 billion at

June 30, 2007 and $2.7 billion at December 31, 2006.

The debt activity, excluding commercial paper of $13.65 billion and borrowings of consolidated investments of $4.94
billion, for the six months ended June 30, 2007 was as follows:

(in millions)

Balance at Maturities Effect of Balance at
December 31, and Foreign Other June 30,

2006 Issuances Repayments Exchange Changes 2007

AIG
Notes and bonds payable $ 8,915 $ 850 $ (65) $ 38 $ 4 $ 9,742
Junior subordinated debt – 4,490 – 95 – 4,585
Loans and mortgages payable 841 46 (714) 5 – 178
MIP matched notes and bonds payable 5,468 6,320 – 9 (41) 11,756
Series AIGFP matched notes and bonds payable 72 298 – – 1 371

AIGFP
GIAs 20,664 4,186 (4,655) – (744) 19,451
Notes and bonds payable and hybrid financial

instrument liabilities 46,384 24,763 (21,598) 104 (832) 48,821
AGC notes and bonds payable 797 – – – – 797
Liabilities connected to trust preferred stock 1,440 – – – – 1,440
ILFC notes and bonds payable 25,592 3,399 (2,170) 123 7 26,951
ILFC junior subordinated debt 999 – – – – 999
AGF notes and bonds payable 19,595 1,718 (2,796) 75 440 19,032
AGF junior subordinated debt – 346 – – – 346
AIGCFG loans and mortgages payable 1,453 1,945 (1,917) 25 – 1,506
Other subsidiaries 672 154 (168) (4) 87 741
Eliminations – – – 28 (20) 8
Total $132,892 $48,515 $(34,083) $ 498 $ (1,098) $ 146,724

AIG maintains a medium term note program under itsAIG (Parent  Company)
shelf registration statement. As of June 30, 2007,

AIG intends to continue its customary practice of issuing debt
approximately $4.1 billion principal amount of notes were

securities from time to time to meet its financing needs and
outstanding under the medium term note program, of which

those of certain of its subsidiaries for general corporate
$749 million was used for AIG’s general corporate purposes,

purposes, as well as for the MIP. As of June 30, 2007, AIG
$371 million was used by AIGFP and $2.9 billion was used to

had up to $16.6 billion of debt securities, preferred and
fund the MIP. The maturity dates of these notes range from

common stock and other securities registered and available
2008 to 2052. To the extent deemed appropriate, AIG may

for issuance under its universal shelf registration statement.
enter into swap transactions to manage its effective

In July 2007, AIG’s new universal shelf registration statement
borrowing rates with respect to these notes. In connection

was declared effective. The new registration statement
with AIG’s new universal shelf registration statement, in July

includes the securities registered on its existing shelf
2007, AIG increased the size of its medium term note

registration statement and results in AIG having up to
program, allowing AIG to issue from time to time up to

$22 billion of debt securities, preferred stock and other
$22 billion of its registered debt securities in the form of

securities, including up to $16.5 billion of common stock,
medium term notes.

registered and available for issuance from time to time.
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AIG also maintains a Euro medium term note program AIGFP
under which, as of June 30, 2007, an aggregate nominal

AIGFP uses the proceeds from the issuance of notes and
amount of up to $10.0 billion of notes may be outstanding at

bonds and GIA borrowings to invest in a diversified portfolio
any one time. As of June 30, 2007, the equivalent of

of securities and derivative transactions. The borrowings may
$9.4 billion of notes were outstanding under the program, of

also be temporarily invested in securities purchased under
which $7.4 billion were used to fund the MIP and the

agreements to resell. AIGFP’s notes and bonds include
remainder was used for AIG’s general corporate purposes.

structured debt instruments whose payment terms are linked
The aggregate amount outstanding includes $284 million

to one or more financial or other indices (such as an equity
resulting from foreign exchange translation into U.S. dollars,

index or commodity index or another measure that is not
of which $198 million relates to notes issued by AIG for

considered to be clearly and closely related to the debt
general corporate purposes and $86 million relates to notes

instrument). These notes contain embedded derivatives that
issued to fund the MIP.

otherwise would be required to be accounted for separately
During the first six months of 2007, AIG issued in under FAS 133. Upon AIG’s early adoption of FAS 155,

Rule 144A offerings an aggregate of $1.5 billion principal AIGFP elected the fair value option for these notes. The notes
amount of senior notes, of which $650 million was used to that are accounted for using the fair value option are reported
fund the MIP and $850 million was used for AIG’s general separately under hybrid financial instrument liabilities. AIG
corporate purposes. guarantees the obligations of AIGFP under AIGFP’s notes

and bonds and GIA borrowings. See Operating Review —
AIG maintains a shelf registration statement in Japan,

Financial Services Operations, Liquidity and Derivatives
providing for the issuance of up to Japanese Yen 300 billion

herein.
principal amount of senior notes, of which the equivalent of
$400 million was outstanding as of June 30, 2007, the AIGFP has a Euro medium term note program under
proceeds of which were used for AIG’s general corporate which an aggregate nominal amount of up to $10.0 billion of
purposes. AIG also maintains an Australian dollar debt notes may be outstanding at any one time. As of June 30,
program under which senior notes with an aggregate 2007, $7.04 billion of notes were outstanding under the
principal amount of up to 5 billion Australian dollars may be program, including $748 million resulting from foreign
outstanding at any one time. Although as of June 30, 2007 exchange translation into U.S. dollars. The notes issued under
there were no outstanding notes under the Australian this program are guaranteed by AIG and are included in
program, AIG intends to use the program opportunistically AIGFP’s Notes and Bonds Payable in the preceding table of
to fund the MIP or for AIG’s general corporate purposes. borrowings.

In June 2007, AIG issued $750 million of 6.45 percent
AIG Funding

Series A-4 junior subordinated debentures (Series A-4
AIG Funding, Inc. (AIG Funding) issues commercial paperDebentures), the proceeds of which were used for general
that is guaranteed by AIG in order to help fulfill the short-corporate purposes, including the repurchase of shares of
term cash requirements of AIG and its subsidiaries. TheAIG common stock.  Subject to the Replacement Capital
issuance of AIG Funding’s commercial paper, including theCovenant (RCC) described below, the Series A-4 Debentures
guarantee by AIG, is subject to the approval of AIG’s Boardare scheduled for repayment in 2047 and have a final
of Directors or the Finance Committee of the Board if itmaturity in 2077. The Series A-4 Debentures are redeemable
exceeds certain pre-approved limits.by AIG at par beginning in 2012.

As backup for the commercial paper program and forAIG issued three series of junior subordinated
other general corporate purposes, AIG and AIG Fundingdebentures in March 2007, which, together with the
maintain revolving credit facilities, which, as of June 30,Series A-4 Debentures, totaled $4.59 billion outstanding as of
2007, had an aggregate of $5.4 billion available to be drawnJune 30, 2007. In connection with each Series of junior
and which are summarized below under Revolving Creditsubordinated debentures, AIG entered into an RCC for the
Facilities. In July 2007, AIG and AIG Funding renewed theirbenefit of the holders of AIG’s 6.25 percent notes due 2036.
364-day syndicated revolving credit facility and increased itsThe RCCs provide that AIG will not repay, redeem, or
size by $500 million to $2.125 billion.purchase the applicable series of junior subordinated

debentures on or before a specified date (which, in the case of
ILFCthe Series A-4 Debentures, is June 15, 2057), unless it has

received qualifying proceeds from the sale of replacement ILFC fulfills its short-term cash requirements through
capital securities. operating cash flows and the issuance of commercial paper.

The issuance of commercial paper is subject to the approvalAIG began applying hedge accounting for certain AIG
of ILFC’s Board of Directors and is not guaranteed by AIG.parent transactions in the first quarter of 2007.
ILFC maintains syndicated revolving credit facilities which,
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as of June 30, 2007, totaled $6.5 billion and which are repayment of this debt and the interest expense thereon are
summarized below under Revolving Credit Facilities. These the cash flow from operations, proceeds from the sale of
facilities are used as back up for ILFC’s maturing debt and flight equipment and the rollover and refinancing of the prior
other obligations. debt. AIG does not guarantee the debt obligations of ILFC.

See also Operating Review — Financial Services Operations
As a well-known seasoned issuer, ILFC has filed an

and Liquidity herein.
automatic shelf registration statement with the SEC allowing
ILFC immediate access to the U.S. public debt markets. At

AGF
June 30, 2007, $4.35 billion of debt securities were issued

AGF fulfills most of its short-term cash borrowingunder this registration statement and $5.84 billion were
requirements through the issuance of commercial paper. Theissued under a prior registration statement. In addition, ILFC
issuance of commercial paper is subject to the approval ofhas a Euro medium term note program for $7.0 billion, under
AGF’s Board of Directors and is not guaranteed by AIG. AGFwhich $4.28 billion in notes were outstanding at June 30,
maintains committed syndicated revolving credit facilities2007. Notes issued under the Euro medium term note
which, as of June 30, 2007, totaled $4.25 billion and whichprogram are included in ILFC notes and bonds payable in the
are summarized below under Revolving Credit Facilities. Thepreceding table of borrowings. The foreign exchange
facilities can be used for general corporate purposes and toadjustment for the foreign currency denominated debt was
provide backup for AGF’s commercial paper programs. In$855 million at June 30, 2007 and $733 million at
July 2007, AGF resyndicated its 364-day revolving creditDecember 31, 2006. ILFC has substantially eliminated the
facility and increased its size by $500 million tocurrency exposure arising from foreign currency
$2.625 billion.denominated notes by economically hedging the portion of

the note exposure not already offset by Euro-denominated As of June 30, 2007, notes and bonds aggregating
operating lease payments. $19.03 billion were outstanding with maturity dates ranging

from 2007 to 2031 at interest rates ranging from 1.94 percentILFC had a $4.3 billion Export Credit Facility for use in
to 8.45 percent. To the extent deemed appropriate, AGF mayconnection with the purchase of approximately 75 aircraft
enter into swap transactions to manage its effectivedelivered through 2001. This facility was guaranteed by
borrowing rates with respect to these notes and bonds. As avarious European Export Credit Agencies. The interest rate
well-known seasoned issuer, AGF filed an automatic shelfvaries from 5.75 percent to 5.90 percent on these amortizing
registration statement with the SEC allowing AGF immediateten-year borrowings depending on the delivery date of the
access to the U.S. public debt markets. At June 30, 2007,aircraft. At June 30, 2007, ILFC had $806 million
AGF had the corporate authorization to issue up tooutstanding under this facility. The debt is collateralized by a
$12.2 billion of debt securities under its shelf registrationpledge of the shares of a subsidiary of ILFC, which holds title
statements.to the aircraft financed under the facility.

AGF’s funding sources include a medium term noteIn May 2004, ILFC entered into a similarly structured
program, private placement debt, retail note issuances, bankExport Credit Facility for up to a maximum of $2.64 billion
financing and securitizations of finance receivables that AGFfor Airbus aircraft to be delivered through May 31, 2005.
accounts for as on-balance-sheet secured financings. InThe facility was subsequently increased to $3.64 billion and
addition, AGF has become an established issuer of long-termextended to include aircraft to be delivered through May 31,
debt in the international capital markets.2008. The facility becomes available as the various European

Export Credit Agencies provide their guarantees for aircraft In addition to debt refinancing activities, proceeds from
based on a six-month forward-looking calendar, and the the collection of finance receivables are used to fund cash
interest rate is determined through a bid process. At June 30, needs including the payment of principal and interest on
2007, ILFC had $2.0 billion outstanding under this facility. AGF’s debt. AIG does not guarantee any of the debt
Borrowings with respect to these facilities are included in obligations of AGF. See also Operating Review — Financial
ILFC’s notes and bonds payable in the preceding table of Services Operations and Liquidity herein.
borrowings.

AIGCFGFrom time to time, ILFC enters into funded financing
agreements. As of June 30, 2007, ILFC had a total of AIGCFG has a variety of funding mechanisms for its various
$1.1 billion outstanding, which has varying maturities markets, including retail and wholesale deposits, short-term
through February 2012. The interest rates are LIBOR-based, and long-term bank loans, and intercompany subordinated
with spreads ranging from 0.30 percent to 1.625 percent. debt. AIG Credit Card Company (Taiwan), a consumer

finance business in Taiwan, and AIG Finance (Thailand) PLCThe proceeds of ILFC’s debt financing are primarily used
have issued commercial paper for the funding of theirto purchase flight equipment, including progress payments
respective operations. AIG does not guarantee anyduring the construction phase. The primary sources for the
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borrowings for AIGCFG businesses, including this general corporate purposes. AIG, ILFC and AGF expect to
commercial paper. replace or extend these credit facilities on or prior to their

expiration. Some of the facilities, as noted below, contain a
Revolving  Credit  Facilities ‘‘term-out option’’ allowing for the conversion by the

borrower of any outstanding loans at expiration into one-AIG, ILFC and AGF maintain committed, unsecured
year term loans.revolving credit facilities listed on the table below in order to

support their respective commercial paper programs and for

As of June 30, 2007 (in millions)

One-Year
Available Term-Out

Facility Size Borrower(s) Amount Expiration Option

AIG:
364-Day Syndicated Facility(a) $1,625 AIG/AIG Funding(b) $1,625 July 2007(a) Yes

AIG Capital Corporation(b)

5-Year Syndicated Facility 1,625 AIG/AIG Funding(b) 1,625 July 2011 No
AIG Capital Corporation(b)

364-Day Bilateral Facility(c) 3,200 AIG/AIG Funding 154 November 2007 Yes
364-Day Intercompany Facility(d) 2,000 AIG 2,000 October 2007 Yes

Total AIG $8,450 $5,404

ILFC:
5-Year Syndicated Facility $2,500 ILFC $2,500 October 2011 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2010 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2009 No

Total ILFC $6,500 $6,500

AGF:
364-Day Syndicated Facility(e) $2,125 American General Finance Corporation $2,125 July 2007(e) Yes

American General Finance, Inc.(f)

5-Year Syndicated Facility 2,125 American General Finance Corporation 2,125 July 2010 No

Total AGF $4,250 $4,250

(a) In July 2007, the size of this facility was increased to $2.125 billion and the expiration was extended to July 2008.
(b) Guaranteed by AIG.
(c) This facility can be drawn in the form of loans or letters of credit. All drawn amounts shown above are in the form of letters of credit.
(d) Subsidiaries of AIG are the lenders on this facility.
(e) In July 2007, the size of this facility was increased to $2.625 billion and the expiration was extended to July 2008.
(f) American General Finance, Inc. is an eligible borrower for up to $400 million only.
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in the table of each rating, is an indication of that rating’sCredit  Ratings
relative rank within the agency’s rating categories. That

The cost and availability of unsecured financing for AIG and
ranking refers only to the generic or major rating category

its subsidiaries are generally dependent on their short-term
and not to the modifiers appended to the rating by the rating

and long-term debt ratings. The following table presents the
agencies to denote relative position within such generic or

credit ratings of AIG and certain of its subsidiaries as of
major category.

July 31, 2007. In parentheses, following the initial occurrence

Short-term Debt Senior Long-term Debt
Moody’s S&P Fitch Moody’s(a) S&P(b) Fitch(c)

AIG P-1 (1st of 3) A-1+ (1st of 6) F1+ (1st of 5) Aa2 (2nd of 9) AA (2nd of 8) AA (2nd of 9)
AIG Financial Products Corp.(d) P-1 A-1+ – Aa2 AA –
AIG Funding, Inc.(d) P-1 A-1+ F1+ – – –
ILFC P-1 A-1+ F1(1st of 5) A1(3rd of 9) AA-(e)(2nd of 8) A+(3rd of 9)
American General Finance

Corporation P-1 A-1(1st of 6) F1 A1 A+ (3rd of 8) A+
American General Finance, Inc. P-1 A-1 F1 – – A+

(a) Moody’s Investors Service (Moody’s). Moody’s appends numerical modifiers 1, 2 and 3 to the generic rating categories to show relative position within rating

categories.

(b) Standard & Poor’s, a division of the McGraw-Hill Companies (S&P). S&P ratings may be modified by the addition of a plus or minus sign to show relative

standing within the major rating categories.

(c) Fitch Ratings (Fitch). Fitch ratings may be modified by the addition of a plus or minus sign to show relative standing within the major rating categories.

(d) AIG guarantees all obligations of AIG Financial Products Corp. and AIG Funding, Inc.

(e) Negative rating outlook. A negative outlook by S&P indicates that a rating may be lowered, but is not necessarily a precursor of a ratings change. The

outlook on all other credit ratings in the table is stable.

These credit ratings are current opinions of the rating liquidity. Ratings downgrades could also trigger the
agencies. As such, they may be changed, suspended or application of termination provisions in certain of AIG’s
withdrawn at any time by the rating agencies as a result of contracts, principally agreements entered into by AIGFP and
changes in, or unavailability of, information or based on assumed reinsurance contracts entered into by Transatlantic.
other circumstances. Ratings may also be withdrawn at AIG

It is estimated that, as of the close of business on July 31,
management’s request. This discussion of ratings is not a

2007, based on AIGFP’s outstanding municipal GIAs and
complete list of ratings of AIG and its subsidiaries.

financial derivatives transactions as of such date, a
‘‘Rating triggers’’ have been defined by one independent downgrade of AIG’s long-term senior debt ratings to ‘Aa3’ by

rating agency to include clauses or agreements the outcome of Moody’s or ‘AA–’ by S&P would permit counterparties to
which depends upon the level of ratings maintained by one or call for approximately $847 million of collateral. Further,
more rating agencies. Rating triggers generally relate to additional downgrades could result in requirements for
events which (i) could result in the termination or limitation substantial additional collateral, which could have a material
of credit availability, or require accelerated repayment, effect on how AIGFP manages its liquidity. The actual
(ii) could result in the termination of business contracts or amount of additional collateral that AIGFP would be
(iii) could require a company to post collateral for the benefit required to post to counterparties in the event of such
of counterparties. downgrades depends on market conditions, the fair value of

the outstanding affected transactions and other factors
AIG believes that any of its own or its subsidiaries’

prevailing at the time of the downgrade. Additional
contractual obligations that are subject to ‘‘ratings triggers’’

obligations to post collateral would increase the demand on
or financial covenants relating to ‘‘ratings triggers’’ would

AIGFP’s liquidity.
not have a material adverse effect on its financial condition or
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Contractual  Obligations  and Other  Commercial  Commitments

The maturity schedule of AIG’s contractual obligations at June 30, 2007 was as follows:

Payments due by Period
Less

Total Than 1-3 3+-5 Over Five
(in millions) Payments One Year Years Years Years

Borrowings(a) $146,724 $ 38,307 $ 32,060 $ 34,714 $ 41,643
Interest payments on borrowings 84,018 6,164 10,668 7,338 59,848
Loss reserves(b) 82,209 22,607 25,075 11,920 22,607
Insurance and investment contract liabilities(c) 606,340 27,737 35,180 41,227 502,196
GIC liabilities(d) 32,619 5,235 14,175 3,659 9,550
Aircraft purchase commitments 20,928 890 6,765 2,445 10,828

Total $972,838 $100,940 $123,923 $101,303 $646,672

(a) Excludes commercial paper and borrowings incurred by consolidated investments and includes hybrid financial instrument liabilities recorded at fair value.
(b) Represents future loss and loss adjustment expense payments estimated based on historical loss development payment patterns.
(c) Insurance and investment contract liabilities include various investment-type products with contractually scheduled maturities, including periodic payments

of a term certain nature. Insurance and investment contract liabilities also include benefit and claim liabilities, of which a significant portion represents
policies and contracts that do not have stated contractual maturity dates and may not result in any future payment obligations. For these policies and
contracts (i) AIG is currently not making payments until the occurrence of an insurable event, such as death or disability, (ii) payments are conditional on
survivorship, or (iii) payment may occur due to a surrender or other non-scheduled event out of AIG’s control. AIG has made significant assumptions to
determine the estimated undiscounted cash flows of these contractual policy benefits, which assumptions include mortality, morbidity, future lapse rates,
expenses, investment returns and interest crediting rates, offset by expected future deposits and premium on in-force policies. Due to the significance of the
assumptions used, the amounts presented could be materially different from actual required payments. The amounts presented in this table are undiscounted
and therefore exceed the future policy benefits and policyholder contract deposits included in the balance sheet.

(d) Represents guaranteed maturities under GICs.

The maturity schedule of other commercial commitments of AIG and its consolidated subsidiaries at June 30, 2007 was as
follows:

Amount of Commitment Expiration
Total Less Over

Amounts Than 1-3 3+-5 Five
(in millions) Committed One Year Years Years Years

Letters of credit:
Life Insurance & Retirement Services $ 185 $ 17 $ 4 $ 22 $ 142
Parent Company(a) 753 631 1 121 –
DBG 195 195 – – –

Standby letters of credit:
Capital Markets 1,728 1,458 70 40 160

Guarantees:
Life Insurance & Retirement Services(b) 2,148 75 45 537 1,491
Aircraft Leasing 200 – 51 28 121
Asset Management 410 135 73 32 170
General Insurance 40 40 – – –

Other commercial commitments(c):
Capital Markets(d) 17,196 4,556 2,448 3,131 7,061
Aircraft Leasing(e) 344 – – – 344
Other Financial Services companies 11 8 – – 3
Life Insurance & Retirement Services(f) 5,502 1,418 1,860 1,278 946
Asset Management(g) 1,616 1,249 234 116 17
General Insurance companies(h) 1,774 607 784 366 17
Parent and other companies 304 139 134 31 –

Total $32,406 $10,528 $5,704 $5,702 $10,472

(a) Represents reimbursement obligations under letters of credit issued by commercial banks.
(b) Primarily AIG SunAmerica construction guarantees connected to affordable housing investments.
(c) Excludes commitments with respect to pension plans. The annual pension contribution for 2007 is expected to be approximately $95 million for U.S. and

non-U.S. plans.
(d) Primarily liquidity facilities provided in connection with certain municipal swap transactions and collateralized bond obligations.
(e) Primarily in connection with options to acquire aircraft.
(f) Primarily AIG SunAmerica commitments to invest in partnerships.
(g) Includes commitments to invest in limited partnerships, private equity and hedge funds and commitments to purchase and develop real estate in the U.S. and

abroad.
(h) Primarily commitments to invest in limited partnerships.
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the caption, Payments advanced to purchase shares. PurchasesShareholders’  Equity
have continued subsequent to June 30, 2007, with an additional

AIG’s consolidated shareholders’ equity increased during 24,501,510 shares purchased from July 1 through August 6,
the first six months of 2007 as follows: 2007. All shares repurchased are recorded as treasury stock at

cost.
June 30,

(in millions) 2007
Liquidity

Beginning of year $101,677
Net income 8,407 AIG manages liquidity at both the subsidiary and parent
Unrealized appreciation (depreciation) of company levels. At June 30, 2007, AIG’s consolidated

investments, net of tax (712) invested assets, primarily held by its subsidiaries, included
Cumulative translation adjustment, net of tax (294) $29.4 billion in cash and short-term investments.
Dividends to shareholders (949)

Consolidated net cash provided from operating activities inPayments advanced to purchase shares (2,336)
the first six months of 2007 amounted to $15.1 billion. At theShare repurchase (1,680)
parent company level, liquidity management activities areOther* 217
conducted in a manner to preserve and enhance fundingEnd of period $104,330
stability, flexibility, and diversity through the full range of* Reflects the effects of employee stock transactions and cumulative effect of
potential operating environments and market conditions.accounting changes.
AIG’s primary sources of cash flow are dividends and other
payments from its regulated and unregulated subsidiaries, as

AIG has in the past reinvested most of its unrestricted well as issuances of debt securities. Primary uses of cash flow
earnings in its operations and believes such continued are for debt service, subsidiary funding, shareholder dividend
reinvestment in the future will be adequate to meet any payments and common stock repurchases. Management
foreseeable capital needs. However, AIG may choose from believes that AIG’s liquid assets, cash provided by operations
time to time to raise additional funds through the issuance of and access to the capital markets will enable it to meet its
additional securities. anticipated cash requirements, including the funding of

increased dividends under AIG’s new dividend policy andIn February 2007, AIG’s Board of Directors adopted a
repurchases of common stock.new dividend policy, which took effect with the dividend

declared in the second quarter of 2007, providing that under In the first six months of 2007, AIG parent collected
ordinary circumstances, AIG’s plan will be to increase its $1.8 billion in dividends and other payments from
common stock dividend by approximately 20 percent subsidiaries, principally from DBG companies, issued
annually. The payment of any dividend, however, is at the $5.4 billion of debt securities and retired $765 million of
discretion of AIG’s Board of Directors, and the future debt, excluding MIP and Series AIGFP debt. AIG parent also
payment of dividends will depend on various factors, advanced $4 billion for structured share repurchase
including the performance of AIG’s businesses, AIG’s arrangements. AIG parent made interest payments totaling
consolidated financial position, results of operations and $158 million, made $856 million in capital contributions to
liquidity and the existence of investment opportunities. subsidiaries, and paid $859 million in dividends to

shareholders in the first six months of 2007.
Share Repurchases

AIG parent funds its short-term working capital needs
From time to time, AIG may buy shares of its common stock for

through commercial paper issued by AIG Funding. As of
general corporate purposes, including to satisfy its obligations

June 30, 2007, AIG Funding had $4.5 billion of commercial
under various employee benefit plans. In February 2007, AIG’s

paper outstanding with an average maturity of 30 days. As
Board of Directors increased AIG’s share repurchase program

additional liquidity, AIG parent and AIG Funding maintain
by authorizing the repurchase of shares with an aggregate

revolving credit facilities that, as of June 30, 2007, had an
purchase price of $8 billion. During March 2007, AIG entered

aggregate of $5.4 billion available to be drawn, which are
into a $3 billion structured share repurchase arrangement and in

summarized above under Revolving Credit Facilities.
May 2007, AIG entered into an additional $1 billion structured
share repurchase arrangement. A total of 24,491,961 shares Invested Assets
were repurchased during the first six months of 2007. The

AIG’s investment strategy is to invest primarily in highportion of the payments advanced by AIG under the structured
quality securities while maintaining diversification to avoidshare repurchase arrangements that had not yet been utilized to
significant exposure to issuer, industry and/or countryrepurchase shares at June 30, 2007, amounting to $2.34 billion,
concentrations.has been recorded as a component of shareholders’ equity under
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The following tables summarize the composition of AIG’s invested assets by segment.

Life
Insurance &

General Retirement Financial Asset
(in millions) Insurance Services Services Management Other Total

June 30, 2007
Fixed maturities:

Bonds available for sale, at fair value $ 70,036 $286,825 $ 1,341 $30,515 $ – $388,717
Bonds held to maturity, at amortized cost 21,388 1 – – – 21,389
Bond trading securities, at fair value – 9,261 – – – 9,261

Equity securities:
Common stocks available for sale, at fair value 4,776 11,800 – 690 106 17,372
Common and preferred stocks trading, at fair value 425 17,054 – – – 17,479
Preferred stocks available for sale, at fair value 1,853 748 8 – – 2,609

Mortgage loans on real estate, net of allowance 12 14,513 113 4,063 – 18,701
Policy loans 2 7,564 2 48 (9) 7,607
Collateral and guaranteed loans, net of allowance 3 771 3,382 824 74 5,054
Financial services assets:

Flight equipment primarily under operating leases, net
of accumulated depreciation – – 42,232 – – 42,232

Securities available for sale, at fair value – – 48,166 – – 48,166
Trading securities, at fair value – – 4,567 – – 4,567
Spot commodities – – 93 – – 93
Unrealized gain (loss) on swaps, options and forward

transactions – – 18,439 – (319) 18,120
Trade receivables – – 7,138 – – 7,138
Securities purchased under agreements to resell, at

contract value – – 31,595 – – 31,595
Finance receivables, net of allowance – 5 30,022 – – 30,027

Securities lending collateral, at fair value 5,912 58,444 113 16,610 – 81,079
Other invested assets 10,687 17,008 3,843 17,473 876 49,887
Short-term investments, at cost 3,780 17,742 2,030 4,241 (57) 27,736

Total investments and financial services assets as
shown on the balance sheet 118,874 441,736 193,084 74,464 671 828,829

Cash 413 630 442 143 7 1,635
Investment income due and accrued 1,369 4,419 22 308 – 6,118
Real estate, net of accumulated depreciation 524 898 25 76 30 1,553

Total invested assets* $121,180 $447,683 $193,573 $74,991 $ 708 $838,135

* At June 30, 2007, approximately 68 percent and 32 percent of invested assets were held in domestic and foreign investments, respectively.
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Life
Insurance &

General Retirement Financial Asset
(in millions) Insurance Services Services Management Other Total

December 31, 2006
Fixed maturities:

Bonds available for sale, at fair value $67,994 $288,540 $ 1,357 $ 29,500 $ – $ 387,391
Bonds held to maturity, at amortized cost 21,437 – – – – 21,437
Bond trading securities, at fair value 1 9,036 – – – 9,037

Equity securities:
Common stocks available for sale, at fair value 4,245 8,711 – 226 80 13,262
Common stocks trading, at fair value 350 14,071 – – – 14,421
Preferred stocks available for sale, at fair value 1,884 650 5 – – 2,539

Mortgage loans on real estate, net of allowance 13 12,852 95 4,107 – 17,067
Policy loans 1 7,458 2 48 (8) 7,501
Collateral and guaranteed loans, net of allowance 3 733 2,301 729 84 3,850
Financial services assets:

Flight equipment primarily under operating leases,
net of accumulated depreciation – – 39,875 – – 39,875

Securities available for sale, at fair value – – 47,205 – – 47,205
Trading securities, at fair value – – 5,031 – – 5,031
Spot commodities – – 220 – – 220
Unrealized gain on swaps, options and forward

transactions – – 19,252 – – 19,252
Trade receivables – – 4,317 – – 4,317
Securities purchased under agreements to resell, at

contract value – – 31,853 – – 31,853
Finance receivables, net of allowance – – 29,573 – – 29,573

Securities lending collateral, at fair value 5,376 50,099 76 13,755 – 69,306
Other invested assets 9,207 14,263 2,212 15,823 609 42,114
Short-term investments, at cost 3,281 14,520 1,245 6,198 5 25,249

Total investments and financial services assets as
shown on the balance sheet 113,792 420,933 184,619 70,386 770 790,500

Cash 334 740 390 118 8 1,590
Investment income due and accrued 1,363 4,364 23 326 1 6,077
Real estate, net of accumulated depreciation 570 698 17 75 26 1,386

Total invested assets* $116,059 $426,735 $ 185,049 $ 70,905 $ 805 $ 799,553

* At December 31, 2006, approximately 68 percent and 32 percent of invested assets were held in domestic and foreign investments, respectively.

approximately 7 percent were rated AA by one or more of theInvestments  in  Residential  Mortgage-Backed
principal rating agencies. AIG’s investments rated BBB orSecurities  and  CDOs
below totaled approximately $400 million, or less than

As part of its strategy to diversify its investments, AIG invests
1 percent of AIG’s total invested assets at June 30, 2007. As

in various types of securities, including residential mortgage-
of August 6, 2007, none of AIG’s RMBS with some level of

backed securities (RMBS) and CDOs. At June 30, 2007,
subprime collateral had been downgraded as a result of

AIG’s investment portfolio included such securities with an
recent rating agency actions, and a small amount of AIG’s

amortized cost of $98.5 billion and an estimated fair value of
RMBS investments with subprime collateral had been

$97.9 billion. The gross unrealized gains and gross unrealized
upgraded. AIG currently intends to hold these securities to

losses related to these investments were $134 million and
full recovery and/or full payment of principal and interest,

$(747) million, respectively, at June 30, 2007.
and therefore expects that any mark to market effect will

AIG’s insurance operations held investments in RMBS result in only a temporary adjustment to shareholders’ equity.
with an estimated fair value of $94 billion at June 30, 2007,

AIG’s underwriting practices for investing in RMBS,
or approximately 11 percent of AIG’s total invested assets. In

other asset-backed securities and CDOs takes into
addition, AIGFP held investments totaling $3.6 billion in

consideration the quality of the originator, the manager, the
CDOs which include some level of subprime exposure. AIG’s

servicer, security credit ratings, underlying characteristics of
RMBS investments are predominantly in highly-rated

the mortgages, borrower characteristics, and the level of
tranches that contain substantial protection features through

credit enhancement in the transaction. AIG’s strategy is
collateral subordination. At June 30, 2007, approximately 91
percent of these investments were rated AAA and
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typically to invest in securities rated AA or better and create ) A decline in value of U.S. dollar bonds held by AIG’s
diversification across multiple underlying asset classes. Foreign Life operations totaling $92 million, due to the

depreciation of the U.S. dollar against the local currency.
Other-than-temporary  impairments ) Issuer-specific events totaling $9 million and equity

securities and partnership investments of $31  millionAs a result of AIG’s periodic evaluation of its securities for
in an unrealized loss position for a continuous 12-other-than-temporary impairments in value, AIG recorded, in
month period.net realized capital gains (losses), other-than-temporary

impairment pre-tax losses of $417 million and $370 million in
Six  months  ended  June 30,  2007

the three-month periods ended June 30, 2007 and 2006,
respectively, and $884 million and $596 million in the six- ) Securities which AIG no longer intends to hold until
month periods ended June 30, 2007 and 2006, respectively. they have fully recovered their carrying value, totaling

$371 million.
AIG no longer intends to hold to recovery certain

) A decline in value of U.S. dollar bonds held by AIG’s
available-for-sale investments. Approximately 66 percent and

Foreign Life operations totaling $304 million, due to the
42 percent of the other-than-temporary losses for the three

depreciation of the U.S. dollar against the local currency.
and six-month periods ended June 30, 2007, respectively,

) Issuer-specific events totaling $26 million and equity
relate to changes in interest rates. The balance arises

securities and partnership investments of $147 million
primarily from foreign exchange or issuer-specific events.

in an unrealized loss position for a continuous 12-
The principal causes of the other-than-temporary month period.

impairment losses in the three and six-month periods ended
No impairment charge with respect to any one single

June 30, 2007 were as follows:
credit was significant to AIG’s consolidated financial
condition or results of operations, and no individualThree  months  ended  June 30,  2007
impairment loss exceeded 1.0 percent of consolidated net

) Securities which AIG no longer intends to hold until income for the first six months of 2007.
they have fully recovered their carrying value, totaling
$277 million.

An aging of the pre-tax unrealized losses of fixed maturity and equity securities, distributed as a percentage of cost
relative to unrealized loss (the extent by which the fair value is less than amortized cost or cost), including the number of
respective items, was as follows at June 30, 2007:

Less than or equal Greater than 20% Greater than 50%
to 20% of Cost to 50% of Cost of Cost Total

UnrealizedAging Unrealized Unrealized Unrealized
(dollars in millions) Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss(b) Items

Investment grade bonds
0-6 months $115,823 $2,154 15,113 $ 60 $14 26 $ — $ — — $115,883 $2,168 15,139
7-12 months 11,966 219 1,216 90 25 7 — — — 12,056 244 1,223
�12 months 84,818 3,288 12,661 100 26 20 — — — 84,918 3,314 12,681

Total $212,607 $5,661 28,990 $250 $65 53 $ — $ — — $212,857 $5,726 29,043
Below investment grade bonds

0-6 months $ 5,236 $ 104 1,470 $ — $ — — $ — $ — — $ 5,236 $ 104 1,470
7-12 months 444 8 66 — — — — — — 444 8 66
�12 months 1,427 88 202 14 3 1 — — — 1,441 91 203

Total $ 7,107 $ 200 1,738 $ 14 $ 3 1 $ — $ — — $ 7,121 $ 203 1,739
Total bonds

0-6 months $121,059 $2,258 16,583 $ 60 $14 26 $ — $ — — $121,119 $2,272 16,609
7-12 months 12,410 227 1,282 90 25 7 — — — 12,500 252 1,289
�12 months 86,245 3,376 12,863 114 29 21 — — — 86,359 3,405 12,884

Total $219,714 $5,861 30,728 $264 $68 54 $ — $ — — $219,978 $5,929 30,782
Equity securities

0-6 months $ 2,389 $ 94 1,555 $ 48 $12 80 $ 3 $ 2 33 $ 2,440 $ 108 1,668
7-12 months 242 12 88 37 10 46 — — — 279 22 134
�12 months — — — — — — — — — — —

Total $ 2,631 $ 106 1,643 $ 85 $22 126 $ 3 $ 2 33 $ 2,719 $ 130 1,802

(a) For bonds, represents amortized cost.

(b) The effect on net income of unrealized losses after taxes will be mitigated upon realization because certain realized losses will be charged to participating

policyholder accounts, or realization will result in current decreases in the amortization of certain DAC.
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At June 30, 2007, the fair value of AIG’s fixed maturity For the six months ended June 30, 2007, the pre-tax
and equity securities aggregated $505.2 billion. At June 30, realized losses incurred with respect to the sale of fixed
2007, aggregate pre-tax unrealized gains for fixed maturity maturities and equity securities were $598 million. The
and equity securities were $18.0 billion ($11.7 billion after aggregate fair value of securities sold was $22.2 billion,
tax). At June 30, 2007, the aggregate pre-tax unrealized which was approximately 97 percent of amortized cost. The
losses of fixed maturity and equity securities were $6.1 billion average period of time that securities sold at a loss during the
($3.9 billion after tax). six months ended June 30, 2007 were trading continuously at

a price below book value was approximately seven months.
Additional information about these securities is as

follows: Risk Management
) These securities are trading, in the aggregate, at

For a complete discussion of AIG’s risk management
approximately 97 percent of their current amortized

program, see Management’s Discussion and Analysis of
cost.

Financial Condition and Results of Operations in the 2006
) Less than 1 percent of these securities are trading at a Annual Report on Form 10-K.

value which is less than 20 percent of its current cost,
Insurance,  Asset  Management  and  Non-Tradingor amortized cost.
Financial  Services  VaR

) Less than 4 percent of the fixed income securities have
AIG performs one comprehensive Value at Risk (VaR)issuer credit ratings which are below investment
analysis across all of its non-trading businesses, and agrade.
separate VaR analysis for its trading business at AIGFP. The

AIG did not consider these investments to be other-than-
comprehensive VaR is categorized by AIG business segment

temporarily impaired at June 30, 2007, as management has
(General Insurance, Life Insurance & Retirement Services,

the intent and ability to hold these investments until they fully
Financial Services and Asset Management) and also by

recover in value.
market risk factor (interest rate, currency and equity).

At June 30, 2007, unrealized losses for fixed maturity
AIG calculated the VaR with respect to net fair values as

securities and equity securities did not reflect any significant
of June 30, 2007 and December 31, 2006. The VaR number

industry concentrations.
represents the maximum potential loss as of those dates that

The amortized cost of fixed maturity securities available for could be incurred with a 95 percent confidence and a one-
sale in an unrealized loss position at June 30, 2007, by month holding period.
contractual maturity, is shown below:

Amortized
(in millions) Cost

Due in one year or less $ 6,384
Due after one year through five years 36,213
Due after five years through ten years 84,052
Due after ten years 93,329

Total $219,978
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The following table presents the period-end, average, high and low VaRs on a diversified basis and of each component of
market risk for AIG’s non-trading businesses. The diversified VaR is usually smaller than the sum of its components due to
correlation effects. 

2007 2006
Six Months Ended Year Ended

June 30, December 31,As of As of
(in millions) June 30, Average High Low December 31, Average High Low

Total AIG Non-Trading Market Risk:
Market risk:

Diversified $5,168 $5,123 $5,168 $5,073 $5,073 $5,209 $5,783 $4,852
Interest rate 4,625 4,621 4,659 4,577 4,577 4,962 5,765 4,498
Currency 727 699 727 685 686 641 707 509
Equity 2,109 1,979 2,109 1,873 1,873 1,754 1,873 1,650

General Insurance:
Diversified $1,892 $1,717 $1,892 $1,543 $1,717 $1,697 $1,776 $1,617
Interest rate 1,792 1,601 1,792 1,470 1,541 1,635 1,717 1,541
Currency 218 212 218 205 212 162 212 119
Equity 626 595 626 573 573 551 573 535

Life Insurance & Retirement Services:
Diversified $4,670 $4,644 $4,688 $4,574 $4,574 $4,672 $5,224 $4,307
Interest rate 4,287 4,437 4,552 4,287 4,471 4,563 5,060 4,229
Currency 625 592 625 568 568 538 592 459
Equity 1,436 1,351 1,436 1,293 1,293 1,228 1,299 1,133

Non-Trading Financial Services:
Diversified $ 105 $ 105 $ 125 $ 85 $ 125 $ 165 $ 252 $ 125
Interest rate 113 105 127 76 127 166 249 127
Currency 12 11 12 11 11 8 11 7
Equity 1 1 1 1 1 1 2 1

Asset Management:
Diversified $ 74 $ 60 $ 74 $ 43 $ 64 $ 144 $ 190 $ 64
Interest rate 72 57 72 37 63 145 192 63
Currency 2 2 3 2 3 4 7 3
Equity 10 10 11 8 8 9 13 8

Increased equity investment allocation in the Life primary market exposures in option implied volatilities,
Insurance & Retirement Services and General Insurance correlations and basis risks are closely managed.
segments, as well as growth in those businesses, contributed

AIGFP’s minimal reliance on market risk driven revenue
to the modest growth in AIG’s total Non-Trading VaR during

is reflected in its VaR. Because the market risk with respect to
the first six months of 2007. Interest rate and equity

securities available for sale, at market, is substantially
volatilities continued to moderate in many markets.

hedged, segregation of the financial instruments into trading
and other than trading was not deemed necessary.

Capital  Markets  Trading  VaR
AIGFP reports its VaR using a 95 percent confidence

AIGFP’s policy is to maintain a conservative market risk
interval and a one-day holding period.

profile and minimize risks in interest rates, equities,
commodities and foreign exchange. In addition, AIGFP’s
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The following table presents the period-end, average, high, and low VaRs (based on daily observations) on a diversified
basis and of each component of market risk for AIG’s Capital Markets operations. The diversified VaR is usually smaller
than the sum of its components due to correlation effects.

2007 2006
Six Months Ended Year Ended

June 30, December 31,As of As of
(in millions) June 30, Average High Low December 31, Average High Low

Total AIG trading market risk:
Diversified $5 $5 $7 $4 $4 $4 $7 $3
Interest rate 2 2 3 2 2 2 3 1
Currency 2 1 2 1 1 1 3 1
Equity 2 3 5 2 3 3 4 2
Commodity 3 4 6 2 3 3 4 2

there are no industry standard assumptions to be utilized inCatastrophe  Exposures
projecting these losses. The use of different methodologies

The nature of AIG’s business exposes it to various
and assumptions could materially change the projected

catastrophic events in which multiple losses across multiple
losses. Therefore, these modeled losses may not be

lines of business can occur in any calendar year. In order to
comparable to estimates made by other companies.

control this exposure, AIG uses a combination of techniques,
These estimates are inherently uncertain and may notincluding setting aggregate limits in key business units,

reflect AIG’s maximum exposures to these events. It is highlymonitoring and modeling accumulated exposures, and
likely that AIG’s losses will vary, perhaps significantly, frompurchasing catastrophe reinsurance to supplement its other
these estimates.reinsurance protections.

AIG has revised the catastrophe exposure disclosuresNatural disasters such as hurricanes, earthquakes and
presented below from that presented in the 2006 Annualother catastrophes have the potential to adversely affect
Report on Form 10-K to include significant life and A&HAIG’s operating results. Other risks, such as an outbreak of a
exposures to natural perils as well as to update the domesticpandemic disease, such as the Avian Influenza A Virus
property exposures to reflect more recent data. The modeled(H5N1), could adversely affect AIG’s business and operating
results provided in the table below were based on theresults to an extent that may be only partially offset by
aggregate exceedence probability (AEP) losses whichreinsurance programs.
represent total property, workers compensation, life, and

AIG evaluates catastrophic events and assesses the
accident and health losses that may occur in any single year

probability of occurrence and magnitude of catastrophic
from one or more natural events. The life and A&H data

events through the use of industry recognized models, among
include exposures for United States, Japan, and Taiwan

other techniques. AIG supplements these models by
earthquakes. These represent the largest share of life and

periodically monitoring the exposure risks of AIG’s
A&H exposures to earthquake. A&H losses were modeled

worldwide General Insurance operations and adjusting such
using December 2006 data, and life losses were modeled

models accordingly. Following is an overview of modeled
using March 2006 data. The updated property exposures

losses associated with the more significant natural perils,
were generally modeled with exposure data as of year-end

which includes exposures for DBG, Personal Lines, Foreign
2006. Lexington commercial lines exposure, which

General (other than Ascot), The Hartford Steam Boiler
represents the largest share of the modeled losses, was based

Inspection and Insurance Company and 21st Century.
on data as of April 2007. All reinsurance program structures,

Transatlantic and Ascot utilize a different model, and their
including both domestic and international structures, have

combined results are presented separately below. Significant
also been updated. The values provided were based on 100-

life and A&H exposures have been added to these results as
year return period losses, which have a one percent likelihood

well. The modeled results assume that all reinsurers fulfill
of being exceeded in any single year. Thus, the model projects

their obligations to AIG in accordance with their terms.
that there is a one percent probability that AIG could incur in

It is important to recognize that there is no standard any year losses in excess of the modeled amounts for these
methodology to project the possible losses from total perils.
property and workers compensation exposures. Further,
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% of Consolidated
Net of Net After Shareholders’ Equity at

(in millions) Gross Reinsurance Income Tax June 30, 2007

Natural Peril:
Earthquake $ 4,970 $ 2,705 $ 1,758 1.7%
Tropical Cyclone* $ 5,546 $ 2,980 $ 1,937 1.9%

* Includes hurricanes, typhoons and other wind-related events.

The combined earthquake and tropical cyclone 100-year The specific international RDS events do not necessarily
return period modeled losses for Ascot and Transatlantic correspond to AIG’s international property exposures. As a
together are estimated to be $1.1 billion, on a gross basis, result, AIG runs its own simulations where property
$761 million, net of reinsurance, and $494 million, net after statistical return period losses associated with the written
income taxes, or 0.5 percent of total shareholders’ equity at exposure specific to AIG provide the basis for monitoring
June 30, 2007. risk.

In addition, AIG evaluates potential single event Based on these simulations, the 100-year return period
earthquake and hurricane losses that may be incurred. The loss for Japanese Earthquake is $296 million gross, and
single events utilized are a subset of potential events identified $120 million net, the 100-year return period loss for
and utilized by Lloyd’s(1) and referred to as Realistic Disaster European Windstorm is $269 million gross, and $80 million
Scenarios (RDSs). The purpose of this analysis is to utilize net, and the 100-year return period loss for Japanese
these RDSs to provide a reference frame and place into Typhoon is $306 million gross, and $252 million net.
context the model results. However, it is important to note

Recent market conditions in the U.S. property business
that the specific events used for this analysis do not

have supported growth in this line of business. Consequently,
necessarily represent the worst case loss that AIG could incur

gross modeled catastrophe losses have increased. Associated
from this type of an event in these regions. The losses

net exposure has been carefully monitored and controlled
associated with the RDSs are included in the table below.

through the strategic placement of reinsurance.
Single event modeled property and workers

ACTUAL RESULTS IN ANY PERIOD ARE LIKELY TO VARY,
compensation losses to AIG’s worldwide portfolio of risk for

PERHAPS MATERIALLY, FROM THE MODELED SCENARIOS,
key geographic areas are set forth below. Gross values

AND THE OCCURRENCE OF ONE OR MORE SEVERE EVENTS
represent AIG’s liability after the application of policy limits

COULD HAVE A MATERIAL ADVERSE EFFECT ON AIG’S
and deductibles, and net values represent losses after

FINANCIAL CONDITION, RESULTS OF OPERATIONS AND
reinsurance is applied.

LIQUIDITY.
Net of

(in millions) Gross Reinsurance

Natural Peril:
San Francisco Earthquake $ 5,562 $ 3,012
Miami Hurricane $ 5,375 $ 2,651
Northeast Hurricane $ 4,755 $ 2,779
Los Angeles Earthquake $ 4,750 $ 2,614
Gulf Coast Hurricane $ 3,553 $ 1,797
Japanese Earthquake $ 843 $ 366
European Windstorm $ 239 $ 87
Japanese Typhoon $ 185 $ 149

(1) Lloyd’s Realistic Disaster Scenarios, Scenario Specifications, April 2006.
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ITEM  3. Quantitative  and  Qualitative  Disclosures  About  Market  Risk

Included in Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

ITEM 4. Controls  and  Procedures

In connection with the preparation of this Quarterly Report regarding required disclosures. Based on its evaluation, and
on Form 10-Q, an evaluation was carried out by AIG’s in light of the previously identified material weakness in
management, with the participation of AIG’s Chief Executive internal control over financial reporting, as of December 31,
Officer and Chief Financial Officer, of the effectiveness of 2006, relating to controls over income tax accounting
AIG’s disclosure controls and procedures (as defined in described in the 2006 Annual Report on Form 10-K, AIG’s
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Chief Executive Officer and Chief Financial Officer
Act of 1934 (Exchange Act)). Disclosure controls and concluded that, as of June 30, 2007, AIG’s disclosure
procedures are designed to ensure that information required controls and procedures were ineffective. In addition, there
to be disclosed in reports filed or submitted under the has been no change in AIG’s internal control over financial
Exchange Act is recorded, processed, summarized and reporting (as defined in Rule 13a-15(f) under the Exchange
reported within the time periods specified in SEC rules and Act) that occurred during the quarter ended June 30, 2007
forms and that such information is accumulated and that has materially affected, or is reasonably likely to
communicated to management, including the Chief Executive materially affect, AIG’s internal control over financial
Officer and Chief Financial Officer, to allow timely decisions reporting.
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Part II – OTHER  INFORMATION

ITEM 2. Unregistered  Sales  of  Equity  Securities  and  Use  of  Proceeds

The table below provides information with respect to purchases of AIG Common stock during the three months ended June 30,
2007.

Maximum Number
Total Number of of Shares that

Shares May Yet Be
Average Purchased as Purchased

Total Price Part of Publicly Under the Plans
Number of Paid per Announced Plans or Programs

Period Shares Purchased(1) Share or Programs at End of Month(2)

April 1 - 30 6,643,052 $65.92 6,643,052
May 1 - 31 — — —
June 1 - 30 15,378,410 70.09 15,378,410
Total 22,021,462 $68.84 22,021,462

(1) Reflects date of delivery. Does not include 8,061 shares delivered or attested to in satisfaction of the exercise price by holders of AIG employee stock options

exercised during the three months ended June 30, 2007.

(2) In February 2007, AIG’s Board of Directors increased AIG’s share repurchase program by authorizing the repurchase of shares with an aggregate purchase

price of $8 billion. A balance of $6.30 billion remained for purchases under the program as of June 30, 2007, although $2.34 billion of that amount has been

advanced by AIG to purchase shares under the program. The purchase program has no set expiration or termination date.

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

At  the  Annual  Meeting  of  Shareholders  held  on  May 16,  2007,  the  Shareholders:

(a) Elected fifteen directors as follows:

Nominee Shares For Shares Withheld

Marshall A. Cohen 1,863,591,324 479,677,730
Martin S. Feldstein 1,925,930,648 417,338,406
Ellen V. Futter 1,920,091,144 423,177,910
Stephen L. Hammerman 2,316,775,772 26,493,282
Richard C. Holbrooke 1,787,372,289 555,896,765
Fred H. Langhammer 2,303,536,899 39,732,155
George L. Miles, Jr. 2,216,252,110 127,016,944
Morris W. Offit 1,920,016,457 423,252,597
James F. Orr III 2,246,051,541 97,217,513
Virginia M. Rometty 2,306,729,284 36,539,770
Martin J. Sullivan 1,929,344,493 413,924,561
Michael H. Sutton 2,309,868,113 33,400,941
Edmund S.W. Tse 1,929,071,878 414,197,176
Robert B. Willumstad 2,303,916,443 39,352,611
Frank G. Zarb 1,826,711,442 516,557,612

(b) Approved by a vote of 1,778,412,239 shares to 525,833,405 shares, with 39,023,410 abstaining, a proposal to ratify the
selection of PricewaterhouseCoopers LLP as the independent registered public accounting firm for 2007.

(c) Approved by a vote of 1,529,091,124 shares to 572,822,919 shares, with 62,808,813 abstaining, and 178,546,198 shares
not voting, a proposal to approve the American International Group, Inc. 2007 Stock Incentive Plan.

(d) Rejected by a vote of 554,311,568 shares for and 1,586,624,750 shares against, with 23,818,514 shares abstaining and
178,514,222 shares not voting, a shareholder proposal relating to performance-based stock options.

ITEM  6. Exhibits

See accompanying Exhibit Index.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

AMERICAN INTERNATIONAL GROUP, INC.
(Registrant)

/s / Steven J. Bensinger

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

/s / David L. Herzog

David L. Herzog
Senior Vice President and Comptroller

(Principal Accounting Officer)

Dated: August 8, 2007
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EXHIBIT INDEX
Exhibit
Number Description Location

10.1 Form of Option Award Agreement under the AIG 2007 Stock Incentive Plan* Filed herewith.
10.2 Form of Performance RSU Award Agreement under the AIG 2007 Stock Incentive Plan Filed herewith.

and the AIG Partners Plan*
10.3 Form of Time-Vested RSU Award Agreement* Filed herewith.
10.4 Form of Time-Vested RSU Award Agreement with early retirement provisions* Filed herewith.
10.5 Form of Non-Employee Director Deferred Stock Units Award Agreement* Filed herewith.
10.6 Summary of Director compensation* Filed herewith.
11 Statement re computation of per share earnings Included in Note (3) of Notes to

Consolidated Financial Statements.
12 Statement re computation of ratios Filed herewith.
31 Rule 13a-14(a)/15d-14(a) Certifications Filed herewith.
32 Section 1350 Certifications Filed herewith.
* These exhibits are management contracts or compensatory plans or arrangements.



Exhibit 12

American International Group, Inc.

Computation of Ratios of Earnings to Fixed Charges

Three Months Six Months
Ended June 30, Ended June 30,

(in millions, except ratios) 2007 2006 2007 2006

Income before income taxes, minority interest and cumulative effect of an accounting
change $ 6,328 $ 5,241 $12,500 $10,034

Less – Equity income of less than 50% owned persons 49 110 91 130
Add – Dividends from less than 50% owned persons 25 15 25 18

6,304 5,146 12,434 9,922

Add – Fixed charges 2,442 2,048 5,114 3,996
Less – Capitalized interest 9 14 20 29

Income before income taxes, minority interest, cumulative effect of an accounting change
and fixed charges $ 8,737 $ 7,180 $17,528 $13,889

Fixed charges:
Interest costs $ 2,381 $ 1,995 $ 4,993 $ 3,891
Rental expense* 61 53 121 105

Total fixed charges $ 2,442 $ 2,048 $ 5,114 $ 3,996

Ratio of earnings to fixed charges 3.58 3.51 3.43 3.48

Secondary Ratio

Interest credited to GIC and GIA policy and contract holders $(1,268) $(1,097) $ (2,847) $ (2,187)
Total fixed charges excluding interest credited to GIC and GIA policy and contract holders $ 1,174 $ 951 $ 2,267 $ 1,809

Secondary ratio of earnings to fixed charges 6.36 6.40 6.48 6.47

* The proportion deemed representative of the interest factor.

The secondary ratio is disclosed for the convenience of fixed calculation. GICs and GIAs are entered into by AIG’s
income investors and the rating agencies that serve them and insurance subsidiaries, principally Sun America Life
is more comparable to the ratios disclosed by all issuers of Insurance Company and AIG Financial Products Corp. and
fixed income securities. The secondary ratio removes interest its subsidiaries, respectively. The proceeds from GICs and
credited to guaranteed investment contract (GIC) GIAs are invested in a diversified portfolio of securities,
policyholders and guaranteed investment agreement (GIA) primarily investment grade bonds. The assets acquired yield
contractholders. Such interest expenses are also removed rates greater than the rates on the related policyholders
from income before income taxes, minority interest and obligation or agreement, with the intent of earning operating
cumulative effect of an accounting change used in this income from the spread.



Exhibit 31

CERTIFICATIONS

I, Martin J. Sullivan, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/s / Martin J. Sullivan

Martin J. Sullivan
President and Chief Executive Officer

Date: August 8, 2007



CERTIFICATIONS

I, Steven J. Bensinger, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/s / Steven J. Bensinger

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: August 8, 2007



Exhibit 32

CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended June 30, 2007, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I,
Martin J. Sullivan, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that to
my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / Martin J. Sullivan

Martin J. Sullivan
President and Chief Executive Officer

Date: August 8, 2007

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.



CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended June 30, 2007, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I,
Steven J. Bensinger, Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, that to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / Steven J. Bensinger

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: August 8, 2007

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.
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American International Group, Inc. and Subsidiaries

Part I – FINANCIAL  INFORMATION

ITEM 1.  Financial  Statements  (unaudited)

CONSOLIDATED BALANCE SHEET

(in millions) (unaudited)

September 30, December 31,
2007 2006

Assets:
Investments and financial services assets:

Fixed maturities:

Bonds available for sale, at fair value (amortized cost: 2007 – $391,497; 2006 –

$377,698) (includes hybrid financial instruments: 2007 – $566; 2006 – $522) $ 394,810 $387,391

Bonds held to maturity, at amortized cost (fair value: 2007 – $22,053; 2006 – $22,154) 21,576 21,437

Bond trading securities, at fair value (cost: 2007 – $9,604; 2006 – $10,292) 9,459 10,314

Equity securities:

Common stocks available for sale, at fair value (cost: 2007 – $12,852; 2006 – $10,662) 18,649 13,256

Common and preferred stocks trading, at fair value (cost: 2007 – $17,269; 2006 –

$13,079) 19,219 14,855

Preferred stocks available for sale, at fair value (cost: 2007 – $2,620; 2006 – $2,485) 2,606 2,539

Mortgage loans on real estate, net of allowance (2007 – $52; 2006 – $55) 18,854 17,067

Policy loans 7,822 7,501

Collateral and guaranteed loans, net of allowance (2007 – $4; 2006 – $9) 4,385 3,850

Financial services assets:

Flight equipment primarily under operating leases, net of accumulated depreciation

(2007 – $10,105; 2006 – $8,835) 41,804 39,875

Securities available for sale, at fair value (cost: 2007 – $46,892; 2006 – $45,912) 47,805 47,205

Trading securities, at fair value 4,874 5,031

Spot commodities 115 220

Unrealized gain on swaps, options and forward transactions 18,608 19,252

Trade receivables 6,548 4,317

Securities purchased under agreements to resell, at contract value 37,189 30,291

Finance receivables, net of allowance (2007 – $775; 2006 – $737) (includes finance

receivables held for sale: 2007 – $406; 2006 – $1,124) 30,640 29,573

Securities lending collateral, at fair value (cost: 2007 – $87,956; 2006 – $69,306) 86,108 69,306

Other invested assets 51,783 42,111

Short-term investments, at cost (approximates fair value) 38,998 27,483

Total investments and financial services assets 861,852 792,874

Cash 2,249 1,590

Investment income due and accrued 6,635 6,091

Premiums and insurance balances receivable, net of allowance (2007 – $746; 2006 – $756) 18,199 17,789

Reinsurance assets, net of allowance (2007 – $658; 2006 – $536) 23,426 23,355

Deferred policy acquisition costs 40,878 37,235

Investments in partially owned companies 1,277 1,101

Real estate and other fixed assets, net of accumulated depreciation (2007 – $5,807; 2006 –

$5,525) 6,093 4,381

Separate and variable accounts 78,701 70,277

Goodwill 8,909 8,628

Other assets 23,886 16,089

Total assets $1,072,105 $979,410

See Accompanying Notes to Consolidated Financial Statements.

1



American International Group, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEET (continued)

(in millions, except share data) (unaudited)

September 30, December 31,
2007 2006

Liabilities:
Reserve for losses and loss expenses $ 83,608 $ 79,999

Unearned premiums 27,909 26,271

Future policy benefits for life and accident and health insurance contracts 130,759 122,230

Policyholders’ contract deposits 254,109 248,994

Other policyholders’ funds 8,196 8,281

Commissions, expenses and taxes payable 6,523 5,305

Insurance balances payable 5,304 3,789

Funds held by companies under reinsurance treaties 2,456 2,602

Income taxes payable 9,288 9,546

Financial services liabilities:

Borrowings under obligations of guaranteed investment agreements 19,495 20,664

Securities sold under agreements to repurchase, at contract value 23,368 19,677

Trade payables 10,137 6,174

Hybrid financial instrument liabilities, at fair value 7,692 8,856

Securities and spot commodities sold but not yet purchased, at market value 4,736 4,076

Unrealized loss on swaps, options and forward transactions 12,512 11,401

Trust deposits and deposits due to banks and other depositors 4,737 5,249

Commercial paper 10,120 8,208

Notes, bonds, loans and mortgages payable 101,747 87,816

Commercial paper and extendible commercial notes 5,845 4,821

Notes, bonds, loans and mortgages payable 25,165 16,874

Junior subordinated debt 4,681 –

Liabilities connected to trust preferred stock 1,440 1,440

Separate and variable accounts 78,701 70,277

Securities lending payable 88,360 70,198

Minority interest 10,395 7,778

Other liabilities (includes hybrid financial instruments: 2007 – $99; 2006 – $111) 30,655 27,016

Total liabilities 967,938 877,542

Preferred shareholders’ equity in subsidiary companies 100 191

Commitments and Contingent Liabilities (See Note 6)

Shareholders’ equity:
Common stock, $2.50 par value; 5,000,000,000 shares authorized; shares issued 2007 and

2006 – 2,751,327,476 6,878 6,878

Additional paid-in capital 2,818 2,590

Payments advanced to purchase shares (1,275) –

Retained earnings 94,830 84,996

Accumulated other comprehensive income (loss) 6,194 9,110

Treasury stock, at cost; 2007 – 201,311,212; 2006 – 150,131,273 shares of common stock (5,378) (1,897)

Total shareholders’ equity 104,067 101,677

Total liabilities, preferred shareholders’ equity in subsidiary companies and shareholders’ equity $1,072,105 $979,410

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF INCOME

(in millions, except per share data) (unaudited)

Three Months Nine Months
Ended Ended

September 30, September 30,
2007 2006 2007 2006

Revenues:
Premiums and other considerations $19,733 $18,890 $58,908 $55,486
Net investment income 6,172 6,463 21,149 18,579
Net realized capital gains (losses) (864) (87) (962) (132)
Other income 4,795 3,981 12,536 9,446

Total revenues 29,836 29,247 91,631 83,379

Benefits and expenses:
Incurred policy losses and benefits 15,595 14,963 47,962 44,118
Insurance acquisition and other operating expenses 9,362 7,983 26,290 22,926

Total benefits and expenses 24,957 22,946 74,252 67,044

Income before income taxes, minority interest and cumulative effect of an
accounting change 4,879 6,301 17,379 16,335

Income taxes 1,463 1,943 4,868 5,066

Income before minority interest and cumulative effect of an accounting change 3,416 4,358 12,511 11,269

Minority interest (331) (134) (1,019) (694)

Income before cumulative effect of an accounting change 3,085 4,224 11,492 10,575

Cumulative effect of an accounting change, net of tax – – – 34

Net income $ 3,085 $ 4,224 $11,492 $10,609

Earnings per common share:
Basic

Income before cumulative effect of an accounting change $ 1.20 $ 1.62 $ 4.43 $ 4.06
Cumulative effect of an accounting change, net of tax – – – 0.01

Net income $ 1.20 $ 1.62 $ 4.43 $ 4.07

Diluted
Income before cumulative effect of an accounting change $ 1.19 $ 1.61 $ 4.40 $ 4.03
Cumulative effect of an accounting change, net of tax – – – 0.01

Net income $ 1.19 $ 1.61 $ 4.40 $ 4.04

Dividends declared per common share $ 0.200 $ 0.165 $ 0.565 $ 0.480

Average shares outstanding:
Basic 2,576 2,607 2,596 2,607
Diluted 2,589 2,626 2,609 2,625

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS

(in millions) (unaudited)

Nine Months
Ended September 30,

2007 2006

Summary:
Net cash provided by operating activities $ 27,056 $ 4,037

Net cash used in investing activities (65,929) (52,144)

Net cash provided by financing activities 39,524 47,576

Effect of exchange rate changes on cash 8 59

Change in cash 659 (472)

Cash at beginning of period 1,590 1,897

Cash at end of period $ 2,249 $ 1,425

Cash flows from operating activities:
Net income $ 11,492 $ 10,609

Adjustments to reconcile net income to net cash provided by operating activities:
Noncash revenues, expenses, gains and losses included in income:

Net gains on sales of securities available for sale and other assets (1,110) (407)

Foreign exchange transaction (gains) losses 1,214 845

Net unrealized (gains) losses on non-AIGFP derivative assets and liabilities (103) (441)

Equity in income of partially owned companies and other invested assets (3,336) (2,655)

Amortization of deferred policy acquisition costs 9,242 8,785

Amortization of premium and discount on securities 491 100

Depreciation expenses, principally flight equipment 2,072 1,743

Provision for finance receivable losses 391 329

Impairment losses 1,413 766

Changes in operating assets and liabilities:
General and life insurance reserves 12,131 10,507

Premiums and insurance balances receivable and payable – net 515 (173)

Reinsurance assets 561 614

Capitalization of deferred policy acquisition costs (11,897) (11,949)

Investment income due and accrued (538) (486)

Funds held under reinsurance treaties (166) (1,732)

Other policyholders’ funds (85) (840)

Income taxes payable 707 1,905

Commissions, expenses and taxes payable 1,110 356

Other assets and liabilities – net 2,181 (842)

Bonds, common and preferred stocks trading, at fair value (2,546) (5,535)

Trade receivables and payables – net 1,844 (163)

Trading securities, at fair value 158 677

Spot commodities 105 (26)

Net unrealized (gain) loss on swaps, options and forward transactions 2,059 (966)

Securities purchased under agreements to resell (6,898) (10,638)

Securities sold under agreements to repurchase 3,686 2,384

Securities and spot commodities sold but not yet purchased, at market value 660 (330)

Finance receivables held for sale – originations and purchases (4,377) (7,965)

Sales of finance receivables – held for sale 5,095 7,888

Other, net 985 1,677

Total adjustments 15,564 (6,572)

Net cash provided by operating activities $ 27,056 $ 4,037

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS (continued)

(in millions) (unaudited)

Nine Months
Ended September 30,

2007 2006

Cash flows from investing activities:
Proceeds from (payments for)

Sales and maturities of fixed maturity securities available for sale $ 97,068 $ 86,579
Sales of equity securities available for sale 6,700 9,394
Proceeds from fixed maturity securities held to maturity 175 265
Sales of flight equipment 95 380
Sales or distributions of other invested assets 9,298 11,880
Payments received on mortgage, policy, collateral and guaranteed loans 3,863 3,081
Principal payments received on finance receivables held for investment 9,554 9,131
Purchases of fixed maturity securities available for sale (110,037) (106,750)
Purchases of equity securities available for sale (8,438) (11,032)
Purchases of fixed maturity securities held to maturity (154) (264)
Purchases of flight equipment (3,925) (4,860)
Purchases of other invested assets and warehoused investments (20,677) (12,865)
Mortgage, policy, collateral and guaranteed loans issued (6,554) (5,793)
Finance receivables held for investment – originations and purchases (11,394) (9,947)
Change in securities lending collateral (18,723) (11,917)
Net additions to real estate, fixed assets, and other assets (1,004) (620)
Net change in short-term investments (11,764) (8,787)
Net change in non-AIGFP derivative assets and liabilities (12) (19)

Net cash used in investing activities $ (65,929) $ (52,144)

Cash flows from financing activities:
Proceeds from (payments for)

Policyholders’ contract deposits $ 46,239 $ 40,226
Policyholders’ contract withdrawals (43,220) (31,201)
Change in other deposits (713) 753
Change in commercial paper 2,526 3,216
Notes, bonds, loans and mortgages payable, and hybrid financial instrument liabilities issued 61,119 40,345
Repayments on notes, bonds, loans and mortgages payable, and hybrid financial instrument liabilities (42,098) (16,851)
Issuance of junior subordinated debt 4,490 –
Issuance of guaranteed investment agreements 6,430 9,411
Maturities of guaranteed investment agreements (7,545) (9,480)
Change in securities lending payable 18,156 11,855
Issuance of treasury stock 204 94
Payments advanced to purchase shares (5,000) –
Acquisition of treasury stock (16) (7)
Cash dividends paid to shareholders (1,372) (1,209)
Other, net 324 424

Net cash provided by financing activities $ 39,524 $ 47,576

Supplementary disclosure of cash flow information:
Cash paid during the period for:

Interest $ 6,190 $ 4,202
Taxes $ 4,044 $ 3,252

Non-cash financing activities:
Interest credited to policyholder accounts $ 7,553 $ 7,253
Treasury stock acquired using payments advanced to purchase shares $ 3,725 –

Non-cash investing activities:
Debt assumed on acquisitions and warehoused investments $ 358 $ –
Liability related to purchase of additional interest in 21st Century $ 759 $ –

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)

(in millions) (unaudited)

Three Months Nine Months
Ended Ended

September 30, September 30,
2007 2006 2007 2006

Net income $ 3,085 $ 4,224 $11,492 $10,609

Other comprehensive income (loss):
Unrealized (depreciation) appreciation of investments –

net of reclassification adjustments (3,394) 7,200 (4,246) (1,133)
Deferred income tax benefit (expense) on above changes 941 (2,562) 1,081 281

Foreign currency translation adjustments 619 (115) 290 955
Deferred income tax benefit (expense) on above changes (109) 17 (74) (332)

Net derivative gains arising from cash flow hedging activities –
net of reclassification adjustments (93) 4 (31) 12
Deferred income tax benefit (expense) on above changes 34 (1) 39 (4)

Change in pension and postretirement unrecognized periodic benefit (cost) 17 – 35 (3)
Deferred income tax benefit (expense) on above changes (8) – (10) 1

Other comprehensive income (loss) (1,993) 4,543 (2,916) (223)

Comprehensive income (loss) $ 1,092 $ 8,767 $ 8,576 $10,386

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

tion 05-1, ‘‘Accounting by Insurance Enterprises for Deferred1. Summary of Significant Accounting
Acquisition Costs in Connection with Modifications or Ex-Policies
changes of Insurance Contracts’’ (SOP 05-1). SOP 05-1 pro-

Basis of Presentation vides guidance on accounting for internal replacements of
insurance and investment contracts other than those specifi-These unaudited condensed consolidated financial statements
cally described in Statement of Financial Accounting Stan-do not include certain financial information required by
dards (FAS) No. 97, ‘‘Accounting and Reporting byU.S. generally accepted accounting principles (GAAP) for com-
Insurance Enterprises for Certain Long-Duration Contractsplete financial statements and should be read in conjunction
and for Realized Gains and Losses from the Sale of Invest-with the audited consolidated financial statements and the re-
ments’’ (FAS 97). SOP 05-1 defines an internal replacementlated notes included in the Annual Report on Form 10-K of
as a modification in product benefits, features, rights, or cov-American International Group, Inc. (AIG) for the year ended
erage that occurs by the exchange of a contract for a newDecember 31, 2006 (2006 Annual Report on Form 10-K).
contract, or by amendment, endorsement, or rider to a con-In the opinion of management, these consolidated financial
tract, or by the election of a feature or coverage within astatements contain the normal recurring adjustments necessary
contract. Internal replacements that result in a substantiallyfor a fair statement of the results presented herein. All material
changed contract are accounted for as a termination and aintercompany accounts and transactions have been eliminated.
replacement contract.

Revisions and Reclassifications
The provisions of SOP 05-1 became effective as of Janu-

In the third quarter of 2007, AIG determined that certain
ary 1, 2007. On the date of adoption, AIG recorded a cumu-

products that were historically reported as separate account
lative effect reduction of $82 million, net of tax, to the

assets under Statement of Position 03-1, ‘‘Accounting and
opening balance of retained earnings to reflect changes in

Reporting by Insurance Enterprises for Certain Nontradi-
unamortized deferred policy acquisition costs (DAC), value

tional Long-Duration Contracts and for Separate Accounts’’
of business acquired, deferred sales inducement assets,

(SOP 03-1) should have been reported as general account
unearned revenue liabilities and future policy benefits for life

assets. Accordingly, the December 31, 2006 consolidated bal-
and accident and health insurance contracts. This adjustment

ance sheet has been revised to transfer $2.4 billion of assets
primarily reflects a shorter expected life related to certain

from separate account assets to general account assets, and
group life and health insurance contracts and the effect on the

the same amount of liabilities from separate account liabili-
gross profits of investment-oriented products related to previ-

ties to policyholders’ contract deposits. This revision did not
ously anticipated future internal replacements. This cumula-

have any effect on consolidated income before income taxes,
tive effect adjustment affected only the Life Insurance &

net income, or shareholders’ equity for any period presented.
Retirement Services segment.

Certain reclassifications and format changes have been
FIN 48made to prior period amounts to conform to the current
On July 13, 2006, the Financial Accounting Standards Boardperiod presentation.
(FASB) issued FASB Interpretation No. 48, ‘‘Accounting for

Out of period adjustments
Uncertainty in Income Taxes – an interpretation of FASB

During the three and nine-month periods ended Septem- Statement No. 109’’ (FIN 48), which clarifies the accounting
ber 30, 2007, AIG recorded the effects of certain out of pe- for uncertainty in income tax positions. FIN 48 prescribes a
riod adjustments, which reduced net income by $35 million recognition threshold and measurement attribute for the fi-
and $408 million, respectively, and diluted earnings per share nancial statement recognition and measurement of an income
by $0.01 per share and $0.16 per share, respectively. tax position taken or expected to be taken in a tax return.

FIN 48 also provides guidance on derecognition, classifica-During the three and nine-month periods ended Septem-
tion, interest and penalties, accounting in interim periods,ber 30, 2006, AIG recorded the effects of certain out of period
and additional disclosures. AIG adopted the provisions ofadjustments which increased (decreased) net income by $73 mil-
FIN 48 on January 1, 2007. As a result of the adoption oflion and $(135) million, respectively, and diluted earnings per
FIN 48, AIG recognized a $71 million increase in the liabilityshare by $0.03 per share and $(0.05) per share, respectively.
for unrecognized tax benefits, which was accounted for as a

Recent Accounting Standards decrease to opening retained earnings as of January 1, 2007.

Accounting  Changes As of the date of adoption and after recognizing the effect
of the increase in the liability noted above, the total amount ofSOP 05-1
AIG’s unrecognized tax benefit, excluding interest and penalties,

On September 19, 2005, the American Institute of Certified was $1.138 billion. Included in this balance are $407 million
Public Accountants (AICPA) issued Statement of Posi- related to tax positions, the disallowance of which would not
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

tent with any FIN 48 uncertain tax position related to the1. Summary of Significant Accounting
lease. FSP 13-2 is effective for fiscal years beginning after De-Policies (continued)
cember 15, 2006. Upon adoption, AIG recorded a $50 million

affect the annual effective income tax rate. Accordingly, the decrease in the opening balance of retained earnings, net of
amount of unrecognized tax benefit that, if recognized, would tax, as of January 1, 2007 to reflect the cumulative effect of
favorably affect the effective tax rate is $731 million. this change in accounting. The adoption of this guidance is not

At September 30, 2007, AIG’s unrecognized tax benefit, expected to have a material effect on AIG’s results of opera-
excluding interest and penalties, was $1.139 billion, which tions in 2007.
includes $447 million related to tax positions the disallow- As a result of the adoptions of SOP 05-1, FIN 48 and
ance of which would not affect the annual effective income FSP 13-2, AIG recorded a total decrease to opening retained
tax rate. Accordingly, the amount of unrecognized tax benefit earnings of $203 million as of January 1, 2007.
that, if recognized, would favorably affect the effective tax
rate was $692 million. Future  Application  of  Accounting  Standards

Interest and penalties related to unrecognized tax bene-
FAS 157fits are recognized in income tax expense. At January 1, 2007
In September 2006, the FASB issued FAS No. 157, ‘‘Fairand September 30, 2007, AIG had accrued $176 million and
Value Measurements’’ (FAS 157). FAS 157 defines fair value,$207 million, respectively, for the payment of interest (net of
establishes a framework for measuring fair value and ex-tax benefits) and penalties.
pands disclosure requirements regarding fair value measure-Neither reserves for uncertain tax positions attributable to
ments. FAS 157 will be effective January 1, 2008. AIG isprior restatements (including various other remediation-related
currently assessing the effect of implementing this guidance.adjustments) nor the corresponding interest income have been

recognized because such amounts are not currently estimable. In FAS 159
addition, certain tax benefits from compensation deductions In February 2007, the FASB issued FAS No. 159, ‘‘The Fair
have not been recognized because of existing uncertainty with Value Option for Financial Assets and Financial Liabilities’’
respect to documentation supporting these tax benefits. (FAS 159). FAS 159 permits entities to choose to measure at

AIG continually evaluates proposed adjustments by taxing fair value many financial instruments and certain other items
authorities. At September 30, 2007, such proposed adjustments that are not currently required to be measured at fair value.
would not result in a material change to AIG’s consolidated Subsequent changes in fair value for designated items will be
financial condition. However, AIG believes that it is reasonably required to be reported in earnings in the current period.
possible that the balance of the unrecognized tax benefits could FAS 159 also establishes presentation and disclosure require-
decrease by $0 to $100 million within the next twelve months ments for similar types of assets and liabilities measured at
due to settlements or expiration of statutes. fair value. FAS 159 will be effective January 1, 2008. AIG is

currently assessing the effect of implementing this guidance,Listed below are the tax years that remain subject to exam-
which depends on the nature and extent of items elected to beination by major tax jurisdiction:
measured at fair value upon initial application of the stan-Major Tax Jurisdictions Open Tax Years
dard on January 1, 2008.United States 1991-2006

Hong Kong 1997-2006
SOP 07-1Malaysia 1999-2006

Singapore 1993-2006
Thailand 2001-2006 In June 2007, the AICPA issued Statement of Position
Taiwan 2000-2006

No. 07-1 (SOP 07-1), ‘‘Clarification of the Scope of the AuditJapan 2000-2006
United Kingdom 2003-2006 and Accounting Guide ‘Audits of Investment Companies’ and
France 2003-2006

Accounting by Parent Companies and Equity Method Inves-Korea 2001-2006

tors for Investments in Investment Companies.’’ SOP 07-1
amends the guidance for whether an entity may apply theFSP 13-2
provisions of the Audit and Accounting Guide, ‘‘Audits of

On July 13, 2006, the FASB issued FASB Staff Position
Investment Companies’’ (the Guide). Investment companies

(FSP) No. 13-2, ‘‘Accounting for a Change or Projected
that are subject to the Guide must report all investments at

Change in the Timing of Cash Flows Relating to Income Taxes
fair value regardless of the nature of the investment or the

Generated by a Leveraged Lease Transaction’’ (FSP 13-2).
level of ownership. SOP 07-1 also establishes new require-

FSP 13-2 addresses how a change or projected change in the
ments for whether a parent company can retain specialized

timing of cash flows relating to income taxes generated by a
investment company accounting in its consolidated financial

leveraged lease transaction affects the accounting for the lease
statements for subsidiaries and equity method investees that

by the lessor, and directs that the tax assumptions be consis-
are covered by the Guide. At the October 17, 2007 Board
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

Staff Position will be issued shortly. AIG is currently monitor-1. Summary of Significant Accounting
ing any changes to the existing guidance.Policies (continued)

meeting, the FASB decided it would indefinitely defer the
effective date of SOP 07-1. AIG understands that a FASB 

2. Segment Information

AIG identifies its reportable segments by product line consis- reporting net realized capital gains and losses for the Finan-
tent with its management structure. These segments are Gen- cial Services and Asset Management segments in the results of
eral Insurance, Life Insurance & Retirement Services, these segments. Historically, net realized capital gains and
Financial Services and Asset Management. losses were included in the Other category. There has been no

change in AIG’s management structure or in its reportable
In order to better align financial reporting with the man-

segments. All prior period amounts presented in the tables
ner in which AIG’s chief operating decision makers have

below have been revised to conform to the current year’s
managed their businesses, commencing in the first quarter of

presentation of these items.
2007, AIG realigned certain products among reportable seg-
ments and major internal reporting units. AIG also began

The following table summarizes AIG’s operations by major operating segment:
Three Months Nine Months

Ended September 30, Ended September 30,Operating Segments
(in millions) 2007 2006 2007 2006
Revenues(a):

General Insurance(b) $12,758 $12,615 $38,589 $36,438
Life Insurance & Retirement Services(b) 12,632 12,542 40,337 37,303
Financial Services(c)(d) 2,785 3,011 7,109 5,923
Asset Management 1,824 993 5,721 3,647
Other 13 215 407 443
Consolidation and eliminations (176) (129) (532) (375)

Consolidated $29,836 $29,247 $91,631 $83,379
Operating income (loss)(a):

General Insurance(b) $ 2,439 $ 2,625 $ 8,511 $ 7,819
Life Insurance & Retirement Services(b) 1,999 2,472 6,900 7,483
Financial Services(c)(d) 669 1,179 1,008 541
Asset Management 419 211 2,541 1,445
Other(e) (627) (186) (1,557) (953)
Consolidation and eliminations (20) – (24) –

Consolidated $ 4,879 $ 6,301 $17,379 $16,335

(a) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS No. 133, ‘‘Accounting for Derivative Instruments
and Hedging Activities’’ (FAS 133), including the related foreign exchange gains and losses. For the three-month periods ended September 30, 2007 and 2006,
respectively, the effect was $(178) million and $165 million in both revenues and operating income. For the nine-month periods ended September 30, 2007 and
2006, respectively, the effect was $(1.06) billion and $(1.13) billion in both revenues and operating income. These amounts result primarily from interest rate and
foreign currency derivatives that are hedging investments and borrowings. These gains (losses) for the three and nine-month periods ended September 30, 2007
include out of period charges of $20 million and $346 million, respectively, including a $380 million charge in the nine months ended September 30, 2007 to
reverse net gains recognized on transfers of available for sale securities among legal entities consolidated within AIG Financial Products Corp. and AIG Trading
Group Inc. and their respective subsidiaries (collectively, AIGFP). The three and nine-month periods ended September 30, 2006 include an out of period gain of
$115 million and a charge of $223 million related to the remediation of the material weakness in accounting for certain derivative transactions under FAS 133.

(b) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts (UCITS). For the three and nine-month
periods ended September 30, 2006, the effect was an increase of $92 million and $472 million, respectively, in both revenues and operating income for General
Insurance and an increase of $24 million and $240 million, respectively, in revenues and $24 million and $169 million, respectively, in operating income for Life
Insurance & Retirement Services.

(c) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains
and losses. For the three-month periods ended September 30, 2007 and 2006, respectively, the effect was $353 million, and $581 million in both revenues and
operating income. For the nine-month periods ended September 30, 2007 and 2006, respectively, the effect was $(250) million and $(1.2) billion in both revenues
and operating income. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of investments and
borrowings. The three and nine-month periods ended September 30, 2007 include out of period charges of $20 million and $346 million, respectively, as
discussed above. The three and nine-month periods ended September 30, 2006 include an out of period gain of $115 million and a charge of $223 million as
discussed above. In the first quarter of 2007, AIG began applying hedge accounting for certain transactions, primarily in its Capital Markets operations. In the
second quarter of 2007, American General Finance, Inc. (AGF) and International Lease Finance Corporation (ILFC) began applying hedge accounting to most of
their derivatives hedging interest rate and foreign exchange risks associated with their floating rate and foreign currency denominated borrowings.

(d) For the three and nine-month periods ended September 30, 2007, both revenues and operating income include an unrealized market valuation loss of
$352 million on AIGFP’s super senior credit default swap portfolio.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

(e) Includes AIG parent and other operations which are not required to be reported separately. The following table presents the operating loss for AIG’s Other
category:

Three Months Nine Months
Ended Ended

September 30, September 30,
(in millions) 2007 2006 2007 2006
Other operating income (loss):

Equity earnings in unconsolidated entities $ 37 $ 48 $ 128 $ 178
Interest expense (315) (227) (869) (633)
Unallocated corporate expenses (157) (89) (519) (337)
Compensation expense – SICO Plans (9) (14) (29) (104)
Compensation expense – Starr tender offer – – – (54)
Net realized capital gains (losses) (199) 85 (226) 31
Other miscellaneous, net 16 11 (42) (34)

Total Other $(627) $(186) $(1,557) $(953)

The following table summarizes AIG’s General Insurance operations by major internal reporting unit:

Three Months Nine Months
Ended September 30, Ended September 30,General Insurance

(in millions) 2007 2006 2007 2006
Revenues:

Domestic Brokerage Group $ 6,736 $ 7,182 $20,731 $20,330
Transatlantic 1,088 1,004 3,253 3,035
Personal Lines 1,252 1,214 3,688 3,652
Mortgage Guaranty 267 226 772 636
Foreign General* 3,413 2,989 10,150 8,783
Reclassifications and eliminations 2 – (5) 2

Total General Insurance $12,758 $12,615 $38,589 $36,438
Operating Income (loss):

Domestic Brokerage Group $ 1,829 $ 1,543 $ 5,662 $ 4,322
Transatlantic 189 143 508 427
Personal Lines 28 133 252 352
Mortgage Guaranty (216) 85 (289) 301
Foreign General* 607 721 2,383 2,415
Reclassifications and eliminations 2 – (5) 2

Total General Insurance $ 2,439 $ 2,625 $ 8,511 $ 7,819

* Includes the effect of an out of period UCITS adjustment which increased both revenues and operating income by $22 million and $406 million for the three
and nine-month periods ended September 30, 2006, respectively.

The following table summarizes AIG’s Life Insurance & Retirement Services operations by major internal reporting unit:

Three Months Nine Months
Ended September 30, Ended September 30,Life Insurance & Retirement Services

(in millions) 2007 2006 2007 2006
Revenues:

Foreign:
Japan and Other $ 4,315 $ 4,339 $13,948 $12,415
Asia* 4,695 4,109 14,205 12,872

Domestic:
Domestic Life Insurance 2,185 2,259 7,065 6,848
Domestic Retirement Services 1,437 1,835 5,119 5,168

Total Life Insurance & Retirement Services $12,632 $12,542 $40,337 $37,303
Operating Income:

Foreign:
Japan and Other $ 1,030 $ 993 $ 2,753 $ 2,946
Asia* 706 615 1,921 2,087

Domestic:
Domestic Life Insurance 61 261 774 862
Domestic Retirement Services 202 603 1,452 1,588

Total Life Insurance & Retirement Services $ 1,999 $ 2,472 $ 6,900 $ 7,483

* Includes the effect of an out of period UCITS adjustment, which increased revenues by $9 million and $208 million and operating income by $9 million and
$137 million, respectively, for the three and nine-month periods ended September 30, 2006, respectively.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

The following table summarizes AIG’s Financial Services operations by major internal reporting unit:
Three Months Nine Months

Ended Ended
September 30, September 30,Financial Services

(in millions) 2007 2006 2007 2006
Revenues:

Aircraft Leasing(a) $1,237 $ 950 $3,468 $ 3,013
Capital Markets(b)(c) 540 1,118 701 30
Consumer Finance(d)(e) 992 901 2,824 2,768
Other, including intercompany adjustments 16 42 116 112

Total Financial Services $2,785 $3,011 $7,109 $ 5,923
Operating income (loss):

Aircraft Leasing(a) $ 254 $ 47 $ 625 $ 421
Capital Markets(b)(c) 370 965 183 (457)
Consumer Finance(d)(e) 69 151 180 529
Other, including intercompany adjustments (24) 16 20 48

Total Financial Services $ 669 $1,179 $1,008 $ 541

(a) Both revenues and operating income include gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133,
including the related foreign exchange gains and losses. For the three-month periods ended September 30, 2007 and 2006, the effect was $(19) million and
$(111) million, respectively. For the nine-month periods ended September 30, 2007 and 2006, the effect was $(32) million and $(56) million, respectively.
These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of borrowings. In the second quarter of
2007, ILFC began applying hedge accounting to most of its derivatives hedging interest rate and foreign exchange risks associated with its floating rate and
foreign currency denominated borrowings.

(b) Revenues, shown net of interest expense of $1.4 billion and $802 million for the three-month periods ended September 30, 2007 and 2006, respectively, and
$3.3 billion and $2.1 billion for the nine-month periods ended September 30, 2007 and 2006, respectively, were primarily from hedged financial positions
entered into in connection with counterparty transactions. Both revenues and operating income include gains (losses) from hedging activities that did not
qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses. For the three-month periods ended
September 30, 2007 and 2006, the effect was $428 million and $783 million, respectively. For the nine-month periods ended September 30, 2007 and 2006,
the effect was $(185) million and $(1.1) billion, respectively. The three and nine-month periods ended September 30, 2007 include out of period charges of
$20 million and $346 million, respectively, including a $380 million charge in the nine months ended September 30, 2007 to reverse net gains recognized on
transfers of available for sale securities among legal entities consolidated within AIGFP. The three and nine-month periods ended September 30, 2006
include an out of period gain of $115 million and a charge of $223 million, respectively, related to the remediation of the material weakness in accounting for
certain derivative transactions under FAS 133. In the first quarter of 2007, AIGFP began applying hedge accounting for certain transactions.

(c) For the three and nine-month periods ended September 30, 2007, both revenues and operating income include an unrealized market valuation loss of
$352 million on AIGFP’s super senior credit default swap portfolio.

(d) Both revenues and operating income include gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133,
including the related foreign exchange gains and losses. For the three-month periods ended September 30, 2007 and 2006, the effect was $(6) million and
$(73) million, respectively. For the nine-month periods ended September 30, 2007 and 2006, the effect was $(21) million and $(65) million, respectively.
These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of borrowings. In the second quarter of
2007, AGF began applying hedge accounting to most of its derivatives hedging interest rate and foreign exchange risks associated with its floating rate and
foreign currency denominated borrowings.

(e) The nine-month period ended September 30, 2007 includes a pre-tax charge of $178 million in connection with domestic consumer finance’s mortgage
banking activities.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

3. Shareholders’  Equity and Earnings Per Share

Earnings Per Share (EPS)

Basic EPS of AIG is calculated using the weighted average number of common shares outstanding. Diluted EPS is based on
those shares used in basic EPS plus shares that would have been outstanding assuming issuance of common shares for all
potentially dilutive common shares outstanding.

The following table presents the computation of basic and diluted EPS:
Three Months Nine Months

Ended Ended
September 30, September 30,

(in millions, except per share data) 2007 2006 2007 2006
Numerator for earnings per share:
Income before cumulative effect of an accounting change $3,085 $4,224 $11,492 $10,575
Cumulative effect of an accounting change, net of tax – – – 34
Net income applicable to common stock for basic EPS $3,085 $4,224 $11,492 $10,609
Interest on contingently convertible bonds, net of tax(a) – 2 – 8
Net income applicable to common stock for diluted EPS $3,085 $4,226 $11,492 $10,617
Cumulative effect of an accounting change, net of tax – – – (34)
Income before cumulative effect of an accounting change applicable to common stock for

diluted EPS $3,085 $4,226 $11,492 $10,583
Denominator for earnings per share:

Weighted average shares outstanding used in the computation of EPS:
Common stock issued 2,751 2,751 2,751 2,751
Common stock in treasury (189) (153) (168) (153)
Deferred shares 14 9 13 9

Weighted average shares outstanding – basic 2,576 2,607 2,596 2,607
Incremental shares from potential common stock:

Weighted average number of shares arising from outstanding employee stock plans
(treasury stock method)(b) 13 10 13 9

Contingently convertible bonds(a) – 9 – 9
Weighted average shares outstanding – diluted(b) 2,589 2,626 2,609 2,625
Earnings per share:
Basic:

Income before cumulative effect of an accounting change $ 1.20 $ 1.62 $ 4.43 $ 4.06
Cumulative effect of an accounting change, net of tax – – – 0.01

Net income $ 1.20 $ 1.62 $ 4.43 $ 4.07
Diluted:

Income before cumulative effect of an accounting change $ 1.19 $ 1.61 $ 4.40 $ 4.03
Cumulative effect of an accounting change, net of tax – – – 0.01

Net income $ 1.19 $ 1.61 $ 4.40 $ 4.04

(a) Assumes conversion of contingently convertible bonds due to the adoption of Emerging Issues Task Force Issue No. 04-8 ‘‘Accounting Issues Related to Certain
Features of Contingently Convertible Debt and the Effect on Diluted Earnings per Share.’’

(b) Certain shares arising from employee stock plans were not included in the computation of diluted earnings per share where the exercise price of the options
exceeded the average market price for the period and would have been antidilutive. The number of shares excluded was 7 million and 14 million for the nine-
month periods ended September 30, 2007 and 2006, respectively.

Shareholders’ Equity

From time to time, AIG may buy shares of its common stock chased during the first nine months of 2007. The portion of
for general corporate purposes, including to satisfy its obliga- the payments advanced by AIG under the structured share
tions under various employee benefit plans. In February repurchase arrangements that had not yet been utilized to
2007, AIG’s Board of Directors increased AIG’s share repur- repurchase shares at September 30, 2007, amounting to
chase program by authorizing the repurchase of shares with $1.28 billion, has been recorded as a component of share-
an aggregate purchase price of $8 billion. In March 2007, holders’ equity under the caption Payments advanced to
AIG entered into a $3 billion structured share repurchase purchase shares. Purchases have continued subsequent to
arrangement and AIG entered into additional $1 billion September 30, 2007, with an additional 13,964,098 shares
structured share repurchase arrangements in each of May and purchased from October 1 through November 5, 2007. All
September 2007. A total of 55,103,845 shares were repur- shares repurchased are recorded as treasury stock at cost.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

The quarterly dividend per common share, commencing with the dividend declared in May 2007 and paid on September 21,
2007, was $0.20.

The following table summarizes the changes in retained earnings during the first nine months of 2007:
(in millions) September 30, 2007
Retained earnings:

Balance at beginning of year $ 84,996
Cumulative effect of accounting changes, net of tax (203)

Adjusted balance, beginning of year 84,793
Net income 11,492
Dividends to shareholders (1,455)

Balance, end of period $ 94,830

4. Benefits Provided by Starr
International Company, Inc.
and C.V. Starr & Co., Inc.

Starr International Company, Inc. (SICO) has provided a se- employees. In conjunction with AIG’s adoption of
ries of two-year Deferred Compensation Profit Participation FAS No. 123R ‘‘Share-Based Payments’’ (FAS 123R), Starr is
Plans (SICO Plans) to certain AIG employees. The SICO considered to be an ‘‘economic interest holder’’ in AIG. As a
Plans came into being in 1975 when the voting shareholders result, compensation expense of $54 million was included in
and Board of Directors of SICO, a private holding company the first nine months of 2006 with respect to the Starr tender
whose principal asset is AIG common stock, decided that a offer.
portion of the capital value of SICO should be used to pro-

Compensation expense with respect to the SICO Plans
vide an incentive plan for the current and succeeding manage-

aggregated $9 million and $14 million for the three-month
ments of all American International companies, including

periods ended September 30, 2007 and 2006, respectively,
AIG.

and $29 million and $104 million for the nine-month periods
None of the costs of the various benefits provided under ended September 30, 2007 and 2006, respectively. Compen-

the SICO Plans has been paid by AIG, although AIG has sation expense for the first nine months of 2006 included
recorded a charge to reported earnings for the deferred com- various out of period adjustments totaling $61 million, pri-
pensation amounts paid to AIG employees by SICO, with an marily relating to stock splits and other miscellaneous items
offsetting amount credited to additional paid-in capital re- for the SICO plans.
flecting amounts deemed contributed by SICO. The SICO

5. OwnershipPlans provide that shares currently owned by SICO are set
aside by SICO for the benefit of the participant and distrib- According to the Schedule 13D filed on March 20, 2007 by
uted upon retirement. The SICO Board of Directors currently Starr, SICO, Edward E. Matthews, Maurice R. Greenberg,
may permit an early payout of units under certain circum- the Maurice R. and Corinne P. Greenberg Family Founda-
stances. Prior to payout, the participant is not entitled to tion, Inc., the Universal Foundation, Inc., the Maurice R. and
vote, dispose of or receive dividends with respect to such Corinne P. Greenberg Joint Tenancy Company, LLC and the
shares, and shares are subject to forfeiture under certain con- C.V. Starr & Co., Inc. Trust, these reporting persons could be
ditions, including but not limited to the participant’s volun- deemed to beneficially own 354,987,261 shares of AIG’s
tary termination of employment with AIG prior to normal common stock at that date. Based on the shares of AIG’s
retirement age. Under the SICO Plans, SICO’s Board of Di- common stock outstanding as of October 31, 2007, this own-
rectors may elect to pay a participant cash in lieu of shares of ership would represent approximately 14 percent of the vot-
AIG common stock. Following notification from SICO to ing stock of AIG. Although these reporting persons have
participants in the SICO Plans that it will settle specific future made filings under Section 16 of the Securities Exchange Act
awards under the SICO Plans with shares rather than cash, of 1934 (Exchange Act), reporting sales of shares of common
AIG modified its accounting for the SICO Plans from variable stock, no amendment to the Schedule 13D has been filed to
to fixed measurement accounting. AIG gave effect to this report a change in ownership subsequent to March 20, 2007.
change in settlement method beginning on December 9,
2005, the date of SICO’s notice to participants in the SICO 6. Commitments,  Contingencies and
Plans. See also Note 6(b) ‘‘Commitments’’ herein. Guarantees

In January 2006, C.V. Starr & Co., Inc. (Starr) com-
In the normal course of business, various commitments andpleted its tender offer to purchase Starr interests from AIG
contingent liabilities are entered into by AIG and certain of its
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

these actions or the potential damages in the event liability is6. Commitments,  Contingencies and
determined.Guarantees (continued)

Litigation Arising from Insurance Operations –subsidiaries. In addition, AIG guarantees various obligations
Gunderson. A subsidiary of AIG has been named as a defen-of certain subsidiaries.
dant in a putative class action lawsuit in the 14th Judicial
District Court for the State of Louisiana. The Gunderson(a) Litigation  and Investigations
complaint alleges failure to comply with certain provisions of

Litigation Arising from Operations. AIG and its subsidiar- the Louisiana Any Willing Provider Act (the Act) relating to
ies, in common with the insurance and financial services in- discounts taken by defendants on bills submitted by Louisi-
dustries in general, are subject to litigation, including claims ana medical providers and hospitals that provided treatment
for punitive damages, in the normal course of their business. or services to workers compensation claimants and seeks
In AIG’s insurance operations, litigation arising from claims monetary penalties and injunctive relief. On July 20, 2006,
settlement activities is generally considered in the establish- the court denied defendants’ motion for summary judgment
ment of AIG’s reserve for losses and loss expenses. However, and granted plaintiffs’ partial motion for summary judgment,
in certain circumstances, AIG provides disclosure because of holding that the AIG subsidiary was a ‘‘group purchaser’’
the size or nature of the potential liability to AIG. The poten- and, therefore, potentially subject to liability under the Act.
tial for increasing jury awards and settlements makes it diffi- On November 28, 2006, the court issued an order certifying a
cult to assess the ultimate outcome of such litigation. class of providers and hospitals. In an unrelated action also

arising under the Act, a Louisiana appellate court ruled thatLitigation Arising from Insurance Operations –
the district court lacked jurisdiction to adjudicate the claimsCaremark. AIG and certain of its subsidiaries have been
at issue. In response, defendants in Gunderson filed an excep-named defendants in two putative class actions in state court
tion for lack of subject matter jurisdiction. On January 19,in Alabama that arise out of the 1999 settlement of class and
2007, the court denied the motion, holding that it has juris-derivative litigation involving Caremark Rx, Inc. (Caremark).
diction over the putative class claims. The AIG subsidiary isThe plaintiffs in the second-filed action have intervened in the
appealing the class certification ruling and is seeking an ap-first-filed action, and the second-filed action has been dis-
peal from the jurisdictional ruling. AIG believes that it hasmissed. An excess policy issued by a subsidiary of AIG with
meritorious defenses to plaintiffs’ claims and expects that therespect to the 1999 litigation was expressly stated to be with-
ultimate resolution of this matter will not have a materialout limit of liability. In the current actions, plaintiffs allege
adverse effect on AIG’s consolidated financial condition orthat the judge approving the 1999 settlement was misled as to
results of operations for any period.the extent of available insurance coverage and would not

have approved the settlement had he known of the existence 2006 Regulatory Settlements. In February 2006, AIG
and/or unlimited nature of the excess policy. They further reached a resolution of claims and matters under investiga-
allege that AIG, its subsidiaries, and Caremark are liable for tion with the United States Department of Justice (DOJ), the
fraud and suppression for misrepresenting and/or concealing Securities and Exchange Commission (SEC), the Office of the
the nature and extent of coverage. In their complaint, plain- New York Attorney General (NYAG) and the New York
tiffs request compensatory damages for the 1999 class in the State Department of Insurance (DOI). AIG recorded an after-
amount of $3.2 billion, plus punitive damages. AIG and its tax charge of $1.15 billion relating to these settlements in the
subsidiaries deny the allegations of fraud and suppression fourth quarter of 2005.
and have asserted, inter alia, that information concerning the

The settlements resolved investigations conducted by theexcess policy was publicly disclosed months prior to the ap-
SEC, NYAG and DOI in connection with the accounting,proval of the settlement. AIG and its subsidiaries further as-
financial reporting and insurance brokerage practices of AIGsert that the current claims are barred by the statute of
and its subsidiaries, as well as claims relating to the un-limitations and that plaintiffs’ assertions that the statute was
derpayment of certain workers compensation premium taxestolled cannot stand against the public disclosure of the excess
and other assessments. These settlements did not, however,coverage. Plaintiffs, in turn, have asserted that the disclosure
resolve investigations by regulators from other states intowas insufficient to inform them of the nature of the coverage
insurance brokerage practices related to contingent commis-and did not start the running of the statute of limitations. The
sions and other broker-related conduct, such as alleged bidtrial court is currently considering, under standards man-
rigging. Nor did the settlements resolve any obligations thatdated by the Alabama Supreme Court, whether a class action
AIG may have to state guarantee funds in connection withcan be certified and whether the defendants in the case
any of these matters.brought by the intervenors should be dismissed. AIG cannot

reasonably estimate either the likelihood of its prevailing in
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Private  Litigation6. Commitments,  Contingencies and
Guarantees (continued) Securities Actions. Beginning in October 2004, a number of

putative securities fraud class action suits were filed againstAs a result of these settlements, AIG made payments or
AIG and consolidated as In re American Internationalplaced amounts in escrow in 2006 totaling approximately
Group, Inc. Securities Litigation. Subsequently, a separate,$1.64 billion, $225 million of which represented fines and
though similar, securities fraud action was also broughtpenalties. Amounts held in escrow totaling $344 million, in-
against AIG by certain Florida pension funds. The lead plain-cluding interest thereon, are included in other assets at Sep-
tiff in the class action is a group of public retirement systemstember 30, 2007. At that date, approximately $326 million of
and pension funds benefiting Ohio state employees, suing onthe funds were escrowed for settlement of claims resulting
behalf of themselves and all purchasers of AIG’s publiclyfrom the underpayment by AIG of its residual market assess-
traded securities between October 28, 1999 and April 1,ments for workers compensation. The National Workers
2005. The named defendants are AIG and a number of pre-Compensation Reinsurance Pool, on behalf of its participant
sent and former AIG officers and directors, as well as Starr,members, has filed a lawsuit against AIG with respect to the
SICO, General Reinsurance Corporation, and Price-underpayment of such assessments. The National Association
waterhouseCoopers LLP (PwC), among others. The leadof Insurance Commissioners has formed a Settlement Review
plaintiff alleges, among other things, that AIG: (1) concealedWorking Group directed by the State of Indiana, which has
that it engaged in anti-competitive conduct through allegedcommenced its own investigation into the underreporting of
payment of contingent commissions to brokers and participa-workers compensation premium. In addition, similar lawsuits
tion in illegal bid-rigging; (2) concealed that it used ‘‘incomefiled by the Attorney General of the State of Minnesota, the
smoothing’’ products and other techniques to inflate its earn-Minnesota Workers Compensation Reinsurance Association
ings; (3) concealed that it marketed and sold ‘‘incomeand the Minnesota Workers Compensation Insurers Associa-
smoothing’’ insurance products to other companies; andtion are pending. AIG cannot currently estimate whether the
(4) misled investors about the scope of government investiga-amount ultimately required to settle these claims will exceed
tions. In addition, the lead plaintiff alleges that AIG’s formerthe funds escrowed or otherwise accrued for this purpose.
Chief Executive Officer manipulated AIG’s stock price. The

The remaining escrowed funds, which amounted to lead plaintiff asserts claims for violations of Sections 11 and
$18 million at September 30, 2007, are set aside for settle- 15 of the Securities Act of 1933, Section 10(b) of the Ex-
ments for certain specified AIG policyholders. During the change Act, and Rule 10b-5 promulgated thereunder, Sec-
first nine months of 2007, approximately $367 million was tion 20(a) of the Exchange Act, and Section 20A of the
paid out from escrow in exchange for releasing AIG and its Exchange Act. In April 2006, the court denied the defend-
subsidiaries from any alleged liability relating to, among ants’ motions to dismiss the second amended class action
other things, brokerage practices alleged in the NYAG settle- complaint and the Florida complaint. In December 2006, a
ment. Any funds remaining at the end of the escrow period third amended class action complaint was filed, which does
can be used to resolve claims asserted by policyholders relat- not differ substantially from the prior complaint. Fact and
ing to such insurance brokerage practices, including those class discovery is currently ongoing.
described in Private Litigation below.

ERISA Action. Between November 30, 2004 and July 1,
In addition to the escrowed funds, $800 million was 2005, several Employee Retirement Income Security Act of

deposited into a fund under the supervision of the SEC as part 1974 (ERISA) actions were filed on behalf of purported class
of the settlements to be available to resolve claims asserted of participants and beneficiaries of three pension plans spon-
against AIG by investors, including the shareholder lawsuits sored by AIG or its subsidiaries. A consolidated complaint
described herein. filed on September 26, 2005 alleges a class period between

September 30, 2000 and May 31, 2005 and names as defend-Also, as part of the settlements, AIG agreed to retain, for
ants AIG, the members of AIG’s Retirement Board and thea period of three years, an independent consultant to conduct
Administrative Boards of the plans at issue, and four presenta review that will include, among other things, the adequacy
or former members of AIG’s Board of Directors. The factualof AIG’s internal control over financial reporting, the poli-
allegations in the complaint are essentially identical to thosecies, procedures and effectiveness of AIG’s regulatory, com-
in the securities actions described above. Plaintiffs allege thatpliance and legal functions and the remediation plan that AIG
defendants violated duties under ERISA by allowing the planshas implemented as a result of its own internal review.
to offer AIG stock as a permitted investment, when defend-

Other than as described above, at the current time, AIG
ants allegedly knew it was not a prudent investment, and by

cannot predict the outcome of the matters described above,
failing to provide participants with accurate information

or estimate any potential additional costs related to these
about AIG stock. AIG’s motion to dismiss was denied by

matters.
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the New York consolidated derivative litigation, were current6. Commitments,  Contingencies and
and former officers and directors of AIG, as well as otherGuarantees (continued)
entities and certain of their current and former employees and

order dated December 12, 2006. AIG filed an answer on directors. Earlier in 2007, the Court approved an agreement
February 12, 2007, denying plaintiffs’ allegations of wrong- that AIG be realigned as plaintiff, and, on June 13, 2007,
doing and asserting affirmative defenses to plaintiffs’ claims. acting on the direction of the special committee, AIG filed an
AIG expects that the ultimate resolution of this matter will amended complaint against former directors and officers
not have a material adverse effect on AIG’s consolidated fi- Maurice R. Greenberg and Howard I. Smith, alleging breach
nancial condition or results of operations for any period. of fiduciary duty and indemnification. Also on June 13, 2007,

the special committee filed a motion to terminate the litiga-Derivative Actions – Southern District of New York.
tion as to certain defendants, while taking no action as toBetween October 25, 2004 and July 14, 2005, seven separate
others. Defendants Greenberg and Smith filed answers toderivative actions were filed in the Southern District of New
AIG’s complaint and brought third-party complaints againstYork, five of which were consolidated into a single action.
certain current and former AIG directors and officers, PwCThe New York derivative complaint contains nearly the same
and Regulatory Insurance Services, Inc. Certain defendantstypes of allegations made in the securities fraud and ERISA
have subsequently filed motions to dismiss plaintiffs’ com-actions described above. The named defendants include cur-
plaint, as well as defendants Greenberg and Smith’s third-rent and former officers and directors of AIG, as well as
party complaints. On September 28, 2007, AIG and theMarsh & McLennan Companies, Inc. (Marsh), SICO, Starr,
shareholder plaintiffs filed a combined amended complaint inACE Limited and subsidiaries (ACE), General Reinsurance
which AIG continued to assert claims against defendantsCorporation, PwC, and certain employees or officers of these
Greenberg and Smith and took no position as to the claimsentity defendants. Plaintiffs assert claims for breach of fiduci-
asserted by the shareholder plaintiffs in the remainder of theary duty, gross mismanagement, waste of corporate assets,
combined amended complaint. In that pleading, the share-unjust enrichment, insider selling, auditor breach of contract,
holder plaintiffs are no longer pursuing claims against certainauditor professional negligence and disgorgement from AIG’s
AIG officers and directors. The factual allegations, legalformer Chief Executive Officer and Chief Financial Officer of
claims and relief sought in the Delaware action are similar toincentive-based compensation and AIG share proceeds under
those alleged in the New York derivative actions, except thatSection 304 of the Sarbanes-Oxley Act, among others. Plain-
shareholder plaintiffs in the Delaware derivative action asserttiffs seek, among other things, compensatory damages, cor-
claims only under state law. Certain defendants have filedporate governance reforms, and a voiding of the election of
motions to dismiss the shareholder plaintiffs’ claims. Thecertain AIG directors. AIG’s Board of Directors has ap-
shareholder plaintiffs have moved to sever their claims to apointed a special committee of independent directors (special
separate action. AIG has joined that motion to the extentcommittee) to review the matters asserted in the operative
that, among other things, the claims brought by AIG againstconsolidated derivative complaint. The court has entered an
defendants Greenberg and Smith remain for prosecution inorder staying the derivative case in the Southern District of
the pending action. AIG also has moved to stay discovery inNew York pending resolution of the consolidated derivative
the Delaware derivative action pending the resolution of theaction in the Delaware Chancery Court (discussed below).
claims against AIG in the New York consolidated securitiesThe court also has entered an order that termination of cer-
action. That motion, together with the motion to sever, istain named defendants from the Delaware derivative action
currently pending before the court.applies to the New York derivative action without further

order of the court. On October 17, 2007, plaintiffs and those In December 2002, a derivative lawsuit was filed in the
AIG officer and director defendants against whom the share- Delaware Chancery Court against twenty directors and exec-
holder plaintiffs in the Delaware action are no longer pursu- utives of AIG as well as against AIG as a nominal defendant
ing claims filed a stipulation providing for all claims in the that alleges, among other things, that the directors of AIG
New York action against such defendants to be dismissed breached the fiduciary duties of loyalty and care by approv-
with prejudice. Former directors and officers Maurice R. ing the payment of commissions to Starr and of rental and
Greenberg and Howard I. Smith have asked the court to service fees to SICO and the executives breached their duty of
refrain from so ordering this stipulation. loyalty by causing AIG to enter into contracts with Starr and

SICO and their fiduciary duties by usurping AIG’s corporateDerivative Actions – Delaware Chancery Court. From
opportunity. The complaint further alleges that the StarrOctober 2004 to April 2005, AIG shareholders filed five de-
agencies did not provide any services that AIG was not capa-rivative complaints in the Delaware Chancery Court. All of
ble of providing itself, and that the diversion of commissionsthese derivative lawsuits have been consolidated into a single
to these entities was solely for the benefit of Starr’s owners.action. The amended consolidated complaint named 43 de-
The complaint also alleged that the service fees and rentalfendants (not including nominal defendant AIG) who, like
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court in two parallel actions, In re Insurance Brokerage Anti-6. Commitments,  Contingencies and
trust Litigation (the First Commercial Complaint) and In reGuarantees (continued)
Employee Benefit Insurance Brokerage Antitrust Litigation

payments made to SICO and its subsidiaries were improper. (the First Employee Benefits Complaint, and, together with
Under the terms of a stipulation approved by the Court on the First Commercial Complaint, the multi-district litigation).
February 16, 2006, the claims against the outside indepen-

The plaintiffs in the First Commercial Complaint aredent directors were dismissed with prejudice, while the claims
nineteen corporations, individuals and public entities thatagainst the other directors were dismissed without prejudice.
contracted with the broker defendants for the provision ofOn October 31, 2005, Messrs. Greenberg, Matthews and
insurance brokerage services for a variety of insurance needs.Smith, SICO and Starr filed motions to dismiss the amended
The broker defendants are alleged to have placed insurancecomplaint. In an opinion dated June 21, 2006, the Court
coverage on the plaintiffs’ behalf with a number of insurancedenied defendants’ motion to dismiss, except with respect to
companies named as defendants, including AIG subsidiaries.plaintiff’s challenge to payments made to Starr before Janu-
The First Commercial Complaint also named ten brokers andary 1, 2000. On July 21, 2006, plaintiff filed its second
fourteen other insurers as defendants (two of which haveamended complaint, which alleges that, between January 1,
since settled). The First Commercial Complaint alleges that2000 and May 31, 2005, individual defendants breached
defendants engaged in a widespread conspiracy to allocatetheir duty of loyalty by causing AIG to enter into contracts
customers through ‘‘bid-rigging’’ and ‘‘steering’’ practices.with Starr and SICO and breached their fiduciary duties by
The First Commercial Complaint also alleges that the insurerusurping AIG’s corporate opportunity. Starr is charged with
defendants permitted brokers to place business with AIG sub-aiding and abetting breaches of fiduciary duty and unjust
sidiaries through wholesale intermediaries affiliated with orenrichment for its acceptance of the fees. SICO is no longer
owned by those same brokers rather than placing the businessnamed as a defendant. On April 20, 2007, the individual
with AIG subsidiaries directly. Finally, the First Commercialdefendants and Starr filed a motion seeking leave of the Court
Complaint alleges that the insurer defendants entered intoto assert a cross-claim against AIG and a third-party com-
agreements with broker defendants that tied insurance place-plaint against PwC and the directors previously dismissed
ments to reinsurance placements in order to provide addi-from the action, as well as certain other AIG officers and
tional compensation to each broker. Plaintiffs assert that theemployees. On June 13, 2007, the Court denied the individ-
defendants violated the Sherman Antitrust Act, RICO, theual defendants’ motion to file a third-party complaint, but
antitrust laws of 48 states and the District of Columbia, andgranted the proposed cross-claim against AIG. On June 27,
are liable under common law breach of fiduciary duty and2007, Starr filed its cross-claim against AIG, alleging one
unjust enrichment theories. Plaintiffs seek treble damagescount that includes contribution, unjust enrichment and
plus interest and attorneys’ fees as a result of the allegedsetoff. AIG has filed an answer and moved to dismiss Starr’s
RICO and Sherman Antitrust Act violations.cross-claim to the extent it seeks affirmative relief, as opposed

to a reduction in the judgment amount. Starr has agreed to The plaintiffs in the First Employee Benefits Complaint
withdraw its claim for contribution and clarified that it is not are nine individual employees and corporate and municipal
seeking any relief on behalf of the individual defendants. employers alleging claims on behalf of two separate nation-
AIG’s motion to dismiss Starr’s claim for affirmative relief is wide purported classes: an employee class and an employer
currently pending before the Court. Document discovery and class that acquired insurance products from the defendants
depositions are currently ongoing. from August 26, 1994 to the date of any class certification.

The First Employee Benefits Complaint names AIG, as wellPolicyholder Actions. After the NYAG filed its com-
as eleven brokers and five other insurers, as defendants. Theplaint against insurance broker Marsh, policyholders
activities alleged in the First Employee Benefits Complaint,brought multiple federal antitrust and Racketeer Influenced
with certain exceptions, track the allegations of contingentand Corrupt Organizations Act (RICO) class actions in juris-
commissions, bid-rigging and tying made in the First Com-dictions across the nation against insurers and brokers, in-
mercial Complaint.cluding AIG and a number of its subsidiaries, alleging that the

insurers and brokers engaged in a broad conspiracy to allo- On October 3, 2006, Judge Hochberg of the District of
cate customers, steer business, and rig bids. These actions, New Jersey reserved in part and denied in part motions filed
including 24 complaints filed in different federal courts nam- by the insurer defendants and broker defendants to dismiss
ing AIG or an AIG subsidiary as a defendant, were consoli- the multi-district litigation. The Court also ordered the plain-
dated or will be consolidated by the judicial panel on multi- tiffs in both actions to file supplemental statements of partic-
district litigation and transferred to the United States District ularity to elaborate on the allegations in their complaints.
Court for the District of New Jersey for coordinated pretrial Plaintiffs filed their supplemental statements on October 25,
proceedings. The consolidated actions have proceeded in that 2006, and the AIG defendants, along with other insurer and
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The Court granted (without leave to amend) defendants’ mo-6. Commitments,  Contingencies and
tions to dismiss the federal antitrust and RICO claims onGuarantees (continued)
August 31, 2007 and September 28, 2007, respectively. The

broker defendants in the two consolidated actions, filed re- Court declined to exercise supplemental jurisdiction over the
newed motions to dismiss on November 30, 2006. On Febru- state law claims in the Second Commercial Complaint and
ary 16, 2007, the case was transferred to Judge Garrett E. therefore dismissed it in its entirety. The Second Employee
Brown, Chief Judge of the District of New Jersey. On April 5, Benefits Complaint is still before the Court, pending a deci-
2007, Chief Judge Brown granted the defendants’ renewed sion on defendants’ motion for summary judgment on the
motions to dismiss the First Commercial Complaint and First ERISA claims.
Employee Benefits Complaint with respect to the antitrust

On August 24, 2007, the Ohio Attorney General filed aand RICO claims. The claims were dismissed without
complaint in the Ohio Court of Common Pleas against AIGprejudice and the plaintiffs were given 30 days, later extended
and a number of its subsidiaries, as well as several otherto 45 days, to file amended complaints. On April 11, 2007,
broker and insurer defendants, asserting violation of Ohio’sthe Court stayed all proceedings, including all discovery, that
antitrust laws. The complaint, which is similar to the Secondare part of the multi-district litigation until any renewed mo-
Commercial Complaint, alleges that AIG and the other bro-tions to dismiss the amended complaints are resolved.
ker and insurer defendants conspired to allocate customers,

A number of complaints making allegations similar to divide markets, and restrain competition in commercial lines
those in the First Commercial Complaint have been filed of casualty insurance sold through the broker defendant. The
against AIG and other defendants in state and federal courts complaint seeks treble damages on behalf of Ohio public
around the country. The defendants have thus far been suc- purchasers of commercial casualty insurance, disgorgement
cessful in having the federal actions transferred to the District on behalf of both public and private purchasers of commer-
of New Jersey and consolidated into the multi-district litiga- cial casualty insurance, as well as a $500 per day penalty for
tion and have petitioned to have a recently filed action trans- each day of conspiratorial conduct.
ferred to the District of New Jersey for consolidation. The

Litigation Relating to 21st Century. Shortly after theAIG defendants have also sought to have state court actions
announcement in late January 2007 of AIG’s offer to acquiremaking similar allegations stayed pending resolution of the
the outstanding shares of 21st Century Insurance Groupmulti-district litigation proceeding. In one state court action
(21st Century) not already owned by AIG and its subsidiar-pending in Florida, the trial court recently decided not to
ies, two related class actions were filed in the Superior Courtgrant an additional stay, but instead to allow the case to
of California, Los Angeles County, against AIG, 21st Cen-proceed. Defendants filed their motions to dismiss, and on
tury, and the individual members of 21st Century’s Board ofSeptember 24, 2007, the court denied the motions with re-
Directors, two of whom are current executive officers of AIG.spect to the state antitrust, RICO, and common law claims
The actions were filed purportedly on behalf of the minorityand granted the motions with respect to both the Florida
shareholders of 21st Century and assert breaches of fiduciaryinsurance bad faith claim against AIG (with prejudice) and
duty in connection with the AIG proposal. The complaintsthe punitive damages claim (without prejudice). Discovery in
alleged that the proposed per share price was unfair andthis action is ongoing.
sought preliminary and permanent injunctive relief to enjoin

Plaintiffs filed amended complaints in both In re Insur- the consummation of the proposed transaction. On May 23,
ance Brokerage Antitrust Litigation (the Second Commercial 2007, a third action was filed alleging breaches of fiduciary
Complaint) and In re Employee Benefit Insurance Brokerage duty by the same defendants based upon their entering into
Antitrust Litigation (the Second Employee Benefits Com- the merger agreement and taking steps to complete the con-
plaint) along with revised particularized statements in both templated merger, and seeking injunctive relief comparable to
actions on May 22, 2007. The allegations in the Second Com- that sought in the first two complaints. All three actions were 
mercial Complaint and the Second Employee Benefits Com- consolidated under the caption In re 21st Century Share-
plaint are substantially similar to the allegations in the First holder Litigation. On August 14, 2007, the court dismissed
Commercial Complaint and First Employee Benefits Com- the action at the request of the plaintiffs.
plaint, respectively. The complaints also attempt to add sev-

SICO. In July, 2005, SICO filed a complaint againsteral new parties and delete others; the Second Commercial
AIG in the Southern District of New York, claiming that AIGComplaint adds two new plaintiffs and twenty seven new
had refused to provide SICO access to certain artwork anddefendants (including three new AIG defendants), and the
asked the court to order AIG immediately to release the prop-Second Employee Benefits Complaint adds eight new plain-
erty to SICO. AIG filed an answer denying SICO’s allegationstiffs and nine new defendants (including two new AIG de-
and setting forth defenses to SICO’s claims. In addition, AIGfendants). The defendants filed motions to dismiss the
filed counterclaims asserting breach of contract, unjust en-amended complaints and to strike the newly added parties.
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funds and mutual funds and to purchase and develop real6. Commitments,  Contingencies and
estate in the U.S. and abroad. These commitments totaledGuarantees (continued)
$5.98 billion at September 30, 2007.

richment, conversion, breach of fiduciary duty, a constructive
On June 27, 2005, AIG entered into an agreement pursu-trust and declaratory judgment, relating to SICO’s breach of

ant to which AIG agrees, subject to certain conditions, toits commitment to use its AIG shares only for the benefit of
make any payment that is not promptly paid with respect toAIG and AIG employees. Fact and expert discovery has been
the benefits accrued by certain employees of AIG and itssubstantially concluded and SICO’s motion for summary
subsidiaries under the SICO Plans (as discussed in Note 4judgment is pending.
herein).

Regulatory Investigations. Regulators from several
states have commenced investigations into insurance broker- (c) Contingencies
age practices related to contingent commissions and other

Loss Reserves. Although AIG regularly reviews the adequacyindustry-wide practices as well as other broker-related con-
of the established reserve for losses and loss expenses, thereduct, such as alleged bid-rigging. In addition, various federal
can be no assurance that AIG’s ultimate loss reserves will notand state regulatory agencies are reviewing certain transac-
develop adversely and materially exceed AIG’s current losstions and practices of AIG and its subsidiaries in connection
reserves. Estimation of ultimate net losses, loss expenses andwith industry-wide and other inquiries. AIG has cooperated,
loss reserves is a complex process for long-tail casualty linesand will continue to cooperate, in producing documents and
of business, which include excess and umbrella liability, di-other information in response to subpoenas and other
rectors and officers liability (D&O), professional liability,requests.
medical malpractice, workers compensation, general liability,

Wells Notices. AIG understands that some of its em- products liability and related classes, as well as for asbestos
ployees have received Wells notices in connection with previ- and environmental exposures. Generally, actual historical
ously disclosed SEC investigations of certain of AIG’s loss development factors are used to project future loss devel-
transactions or accounting practices. Under SEC procedures, opment. However, there can be no assurance that future loss
a Wells notice is an indication that the SEC staff has made a development patterns will be the same as in the past. Moreo-
preliminary decision to recommend enforcement action that ver, any deviation in loss cost trends or in loss development
provides recipients with an opportunity to respond to the factors might not be discernible for an extended period of
SEC staff before a formal recommendation is finalized. It is time subsequent to the recording of the initial loss reserve
possible that additional current and former employees could estimates for any accident year. Thus, there is the potential
receive similar notices in the future as the regulatory investi- for reserves with respect to a number of years to be signifi-
gations proceed. cantly affected by changes in loss cost trends or loss develop-

ment factors that were relied upon in setting the reserves.
Effect  on  AIG These changes in loss cost trends or loss development factors

could be attributable to changes in inflation, in labor andIn the opinion of AIG management, AIG’s ultimate liability
material costs or in the judicial environment, or in otherfor the unresolved litigation and investigation matters re-
social or economic phenomena affecting claims.ferred to above is not likely to have a material adverse effect

on AIG’s consolidated financial condition, although it is pos- Synthetic Fuel Tax Credits. AIG generates income tax
sible that the effect would be material to AIG’s consolidated credits as a result of investing in synthetic fuel production.
results of operations for an individual reporting period. Tax credits generated from the production and sale of syn-

thetic fuel under the Internal Revenue Code are subject to an(b) Commitments
annual phase-out provision that is based on the average well-Flight  Equipment
head price of domestic crude oil. The price range within

At September 30, 2007, ILFC had committed to purchase which the tax credits are phased-out was originally estab-
245 new aircraft deliverable from 2007 through 2017 at an lished in 1980 and is adjusted annually for inflation. Depend-
estimated aggregate purchase price of $21.0 billion. ILFC will ing on the price of domestic crude oil for a particular year, all
be required to find customers for any aircraft acquired, and it or a portion of the tax credits generated in that year might be
must arrange financing for portions of the purchase price of eliminated. AIG evaluates the production levels of its syn-
such equipment. thetic fuel production facilities in light of the risk of phase-

out of the associated tax credits. As a result of fluctuating
Other  Commitments domestic crude oil prices, AIG evaluates and adjusts produc-

tion levels when appropriate in light of this risk. Recent in-In the normal course of business, AIG enters into commit-
creases in oil prices have reduced the current estimate of 2007ments to invest in limited partnerships, private equities, hedge
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

ments are carried at their estimated fair values in the consoli-6. Commitments,  Contingencies and
dated balance sheet. The vast majority of AIG’s derivativeGuarantees (continued)
activity is transacted by AIGFP. See Note 9 below and see

tax credits. Under current legislation, the opportunity to gen- Note 19 to the consolidated financial statements in the 2006
erate additional tax credits from the production and sale of Annual Report on Form 10-K.
synthetic fuel expires on December 31, 2007.

AIG has issued unconditional guarantees with respect to
Lease Transactions. In June and August, 2007, field the prompt payment, when due, of all present and future

agents at the Internal Revenue Service issued Notices of Pro- payment obligations and liabilities of AIGFP arising from
posed Adjustment (NOPAs) relating to a series of lease trans- transactions entered into by AIGFP.
actions by an AIG subsidiary. In the NOPAs, the field agents

SAI Deferred Compensation Holdings, Inc., a whollyasserted that the leasing transactions were ‘‘lease-in lease-
owned subsidiary of AIG, has established a deferred compen-out’’ transactions described in Revenue Ruling 2002-69 and
sation plan for registered representatives of certain AIG sub-proposed adjustments to taxable income of approximately
sidiaries, pursuant to which participants have the$203 million in the aggregate for the years 1998, 1999, 2001
opportunity to invest deferred commissions and fees on aand 2002.
notional basis. The value of the deferred compensation fluc-

(d) Guarantees tuates with the value of the deferred investment alternatives
chosen. AIG has provided a full and unconditional guaranteeAIG and certain of its subsidiaries become parties to deriva-
of the obligations of SAI Deferred Compensation Holdings,tive financial instruments with market risk resulting from
Inc. to pay the deferred compensation under the plan.both dealer and end-user activities and to reduce currency,

interest rate, equity and commodity exposures. These instru-
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

7. Employee Benefits

The following table presents the components of the net periodic benefit costs with respect to pensions and other
postretirement benefits:

Pensions Postretirement
Non-U.S. U.S. Non-U.S. U.S.

(in millions) Plans Plans Total Plans Plans Total
Three Months Ended September 30, 2007

Components of net periodic benefit cost:
Service cost $ 22 $ 30 $ 52 $ 1 $ 3 $ 4
Interest cost 12 45 57 1 3 4
Expected return on assets (9) (53) (62) – – –
Amortization of prior service cost (2) (1) (3) –
Amortization of net loss 2 9 11 – – –
Amortization of initial net obligation 1 – 1 – – –
Settlement loss – 3 3 – – –

Net periodic benefit cost $ 26 $ 33 $ 59 $ 2 $ 6 $ 8

Three Months Ended September 30, 2006
Components of net periodic benefit cost:
Service cost $ 18 $ 32 $ 50 $ 1 $ 1 $ 2
Interest cost 9 41 50 1 3 4
Expected return on assets (7) (48) (55) – – –
Amortization of prior service cost (3) (1) (4) – (2) (2)
Amortization of transitional liability 1 – 1 – – –
Recognized actuarial loss 4 18 22 – – –

Net periodic benefit cost $ 22 $ 42 $ 64 $ 2 $ 2 $ 4

Nine Months Ended September 30, 2007
Components of net periodic benefit cost:
Service cost $ 66 $ 90 $ 156 $ 4 $ 8 $ 12
Interest cost 36 134 170 2 11 13
Expected return on assets (27) (160) (187) – – –
Amortization of prior service cost (7) (2) (9) – (1) (1)
Amortization of net loss 7 27 34 – – –
Amortization of initial net obligation 1 – 1 – – –
Settlement loss 1 3 4 – – –

Net periodic benefit cost $ 77 $ 92 $ 169 $ 6 $ 18 $ 24

Nine Months Ended September 30, 2006
Components of net periodic benefit cost:
Service cost $ 55 $ 94 $ 149 $ 3 $ 4 $ 7
Interest cost 26 122 148 2 8 10
Expected return on assets (21) (145) (166) – – –
Amortization of prior service cost (7) (2) (9) – (5) (5)
Amortization of transitional liability 1 – 1 – – –
Recognized actuarial loss 12 56 68 – – –

Net periodic benefit cost $ 66 $ 125 $ 191 $ 5 $ 7 $ 12
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

8. Information Provided in Connection with Outstanding Debt

The following condensed consolidating financial statements are provided in compliance with Regulation S-X of the
Securities and Exchange Commission.

) AIG Life Holdings (US), Inc. (AIGLH), formerly known as American General Corporation, is a holding company and a
wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all outstanding debt of AIGLH.

) AIG Liquidity Corp. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all obligations
of AIG Liquidity Corp.

) AIG Program Funding, Inc. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all
obligations of AIG Program Funding, Inc., which was established in 2007.

Condensed  Consolidating  Balance  Sheet

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AIGLH Corp. Funding, Inc. Subsidiaries Eliminations AIG

September 30, 2007
Assets:

Investments and financial
services assets $ 15,718 $ 40 $ – $ – $ 865,584 $ (19,490) $ 861,852

Cash 25 1 – – 2,223 – 2,249
Carrying value of

subsidiaries and
partially owned
companies, at equity 118,252 24,378 – – 11,451 (152,804) 1,277

Other assets 4,693 2,650 – – 199,420 (36) 206,727

Total assets $138,688 $27,069 $ – $ – $1,078,678 $ (172,330) $1,072,105

Liabilities:
Insurance liabilities $ 48 $ – $ – $ – $ 518,879 $ (63) $ 518,864
Debt 28,758 2,136 – – 163,878 (18,587) 176,185
Other liabilities 5,815 3,191 – – 264,348 (465) 272,889

Total liabilities 34,621 5,327 – – 947,105 (19,115) 967,938

Preferred shareholders’ equity in
subsidiary companies – – – – 100 – 100

Total shareholders’ equity 104,067 21,742 – – 131,473 (153,215) 104,067

Total liabilities, preferred
shareholders’ equity in
subsidiary companies and
shareholders’ equity $138,688 $27,069 $ – $ – $1,078,678 $ (172,330) $1,072,105
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AIGLH Corp. Funding, Inc. Subsidiaries Eliminations AIG

December 31, 2006
Assets:

Investments and financial
services assets $ 7,346 $ – $* $ – $ 800,350 $ (14,822) $ 792,874

Cash 76 – * – 1,514 – 1,590
Carrying value of subsidiaries

and partially owned
companies, at equity 109,125 27,967 – – 8,436 (144,427) 1,101

Other assets 3,989 2,622 * – 179,183 (1,949) 183,845

Total assets $120,536 $30,589 $* $ – $ 989,483 $ (161,198) $ 979,410

Liabilities:
Insurance liabilities $ 21 $ – $ – $ – $ 497,514 $ (64) $ 497,471
Debt 15,157 2,136 * – 146,206 (14,820) 148,679
Other liabilities 3,681 3,508 * – 225,685 (1,482) 231,392

Total liabilities 18,859 5,644 * $ – 869,405 (16,366) 877,542

Preferred shareholders’ equity in
subsidiary companies – – – – 191 – 191

Total shareholders’ equity 101,677 24,945 * – 119,887 (144,832) 101,677

Total liabilities, preferred
shareholders’ equity in
subsidiary companies and
shareholders’ equity $120,536 $30,589 $* $ – $ 989,483 $ (161,198) $ 979,410

*Less than $1 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

8. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Income

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AIGLH Corp. Funding, Inc. Subsidiaries Eliminations AIG

Three Months Ended
September 30, 2007

Operating income (loss) $ (587) $ (37) $ * $ – $ 5,503 $ – $ 4,879
Equity in undistributed net income

of consolidated subsidiaries 2,343 55 – – – (2,398) –
Dividend income from consolidated

subsidiaries 1,109 320 – – – (1,429) –
Income taxes (220) 256 * – 1,427 – 1,463
Minority interest – – – – (331) – (331)

Net income (loss) $ 3,085 $ 82 $ * $ – $ 3,745 $ (3,827) $ 3,085

Three Months Ended
September 30, 2006

Operating income (loss) $ (215) $ (49) $ * $ – $ 6,565 $ – $ 6,301
Equity in undistributed net income

of consolidated subsidiaries 4,223 420 – – – (4,643) –
Dividend income from consolidated

subsidiaries 287 134 – – – (421) –
Income taxes (benefits) 71 (17) * – 1,889 – 1,943
Minority interest – – – – (134) – (134)

Net income (loss) $ 4,224 $ 522 $ * $ – $ 4,542 $ (5,064) $ 4,224

Nine Months Ended
September 30, 2007

Operating income (loss) $ (1,130) $ (123) $ * $ – $18,632 $ – $17,379
Equity in undistributed net income

of consolidated subsidiaries 9,192 546 – – – (9,738) –
Dividend income from consolidated

subsidiaries 3,274 978 – – – (4,252) –
Income taxes (156) 249 * – 4,775 – 4,868
Minority interest – – – – (1,019) – (1,019)

Net income (loss) $11,492 $1,152 $ * $ – $12,838 $(13,990) $11,492

Nine Months Ended
September 30, 2006

Operating income (loss) $ (937) $ (135) $ * $ – $17,407 $ – $16,335
Equity in undistributed net income

of consolidated subsidiaries 10,990 1,088 – – – (12,078) –
Dividend income from consolidated

subsidiaries 854 592 – – – (1,446) –
Income taxes (benefits) 332 (47) * – 4,781 – 5,066
Minority interest – – – – (694) – (694)
Cumulative effect of an accounting

change, net of tax 34 – – – – – 34

Net income (loss) $10,609 $1,592 $ * $ – $11,932 $(13,524) $10,609

*Less than $1 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

8. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Cash  Flows

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AIGLH Corp. Funding, Inc. Subsidiaries AIG
Nine Months Ended September 30, 2007
Net cash provided by operating activities $ 1,627 $ 375 $ * $ – $ 25,054 $ 27,056

Cash flows from investing:
Invested assets disposed 782 – – – 125,971 126,753
Invested assets acquired (8,767) – – – (182,911) (191,678)
Other 186 (220) * – (970) (1,004)

Net cash used in investing activities (7,799) (220) * – (57,910) (65,929)

Cash flows from financing activities:
Issuance of debt 13,540 – – – 61,025 74,565
Repayments of debt (1,143) – – – (48,500) (49,643)
Payments advanced to purchase shares (2,955) – – – (2,045) (5,000)
Cash dividends paid to shareholders (1,372) – – – – (1,372)
Other (1,949) (154) * – 23,077 20,974

Net cash provided by (used in) financing activities 6,121 (154) * – 33,557 39,524

Effect of exchange rate changes on cash – – – – 8 8

Change in cash (51) 1 * – 709 659
Cash at beginning of period 76 – – – 1,514 1,590

Cash at end of period $ 25 $ 1 $ * $ – $ 2,223 $ 2,249

Nine Months Ended September 30, 2006
Net cash (used in) provided by operating activities $ (2,526) $ 160 $ * $ – $ 6,403 $ 4,037

Cash flows from investing:
Invested assets disposed 2,147 – – – 118,563 120,710
Invested assets acquired (5,555) – – – (166,679) (172,234)
Other 790 (17) * – (1,393) (620)

Net cash used in investing activities (2,618) (17) * – (49,509) (52,144)

Cash flows from financing activities:
Issuance of debt 7,445 – – – 45,527 52,972
Repayments of debt (1,345) – – – (24,986) (26,331)
Cash dividends paid to shareholders (1,209) – – – – (1,209)
Other 91 (143) * – 22,196 22,144

Net cash provided by (used in) financing activities 4,982 (143) * – 42,737 47,576

Effect of exchange rate changes on cash – – – – 59 59

Change in cash (162) – * – (310) (472)
Cash at beginning of period 190 – – – 1,707 1,897

Cash at end of period $ 28 $ – $ * $ – $ 1,397 $ 1,425

*Less than $1 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Derivatives and Hedge Accounting

AIG uses derivatives and other financial instruments as part highly effective. For hedges of interest rate risk, AIGFP uses
of its financial risk management programs and as part of its regression to demonstrate the hedge is highly effective, while
investment operations. AIGFP also transacts in derivatives as it uses the periodic dollar offset method for its foreign
a dealer. currency hedges. AIGFP uses the periodic dollar offset

method to assess whether its hedging relationships were
Derivatives, as defined in FAS 133, are financial

highly effective on a retrospective basis. The prospective and
arrangements among two or more parties with returns linked

retrospective assessments are updated on a daily basis. The
to or ‘‘derived’’ from some underlying equity, debt,

passage of time component of the hedging instruments and
commodity or other asset, liability, or foreign exchange rate

the forward points on foreign currency hedges are excluded
or other index or the occurrence of a specified payment event.

from the assessment of hedge effectiveness and measurement
Derivative payments may be based on interest rates, exchange

of hedge ineffectiveness. AIGFP does not utilize the shortcut,
rates, prices of certain securities, commodities, or financial or

matched terms or equivalent methods.
commodity indices or other variables.

The change in fair value of the derivative that qualifies
Unless subject to a scope exclusion, AIG carries all

under the requirements of FAS 133 as a fair value hedge is
derivatives on the consolidated balance sheet at fair value.

recorded in current period earnings along with the gain or
The changes in fair value of the derivative transactions of

loss on the hedged item for the hedged risk. For interest rate
AIGFP are presented as a component of AIG’s operating

hedges, the adjustments to the carrying value of the hedged
income.

items are amortized into income using the effective yield
method over the remaining life of the hedged item. AmountsAIGFP
excluded from the assessment of hedge effectiveness are

AIGFP, in the ordinary course of operations and as principal, recognized in current period earnings.
structures and enters into derivative transactions to meet the

For the three and nine months ended September 30,needs of counterparties who may be seeking to hedge certain
2007, AIGFP recognized net losses of $5 million andaspects of such counterparties’ operations or obtain a desired
$3 million in earnings, respectively, representing hedgefinancial exposure. AIGFP also enters into derivative
ineffectiveness, and also recognized net losses of $152 milliontransactions to mitigate risk in its exposures (interest rates,
and $363 million, respectively, related to the portion of thecurrencies, commodities, credit and equities) arising from
hedging instruments excluded from the assessment of hedgesuch transactions. Such instruments are carried at market or
effectiveness. All these amounts are reflected in Otherfair value, whichever is appropriate, and are reflected on the
income. AIGFP did not apply hedge accounting in 2006.balance sheet in ‘‘Unrealized gain on swaps, options and

forward transactions’’ and ‘‘Unrealized loss on swaps,
Other Derivative Users

options and forward contracts.’’
AIG and its subsidiaries (other than AIGFP) also use

Beginning in the first quarter of 2007, AIGFP designated
derivatives and other instruments as part of their financial

certain interest rate swaps as fair value hedges of the
risk management programs. Interest rate derivatives (such as

benchmark interest rate risk on certain of its interest bearing
interest rate swaps) are used to manage interest rate risk

financial assets and liabilities. In these hedging relationships,
associated with investments in fixed income securities,

AIG is hedging its fixed rate available for sale securities and
commercial paper issuances, medium and long-term note

fixed rate borrowings. AIGFP also designated foreign
offerings, and other interest rate sensitive assets and

currency forward contracts as fair value hedges for changes in
liabilities. In addition, foreign exchange derivatives

spot foreign exchange rates of the non-U.S. dollar
(principally cross currency swaps, forwards and options) are

denominated available for sale debt securities. Under these
used to economically mitigate risk associated with non-U.S.

strategies, all or portions of individual or multiple derivatives
dollar denominated debt, net capital exposures and foreign

may be designated against a single hedged item.
exchange transactions. The derivatives are effective economic

At inception of each hedging relationship, AIGFP hedges of the exposures they are meant to offset.
performs and documents its prospective assessments of hedge
effectiveness to demonstrate that the hedge is expected to be
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Derivatives and Hedge Accounting (continued)

In 2007, AIG and its subsidiaries other than AIGFP item resulting from changes in the benchmark interest rate is
designated certain derivatives as either fair value or cash flow amortized into income using the effective yield method over
hedges of their debt. The fair value hedges included the remaining life of the hedged item. Amounts excluded
(i) interest rate swaps that were designated as hedges of the from the assessment of hedge effectiveness are recognized in
change in the fair value of fixed rate debt attributable to current period earnings. During both the three and nine
changes in the benchmark interest rate and (ii) foreign months ended September 30, 2007, AIG recognized a loss of
currency swaps designated as hedges of the change in fair less than $1 million in earnings related to the ineffective
value of foreign currency denominated debt attributable to portion of the hedging instruments. During the three and nine
changes in foreign exchange rates and/or the benchmark months ended September 30, 2007, AIG also recognized
interest rate. With respect to the cash flow hedges, (i) interest losses of $45 million and $53 million, respectively, related to
rate swaps were designated as hedges of the changes in cash the change in the hedging instruments forward points
flows on floating rate debt attributable to changes in the excluded from the assessment of hedge effectiveness.
benchmark interest rate, and (ii) foreign currency swaps were

The effective portion of the change in fair value of a
designated as hedges of changes in cash flows on foreign

derivative qualifying as a cash flow hedge is recorded in
currency denominated debt attributable to changes in the

Accumulated other comprehensive income (loss), until
benchmark interest rate and foreign exchange rates.

earnings are affected by the variability of cash flows in the
AIG assesses, both at the hedge’s inception and on an hedged item. The ineffective portion of these hedges is

ongoing basis, whether the derivatives used in hedging recorded in net realized capital gains (losses). During both the
transactions are highly effective in offsetting changes in fair three and nine months ended September 30, 2007, AIG
values or cash flows of hedged items. Regression analysis is recognized losses of $1 million in earnings representing hedge
employed to assess the effectiveness of these hedges both on a ineffectiveness. At September 30, 2007, $10 million of the
prospective and retrospective basis. AIG does not utilize the deferred net loss in Accumulated other comprehensive
shortcut, matched terms or equivalent methods. income is expected to be recognized in earnings during the

next 12 months. All components of the derivatives’ gains and
The change in fair value of derivatives designated and

losses were included in the assessment of hedge effectiveness.
effective as fair value hedges along with the gain or loss on

There were no instances of the discontinuation of hedge
the hedged item are recorded in net realized capital gains

accounting in 2007.
(losses). Upon discontinuation of hedge accounting, the
cumulative adjustment to the carrying value of the hedged

10. Cash Flows

As part of its ongoing remediation activities, AIG has made Policyholders’ contract deposits, the elimination of certain
certain revisions to the Consolidated Statement of Cash intercompany balances and revisions related to separate
Flows, primarily relating to certain elements of net realized account assets. Accordingly, AIG revised the previous periods
capital gains, the effect of reclassifying certain policyholders’ presented to conform to the revised presentation.
account balances from Other policyholder funds to

The revisions and their effect on the Consolidated Statement of Cash Flows for the nine months ended September 30, 2006 are
presented below:

Originally Reported
(in millions) September 30, 2006 Revisions As Revised

Cash flows from operating activities $ 6,004 $(1,967) $ 4,037

Cash flows from investing activities (51,400) (744) (52,144)

Cash flows from financing activities 44,865 2,711 47,576

Effect of exchange rate changes on cash 59 — 59

Change in cash (472) — (472)
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ITEM 2. Management’s  Discussion  and  Analysis  of  Financial  Condition  and  Results  of  Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide the reader
a narrative with respect to AIG’s operations, financial condition and liquidity and certain other significant matters.
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Cautionary Statement Regarding Projections and Other Information About Future Events

This Quarterly Report on Form 10-Q and other publicly available documents may include, and AIG’s officers and
representatives may from time to time make, projections concerning financial information and statements concerning future
economic performance and events, plans and objectives relating to management, operations, products and services, and
assumptions underlying these projections and statements. These projections and statements are not historical facts but instead
represent only AIG’s belief regarding future events, many of which, by their nature, are inherently uncertain and outside AIG’s
control. These projections and statements may address, among other things, the status and potential future outcome of the
current regulatory and civil proceedings against AIG and their potential effect on AIG’s businesses, financial position, results of
operations, cash flows and liquidity, the effect of credit rating changes on AIG’s businesses and competitive position, the
unwinding and resolving of various relationships between AIG and SICO and AIG’s strategy for growth, product development,
market position, financial results and reserves. It is possible that AIG’s actual results and financial condition may differ,
possibly materially, from the anticipated results and financial condition indicated in these projections and statements. Factors
that could cause AIG’s actual results to differ, possibly materially, from those in the specific projections and statements are
discussed throughout this Management’s Discussion and Analysis of Financial Condition and Results of Operations and in
Item 1A. Risk Factors of AIG’s Annual Report on Form 10-K for the year ended December 31, 2006 (2006 Annual Report on
Form 10-K). AIG is not under any obligation (and expressly disclaims any such obligations) to update or alter any projection or
other statement, whether written or oral, that may be made from time to time, whether as a result of new information, future
events or otherwise.
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In addition to reviewing AIG’s results for the first nine Form 10-K to reflect developments in or affecting AIG’s
months of 2007, this Management’s Discussion and Analysis business during 2007.
of Financial Condition and Results of Operations

The commercial property and casualty insurance
supplements and updates the information and discussion

industry has historically experienced cycles of price erosion
included in the 2006 Annual Report on Form 10-K.

followed by rate strengthening as a result of catastrophes or
Throughout this Management’s Discussion and Analysis of

other significant losses that affect the overall capacity of the
Financial Condition and Results of Operations, AIG presents

industry to provide coverage. Despite industry price erosion
its operations in the way it believes will be most meaningful.

in commercial lines, AIG expects to continue to identify
Statutory loss ratios and combined ratios are presented in

profitable opportunities and build attractive new general
accordance with accounting principles prescribed by

insurance businesses as a result of AIG’s broad product line
insurance regulatory authorities because these are standard

and extensive distribution networks in the U.S. and abroad.
measures of performance filed with insurance regulatory

In October 2007, for example, AIG expanded its Foreign
authorities and used for analysis in the insurance industry

General insurance operations in Germany through the
and thus allow more meaningful comparisons with AIG’s

acquisition of Württembergische and Badische
insurance competitors. AIG has also incorporated into this

Versicherungs-Aktiengesellschaft.
discussion cross-references to additional information

Workers compensation remains under considerableincluded in this Quarterly Report on Form 10-Q and in the
pricing pressure, as statutory rates continue to decline. Rates2006 Annual Report on Form 10-K to assist readers seeking
for aviation, excess casualty, D&O and certain other lines ofrelated information on a particular subject.
insurance also continue to decline due to competitive

Overview of Operations pressures. AIG also expects further price erosion for its
and Business Results foreign commercial lines during 2008. There can be no

assurance that price erosion will not become more
AIG identifies its reportable segments by product or service

widespread or that AIG’s profitability will not deteriorate
line, consistent with its management structure. AIG’s

from current levels in major commercial lines; however, AIG
segments are General Insurance, Life Insurance & Retirement

seeks to mitigate this risk by constantly seeking out profitable
Services, Financial Services and Asset Management. AIG’s

opportunities across its diverse product lines and distribution
operations in 2007 and 2006 were conducted by its

networks.
subsidiaries through these segments. Through these segments,
AIG provides insurance, financial and investment products AIG has commenced a realignment of its Foreign
and services to both businesses and individuals in more than General insurance operations, many of which were
130 countries and jurisdictions. This geographic, product historically conducted through branches of U.S. companies.
and service diversification is one of AIG’s major strengths On December 1, 2007, Landmark Insurance Company
and sets it apart from its competitors. AIG’s Other category Limited, a U.K. subsidiary, will assume all of the insurance
consists of items not allocated to AIG’s operating segments. liabilities of the U.K. branch of New Hampshire Insurance

Company and will change its name to AIG U.K. Ltd.
AIG’s subsidiaries serve commercial, institutional and

individual customers through an extensive property-casualty In AIG’s Foreign Retirement Services business, the
and life insurance and retirement services network. In the continued weak yen has resulted in higher than normal
United States, AIG companies are the largest underwriters of surrenders and that trend, if prolonged, could further
commercial and industrial insurance and are among the accelerate the amortization of deferred acquisition costs
largest life insurance and retirement services operations as (DAC). Similarly, in the Domestic Retirement Services
well. AIG’s Financial Services businesses include commercial business, the competitive environment and the age of the in-
aircraft and equipment leasing, capital markets operations force blocks of individual fixed annuities could result in
and consumer finance, both in the United States and abroad. ongoing heightened surrender activity.
AIG also provides asset management services to institutions

In Japan, the National Tax Authority in cooperation
and individuals. As part of its spread-based business

with the Life Insurance Association of Japan is reviewing the
activities, AIG issues various debt instruments in the public

tax treatment for increasing term life insurance, which may
and private markets.

affect the amount of premiums that qualify as tax deductions
for business owners. As a result of this review, AIG’s life

Outlook
insurance companies in Japan suspended the sale of

The following paragraphs supplement and update the increasing term life insurance from early April 2007. This
information and discussion included in Management’s action had an adverse effect on life insurance sales in the third
Discussion and Analysis of Financial Condition and Results quarter of 2007 and AIG expects that trend to continue for
of Operations – Outlook, in the 2006 Annual Report on the remainder of the year. AIG companies in Japan have

taken several measures aimed at increasing sales of other
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products in the Japanese market, in particular sales of U.S. mortgage market in several ways: American General Finance,
dollar life insurance products. Inc. (AGF) originates principally first-lien mortgage loans

and to a lesser extent second-lien mortgage loans to buyers
In Japan, full deregulation of banks with respect to

and owners of residential housing; United Guaranty
insurance product sales will become effective in December

Corporation (UGC) provides first loss mortgage guaranty
2007. AIG expects that it will be able to leverage its existing

insurance for high loan-to-value first and second-lien
bank relationships and innovative product expertise to

residential mortgages; AIG insurance and financial services
expand sales of both life and accident and health products

subsidiaries invest in mortgage-backed securities and
beginning in 2008.

collateralized debt obligations (CDOs) in which the
During the third quarter of 2007, the Internal Revenue underlying collateral is composed in whole or in part of

Service proposed to change the treatment of the dividends- residential mortgage loans; and AIGFP provides credit
received deduction on separate account assets held in protection through credit default swaps on certain super
connection with variable annuity contracts. This proposal senior tranches of CDOs that have AAA underlying or
was withdrawn later in the quarter for additional study. subordinate layers. The operating results of AIG’s consumer
Should this change be adopted, AIG does not expect it would finance and mortgage guaranty operations in the United
have a material effect on AIG’s consolidated financial States have been and are likely to continue to be adversely
position or results of operations for any period. affected by the factors referred to above. The downward

cycle in the U.S. housing market is not expected to improveIn March 2007, the U.S. Treasury Department published
until residential inventories return to a more normal level andproposed new regulations that, if adopted in their current
the mortgage credit market stabilizes. AIG expects that thisform, would limit the ability of U.S. taxpayers to claim
downward cycle will continue to adversely affect UGC’sforeign tax credits in certain circumstances under the Internal
operating results for the foreseeable future and will result in aRevenue Code. Should the proposed regulations be adopted
significant operating loss for UGC in 2008. The effect of thein their current form, they would limit AIG’s ability to claim
downward cycle in the U.S. housing market on AIG’s otherforeign tax credits in connection with certain structured
operations, investment portfolio and overall consolidatedtransactions entered into by AIG Financial Products Corp.
financial position could be material if the market disruptionand AIG Trading Group Inc. and their respective subsidiaries
continues and expands beyond the U.S. residential mortgage(collectively, AIGFP), resulting in a material adverse effect on
markets, although AIG seeks to mitigate the risks to itsAIGFP’s operating results.
business by disciplined underwriting and active risk

The ongoing disruption in the structured finance management.
markets and the recent downgrades by rating agencies

In recent quarters, AIG’s returns from partnerships andcontinue to adversely affect AIG’s estimates of the fair value
other alternative investments were particularly strong, drivenof the super senior credit derivatives written by AIGFP.
by favorable equity market performance and creditAlthough it remains difficult to estimate the fair value of
conditions. These returns may vary from period to period andthese derivatives due to continuing limitations on the
declined significantly in the most recent quarter. AIG believesavailability of market observable data, AIG’s best estimate of
that the particularly strong performance in certain priorthe further decline in the fair value of AIGFP’s super senior
periods is not indicative of the returns to be expected fromcredit derivatives since September 30, 2007 is approximately
this asset class in future periods.$550 million as of October 31, 2007. The fair value of these

derivatives is expected to fluctuate, perhaps materially, in As part of an ongoing project to increase the
response to changing market conditions, and AIG’s estimates standardization of AIG actuarial systems and processes
of the value of AIGFP’s super senior credit derivative throughout the world, adjustments reflecting certain changes
portfolio at future dates could therefore be materially in actuarial estimates for future policy benefits and DAC have
different from current estimates. AIG continues to believe been recognized in the Life Insurance & Retirement Services
that it is highly unlikely that AIGFP will be required to make segment results during 2006 and 2007. AIG expects further
payments with respect to these derivatives. adjustments over time as these new systems and processes are

implemented.The U.S. residential mortgage market is experiencing
serious disruption due to credit quality deterioration in a AIG has recorded out of period quarterly adjustments in
significant portion of loans originated, particularly to non- the last two years due to the remediation of control
prime and subprime borrowers, evolving changes in the deficiencies. As AIG continues its remediation activities, AIG
regulatory environment, a slower residential housing market, expects to record additional out of period adjustments.
increased cost of borrowings for mortgage participants and
illiquid credit markets. AIG participates in the U.S. residential
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Consolidated  Results

The following table summarizes AIG’s consolidated revenues, income before income taxes, minority interest and
cumulative effect of an accounting change and net income:

Three Months Ended Nine Months EndedPercentage Percentage
September 30, September 30,Increase/ Increase/

(in millions) 2007 2006 (Decrease) 2007 2006 (Decrease)

Total revenues $29,836 $29,247 2% $91,631 $83,379 10%
Income before income taxes, minority interest and cumulative effect

of an accounting change 4,879 6,301 (23) 17,379 16,335 6
Net income $ 3,085 $ 4,224 (27)% $11,492 $10,609 8%

AIG’s consolidated revenues increased slightly for the ($247 million after tax) to reverse net gains on transfers of
three months ended September 30, 2007 compared to the investment securities among legal entities consolidated within
same period in 2006. AIG’s consolidated income before AIGFP and a corresponding increase to Accumulated other
income taxes, minority interest and cumulative effect of an comprehensive income; $58 million of additional income tax
accounting change decreased for the three-month period expense related to the aforementioned remediation activities;
ended September 30, 2007 compared to the same period in $71 million ($46 million after tax) of net realized capital
2006 primarily due to higher Net realized capital losses and gains related to foreign exchange; and $227 million
the operating loss in the Mortgage Guaranty business. Net ($149 million after tax) of additional expense, primarily
realized capital losses included other-than-temporary declines relating to other remediation activities.
of $529 million and foreign currency related losses of

During the three months ended September 30, 2006, out
$361 million.

of period adjustments collectively increased pre-tax operating
AIG’s consolidated revenues increased for the income by $293 million and net income by $73 million. The

nine-month period ended September 30, 2007 compared to adjustments were comprised of an increase in income primarily
the same period in 2006 as revenues increased in each of the related to the remediation of the material weakness in
operating segments. Operating income increased in all accounting for certain derivative transactions under FAS 133
segments with the exception of Life Insurance & Retirement totalling $151 million ($23 million after tax); increases in bad
Services, which declined due to an increase in Net realized debt expense of $225 million ($146 million after tax) and
capital losses compared to the same period in 2006. earned premiums of $99 million ($65 million after tax), both

of which relate to balance sheet reconciliations; an increase inOperating income for the three and nine-month periods
partnership income of $121 million ($79 million after tax),ended September 30, 2007 was significantly affected by the
which relates to improved valuation information; a furtherchange in accounting treatment for hedging activities. In the
increase in income from certain investments in unit investmentfirst nine months of 2007, AIGFP applied hedge accounting
trusts (UCITS) of $116 million ($75 million after tax), asto certain of its interest rate swaps and foreign currency
described below; other favorable remediation adjustments offorward contracts hedging its investments and borrowings.
$31 million ($16 million after tax) and an increase in incomeAs a result, AIGFP recognized in earnings the change in the
tax expense of $39 million relating to AIG’s ongoingfair value on the hedged items attributable to the hedged
remediation of internal controls over income tax accounting.risks, offsetting the gains and losses on the derivatives
See also the discussion of AIG’s reportable segments indesignated as hedges. In 2006, AIGFP did not apply hedge
Management’s Discussion & Analysis of Financial Conditionaccounting under FAS 133 to any of its assets and liabilities.
and Results of Operations.

During the three months ended September 30, 2007,
For the nine months ended September 30, 2006, out ofAIG recorded certain out of period adjustments. These

period adjustments collectively increased pre-tax operatingadjustments collectively decreased pre-tax operating income
income by $173 million and reduced net income byin that quarter by $33 million and net income by $35 million.
$135 million. The adjustments were comprised ofThe adjustments were primarily comprised of a net charge of
$642 million ($417 million after tax) of additional$49 million ($32 million after tax) in Capital Markets, a
investment income related to the accounting for UCITS;$14 million increase in income tax expense related to the
$194 million ($127 million after tax) of charges primarilyremediation of the material weakness in controls over income
related to the remediation of the material weakness intax accounting and an increase to operating income of
accounting for certain derivative transactions under FAS 133;$16 million ($11 million after tax) primarily related to other
$239 million of additional income tax expense related to theremediation activities.
aforementioned remediation activities; $85 million

For the nine months ended September 30, 2007, out of ($55 million after tax) of interest income related to interest
period adjustments collectively decreased pre-tax operating earned on deposit contracts; $61 million (before and after
income by $536 million ($408 million after tax). The tax) of expenses related to the Starr International Company,
adjustments were comprised of a charge of $380 million
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Inc. (SICO) Deferred Compensation Profit Participation AIG’s effective income tax rates for the year ended
Plans (SICO Plans); $59 million ($38 million after tax) of December 31, 2006 and the three-month period ended
expenses related to deferred advertising costs; and September 30, 2007 were 30.1 percent and 30.0 percent,
$240 million ($142 million after tax) of additional expense, respectively. For the nine-month period ended September 30,
primarily related to other remediation activities. 2007, the effective income tax rate declined to 28.0 percent,

primarily due to recognition of tax benefits associated with
Results for the first nine months of 2006 were also

the SICO Plans for which the compensation expense had been
negatively affected by a one-time charge relating to the

recognized in prior years. Such tax benefits amounted to
C.V. Starr & Co., Inc. (Starr) tender offer ($54 million before

$194 million for the nine-month period ended September 30,
and after tax) and an additional allowance for losses in AIG

2007.
Credit Card Company (Taiwan) ($88 million before and after
tax), both of which were recorded in first quarter of 2006.

Segment  Results

The following table summarizes AIG’s operations by major operating segment. (See also Note 2 of Notes to Consolidated
Financial Statements.)

Three Months Ended Nine Months EndedPercentage Percentage
September 30, September 30,Increase/ Increase/

(in millions) 2007 2006 (Decrease) 2007 2006 (Decrease)

Revenues(a):
General Insurance(b) $12,758 $12,615 1% $38,589 $36,438 6%
Life Insurance & Retirement Services(b) 12,632 12,542 1 40,337 37,303 8
Financial Services(c)(d) 2,785 3,011 (8) 7,109 5,923 20
Asset Management 1,824 993 84 5,721 3,647 57
Other 13 215 (94) 407 443 (8)
Consolidation and eliminations (176) (129) 36 (532) (375) 42

Consolidated $29,836 $29,247 2% $91,631 $83,379 10%
Operating income (loss)(a):

General Insurance(b) $ 2,439 $ 2,625 (7)% $ 8,511 $ 7,819 9%
Life Insurance & Retirement Services(b) 1,999 2,472 (19) 6,900 7,483 (8)
Financial Services(c)(d) 669 1,179 (43) 1,008 541 86
Asset Management 419 211 99 2,541 1,445 76
Other (627) (186) 237 (1,557) (953) 63
Consolidation and eliminations (20) – – (24) – –

Consolidated $ 4,879 $ 6,301 (23)% $17,379 $16,335 6%

(a) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, ‘‘Accounting for Derivative Instruments
and Hedging Activities’’ (FAS 133), including the related foreign exchange gains and losses. For the three-month periods ended September 30, 2007 and
2006, respectively, the effect was $(178) million and $165 million in both revenues and operating income. For the nine-month periods ended September 30,
2007 and 2006, respectively, the effect was $(1.06) billion and $(1.13) billion in both revenues and operating income. These amounts result primarily from
interest rate and foreign currency derivatives that are hedging investments and borrowings. These gains (losses) for the three and nine months ended
September 30, 2007 include out of period charges of $20 million and $346 million, respectively, including a $380 million charge in the nine months ended
September 30, 2007 to reverse net gains recognized on transfers of available for sale securities among legal entities consolidated within AIGFP. The three
and nine-month periods ended September 30, 2006 include an out of period gain of $115 million and a charge of $223 million related to the remediation of
the material weakness in accounting for certain derivative transactions under FAS 133.

(b) Includes the effect of out of period UCITS adjustments. For the three and nine-month periods ended September 30, 2006, the effect was an increase of
$92 million and $472 million, respectively, in both revenues and operating income for General Insurance and an increase of $24 million and $240 million,
respectively, in revenues and $24 million and $169 million, respectively, in operating income for Life Insurance & Retirement Services.

(c) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange
gains and losses. For the three-month periods ended September 30, 2007 and 2006, respectively, the effect was $353 million, and $581 million in both
revenues and operating income. For the nine-month periods ended September 30, 2007 and 2006, respectively, the effect was $(250) million and
$(1.2) billion in both revenues and operating income. These amounts result primarily from interest rate and foreign currency derivatives that are effective
economic hedges of investments and borrowings. The three and nine-month periods ended September 30, 2007 include out of period charges of $20 million
and $346 million, respectively, as discussed above. The three and nine-month periods ended September 30, 2006 include an out of period gain of
$115 million and a charge of $223 million as discussed above. In the first quarter of 2007, AIG began applying hedge accounting for certain transactions,
primarily in its Capital Markets operations. In the second quarter of 2007, AGF and ILFC began applying hedge accounting to most of their derivatives
hedging interest rate and foreign exchange risks associated with their floating rate and foreign currency denominated borrowings.

(d) For the three and nine-month periods ended September 30, 2007, both revenues and operating income include an unrealized market valuation loss of
$352 million on AIGFP’s super senior credit default swap portfolio.

for the nine months ended September 30, 2007 and 2006,General  Insurance
respectively. The decrease in General Insurance operatingAIG’s General Insurance operations provide property and
income in the three-month period ended September 30, 2007casualty products and services throughout the world. Foreign
compared to the same period in 2006 was primarilyoperations provided approximately 25 percent and
attributable to operating losses from the Mortgage Guaranty27 percent of General Insurance operating income for the
business and a decline in operating income in the Foreignthree months ended September 30, 2007 and 2006,

respectively, and approximately 28 percent and 31 percent
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General and Personal Lines businesses, partially offset by ILFC generated strong operating income growth for the
improved underwriting results for the Domestic Brokerage three and nine-month periods ended September 30, 2007
Group (DBG) and higher net investment income. compared to the same periods in 2006, driven to a large

extent by a larger aircraft fleet, higher lease rates and higherOperating income grew in the nine-month period ended
utilization.September 30, 2007 compared to the same period of 2006,

driven by strength in DBG, partially offset by operating losses AGF’s operating income decreased in the three and nine
from the Mortgage Guaranty business. months ended September 30, 2007, in large part due to the

reduced residential mortgage origination volumes and lower
Life  Insurance  & Retirement  Services revenues  from its mortgage banking activities. Further, in the
AIG’s Life Insurance & Retirement Services operations first nine months of 2007, AGF’s mortgage banking
provide insurance, financial and investment products operations recorded pre-tax charges of $178 million,
throughout the world. Foreign operations provided representing the estimated cost of implementing the
approximately 87 percent and 65 percent of Life Insurance & Supervisory Agreement entered into with the Office of Thrift
Retirement Services operating income for the three months Supervision (OTS), which are discussed in the Consumer
ended September 30, 2007 and 2006, respectively, and Finance results of operations section.
approximately 68 percent and 67 percent for the nine months

Asset  Managementended September 30, 2007 and 2006, respectively. Operating
income for the three months ended September 30, 2007 AIG’s Asset Management operations include institutional
declined compared to the same period in 2006, primarily due and retail asset management, broker-dealer services and
to the securities market volatility which resulted in lower institutional spread-based investment businesses. The
investment income and higher net realized capital losses Matched Investment Program (MIP) has replaced the GIC
compared to the same period in 2006. For the nine months program as AIG’s principal institutional spread-based
ended September 30, 2007, operating income declined investment activity.
8 percent compared to the same period in 2006 due to Asset Management operating income increased for the
charges related to balance sheet reconciliation remediation, three and nine-month periods ended September 30, 2007
an industry-wide claims review in Japan, the effect of SOP compared to the same periods in 2006, primarily due to
05-1, trading account losses and realized capital losses. higher income from consolidated managed partnerships and

funds that is entirely offset in Minority interest expense,Financial  Services
which is not a component of operating income. Realized

AIG’s Financial Services subsidiaries engage in diversified capital losses, principally relating to economically effective
activities including aircraft and equipment leasing, capital hedges not qualifying for hedge accounting, also increased for
markets, consumer finance and insurance premium finance. the three months ended September 30, 2007 compared to the

Financial Services operating income decreased in the same period in 2006. Asset Management operating income
three-month period and increased in the nine-month period also increased for the nine-month period ended
ended September 30, 2007 compared to the same periods in September 30, 2007 compared to the same period in 2006
2006 due, in large part, to differences in the accounting due to increased investment income from consolidated
treatment for hedging activities. In the first quarter of 2007, managed partnerships and funds, and a realized capital gain
AIGFP began applying hedge accounting to certain of its of $398 million on the sale of a portion of AIG’s investment
interest rate swaps and foreign currency forward contracts in Blackstone Group, LP in connection with its initial public
that hedge its investments and borrowings. In the second offering, as well as growth in both the Spread-Based
quarter of 2007, AGF and International Lease Finance Investment business and the Institutional Asset Management
Corporation (ILFC) began applying hedge accounting to business. 
most of their derivatives that hedge interest rate and foreign

Capital  Resourcescurrency denominated borrowings. Prior to 2007, hedge
accounting under FAS 133 was not being applied to any of In the first nine months of 2007, AIG issued an aggregate of
AIG’s derivatives and related assets and liabilities. $4.49 billion of junior subordinated debentures in four series
Accordingly, revenues and operating income were exposed to of securities. Substantially all of the proceeds from these
volatility resulting from differences in the timing of revenue sales, net of expenses, are being used to repurchase shares of
recognition between the derivatives and the hedged assets and AIG’s common stock.
liabilities. During the three and nine-month periods ended At September 30, 2007, AIG had total consolidated
September 30, 2007 operating income was also adversely shareholders’ equity of $104.1 billion and total consolidated
affected by an unrealized market valuation loss of borrowings of $176.2 billion, of which $20.3 billion
$352 million on AIGFP’s super senior credit default swap represented AIG’s net borrowings. At that date,
portfolio. $155.9 billion of total borrowings represented obligations of
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AIG’s subsidiaries not guaranteed by AIG, matched rate adequacy and the projected loss ratio with respect to
borrowings by AIG parent or AIGFP, obligations of prior accident years.
guaranteed investment agreements, junior subordinated debt, ) Expected loss ratios for the latest accident year: in this
liabilities connected to trust preferred stock and hybrid case, accident year 2007 for the loss reserve analyses
financial instrument liabilities. updated through September 30, 2007. For low-

frequency, high-severity classes such as excess casualty,In February 2007, AIG’s Board of Directors increased
expected loss ratios generally are utilized for at least theAIG’s share repurchase program by authorizing the
three most recent accident years.repurchase of shares with an aggregate purchase price of

$8 billion. Share repurchases during 2007 are described ) Loss development factors: used to project the reported
under Capital Resources and Liquidity – Share Repurchases losses for each accident year to an ultimate amount.
and in Item 2. of Part II of this Quarterly Report on ) Reinsurance recoverable on unpaid losses: the
Form 10-Q. expected recoveries from reinsurers on losses that have

not yet been reported and/or settled.
Liquidity

Future  Policy  Benefits  for  Life  and  Accident  and  HealthAIG manages liquidity at both the subsidiary and parent
Contracts  (Life  Insurance  &  Retirement  Services):company levels. At September 30, 2007, AIG’s consolidated
) Interest rates: which vary by geographical region, yearinvested assets, primarily held by its subsidiaries, included

of issuance and products.$41.2 billion in cash and short-term investments. The
increase in cash and short-term investments during the ) Mortality, morbidity and surrender rates: based upon
quarter was primarily the result of the steps AIG took to actual experience by geographical region modified to
enhance the liquidity of its portfolios in light of the market allow for variation in policy form, risk classification and
disruption during the quarter. Consolidated net cash distribution channel.
provided from operating activities in the first nine months of

Estimated  Gross  Profits  (Life  Insurance  &  Retirement2007 amounted to $27.1 billion. Management believes that
Services):AIG’s liquid assets, cash provided by operations and access to
) Estimated gross profits: to be realized over thethe capital markets will enable it to meet its anticipated cash

estimated duration of the contracts (investment-orientedrequirements, including the funding of increased dividends
products) affect the carrying value of DAC, unearnedunder AIG’s new dividend policy and repurchases of common
revenue liability and associated amortization patternsstock.
under FAS 97 and Sales Inducement Assets under

Critical  Accounting Estimates SOP 03-1. Estimated gross profits include investment
income and gains and losses on investments less requiredAIG considers its most critical accounting estimates to be
interest, actual mortality and other expenses.those relating to reserves for losses and loss expenses, future

policy benefits for life and accident and health contracts, Deferred  Policy  Acquisition  Costs  (Life  Insurance  &
recoverability of DAC, estimated gross profits for Retirement  Services):
investment-oriented products, fair value determinations for ) Recoverability: based on current and future expected
certain Capital Markets assets and liabilities, other-than- profitability, which is affected by interest rates, foreign
temporary declines in the value of investments and flight exchange rates, mortality experience, and policy
equipment recoverability. These accounting estimates require persistency.
the use of assumptions about matters, some of which are

Deferred  Policy  Acquisition  Costs  (General  Insurance):highly uncertain at the time of estimation. To the extent
) Recoverability and eligibility: based upon the currentactual experience differs from the assumptions used, AIG’s

terms and profitability of the underlying insuranceresults of operations would be directly affected.
contracts.Throughout this Management’s Discussion and Analysis

of Financial Condition and Results of Operations, AIG’s Fair  Value  Determinations  Of  Certain  Assets  And
critical accounting estimates are discussed in detail. The Liabilities:
major categories for which assumptions are developed and ) Market price data: AIG attempts to secure reliable and
used to establish each critical accounting estimate are independent current market price data, such as
highlighted below. published exchange rates from external subscription

services such as IDC, Bloomberg or Reuters or third-Reserves  for  Losses  and  Loss  Expenses
party broker/dealer quotes for use in its models. When(General  Insurance):
such data is not available, AIG uses an internal) Loss trend factors: used to establish expected loss
methodology, which includes interpolation andratios for subsequent accident years based on premium
extrapolation from verifiable recent prices.
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) Valuation models: utilizing factors, such as market ) External factors: consideration of current economic
prices, liquidity, commodity prices, credit spreads, and conditions, including levels of unemployment and
current interest, foreign exchange and volatility rates. personal bankruptcies.

) Migration analysis: empirical technique measuringOther-Than-Temporary  Declines  In  The  Value  Of
historical movement of like finance receivables throughInvestments:
various levels of repayment, delinquency, and lossA security is considered a candidate for other-than-temporary
categories to existing finance receivable pools.impairment if it meets any of the following criteria:

) Trading at a significant (25 percent or more) discount to Operating Review
par or amortized cost (if lower) for an extended period General  Insurance  Operations
of time (nine months or longer);

AIG’s General Insurance subsidiaries are multiple line
) The occurrence of a discrete credit event resulting in the companies writing substantially all lines of property and

debtor defaulting or seeking bankruptcy or insolvency casualty insurance and various personal lines both
protection or voluntary reorganization; or domestically and abroad.

) The probability of non-realization of a full recovery on Domestic General Insurance operations are comprised of
its investment, irrespective of the occurrence of one of DBG, Reinsurance, Personal Lines and Mortgage Guaranty
the foregoing events. businesses.

At each balance sheet date, AIG evaluates its securities DBG writes substantially all classes of business
holdings in an unrealized loss position. Where AIG does not insurance, accepting such business mainly from insurance
intend to hold such securities until they have fully recovered brokers. This provides DBG the opportunity to select
their carrying value, based on the circumstances present at specialized markets and retain underwriting control. Any
the date of evaluation, AIG records the unrealized loss in licensed broker is able to submit business to DBG without the
income. If events or circumstances change, such as traditional agent-company contractual relationship, but such
unexpected changes in the creditworthiness of the obligor, broker usually has no authority to commit DBG to accept a
unanticipated changes in interest rates, tax laws, statutory risk.
capital positions and unforeseen liquidity events, among

Transatlantic Holdings, Inc. (Transatlantic) subsidiaries
others, AIG revisits its intent. Further, if a loss is recognized

offer reinsurance capacity on both a treaty and facultative
from a sale subsequent to a balance sheet date pursuant to

basis both in the U.S. and abroad. Transatlantic structures
these unexpected changes in circumstances, the loss is

programs for a full range of property and casualty products
recognized in the period in which the intent to hold the

with an emphasis on specialty risk.
securities to recovery no longer exists.

AIG’s Personal Lines operations provide automobile
In periods subsequent to the recognition of an other-

insurance through aigdirect.com, the newly formed operation
than-temporary impairment loss for debt securities, AIG

resulting from the merger of AIG Direct and 21st Century,
amortizes the discount or reduced premium over the

and the Agency Auto Division, as well as a broad range of
remaining life of the security in a prospective manner based

coverages for high net worth individuals through the AIG
on the amount and timing of estimated future cash flows.

Private Client Group.

Flight  Equipment – Recoverability  (Financial  Services): The main business of the UGC subsidiaries is the
) Expected undiscounted future net cash flows: based issuance of residential mortgage guaranty insurance that

upon current lease rates, projected future lease rates and covers the first loss for credit defaults on high loan-to-value
estimated terminal values of each aircraft based on third conventional first-lien mortgages for the purchase or
party information. refinance of one to four family residences. UGC subsidiaries

also write second-lien and private student loan guaranty
Allowance  for  Finance  Receivable  Losses  (Financial

insurance.
Services):

AIG’s Foreign General Insurance group accepts risks
) Historical defaults and delinquency experience:

primarily underwritten through American International
utilizing factors, such as delinquency ratio, allowance

Underwriters (AIU), a marketing unit consisting of wholly
ratio, charge-off ratio, and charge-off coverage.

owned agencies and insurance companies. The Foreign
) Portfolio characteristics: portfolio composition and General Insurance group also includes business written by

consideration of the recent changes to underwriting AIG’s foreign-based insurance subsidiaries.
criteria and portfolio seasoning.
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General  Insurance  Results

General Insurance operating income is comprised of statutory underwriting results, changes in DAC, net investment income
and net realized capital gains and losses.

Operating income, as well as net premiums written, net premiums earned, net investment income and net realized capital
gains (losses) and statutory ratios were as follows:

Three Months Ended Nine Months EndedPercentage Percentage
September 30, September 30,Increase/ Increase/

(in millions, except ratios) 2007 2006 (Decrease) 2007 2006 (Decrease)

Net premiums written:
Domestic General

DBG $ 6,012 $ 6,071 (1)% $18,460 $18,407 –%
Transatlantic 985 895 10 2,952 2,723 8
Personal Lines 1,253 1,162 8 3,685 3,540 4
Mortgage Guaranty 303 232 31 841 622 35

Foreign General 3,270 2,864 14 10,130 8,821 15
Total $11,823 $11,224 5% $36,068 $34,113 6%
Net premiums earned:

Domestic General
DBG $ 5,942 $ 6,276 (5)% $17,919 $17,863 –%
Transatlantic 960 895 7 2,873 2,712 6
Personal Lines 1,193 1,158 3 3,516 3,484 1
Mortgage Guaranty 226 191 18 657 536 23

Foreign General 3,112 2,697 15 9,050 7,770 16
Total $11,433 $11,217 2% $34,015 $32,365 5%
Net investment income:

Domestic General
DBG $ 854 $ 880 (3)% $ 2,871 $ 2,438 18%
Transatlantic 113 107 6 348 317 10
Personal Lines 59 56 5 173 168 3
Mortgage Guaranty 42 35 20 118 103 15

Foreign General(a) 325 291 12 1,071 1,075 –
Reclassifications and Eliminations 1 1 – 4 1 –
Total $ 1,394 $ 1,370 2% $ 4,585 $ 4,102 12%
Net realized capital gains (losses) $ (69) $ 28 –% $ (11) $ (29) (62)%
Operating Income (loss):

Domestic General
DBG $ 1,829 $ 1,543 19% $ 5,662 $ 4,322 31%
Transatlantic 189 143 32 508 427 19
Personal Lines 28 133 (79) 252 352 (28)
Mortgage Guaranty (216) 85 – (289) 301 –

Foreign General(a) 607 721 (16) 2,383 2,415 (1)
Reclassifications and Eliminations 2 – – (5) 2 –
Total $ 2,439 $ 2,625 (7)% $ 8,511 $ 7,819 9%
Statutory underwriting profit (loss)(b):

Domestic General
DBG $ 1,014 $ 666 52% $ 2,744 $ 1,791 53%
Transatlantic 53 34 56 106 97 9
Personal Lines (40) 83 – 49 176 (72)
Mortgage Guaranty (270) 48 – (438) 191 –

Foreign General 266 391 (32) 1,039 1,147 (9)
Total $ 1,023 $ 1,222 (16)% $ 3,500 $ 3,402 3%
Domestic General:

Loss Ratio 69.2 67.0 68.8 69.0
Expense Ratio 21.1 23.7 20.5 21.2

Combined Ratio 90.3 90.7 89.3 90.2
Foreign General:

Loss Ratio 52.4 48.4 51.7 48.7
Expense Ratio 37.1 35.0 32.9 32.2

Combined ratio 89.5 83.4 84.6 80.9
Consolidated:

Loss Ratio 64.7 62.6 64.3 64.1
Expense Ratio 25.5 26.5 24.0 24.1

Combined Ratio 90.2 89.1 88.3 88.2

(a) The three and nine-month periods ended September 30, 2006 include increases of $22 million and $406 million, respectively, relating to an out of period
UCITS adjustment.
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(b) Statutory underwriting profit (loss) is a measure that U.S. domiciled insurance companies are required to report to their regulatory authorities. The following
table reconciles statutory underwriting profit (loss) to operating income for General Insurance:

Domestic
Brokerage Personal Mortgage Foreign Reclassifications

(in millions) Group Transatlantic Lines Guaranty General and Eliminations Total

Three Months Ended September 30,
2007:
Statutory underwriting profit (loss) $1,014 $ 53 $ (40) $(270) 266 $ – $1,023
Increase (decrease) in DAC 21 8 9 13 40 – 91
Net investment income 854 113 59 42 325 1 1,394
Net realized capital gains (losses) (60) 15 – (1) (24) 1 (69)

Operating income (loss) $1,829 $189 $ 28 $(216) 607 $ 2 $2,439

Three Months Ended September 30,
2006:
Statutory underwriting profit (loss) $ 666 $ 34 $ 83 $ 48 $ 391 $ – $1,222
Increase (decrease) in DAC (29) – (6) 2 38 – 5
Net investment income 880 107 56 35 291 1 1,370
Net realized capital gains (losses) 26 2 – – 1 (1) 28

Operating income (loss) $1,543 $143 $133 $ 85 $ 721 $ – $2,625

Nine Months Ended September 30,
2007:
Statutory underwriting profit (loss) $2,744 $106 $ 49 $(438) 1,039 $ – $3,500
Increase (decrease) in DAC 106 22 31 34 244 – 437
Net investment income 2,871 348 173 118 1,071 4 4,585
Net realized capital gains (losses) (59) 32 (1) (3) 29 (9) (11)

Operating income (loss) $5,662 $508 $252 $(289) 2,383 $(5) $8,511

Nine Months Ended September 30,
2006:
Statutory underwriting profit (loss) $1,791 $ 97 $176 $ 191 $1,147 $ – $3,402
Increase (decrease) in DAC 64 7 8 10 255 – 344
Net investment income 2,438 317 168 103 1,075 1 4,102
Net realized capital gains (losses) 29 6 – (3) (62) 1 (29)

Operating income (loss) $4,322 $427 $352 $ 301 $2,415 $ 2 $7,819

AIG transacts business in most major foreign currencies. The following table summarizes the effect of changes in foreign
currency exchange rates on the growth of General Insurance net premiums written:

Three Months Nine Months
Ended September 30, Ended September 30,
2007 2006 2007 2006

Growth in original currency* 4.3% 8.5% 4.6% 8.1%
Foreign exchange effect 1.0 0.3 1.1 (0.6)

Growth as reported in U.S. dollars 5.3% 8.8% 5.7% 7.5%

* Computed using a constant exchange rate throughout each period.

The higher accident year loss ratio was partially offset byQuarterly  General  Insurance  Results
favorable development on prior years and increases in the

General Insurance operating income decreased in the three
loss reserve discount, reducing losses by $377 million and

months ended September 30, 2007 compared to the same
$41 million for three months ended September 30, 2007 and

period in 2006. The 2007 combined ratio increased to 90.2,
2006, respectively. The three months ended September 30,

an increase of 1.1 points over 2006, including an increase in
2006, included an increase to Other expenses of $225 million

the loss ratio of 2.1 points. The loss ratio for accident year
in connection with balance sheet reconciliation remediation

2007 recorded in the three months ended September 30, 2007
activities which accounted for 2.0 points of the decrease in

was 4.5 points higher than the loss ratio recorded in the three
the expense ratio in the three months ended September 30,

months ended September 30, 2006 for accident year 2006.
2007 compared to the same period in 2006. Net premiums

Increases in Mortgage Guaranty losses accounted for 3.1
written increased for the three months ended September 30,

points of the higher accident year loss ratio. The downward
2007 compared to the same period in 2006, driven by

cycle in the U.S. housing market is not expected to improve
Foreign General growth from both established and new

until residential inventories return to a more normal level,
distribution channels and the effect of changes in foreign

and AIG expects that this downward cycle will continue to
currency exchange rates.

adversely affect UGC’s loss ratios for the foreseeable future.
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General Insurance net investment income was essentially the $472 million out of period UCITS adjustment recorded in
unchanged for the three months ended September 30, 2007 2006. See also Capital Resources and Liquidity and Invested
compared to the same period in 2006, which included an out Assets herein.
of period increase to Net investment income of $213 million

In order to better align financial reporting with the
related to the accounting for UCITS and additional

manner in which AIG’s chief operating decision makers have
partnership income arising from improved valuations.

managed their businesses, commencing in the first quarter of
Interest and dividend income increased $244 million for the

2007, the foreign aviation business, which was historically
third quarter of 2007 compared to the same period in 2006 as

reported in DBG, is now being reported as part of Foreign
investment in fixed maturities and equity securities increased

General, and the oil rig and marine businesses, which were
by $12.0 billion from the investment of operating cash flow

historically reported in Foreign General, are now being
and the yield on interest earning investments increased

reported as part of DBG. Prior period amounts have been
30 basis points to 4.8 percent. Income from partnership

revised to conform to the current presentation.
investments increased $10 million for the three months ended
September 30, 2007 compared to the same period in 2006, Quarterly  DBG Results
primarily due to improved returns on underlying investments.

DBG’s operating income increased in the three months endedOther investment income decreased $290 million, primarily
September 30, 2007 compared to the same period of 2006.due to declining returns on investments in mutual funds and
The improvement is also reflected in the combined ratio,the effect of the $92 million out of period adjustment related
which declined 7.4 points in the three months endedto the accounting for UCITS recorded in 2006.
September 30, 2007 compared to the same period of 2006
due to an improvement in the loss ratio of 3.7 points and anYear-to-Date  General  Insurance  Results
improvement in the expense ratio of 3.7 points. Favorable

General Insurance operating income increased for the first
prior year development and increases in the loss reserve

nine months of 2007 compared to the same period in 2006
discount reduced incurred losses by $353 million and

due to growth in net investment income and an increase in
increased incurred losses by $67 million for the three months

underwriting profit, driven by an increase in earned
ended September 30, 2007 and 2006, respectively,

premiums as the combined ratio was substantially the same
accounting for 7.0 points of the improvement. The loss ratio

for both periods.  The loss ratio for accident year 2007
for accident year 2007 recorded in the three months ended

recorded in the first nine months of 2007 was 1.2 points
September 30, 2007 was 1.6 points higher than the loss ratio

higher than the loss ratio recorded in the first nine months of
recorded in the same period of 2006 for accident year 2006.

2006 for accident year 2006, primarily due to an increase in
The expected loss ratios for accident year 2006 were reduced

Mortgage Guaranty losses in the 2007 period. The higher
for a number of casualty classes of business in the three-

accident year loss ratio was substantially offset by favorable
month period ended September 30, 2006, accounting for

development on prior years and increases in the loss reserve
most of the change in the accident year loss ratio compared to

discount, which combined to reduce losses by $720 million
the same period in 2006. Net premiums earned in the three

and $255 million in the first nine months of 2007 and 2006,
months ended September 30, 2006 included a favorable out

respectively.
of period adjustment of $155 million which reduced the loss

General Insurance net premiums written increased in the ratio by 1.7 points.
first nine months of 2007 compared to the same period in

DBG’s net premiums written declined for the three
2006, reflecting growth in Foreign General from both

months ended September 30, 2007 compared to the same
established and new distribution channels, the effect of

period in 2006 due to an increase in ceded premiums and
changes in foreign currency exchange rates, and growth in

declines in premium rates in casualty lines of business. Ceded
Mortgage Guaranty, primarily from international business.

premiums as a percentage of gross written premiums
General Insurance net investment income increased in increased to 24 percent for the three months ended

the first nine months of 2007 to $4.6 billion. Interest and September 30, 2007 compared to 23 percent in the same
dividend income increased $577 million for the first nine period in 2006, primarily due to additional reinsurance for
months of 2007 compared to the same period of 2006 as property risks to manage catastrophe exposures.
fixed maturities and equity securities increased by

DBG’s expense ratio decreased to 19.2 for the three
$15.3 billion and the yield increased 20 basis points to

months ended September 30, 2007 compared to 23.0 in the
4.7 percent. Income from partnership investments increased

same period in 2006, primarily due to a decrease in charges
$312 million for the first nine months of 2007 compared to

related to remediation of the material weakness in balance
the same period in 2006, primarily due to improved returns

sheet reconciliations which included a $225 million out of
on underlying investments and higher levels of invested

period charge in the third quarter of 2006.
assets, which increased by $1.2 billion. Other investment
income decreased by $444 million, which reflects the effect of
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DBG’s net investment income decreased for the three increased $215 million for the first nine months of 2007
months ended September 30, 2007 compared to the same compared to the same period in 2006, primarily due to
period in 2006, which included out of period increases in improved returns on the underlying investments. Other
partnership and other investment income of $121 million and investment income declined $133 million in the first nine
$70 million, respectively. Interest income increased months of 2007 compared to the same period in 2006,
$139 million for the three months ended September 30, 2007, primarily due to the out of period adjustment of $151 million
on growth in the bond portfolio resulting from investment of recorded in the 2006 period.
operating cash flows and capital contributions. Income from

Quarterly  Transatlantic  Resultspartnership investments increased $16 million for the three
months ended September 30, 2007 compared to the same Transatlantic’s net premiums written and net premiums
period in 2006, primarily due to improved returns on the earned increased for the three months ended September 30,
underlying investments. 2007 compared to the same period in 2006 due primarily to

increased writings in domestic and international operations
Year-to-date  DBG Results

and the strengthening of certain foreign currencies against the
DBG’s operating income increased for the first nine months U.S. dollar. Statutory underwriting profit increased due to
of 2007 compared to the same period in 2006 due to growth improved underwriting results from domestic operations for
in both net investment income and underwriting profit. The the three months ended September 30, 2007 compared to the
improvement is also reflected in the combined ratio, which same period in 2006. Operating income increased for the
declined 5.2 points in the first nine months of 2007 compared three months ended September 30, 2007 compared to the
to the same period in 2006, primarily due to an improvement same period in 2006 due primarily to increased net
in the loss ratio of 4.2 points. The loss ratio for accident year investment income, improved underwriting results and
2007 recorded for the first nine months of 2007 was increased net realized capital gains.
0.5 points lower than the loss ratio recorded in the same

Year-to-date  Transatlantic  Resultsperiod of 2006 for accident year 2006. The loss ratio for
accident year 2006 has subsequently improved in each Transatlantic’s net premiums written and net premiums
quarter since September 30, 2006. Prior year development earned increased for the first nine months of 2007 compared
and increases in the loss reserve discount reduced incurred to the same period in 2006 due primarily to increased
losses by $630 million for the nine months ended writings in domestic operations. The increase in statutory
September 30, 2007 and increased incurred losses by underwriting profit in the nine months ended September 30,
$35 million for the same period in 2006, accounting for 2007 compared to the same period in 2006 reflects improved
3.7 points of the improvement. underwriting results in Domestic and European operations.

Overall, costs from European windstorms and floods andDBG’s net premiums written was essentially unchanged
storms in Australia in the nine months ended September 30,in the first nine months of 2007 compared to the same period
2007 were largely offset by lower estimated net adverseof 2006. Ceded premiums as a percentage of gross written
development, related to losses occurring in prior years,premiums increased to 25 percent in the first nine months of
compared to the same period of 2006. Operating income2007 compared to 23 percent for the same period in 2006,
increased for the first nine months of 2007 compared to theprimarily due to additional reinsurance for property risks to
same period in 2006 due principally to increased netmanage catastrophe exposures.
investment income, improved underwriting results and net

DBG’s expense ratio decreased to 18.6 for the first nine realized capital gains.
months in 2007 compared to 19.7 in the same period of
2006, primarily due to the 2006 charge related to the Quarterly  Personal  Lines  Results
remediation of the material weakness in internal control over

Personal Lines operating income for the three months endedcertain balance sheet reconciliations that accounted for 1.6
September 30, 2007 was $28 million, a decrease ofpoints of the decline. The decline was partially offset by
$105 million compared to the same period in 2006, primarilyincreases in operating expenses for marketing initiatives and
due to a $53 million increase in incurred losses resulting fromoperations as well as changes in the mix of business towards
a change in prior year reserve development, mainly fromproducts with lower loss ratios and higher expense ratios.
discontinued businesses, and $28 million of  transaction and

DBG’s net investment income increased for the first nine integration costs related to the acquisition of the minority
months of 2007 compared to the same period in 2006, as interest in 21st Century Insurance Group (21st Century), as
interest income increased $334 million for the nine months discussed below. The loss ratio for accident year 2007
ended September 30, 2007, on growth in the bond portfolio recorded for the three months ended September 30, 2007 was
resulting from investment of operating cash flows and capital 3.21 points higher than the loss ratio for the same period in
contributions. Income from partnership investments 2006 primarily due to increasing accident frequency trends in
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the direct businesses coupled with a decline in average Net premiums written increased 4.1 percent for the first
premium, and increasing loss frequencies in the homeowners nine months of 2007 compared to the same period in 2006
line of the Private Client Group segment. Prior year due to continued growth in the Private Client Group and an
development increased incurred losses by $32 million for the increase in the aigdirect.com business, partially offset by a
three months ended September 30, 2007 and decreased reduction in the Agency Auto segment.
incurred losses by $21 million for the three months ended

Quarterly  Mortgage  Guaranty  ResultsSeptember 30, 2006, thereby increasing the 2007 loss ratio by
4.52 points relative to the 2006 loss ratio. The transaction Mortgage Guaranty reported an operating loss of
and integration costs related to the 21st Century acquisition $216 million for the three months ended September 30, 2007
increased the expense ratio in the third quarter of 2007 by 2.2 compared to operating income of $85 million in the same
points compared to the same period of 2006. period in 2006 due to the unfavorable loss experience in both

the domestic first and second-lien businesses as continuedNet premiums written increased 7.8 percent for the three
deterioration in the U.S. housing market increased themonths ended September 30, 2007 compared to the same
frequency and severity of claims. The second-lien productperiod of 2006, which represents the highest growth rate
was the major contributor to the operating loss, comprisingsince the third quarter of 2005. This increase resulted from
$206 million of the third quarter 2007 operating loss. UGC’scontinued growth in the Private Client Group, as well as
consolidated loss ratio for the third quarter of 2007 wasgrowth in Agency Auto and the Direct segment.
197.0 compared to a loss ratio of 47.5 in the same period of

On September 27, 2007, AIG completed its previously 2006. Prior year development reduced incurred losses by
announced acquisition of 21st Century. AIG paid $27 million and $22 million for the three months ended
$759 million to acquire the remaining 39.2 percent of the September 30, 2007 and 2006, respectively, decreasing the
shares of 21st Century that it did not previously own. As a 2007 loss ratio by 0.4 points relative to the 2006 loss ratio.
result of the acquisition, the AIG Direct and 21st Century

Net premiums written increased 31 percent in the threeoperations will be combined as aigdirect.com. Duplicate
months ended September 30, 2007 compared to the samepositions which exist in both the home office and corporate
period in 2006 as strong growth in the European markets,functions and in the field organization will be eliminated.
Canada and Australia led to higher International premiumsThese positions, as well as the locations scheduled for closing
of $55 million. The increased use of mortgage insurance forover the next two years, have been identified and will affect
credit enhancement, along with improved persistency, led toabout 11 percent of the combined workforce.
higher domestic first-lien premiums of $32 million, an

Under the purchase method of accounting, the assets and increase of 27 percent compared to the 2006 quarter.
liabilities of 21st Century that were acquired were adjusted to Although UGC discontinued accepting new business for the
their estimated fair values as of the date of the acquisition, poorly performing third-party originated second-lien product
and goodwill of $233 million was recorded. A customer in the fourth quarter of 2006, UGC will continue to receive
relationship intangible asset, initially valued at $290 million, renewal premiums on the existing portfolio for the life of the
was also established. loans, estimated to be three to five years. The expense ratio of

16.8 points in the three months ended September 30, 2007
Year-to-date  Personal  Lines  Results

declined from 22.5 points in the same period of 2006 as
Personal Lines operating income for the nine months of 2007 premium growth offset the effect of increased expenses
was $252 million, a decrease of $100 million compared to the related to UGC’s international expansion and the
same period in 2006, primarily due to $55 million of less employment of additional operational resources in the
favorable reserve development and $31 million of transaction second-lien business.
and integration costs related to the 21st Century acquisition.

UGC’s domestic mortgage risk in force totaled
The loss ratio for accident year 2007 recorded for the first

$28.2 billion as of September 30, 2007 and the 60-day
nine months of 2007 increased by 0.36 points compared to

delinquency ratio was 3.0 percent (based on number of
the same period in 2006 for accident year 2006. Favorable

policies, consistent with mortgage industry practice)
prior year development reduced incurred losses by

compared to domestic mortgage risk in force of $24.2 billion
$29 million and $84 million for the nine months ended

and a delinquency ratio of 2.0 percent at September 30, 2006.
September 30, 2007 and 2006, respectively, resulting in a

Approximately 81 percent of the domestic mortgage risk is
1.57 point increase in the loss ratio for the first nine months

secured by first-lien, owner-occupied properties.
of 2007 compared to the same period of 2006. The 0.9 point
increase in the expense ratio was primarily due to the Year-to-date  Mortgage  Guaranty  Results
transaction and integration costs associated with the 21st

Mortgage Guaranty’s operating loss for the first nine monthsCentury acquisition.
of 2007 was $289 million compared to operating income of
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$301 million for the same period in 2006 as the deteriorating The loss ratio increased 4.0 points for the three months
U.S. residential housing market adversely affected losses ended September 30, 2007 compared to the same period in
incurred for both the domestic first-lien and second-lien 2006. The 2007 loss ratio increased a total of 3.3 points due
businesses. Domestic first and second-lien losses incurred to the losses described above. The lower favorable loss
increased 254 percent and 611 percent respectively, development on prior accident years was primarily due to
compared to the first nine months of 2006, resulting in year- increases in the allowance for reinsurance. Also, the loss ratio
to-date loss ratios of 87.6 and 343.1, respectively, for the first increased due to higher loss frequency for personal accident
nine months of 2007. Increases in domestic losses incurred businesses in Japan.
resulted in a consolidated UGC loss ratio of 140.9 for the first

The expense ratio increased 2.1 points for the three
nine months of 2007 compared to 37.4 for the same period in

months ended September 30, 2007 compared to the same
2006. Prior year development had minimal effect on incurred

period in 2006 due to higher operating expenses relating to
losses in the first nine months of 2007 compared to a

new business initiatives. In addition, the 2007 expense ratio
reduction of $86 million for the same period in 2006, which

increased 1.2 points due to accelerated amortization of
accounted for 16 points of the increase in the loss ratio.

advertising costs, the cost of realigning certain legal entities
Net premiums written increased 35 percent in the nine through which Foreign General operates and the increased

months ended September 30, 2007 compared to the same significance of consumer lines of business, which have higher
period in 2006 primarily due to growth in the International acquisition costs. AIG expects the expense ratio to increase in
markets, accounting for 22 percent of the increase in net the fourth quarter of 2007 as a result of expected decreases in
written premiums. In addition the increased use of mortgage net premiums written due to continuing rate pressures in the
insurance for credit enhancement as well as better persistency commercial lines business, the underlying seasonality of
resulted in an increase in domestic first-lien premiums. The renewals and the growth of the consumer lines of business.
expense ratio for the first nine months of 2007 was 20.2,

Net investment income increased for the three months
down from 23.3 in the same period in 2006 as premium

ended September 30, 2007 compared to the same period of
growth offset the effect of increased expenses related to

2006 reflecting higher interest rates and strong cash flows,
UGC’s international expansion.

partially offset by reductions in mutual fund income. Mutual
fund income was $61 million lower than the same quarter inQuarterly  Foreign  General  Insurance  Results
2006 reflecting a weaker performance in the equity markets

Foreign General’s operating income decreased in the three and income of $22 million from an out of period UCITS
months ended September 30, 2007 compared to the same adjustment in the year ago quarter.
period in 2006 due to decreases in statutory underwriting
profit, partially offset by increases in net investment income Year-to-date  Foreign  General  Insurance  Results
and the effect of changes in the currency exchange rates of the

Foreign General’s operating income decreased in the first nine
Euro and the British Pound. Statutory underwriting profit

months of 2007 compared to the same period in 2006, due
decreased due to lower favorable loss development on prior

primarily to decreases in statutory underwriting profits.
accident years of $49 million, additional losses from the June

Statutory underwriting profit decreased due to lower
2007 U.K. floods of $23 million and an increase over the

favorable loss development on prior accident years of
2006 quarter in severe but non-catastrophic losses of

$101 million, losses from the June 2007 U.K. floods of
$20 million.

$91 million, and an increase in severe but non-catastrophic
Net premiums written increased 14 percent (11 percent losses of $48 million compared to the same period in 2006.

in original currency) for the three months ended Net investment income in the nine months ended
September 30, 2007 compared to the same period in 2006, September 30, 2006 included income of $406 million from
reflecting growth in commercial and consumer lines driven by out of period UCITS adjustments.
new business from both established and new distribution

Net premiums written increased 15 percent (11 percent
channels, including Central Insurance Co. Ltd. in Taiwan.

in original currency) for the nine months ended
Net premiums written for commercial lines in the U.K. and

September 30, 2007 compared to the same period in 2006,
Europe increased due to new business and decreases in the

reflecting growth in commercial and consumer lines driven by
use of reinsurance, partially offset by declines in premium

new business from both established and new distribution
rates. Growth in consumer lines in Latin America, Asia and

channels.
Europe also contributed to the increase. Net premiums

The loss ratio increased 3.0 points for the nine monthswritten also increased by one percent compared to the same
ended September 30, 2007 compared to the same period inperiod in 2006 due to decreases in the use of reinsurance. Net
2006. The 2007 loss ratio increased 2.6 points, due to thepremiums for the Lloyd’s syndicate Ascot and Aviation
losses described above.declined due to rate decreases resulting from increased

market competition.
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The expense ratio increased 0.7 points for the nine confirmed. Reserve changes that increase previous estimates
months ended September 30, 2007 compared to the same of ultimate cost are referred to as unfavorable or adverse
period in 2006 due to higher commission costs and higher development or reserve strengthening. Reserve changes that
operating expenses resulting from new business initiatives decrease previous estimates of ultimate cost are referred to as
and the costs to realign certain legal entities. favorable development.

Net investment income was essentially unchanged in the Estimates for mortgage guaranty insurance losses and
nine months ended September 30, 2007 compared to the loss adjustment expense reserves are based on notices of
same period of 2006 as the 2006 period included the out of mortgage loan delinquencies and estimates of delinquencies
period UCITS adjustments, which more than offset increased that have been incurred but have not been reported by loan
investment income of $402 million reflecting higher interest servicers, based upon historical reporting trends. UGC
rates, strong cash flows and increased partnership and establishes reserves using a percentage of the contractual
mutual fund income. Partnership income was $97 million liability (for each delinquent loan reported) that is based
higher than prior year due to strong infrastructure fund upon past experience regarding certain loan factors such as
performance in Africa, Europe and Latin America. Mutual age of the delinquency, dollar amount of the loan and type of
fund income was $117 million higher than the same period of mortgage loan. Because mortgage delinquencies and claims
the prior year reflecting strong performance in the equity payments are affected primarily by macroeconomic events,
markets for the nine month period. such as changes in home price appreciation, interest rates and

unemployment, the determination of the ultimate loss cost
Reserve  for  Losses  and  Loss  Expenses requires a high degree of judgment. AIG believes it has

provided appropriate reserves for currently delinquent loans.The following table presents the components of the General
Consistent with industry practice, AIG does not establish aInsurance gross reserve for losses and loss expenses (loss
reserve for loans that are not currently delinquent, but thatreserves) as of September 30, 2007 and December 31,
may become delinquent in future periods.2006 by major line of business on a statutory Annual

Statement basis(a): At September 30, 2007, General Insurance net loss
reserves were $66.94 billion, an increase of $4.31 billionSeptember 30, December 31,
from the prior year-end. The net loss reserves represent loss(in millions) 2007 2006(b)

reserves reduced by reinsurance recoverables, net of anOther liability occurrence $20,296 $19,327
Workers compensation 14,994 13,612 allowance for unrecoverable reinsurance and applicable
Other liability claims made 13,546 12,513 discount for future investment income.
Auto liability 6,208 6,070
International 6,173 6,006 The following table classifies the components of the
Property 4,431 5,499 General Insurance net loss reserves by business unit:
Reinsurance 3,371 2,979
Medical malpractice 2,349 2,347

September 30, December 31,Products liability 2,181 2,239
(in millions) 2007 2006Accident and health 1,901 1,693

Commercial multiple peril 1,744 1,651 DBG(a) $46,511 $44,119
Aircraft 1,715 1,629 Transatlantic 6,669 6,207
Fidelity/surety 1,248 1,148 Personal Lines(b) 2,313 2,440
Other 3,451 3,286 Mortgage Guaranty 1,016 460

Foreign General(c) 10,428 9,404Total $83,608 $79,999
Total Net Loss Reserve $66,937 $62,630(a) Presented by lines of business pursuant to statutory reporting requirements
(a) At September 30, 2007 and December 31, 2006, respectively, DBG lossas prescribed by the National Association of Insurance Commissioners.

reserves include approximately $3.16 billion and $3.33 billion(b) Allocations among various lines were revised from the previous
($3.40 billion and $3.66 billion, respectively, before discount), related topresentation.
business written by DBG but ceded to American International
Reinsurance Company Limited (AIRCO) and reported in AIRCO’sAIG’s gross reserve for losses and loss expenses
statutory filings. DBG loss reserves also include approximatelyrepresents the accumulation of estimates of ultimate losses,
$573 million and $535 million related to business included in American

including provisions for losses incurred but not reported International Underwriters Overseas, Ltd.’s (AIUO) statutory filings at
(IBNR) and loss expenses. The methods used to determine September 30, 2007 and December 31, 2006, respectively.

(b) At September 30, 2007 and December 31, 2006, respectively, Personalloss reserve estimates and to establish the resulting reserves
Lines loss reserves include $844 million and $861 million related toare continually reviewed and updated by management. Any
business ceded to DBG and reported in DBG’s statutory filings.

adjustments resulting therefrom are reflected in operating (c) At September 30, 2007 and December 31, 2006, respectively, Foreign
income currently. Because loss reserve estimates are subject to General loss reserves include approximately $3.05 billion and

$2.75 billion related to business reported in DBG’s statutory filings.the outcome of future events, changes in estimates are
unavoidable given that loss trends vary and time is often The DBG net loss reserve of $46.5 billion is comprised
required for changes in trends to be recognized and principally of the business of AIG subsidiaries participating in
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the American Home Assurance Company (American Home)/ an additional $523 million relating to Foreign General
National Union Fire Insurance Company of Pittsburgh, Pa. Insurance business.
(National Union) pool (10 companies) and the surplus lines

Discounting  of  Reservespool (Lexington, AIG Excess Liability Insurance Company
and Landmark Insurance Company). At September 30, 2007, AIG’s overall General Insurance net

loss reserves reflect a loss reserve discount of $2.43 billion,DBG cedes a quota share percentage of its other liability
including tabular and non-tabular calculations. The tabularoccurrence and products liability occurrence business to
workers compensation discount is calculated using aAIRCO. The quota share percentage ceded was 15 percent
3.5 percent interest rate and the 1979-81 Decennial Mortalityfor the nine months ended September 30, 2007 and
Table. The non-tabular workers compensation discount is20 percent for the year 2006 and covered all business written
calculated separately for companies domiciled in New Yorkin these years for these lines by participants in the American
and Pennsylvania, and follows the statutory regulations forHome/National Union pool. AIRCO’s loss reserves relating
each state. For New York companies, the discount is based onto these quota share cessions from DBG are recorded on a
a five percent interest rate and the companies’ own payoutdiscounted basis. As of September 30, 2007, AIRCO carried
patterns. For Pennsylvania companies, the statute hasa discount of approximately $240 million applicable to the
specified discount factors for accident years 2001 and prior,$3.40 billion in undiscounted reserves it assumed from the
which are based on a six percent interest rate and an industryAmerican Home/National Union pool via this quota share
payout pattern. For accident years 2002 and subsequent, thecession. AIRCO also carries approximately $523 million in
discount is based on the yield of U.S. Treasury securitiesnet loss reserves relating to Foreign General insurance
ranging from one to twenty years and the company’s ownbusiness. These reserves are carried on an undiscounted basis.
payout pattern, with the future expected payment for each

The companies participating in the American Home/
year using the interest rate associated with the corresponding

National Union pool have maintained a participation in the
Treasury security yield for that time period. The discount is

business written by AIU for decades. As of September 30,
comprised of the following: $726 million – tabular discount

2007, these AIU reserves carried by participants in the
for workers compensation in DBG; $1.46 billion – non-

American Home/National Union pool totaled approximately
tabular discount for workers compensation in DBG; and,

$3.05 billion. The remaining Foreign General reserves are
$240 million – non-tabular discount for other liability

carried by AIUO, AIRCO, and other smaller AIG subsidiaries
occurrence and products liability occurrence in AIRCO. The

domiciled outside the United States. Statutory filings in the
total undiscounted workers compensation loss reserve carried

U.S. by AIG companies reflect all the business written by
by DBG is approximately $12.7 billion as of September 30,

U.S. domiciled entities only, and therefore exclude business
2007. The other liability occurrence and products liability

written by AIUO, AIRCO, and all other internationally
occurrence business in AIRCO that is assumed from DBG is

domiciled subsidiaries. The total reserves carried at
discounted based on the yield of U.S. Treasury securities

September 30, 2007 by AIUO and AIRCO were
ranging from one to twenty years and the DBG payout

approximately $5.04 billion and $3.69 billion, respectively.
pattern for this business. The undiscounted reserves assumed

AIRCO’s $3.69 billion in total general insurance reserves
by AIRCO from DBG totaled approximately $3.40 billion at

consist of approximately $3.16 billion from business
September 30, 2007.

assumed from the American Home/National Union pool and
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The following tables summarize development, (favorable) orQuarterly  Reserving  Process
unfavorable, of incurred losses and loss expenses for prior

Management believes that the General Insurance net loss
years (other than accretion of discount):

reserves are adequate to cover General Insurance net losses
Three Months Nine Monthsand loss expenses as of September 30, 2007. While AIG

Ended Ended regularly reviews the adequacy of established loss reserves, September 30, September 30,
there can be no assurance that AIG’s ultimate loss reserves (in millions) 2007 2006 2007 2006
will not develop adversely and materially exceed AIG’s loss Prior Accident Year
reserves as of September 30, 2007. In the opinion of Development by

Reporting Unit:management, such adverse development and resulting
DBG $ (313) $ 67 $ (465) $ 35increase in reserves is not likely to have a material adverse
Personal Lines 32 (21) (29) (84)

effect on AIG’s consolidated financial condition, although it Mortgage Guaranty (27) (22) – (86)
could have a material adverse effect on AIG’s consolidated Foreign General (40) (89) (108) (209)
results of operations for an individual reporting period. Subtotal (348) (65) (602) (344)

Transatlantic 11 24 47 89
The following table presents the reconciliation of net loss Asbestos

settlements* – – (50) –reserves:
Prior years, other than

Three Months Nine Months accretion of
Ended Ended 

discount $ (337) $ (41) $ (605) $ (255)September 30, September 30,
* Represents the effect of settlements of certain asbestos liabilities.(in millions) 2007 2006 2007 2006

Net reserve for Calendar Year
losses and loss

(in millions) 2007 2006
expenses at

Prior Accident Year Development by Accidentbeginning of
Year:period $65,197 $60,214 $62,630 $57,476
2006 $ (898)Foreign exchange
2005 (373) $ (638)effect 224 34 438 521
2004 (248) (416)Acquisition* – 55 – 55
2003 143 (233)Losses and loss
2002 200 156expenses
2001 & prior 571 876incurred:

Prior years, other than accretion of discount $ (605) $ (255)Current year 7,636 6,957 22,185 20,710
Prior years, other

In determining the quarterly loss development fromthan accretion
of discount (337) (41) (605) (255) prior accident years, AIG conducts analyses to determine the

Prior years, change in estimated ultimate loss for each accident year for
accretion of

each profit center. For example, if loss emergence for a profitdiscount 92 101 220 303
center is different than expected for certain accident years,Losses and loss
the actuaries examine the indicated effect such emergenceexpenses

incurred 7,391 7,017 21,800 20,758 would have on the reserves of that profit center. In some
Losses and loss cases, the higher or lower than expected emergence may

expenses paid 5,875 5,807 17,931 17,297 result in no clear change in the ultimate loss estimate for the
Net reserve for accident years in question, and no adjustment would be made

losses and loss to the profit center’s reserves for prior accident years. In other
expenses at end

cases, the higher or lower than expected emergence mayof period $66,937 $61,513 $66,937 $61,513
result in a larger change, either favorable or unfavorable,* Reflects the opening balance with respect to the acquisition of the Central
than the difference between the actual and expected lossInsurance Co., Ltd. in the third quarter of 2006
emergence. Such additional analyses were conducted for each
profit center, as appropriate, in the third quarter of 2007 to
determine the loss development from prior accident years for
the third quarter of 2007. As part of its quarterly reserving
process, AIG also considers notices of claims received with
respect to emerging issues, such as those related to the U.S.
mortgage and housing market. Also as part of the quarterly
reserving process, beginning with the second quarter of 2007,
AIG updated its analysis of the loss reserve discount
pertaining to workers compensation reserves. Historically,
this review was only performed at year end. As a result of the
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updated analysis in the third quarter of 2007, AIG increased In the first nine months of 2007, net loss development
its loss reserve discount for workers compensation by from prior accident years was favorable by approximately
approximately $70 million in the third quarter of 2007, $605 million, including approximately $47 million of adverse
bringing the total increase in loss reserve discount for development from the general reinsurance operations of
workers compensation for the first nine months of 2007 to Transatlantic; and excluding approximately $220 million
approximately $255 million. from accretion of loss reserve discount. Excluding

Transatlantic, as well as accretion of discount, net loss
2007 Net  Loss  Development development in the first nine months of 2007 from prior

accident years was favorable by approximately $652 million.In the three months ended September 30, 2007, net loss
The overall favorable development of $605 million consisteddevelopment from prior accident years was favorable by
of approximately $1.52 billion of favorable developmentapproximately $337 million, including approximately
from accident years 2004 through 2006, partially offset by$11 million of adverse development from the general
approximately $771 million of adverse development fromreinsurance operations of Transatlantic; and excluding
accident years 2002 and prior and $143 million of adverseapproximately $92 million from accretion of loss reserve
development from accident year 2003. For the first ninediscount. Excluding Transatlantic, as well as accretion of
months of 2007, most classes of AIG’s business continued todiscount, net loss development in the three months ended
experience favorable development for accident years 2004September 30, 2007 from prior accident years was favorable
through 2006. The majority of the adverse development fromby approximately $348 million. The overall favorable
accident years 2002 and prior was related to developmentdevelopment of $337 million consisted of approximately
from excess casualty business within DBG and from$764 million of favorable development from accident years
Transatlantic. The adverse development from accident year2004 through 2006, partially offset by approximately
2003 was primarily related to developments from excess$299 million of adverse development from accident years
casualty business within DBG. The overall favorable2002 and prior and $128 million of adverse development
development of $605 million includes approximatelyfrom accident year 2003. For the three months ended
$200 million pertaining to the D&O and relatedSeptember 30, 2007, most classes of AIG’s business
management liability classes of business within DBG,continued to experience favorable development for accident
consisting of approximately $235 million of favorableyears 2004 through 2006. The majority of the adverse
development from accident years 2004 through 2006,development from accident years 2002 and prior was related
partially offset by approximately $35 million of adverseto developments from excess casualty business within DBG
development from accident years 2002 and prior.and from Transatlantic. The adverse development from

accident year 2003 was primarily related to developments
2006 Net  Loss  Development

from excess casualty business within DBG, which represented
less than a 1 percent change in the ultimate loss estimate for In the three months ended September 30, 2006, net loss
accident year 2003. In the three months ended September 30, development from prior accident years was favorable by
2007, AIG completed an update of its ground up projections approximately $41 million, including approximately
of claims exposure for the D&O and related management $43 million of adverse development pertaining to the major
liability classes of business. AIG utilizes the ultimate loss hurricanes in 2005 and 2004 and $24 million of adverse
estimates resulting from these claims projections as a development pertaining to the general reinsurance operations
benchmark in determining the appropriate loss reserves for of Transatlantic. Excluding catastrophes and Transatlantic,
this business. As a result of the updated claims projections, in as well as accretion of discount of approximately
addition to the quarterly review of reported loss experience as $101 million, net loss development from prior accident years
of September 30, 2007 and other relevant factors, AIG in the three months ended September 30, 2006 was favorable
recognized approximately $150 million in favorable loss by approximately $108 million. This overall favorable
development from prior accident years for the D&O and development of $41 million consisted of approximately
related management liability classes of business in the three $511 million of favorable development from accident years
months ended September 30, 2007. This consisted of 2003 through 2005, partially offset by approximately
approximately $200 million of favorable development from $470 million of adverse development from accident years
accident years 2004 through 2006, partially offset by 2002 and prior. For the three months ended September 30,
approximately $50 million of adverse development from 2006, most classes of business throughout AIG experienced
accident years 2002 and prior. The overall favorable favorable development for accident years 2003 through
development of $337 million reflects this $150 million from 2005. The adverse development from accident years 2002
the D&O and related management liability classes of and prior reflected developments from excess casualty,
business within DBG. workers compensation, and post-1986 environmental

liability classes of business, all within DBG, and from
Transatlantic.
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In the first nine months of 2006, net loss development September 30, 2006. For those classes of business where the
from prior accident years was favorable by approximately expected loss ratio for accident year 2006 was adjusted in the
$255 million, including approximately $80 million of adverse three months ended September 30, 2006, the revised loss
development pertaining to the major hurricanes in 2004 and ratio was generally applied to the cumulative 2006 net earned
2005 and $89 million of adverse development from the premium for the class. The overall effect on the results for the
general reinsurance operations of Transatlantic, and three months ended September 30, 2006, was approximately
excluding approximately $303 million from accretion of loss a $100 million improvement. This amount represents the
reserve discount. Excluding catastrophes and Transatlantic, application of the revised expected loss ratios to the net
as well as accretion of discount, net loss development from premiums earned reported for the first six months of 2006.
prior accident years in the first nine months of 2006 was

Asbestos  and Environmental  Reservesfavorable by approximately $424 million. The overall
favorable development of $255 million consisted of The estimation of loss reserves relating to asbestos and
approximately $1.29 billion of favorable development from environmental claims on insurance policies written many
accident years 2003 through 2005, partially offset by years ago is subject to greater uncertainty than other types of
approximately $1.03 billion of adverse development from claims due to inconsistent court decisions as well as judicial
accident years 2002 and prior. For the first nine months of interpretations and legislative actions that in some cases have
2006, most classes of business throughout AIG experienced tended to broaden coverage beyond the original intent of
favorable development for accident years 2003 through such policies and in others have expanded theories of
2005. The adverse development from accident years 2002 liability.
and prior reflected developments from excess casualty,

As described more fully in the 2006 Annual Report onworkers compensation, excess workers compensation, and
Form 10-K, AIG’s reserves relating to asbestos andpost-1986 environmental liability classes of business, all
environmental claims reflect a comprehensive ground upwithin DBG, and from Transatlantic.
analysis. In the first nine months of 2007, one large asbestos

As a result of the continued favorable experience for settlement, as well as a reduction in estimated reinsurance
accident years 2003 through 2005, the expected loss ratios recoverable, resulted in a minor amount of adverse incurred
for accident year 2006 were improved for a number of loss development, which was partially offset, on a net basis, by
casualty classes of business in the three months ended the favorable $50 million effect of several other settlements.

A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims
separately and combined:

Nine Months
Ended September 30,

2007 2006
(in millions) Gross Net Gross Net

Asbestos:
Reserve for losses and loss expenses at beginning of year $4,464 $1,889 $4,441 $1,840
Losses and loss expenses incurred* 19 7 2 7
Losses and loss expenses paid* (614) (363) (404) (151)

Reserve for losses and loss expenses at end of period $3,869 $1,533 $4,039 $1,696

Environmental:
Reserve for losses and loss expenses at beginning of year $ 588 $ 290 $ 926 $ 410
Losses and loss expenses incurred* 2 (1) (3) –
Losses and loss expenses paid* (89) (46) (80) (43)

Reserve for losses and loss expenses at end of period $ 501 $ 243 $ 843 $ 367

Combined:
Reserve for losses and loss expenses at beginning of year $5,052 $2,179 $5,367 $2,250
Losses and loss expenses incurred* 21 6 (1) 7
Losses and loss expenses paid* (703) (409) (484) (194)

Reserve for losses and loss expenses at end of period $4,370 $1,776 $4,882 $2,063

* All amounts pertain to policies underwritten in prior years, primarily to policies issued in 1984 and prior.
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The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental
claims separately and combined, were estimated as follows:

Nine Months
Ended September 30,

2007 2006
(in millions) Gross Net Gross Net

Asbestos $2,743 $1,261 $2,863 $1,312
Environmental 289 127 567 242

Combined $3,032 $1,388 $3,430 $1,554

A summary of asbestos and environmental claims count activity was as follows:

Nine Months Ended September 30,
2007 2006

Asbestos Environmental Combined Asbestos Environmental Combined

Claims at beginning of year 6,878 9,442 16,320 7,293 9,873 17,166
Claims during year:

Opened 321 850 1,171 538 1,032 1,570
Settled (113) (101) (214) (126) (120) (246)
Dismissed or otherwise resolved (745) (2,138) (2,883) (678) (1,295) (1,973)

Claims at end of period 6,341 8,053 14,394 7,027 9,490 16,517

Survival  Ratios – Asbestos  and Environmental AIG’s survival ratios for asbestos and environmental
claims, separately and combined were based upon a three-The table below presents AIG’s survival ratios for asbestos
year average payment. These ratios at September 30,and environmental claims at September 30, 2007 and 2006.
2007 and 2006 were as follows:The survival ratio is derived by dividing the current carried

loss reserve by the average payments for the three most recent (number of years) Gross Net
calendar years for these claims. Therefore, the survival ratio 2007

Survival ratios:is a simplistic measure estimating the number of years it
Asbestos 7.6 6.4

would be before the current ending loss reserves for these Environmental 4.8 3.8
Combined 7.1 5.8claims would be paid off using recent year average payments.

2006The September 30, 2007 survival ratio is lower than the ratio Survival ratios:
Asbestos 11.9 13.6at September 30, 2006 because the more recent periods
Environmental 6.5 5.3included in the rolling average reflect higher claims payments. Combined 10.4 10.7

In addition, AIG’s survival ratio for asbestos claims was
negatively affected by the favorable settlements described

Life  Insurance  & Retirement  Services  Operations
above, which reduced gross and net asbestos survival ratios at

AIG’s Life Insurance & Retirement Services subsidiaries offerSeptember 30, 2007 by approximately 1.4 years and 3.2
a wide range of insurance and retirement savings productsyears, respectively. Many factors, such as aggressive
both domestically and abroad.settlement procedures, mix of business and level of coverage

provided, have a significant effect on the amount of asbestos
Overseas, AIG’s Life Insurance & Retirement Services

and environmental reserves and payments and the resultant
operations include insurance and investment-oriented

survival ratio. Thus, caution should be exercised in
products such as whole and term life, investment linked,

attempting to determine reserve adequacy for these claims
universal life and endowments, personal accident and health

based simply on this survival ratio.
products, group products including pension, life and health,
and fixed and variable annuities.

Domestically, AIG’s Life Insurance & Retirement
Services operations offer a broad range of protection
products, such as life insurance and group life and health
products, including disability income products and payout
annuities, which include single premium immediate annuities,
structured settlements and terminal funding annuities. Home
service operations include an array of life insurance, accident
and health and annuity products sold primarily through
career agents. Retirement services include group retirement
products, individual fixed and variable annuities sold
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through banks, broker-dealers and exclusive sales ) American International Reinsurance Company Limited
representatives, and annuity runoff operations, which include (AIRCO)
previously acquired ‘‘closed blocks’’ and other fixed and

) The Philippine American Life and General Insurance
variable annuities largely sold through distribution

Company (Philamlife)
relationships that have been discontinued.

Domestic Life InsuranceAIG’s Life Insurance & Retirement Services subsidiaries
report their operations through the following major internal

) American General Life Insurance Company (AIG
reporting units and business units: American General)

) The United States Life Insurance Company in the City ofForeign Life Insurance & Retirement Services
New York (USLIFE)

Japan and Other
) American General Life and Accident Insurance Company

) American Life Insurance Company (ALICO)
(AGLA)

) AIG Star Life Insurance Co., Ltd. (AIG Star Life)
Domestic Retirement Services

) AIG Edison Life Insurance Company (AIG Edison Life)
) The Variable Annuity Life Insurance Company (VALIC)

Asia
) AIG Annuity Insurance Company (AIG Annuity)

) American International Assurance Company, Limited,
) AIG SunAmerica Life Assurance Company (AIG

together with American International Assurance Company
SunAmerica)

(Bermuda) Limited (AIA)

) Nan Shan Life Insurance Company, Ltd. (Nan Shan)
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Life  Insurance & Retirement  Services  Results

Life Insurance & Retirement Services results were as follows:

Premiums Net Net Realized
and Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Three Months Ended September 30, 2007
Foreign Life Insurance & Retirement Services $ 6,505 $ 2,367 $ 138 $ 9,010 $1,736
Domestic Life Insurance 1,495 985 (295) 2,185 61
Domestic Retirement Services 300 1,471 (334) 1,437 202

Total $ 8,300 $ 4,823 $ (491) $12,632 $1,999

Three Months Ended September 30, 2006
Foreign Life Insurance & Retirement Services* $ 5,987 $ 2,490 $ (29) $ 8,448 $1,608
Domestic Life Insurance 1,424 958 (123) 2,259 261
Domestic Retirement Services 262 1,597 (24) 1,835 603

Total $ 7,673 $ 5,045 $ (176) $12,542 $2,472

Percentage Increase/(Decrease) from Prior Year:
Foreign Life Insurance & Retirement Services 9% (5)% —% 7% 8%
Domestic Life Insurance 5 3 — (3) (77)
Domestic Retirement Services 15 (8) — (22) (67)

Total 8% (4)% —% 1% (19)%

Nine Months Ended September 30, 2007
Foreign Life Insurance & Retirement Services $19,621 $ 8,611 $ (79) $28,153 $4,674
Domestic Life Insurance 4,392 2,996 (323) 7,065 774
Domestic Retirement Services 882 4,861 (624) 5,119 1,452

Total $24,895 $16,468 $(1,026) $40,337 $6,900

Nine Months Ended September 30, 2006
Foreign Life Insurance & Retirement Services* $18,085 $ 6,715 $ 487 $25,287 $5,033
Domestic Life Insurance 4,254 2,784 (190) 6,848 862
Domestic Retirement Services 782 4,800 (414) 5,168 1,588

Total $23,121 $14,299 $ (117) $37,303 $7,483

Percentage Increase/(Decrease) from Prior Year:
Foreign Life Insurance & Retirement Services 8% 28% —% 11% (7)%
Domestic Life Insurance 3 8 — 3 (10)
Domestic Retirement Services 13 1 — (1) (9)

Total 8% 15% —% 8% (8)%

* Includes the effect of an out of period UCITS adjustment in 2006. For the three and nine-month periods ended September 30, 2006, the effect was increases of

$24 million and $240 million, respectively, in net investment income and $24 million and $169 million, respectively, in operating income.

The following table presents the Insurance In force for Life Insurance & Retirement Services:

September 30, December 31,
(in millions) 2007 2006

Foreign $1,237,507 $1,162,699
Domestic 964,515 907,901

Total $2,202,022 $2,070,600

Volatility in the securities markets had a negative effect on partnerships, UCITS, mutual funds and hedge funds,
Life Insurance & Retirement Services results for the three particularly in the Domestic Retirement Services business,
months ended September 30, 2007, and resulted in lower and $74 million of trading account losses in the U.K. related
investment income from partnerships and UCITS and higher to variable annuity products. In addition, the decline in
net realized capital losses for the quarter compared to last Japanese equity markets resulted in higher incurred benefits
year. This negative effect was partially offset by strong life of $36 million on a closed block of business having
insurance production in Asia, improved universal life and guaranteed benefits. The nine-month period ended
variable universal life sales in the Domestic Life operations, September 30, 2007 included an increase of $176 million in
and improved deposit flows for group retirement products income from partnerships, UCITS, mutual funds and hedge
and individual variable annuities in the Domestic Retirement funds and $88 million of trading account losses in the U.K.
Services business. The fixed annuity business environment associated with the variable annuity products.
remained challenging both domestically and in Japan

Life Insurance & Retirement Services total revenues for
reflecting a continuation of trends seen throughout the year.

the three and nine-month periods ended September 30, 2007
Investment income for the three months ended September 30,

reflect growth in premiums and other considerations and
2007 reflects a decline of $163 million in income from

higher realized capital losses. Net investment income grew for
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the nine months ended September 30, 2007 but declined for component of the Asset Management segment, are now being
three months then ended compared to the same period in reported as part of Foreign Life Insurance & Retirement
2006. Net realized capital losses reduced revenues by Services. Prior period amounts have been revised to conform
$491 million and $1.0 billion in the three and nine-month to the current presentation.
periods ended September 30, 2007, respectively, while net

Operating income for the first nine months of 2007
realized capital losses decreased revenues by $176 million

includes the adverse effect of $62 million related to SOP 05-1,
and $117 million in the three and nine-month periods ended

a $62 million charge for additional benefits expense and a
September 30, 2006, respectively. Net realized capital losses

$50 million charge related to balance sheet reconciliation
in 2007 were primarily related to the other-than-temporary

remediation activities. SOP 05-1 generally requires DAC
decline in value of securities that AIG no longer intends to

related to group contracts to be amortized over a shorter
hold to recovery. Net investment income includes

duration than in prior periods and also requires that DAC be
policyholder investment income and trading gains and losses

expensed at the time a policy is terminated. The effect of SOP
(collectively, policyholder trading gains), which are offset by

05-1 was most significant to the group products line in the
an equal charge to incurred policy losses and benefits

Domestic Life operations. The additional benefit expense
expense, as these investment returns accrue to the benefit of

resulted from a continuing industry-wide review of claims in
the policyholder. Policyholder trading gains generally reflect

Japan. In addition, increased charges for DAC related to the
the trend in equity markets. Policyholder trading gains were

conversion of actuarial systems to a common global standard
$150 million and $2 billion for the three and nine-month

within AIG decreased operating income by $32 million for
periods ended September 30, 2007, respectively, compared to

both the three and nine-month periods ended September 30,
$485 million and $969 million for the three and nine-month

2007, respectively. Operating income for the three and nine-
periods ended September 30, 2006, respectively. Net

month periods ended September 30, 2006 included an
investment income for the three and nine-month periods

increase of $24 million and $169 million, respectively, for an
ended September 30, 2006 included an increase of

out of period adjustment related to the accounting for
$24 million and $240 million, respectively, for an out of

UCITS. Operating income for the three-month period ended
period adjustment related to the accounting for UCITS.

September 30, 2007 declined compared to the same period in
In order to better align financial reporting with the 2006 due to higher net realized capital losses, lower income

manner in which AIG’s chief operating decision makers have from partnerships, UCITS, mutual funds and hedge funds as
managed their businesses, commencing in the first quarter of discussed above, trading account losses in the U.K. and a
2007, revenues and operating income related to foreign $14 million charge related to SOP 05-1.
investment contracts, which were historically reported as a
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Foreign  Life  Insurance & Retirement  Services  Results

Foreign Life Insurance & Retirement Services results were as follows:

Premiums and Net Net Realized
Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Three Months Ended September 30, 2007
Life insurance $ 3,992 $1,598 $ 74 $ 5,664 $1,048
Personal accident 1,519 91 12 1,622 353
Group products 744 162 (37) 869 81
Individual fixed annuities 141 533 89 763 286
Individual variable annuities 109 (17) — 92 (32)

Total $ 6,505 $2,367 $ 138 $ 9,010 $1,736

Three Months Ended September 30, 2006
Life insurance* $ 3,837 $1,404 $ (25) $ 5,216 $ 920
Personal accident 1,398 78 (16) 1,460 362
Group products 589 171 8 768 106
Individual fixed annuities 84 516 4 604 178
Individual variable annuities 79 321 — 400 42

Total $ 5,987 $2,490 $ (29) $ 8,448 $1,608

Percentage Increase/(Decrease) from Prior Year:
Life insurance 4% 14% —% 9% 14%
Personal accident 9 17 — 11 (2)
Group products 26 (5) — 13 (24)
Individual fixed annuities 68 3 — 26 61
Individual variable annuities 38 — — (77) —

Total 9% (5)% —% 7% 8%

Nine Months Ended September 30, 2007
Life insurance $12,264 $5,247 $ 47 $17,558 $2,855
Personal accident 4,479 261 6 4,746 1,046
Group products 2,187 558 (64) 2,681 233
Individual fixed annuities 387 1,681 (68) 2,000 487
Individual variable annuities 304 864 — 1,168 53

Total $19,621 $8,611 $ (79) $28,153 $4,674

Nine Months Ended September 30, 2006
Life insurance* $11,857 $3,997 $ 395 $16,249 $3,072
Personal accident 4,084 213 36 4,333 1,080
Group products 1,669 463 20 2,152 303
Individual fixed annuities 273 1,470 36 1,779 475
Individual variable annuities 202 572 — 774 103

Total $18,085 $6,715 $ 487 $25,287 $5,033

Percentage Increase/(Decrease) from Prior Year:
Life insurance 3% 31% (88)% 8% (7)%
Personal accident 10 23 (83) 10 (3)
Group products 31 21 — 25 (23)
Individual fixed annuities 42 14 — 12 3
Individual variable annuities 50 51 — 51 (49)

Total 8% 28% —% 11% (7)%

* Includes the effect of an out of period UCITS adjustment in 2006. For the three and nine-month periods ended September 30, 2006, the effect was an increase

of $22 million and $237 million, respectively, in net investment income and $22 million and $166 million, respectively, in operating income.

51



American International Group, Inc. and Subsidiaries

Foreign  Life  Insurance & Retirement  Services  Results  (continued)

AIG transacts business in most major foreign currencies and
therefore premiums reported in U.S. dollars vary both by
volume and as a result of changes in foreign currency
translation rates. The following table summarizes the effect
of changes in foreign currency exchange rates on the growth
of the Foreign Life Insurance & Retirement Services
premiums and other considerations:

Three Months Nine Months
Ended Ended

September 30, September 30,
2007 2006 2007 2006

Growth in original currency* 7.5% 8.8% 6.8% 7.8%
Foreign exchange effect 1.2 (0.6) 1.7 (3.0)
Growth as reported in

U.S. dollars 8.7% 8.2% 8.5% 4.8%

* Computed using a constant exchange rate throughout each period.

Quarterly  Japan and Other  Results

Premiums and Net Net Realized
Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Three Months Ended September 30, 2007
Life insurance $1,219 $ 393 $ 81 $1,693 $ 429
Personal accident 1,049 48 5 1,102 267
Group products 563 131 (2) 692 76
Individual fixed annuities 137 499 101 737 290
Individual variable annuities 109 (18) — 91 (32)

Total $3,077 $1,053 $185 $4,315 $1,030

Three Months Ended September 30, 2006
Life insurance* $1,199 $ 470 $ 66 $1,735 $ 428
Personal accident 1,004 42 (4) 1,042 292
Group products 449 147 1 597 61
Individual fixed annuities 72 490 4 566 171
Individual variable annuities 78 321 — 399 41

Total $2,802 $1,470 $ 67 $4,339 $ 993

Percentage Increase/(Decrease) from Prior Year:
Life insurance 2% (16)% 23% (2)% —%
Personal accident 4 14 — 6 (9)
Group products 25 (11) — 16 25
Individual fixed annuities 90 2 — 30 70
Individual variable annuities 40 — — (77) —

Total 10% (28)% 176% (1)% 4%

* Includes the effect of an out of period UCITS adjustment in 2006. For the three-month period ended September 30, 2006, the effect was an increase of

$13 million for both net investment income and operating income.
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Total revenues for the three-month period ended affected by increased competition and market saturation.
September 30, 2007 declined slightly compared to the same When compared to the same period in 2006, net investment
period in 2006, primarily due to securities markets volatility income increased due to higher invested assets. Operating
which resulted in lower policyholder trading gains and income declined for the three months ended September 30,
partnership and mutual fund income. Operating income 2007 compared to the same period in 2006 due to changes in
increased for the three months ended September 30, 2007 actuarial estimates, which decreased operating income in
compared to the same period in 2006 primarily due to net 2007 by $14 million and increased operating income in 2006
realized capital gains which more than offset the negative by $29 million.
effect of securities markets volatility. The volatility in the

Group products premiums and other considerations
securities markets reduced partnership and mutual fund

increased for the three months ended September 30, 2007
revenues by $89 million, increased incurred policyholder

compared to the same period in 2006 primarily due to rapidly
benefits by $36 million related to a closed block of business

growing credit business in Europe and higher fee income
with guaranteed benefits and resulted in trading account

from pension business in Brazil. Net investment income
losses of $74 million in the U.K. associated with the variable

declined over the same period last year as policyholder
annuity product.

trading gains were negatively affected by the volatile
Life insurance premiums and other considerations securities market. Operating income increased compared to

increased moderately in the three months ended the same period in 2006 reflecting higher premium revenues.
September 30, 2007 compared to the same period in 2006

Individual fixed annuities premiums and other
reflecting a continuing shift to interest sensitive whole life

considerations growth reflects higher surrender charges from
products in Japan. In addition, first year premium sales in

U.S. dollar contracts in Japan where a weak yen makes it
Japan declined due to the suspension of increasing term

attractive for certain policyholders to lock in foreign
products pending completion of an industry-wide review by

exchange gains in excess of surrender charges. Surrender
the National Tax Authority. Single premium sales of interest

charges were $46 million and $22 million for the three
sensitive whole life products in Japan and investment linked

months ended September 30, 2007 and 2006, respectively.
products in Europe remained strong. Net investment income

Operating income also reflected higher net realized capital
declined due to lower policyholder trading gains. Both net

gains.
investment income and operating income for the three

Individual variable annuity deposits declined in Europemonths ended September 30, 2006 included out of period
due to a change in consumer tax benefits for certain off-shoreincome related to UCITS of $13 million. Life insurance
products, but increased in Japan as the bank distribution baseoperating income for the three months ended September 30,
for new products with guarantees is steadily expanding. New2007 was essentially unchanged compared to the same period
on-shore products are being launched in the U.K. to replacein 2006 as higher realized capital gains and earnings from
declining sales of off-shore products. Net investment incomegrowth in new business were offset by the effects of securities
for the three months ended September 30, 2007 declinedmarket volatility which resulted in a decline in partnership
compared to the same period in 2006 due to lowerand mutual fund income, and higher incurred benefits of
policyholder trading gains as a result of the volatility in the$36 million on a closed block of business with guaranteed
securities markets. Net investment income in 2007 alsobenefits.
included trading account losses of $74 million, offset

Personal accident premiums and other considerations
partially by higher fees generated from the growth in assets

continue to grow at a modest rate. Strong growth in Europe
under management compared to the same period in 2006.

was offset by declines in Japan, which has been adversely
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Year-to-date Japan and Other Results

Premiums and Net Net Realized
Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Nine Months Ended September 30, 2007
Life insurance $3,785 $1,584 $ 96 $ 5,465 $1,219
Personal accident 3,118 150 7 3,275 799
Group products 1,677 482 4 2,163 212
Individual fixed annuities 354 1,591 (63) 1,882 471
Individual variable annuities 302 861 — 1,163 52

Total $9,236 $4,668 $ 44 $13,948 $2,753

Nine Months Ended September 30, 2006
Life insurance * $3,608 $1,269 $300 $ 5,177 $1,330
Personal accident 2,954 122 36 3,112 858
Group products 1,289 393 12 1,694 201
Individual fixed annuities 229 1,398 34 1,661 457
Individual variable annuities 201 570 — 771 100

Total $8,281 $3,752 $382 $12,415 $2,946

Percentage Increase/(Decrease) from Prior Year:

Life insurance 5% 25% (68)% 6% (8)%
Personal accident 6 23 (81) 5 (7)
Group products 30 23 (67) 28 5
Individual fixed annuities 55 14 — 13 3
Individual variable annuities 50 51 — 51 (48)

Total 12% 24% (88)% 12% (7)%

* Includes the effect of an out of period UCITS adjustment in 2006. For the nine-month period ended September 30, 2006, the effect was an increase of

$29 million for both net investment income and operating income.

Revenues for the first nine months of 2007 increased nine months of 2007 compared to the same period in 2006
compared to the same period in 2006, primarily due to higher due to lower net realized capital gains.
premiums and other considerations and net investment

Personal accident premiums and other considerations
income partially offset by lower net realized capital gains.

grew modestly as strong growth in Europe was offset by
Investment income increased due to growth in assets under

slower growth in Japan. Net investment income increased in
management and higher policyholder trading gains partially

the first nine months of 2007 compared to the same period in
offset by lower partnership and mutual fund income for the

2006 primarily due to higher invested assets and increased
nine months ended September 30, 2007. Operating income

partnership income. Operating income in the first nine
decreased in the first nine months of 2007 compared to the

months of 2007 was affected by lower realized capital gains,
same period in 2006 due to lower net realized capital gains,

a $46 million provision related to the Japan claims review,
trading account losses of $88 million in the U.K. associated

and $17 million of additional expenses related to the effect of
with the variable annuity products and $62 million of

SOP 05-1. The effect of the termination of certain tax-related
additional reserve provisions related to the claims review in

accident and health products in Japan diminished in the third
Japan.

quarter of 2007 as the renewal cycle of these policies has been
Life insurance premiums and other considerations completed. Loss ratios remained stable for this business.

increased in the first nine months of 2007 compared to the
Group products premiums and other considerations

same period in 2006. In Japan, increased fees and policy
increased for the first nine months in 2007 compared to the

charges related to interest sensitive whole life and U.S. dollar
same period in 2006 primarily due to the growing credit

life insurance products, as well as strong sales of increasing
business in Europe. Net investment income increased from

term products earlier in the year, were partially offset by the
the first nine months of 2006 primarily due to higher assets

runoff of the acquired blocks of business in AIG Star Life and
under management related to the Brazil pension business.

AIG Edison Life. In Europe, growth in premiums and other
Operating income for the first nine months of 2007 improved

considerations was driven by the growing block of single
over the same period in 2006 primarily due to revenue

premium investment-linked products and the positive effect
growth, which was partially offset by a $16 million adverse

of foreign exchange rates. The growth in net investment
effect related to SOP 05-1.

income was due to higher partnership income and other yield
Individual fixed annuity deposits declined in the firstenhancement income, income from UCITS, higher

nine months of 2007 due to the effect of a weak Yen on salespolicyholder trading gains and growth in underlying invested
in Japan as well as the market shift to variable annuityassets. Life insurance operating income declined in the first
products in Japan. Assets under management however
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continued to grow. Individual fixed annuities premiums and Individual variable annuity deposits declined due to the
other considerations growth reflects a shift to front-end load effect of tax law changes in Europe that reduced tax benefits
products and higher surrender charges from U.S. dollar to policyholders and lower sales in Japan. The fees generated
contracts in Japan where a weak yen makes it attractive for from the growth in assets under management increased
certain policyholders to lock in foreign exchange gains in premiums and other considerations for the first nine months
excess of surrender charges. Surrender charges were of 2007 compared to the same period in 2006. Net
$132 million and $64 million for the nine months ended investment income increased due to higher policyholder
September 30, 2007 and 2006, respectively. Net investment trading gains in the first nine months of 2007 compared to
income increased due to higher average investment yields and the same period in 2006. Operating income declined for the
growth in assets under management, partially offset by lower first nine months of 2007 compared to the same period in
partnership income. Operating income declined in 2007 due 2006 primarily due to $88 million of trading account losses.
to realized capital losses in 2007 versus realized capital gains
in 2006.

Quarterly Asia Results

Premiums and Net Net Realized
Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Three Months Ended September 30, 2007
Life insurance $2,773 $1,205 $ (7) $3,971 $619
Personal accident 470 43 7 520 86
Group products 181 31 (35) 177 5
Individual fixed annuities 4 34 (12) 26 (4)
Individual variable annuities — 1 — 1 —

Total $3,428 $1,314 $(47) $4,695 $706

Three Months Ended September 30, 2006
Life insurance * $2,638 $ 934 $ (91) $3,481 $492
Personal accident 394 36 (12) 418 70
Group products 140 24 7 171 45
Individual fixed annuities 12 26 — 38 7
Individual variable annuities 1 — — 1 1

Total $3,185 $1,020 $ (96) $4,109 $615

Percentage Increase/(Decrease) from Prior Year:

Life insurance 5% 29% —% 14% 26%
Personal accident 19 19 — 24 23
Group products 29 29 — 4 (89)
Individual fixed annuities (67) 31 — (32) —
Individual variable annuities — — — — —

Total 8% 29% —% 14% 15%

* Includes the effect of an out of period UCITS adjustment in 2006. For the three-month period ended September 30, 2006, the effect was an increase of

$9 million for both net investment income and operating income.

Total revenues for the three months ended September 30, and other considerations, higher investment returns and
2007 increased from the same period in 2006. Premiums and lower net realized capital losses.
other considerations growth reflects a continued trend

Life insurance premiums and other considerations grew
toward investment-oriented products where only a portion of

modestly in the three months ended September 30, 2007
policy charges are reported as premiums. Net investment

compared to the same period in 2006, despite strong growth
income increased due to growth in assets under management,

in both first year and single premium business in the quarter.
higher equity dividends in Taiwan and higher policyholder

The strong sales growth, principally in Taiwan, Hong Kong,
trading gains. In Taiwan, it is customary for most companies

Thailand and Singapore, was primarily from investment-
to declare and distribute dividends in the third quarter of the

linked products. In Taiwan, the strong sales growth in the
calendar year. Dividend income for Taiwan was $129 million

third quarter was due to a combination of sales campaigns
and $90 million for the three-month periods ended

and anticipation of regulatory changes related to investment-
September 30, 2007 and 2006, respectively. Both net

linked products that will be effective in the fourth quarter of
investment income and operating income for the three

2007. The shift in product mix from traditional life insurance
months ended September 30, 2006 included out of period

products to investment-oriented products as mentioned
income related to UCITS of $9 million. Operating income for

above dampens the growth rate of premiums and other
the three months ended September 30, 2007 improved over

considerations. Net investment income increased in the
the same period in 2006 primarily due to growth in premiums

current period compared to the same period in 2006, due
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primarily to the growth in the underlying invested assets, Group products premiums and other considerations
higher equity dividends in Taiwan and higher policyholder grew in the three months ended September 30, 2007
trading gains. Both net investment income and operating compared to the same period in 2006, reflecting higher
income for the three months ended September 30, 2006 pension management fees and growth in Australia. Operating
included out of period income related to UCITS of $9 million. income declined from the prior year due to realized capital
Operating income increased for the three months ended losses, primarily related to hedging activities.
September 30, 2007 compared to the same period in 2006 as

Individual fixed annuities total revenues and operating
a result of growth in revenues and lower net realized capital

income were lower for the three months ended September 30,
losses.

2007 compared to the same period in 2006 resulting from net
Personal accident premiums and other considerations realized capital losses. New production for the three months

increased primarily due to growth in Korea. Operating ended September 30, 2007 increased compared to the same
earnings reflect the combined effect of premium growth and period in 2006, primarily due to new products in Korea,
stable loss ratios and include a benefit of $4 million resulting although market demand is shifting to variable annuities.
from SOP 05-1.

Year-to-date Asia Results

Net Realized
Premiums and Net Capital

Other Investment Gains Total Operating
(in millions) Considerations Income (Losses) Revenues Income

Nine Months Ended September 30, 2007
Life insurance $ 8,479 $3,663 $ (49) $12,093 $1,636
Personal accident 1,361 111 (1) 1,471 247
Group products 510 76 (68) 518 21
Individual fixed annuities 33 90 (5) 118 16
Individual variable annuities 2 3 — 5 1

Total $10,385 $3,943 $(123) $14,205 $1,921

Nine Months Ended September 30, 2006

Life insurance* $ 8,249 $2,728 $ 95 $11,072 $1,742

Personal accident 1,130 91 — 1,221 222

Group products 380 70 8 458 102

Individual fixed annuities 44 72 2 118 18

Individual variable annuities 1 2 — 3 3

Total $ 9,804 $2,963 $ 105 $12,872 $2,087

Percentage Increase/(Decrease) from Prior Year:

Life insurance 3% 34% —% 9% (6)%

Personal accident 20 22 — 20 11

Group products 34 9 — 13 (79)

Individual fixed annuities (25) 25 — — (11)

Individual variable annuities 100 50 — 67 (67)

Total 6% 33% —% 10% (8)%

* Includes the effect of an out of period UCITS adjustment in 2006. For the nine-month period ended September 30, 2006 the effect was an increase of

$208 million and $137 million in net investment income and operating income, respectively.

Revenues for the first nine months of 2007 were higher than particularly strong in Hong Kong, Korea, Singapore, and
the same period in 2006, but operating income declined more recently in Taiwan. Net investment income grew due to
compared to the same period in 2006 due to net realized higher policyholder trading gains, higher equity dividends in
capital losses in 2007 compared to net realized capital gains Taiwan of $41 million and growth in underlying invested
in 2006 and the positive effect from out of period assets. Net investment income and operating income for the
adjustments in 2006. Premiums and other considerations nine months ended September 30, 2006 included out of
increased over the same period in 2006, reflecting a period income related to UCITS of $208 million and
continued trend toward investment-oriented products where $137 million, respectively. Net realized capital losses in the
only a portion of policy charges are reported as premium. current period compared to net realized capital gains in the
Sales of investment-linked life products have been same period in 2006 reduced the growth rate in revenues and
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caused the decline in operating income. The net realized to higher premiums and other considerations particularly in
capital losses in the current period were driven primarily by Korea and Taiwan. Operating earnings reflect the combined
the change in fair value of derivatives that do not qualify for effect of premium growth and stable loss ratios and a
hedge accounting treatment under FAS 133. $10 million positive effect related to SOP 05-1.

Life insurance premiums and other considerations were Group products premiums and other considerations
up slightly in the first nine months of 2007 compared to the grew in the first nine months of 2007 compared to the same
same period in 2006, benefiting from improved sales in period in 2006 due to higher pension management fees and
Thailand and the favorable effect of foreign exchange rates, sales in the first nine months of 2007 compared to the same
partially offset by the shift in product mix from traditional period in 2006. Operating income declined in the first nine
life insurance products to investment-oriented products as months of 2007 compared to the same period in 2006,
discussed above. Net investment income grew in the current primarily due to net realized capital losses resulting from
period compared to the same period in 2006, due primarily to hedging activities and higher incurred policy losses and
higher policyholder trading gains, the growth in the benefits of $10 million due to a 2007 out of period reserve
underlying invested assets and higher equity dividends in charge.
Taiwan. Operating income decreased in the first nine months

Individual fixed annuities total revenues were unchanged
of 2007 compared to the same period in 2006, due to net

in the first nine months of 2007 compared to the same period
realized capital losses and the positive effect on prior year

in 2006, due primarily to higher investment income, offset by
operating income from the out of period adjustments

lower premiums and other considerations and realized capital
discussed above. Operating income for the first nine months

losses in 2007 compared to realized capital gains in 2006.
of 2007 included a $50 million charge related to balance

Deposits for the nine months ended September 30, 2007 were
sheet reconciliation remediation activity.

flat compared to the same period in 2006 due to increased
Personal accident revenues grew for the first nine months competition and a market shift to variable life products in

of 2007 compared to the same period in 2006 primarily due Korea.

Domestic  Life  Insurance  Results

Quarterly  Domestic  Life Insurance Results

Domestic  Life  Insurance  results,  presented  by  sub-product  were  as  follows:

Net
Realized

Premiums Net Capital Operating
and Other Investment Gains Total Income

(in millions) Considerations  Income (Losses) Revenues (Loss)

Three Months Ended September 30, 2007
Life insurance $ 586 $375 $ (253) $ 708 $ (56)
Home service 189 160 (29) 320 52
Group life/health 211 48 (5) 254 53
Payout annuities(a) 494 287 (10) 771 (13)
Individual fixed annuities 2 27 5 34 10
Individual annuities – runoff(b) 13 88 (3) 98 15

Total $1,495 $985 $ (295) $2,185 $ 61
Three Months Ended September 30, 2006

Life insurance $ 546 $347 $ (110) $ 783 $ 97
Home service 196 167 1 364 87
Group life/health 256 55 (1) 310 19
Payout annuities 414 253 (9) 658 25
Individual fixed annuities 2 21 – 23 8
Individual annuities – runoff(b) 10 115 (4) 121 25

Total $1,424 $958 $ (123) $2,259 $261
Percentage Increase/(Decrease) from Prior Year:

Life insurance 7% 8% –% (10)% –%
Home service (4) (4) – (12) (40)
Group life/health (18) (13) – (18) 179
Payout annuities 19 13 – 17 –
Individual fixed annuities – 29 – 48 25
Individual annuities – runoff(b) 30 (23) – (19) (40)

Total 5% 3% –% (3)% (77)%

(a) Premiums and other considerations include structured settlements, single premium immediate annuities and terminal funding annuities.

(b) Primarily represents runoff annuity business sold through discontinued distribution relationships.
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Domestic Life Insurance premiums and other considerations The decrease was primarily driven by higher net realized
increased in the three months ended September 30, 2007 capital losses which consisted of both losses related to the
compared to the same period in 2006, primarily due to sales of securities and an increase in other-than-temporary
growth in the life insurance business in force, which includes declines related to the fixed income portfolio and derivative
increased policyholder charges related to interest sensitive losses. Operating income also included a $30 million out of
whole life product sales, and in payout annuity deposits, period adjustment to increase group annuity reserves for
reflecting increased sales of single premium immediate payout annuities in connection with AIG’s continuing
annuities and terminal funding annuities. The increase was remediation efforts. These negative effects were partially
partially offset by the decline in group life/health premiums offset by growth in the life insurance in-force block of
and other considerations, primarily due to the exiting of the business, increased net investment income, continued
financial institutions credit life business at the end of 2006, improvement in profit margins for the home service business
and in home service premiums and other considerations, as and a $52 million increase primarily related to additional
the reduction in premiums in force from normal lapses and reinsurance recoveries related to Superior National.
maturities exceeded sales growth. Domestic Life Insurance Offsetting these increases was an $18 million increase in
operating income decreased in the three months ended DAC amortization related to SOP 05-1.
September 30, 2007 compared to the same period in 2006.

Year-to-date Domestic Life Insurance Results

Net
Realized

Premiums Net Capital Operating
and Other Investment Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

Nine Months Ended September 30, 2007
Life insurance $1,767 $1,149 $ (213) $2,703 $393
Home service 576 479 (42) 1,013 200
Group life/health 637 152 (10) 779 57
Payout annuities(a) 1,370 852 (51) 2,171 55
Individual fixed annuities 6 78 5 89 22
Individual annuities – runoff(b) 36 286 (12) 310 47

Total $4,392 $2,996 $ (323) $7,065 $774
Nine Months Ended September 30, 2006

Life insurance $1,619 $ 998 $ (77) $2,540 $485
Home service 593 470 (32) 1,031 212
Group life/health 743 161 (5) 899 30
Payout annuities 1,261 734 (45) 1,950 59
Individual fixed annuities 3 55 (3) 55 14
Individual annuities – runoff(b) 35 366 (28) 373 62

Total $4,254 $2,784 $ (190) $6,848 $862
Percentage Increase/(Decrease) from Prior Year:

Life insurance 9% 15% –% 6% (19)%
Home service (3) 2 – (2) (6)
Group life/health (14) (6) – (13) 90
Payout annuities 9 16 – 11 (7)
Individual fixed annuities 100 42 – 62 57
Individual annuities – runoff(b) 3 (22) – (17) (24)

Total 3% 8% –% 3% (10)%

(a) Premiums and other considerations include structured settlements, single premium immediate annuities and terminal funding annuities.

(b) Primarily represents runoff annuity business sold through discontinued distribution relationships.

Domestic Life Insurance premiums and other considerations same period in 2006, primarily due to higher net realized
increased in the first nine months of 2007 compared to the capital losses, offset by an increase in life insurance net
same period in 2006. The increase was primarily due to the investment income from higher partnership income and a
growth in life insurance business in force and payout annuity positive change from foreign denominated emerging market
deposits from increased sales of structured settlements and bonds, higher call and tender income for life insurance and
terminal funding annuities, offset by the effect of exiting the payout annuities operations, a $52 million decrease in policy
financial institutions credit life business  at the end of 2006, benefits associated with the Superior National workers
tightened pricing and underwriting in the group employer compensation reinsurance program described above and a
lines and the decline in home service premiums and other $15 million reduction of certain litigation accruals due to
considerations. Domestic Life Insurance operating income favorable developments on the related matters. Life insurance
decreased in the first nine months of 2007 compared to the operating income was also adversely affected by higher
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mortality in 2007, although mortality was still within normal DAC amortization related to SOP 05-1, $37 million of which
ranges. The underlying profit margins on payout annuities was attributable to group life/health operations. Operating
continue to trail the increase in payout annuity reserves due income for the nine-month period ended September 30, 2006
to interest spread compression from prior period calls. The included a $25 million charge for litigation accruals in group
higher net realized capital losses consisted primarily of an life/health operations. Individual annuities — runoff net
increase in other-than-temporary declines related to the fixed investment income and operating income decreased for the
income portfolio and derivative losses. Operating income for nine-month period ended September 30, 2007 compared to
the nine-month period ended September 30, 2007 was also the same period in 2006 consistent with the declining
adversely affected by a $30 million out of period adjustment insurance reserves partially offset by lower realized capital
to increase payout annuity reserves related to AIG’s losses.
continuing remediation efforts and a $57 million increase in

The following table reflects periodic Domestic Life Insurance sales by product:

Three Months Nine Months
Ended EndedPercentage Percentage

September 30, September 30,Increase/ Increase/
(in millions) 2007 2006 (Decrease) 2007 2006 (Decrease)
Periodic premium sales by product*:

Universal life $52 $46 13% $150 $289 (48)%
Variable universal life 19 15 27 44 42 5
Term life 53 59 (10) 165 182 (9)
Whole life/other 2 3 (33) 7 9 (22)

Total $126 $123 2% $366 $522 (30)%

* Periodic premium represents premium from new business expected to be collected over a one-year period.

Periodic life insurance sales increased slightly for the sales declined for the nine months ended September 30, 2007
three months ended September 30, 2007 compared to the compared to the same period in 2006 primarily as a result of
same period in 2006 primarily as a result of the increase in the re-pricing of certain universal life and term products and
indexed universal life sales and the sale of a large private the tightening of underwriting standards during the second
placement variable universal life case. Periodic life insurance half of 2006.

Domestic  Retirement  Services  Results

Quarterly  Domestic  Retirement  Services  Results

Domestic Retirement Services results, on a sub-product basis were as follows:
Premiums Net Net Realized

 and Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Three Months Ended September 30, 2007
Group retirement products $114 $510 $(116) $508 $120
Individual fixed annuities 24 828 (177) 675 42
Individual variable annuities 159 38 (22) 175 41
Individual annuities – runoff* 3 95 (19) 79 (1)

Total $300 $1,471 $(334) $1,437 $202
Three Months Ended September 30, 2006

Group retirement products $94 $563 $(3) $654 $267
Individual fixed annuities 30 872 (12) 890 275
Individual variable annuities 132 51 8 191 56
Individual annuities – runoff* 6 111 (17) 100 5

Total $262 $1,597 $(24) $1,835 $603
Percentage Increase/(Decrease) from Prior Year:

Group retirement products 21% (9)% –% (22)% (55)%
Individual fixed annuities (20) (5) – (24) (85)
Individual variable annuities 20 (25) – (8) (27)
Individual annuities – runoff* (50) (14) – (21) –

Total 15% (8)% –% (22)% (67)%

* Primarily represents runoff annuity business sold through discontinued distribution relationships.

Total revenues and operating income for each sub-product capital losses and lower net investment income. Net realized
group included in Domestic Retirement Services declined for capital losses for group retirement products and individual
the three months ended September 30, 2007 compared to the fixed annuities increased due to an increase in other-than-
same period in 2006, primarily due to increased realized temporary impairments and sales to reposition assets in
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certain investment portfolios. For individual variable and lower partnership income. These declines were partially
annuities, net realized capital losses were higher in 2007 offset by an overall increase in variable annuity fees resulting
compared to 2006, primarily due to changes in the value of from an increase in assets under management. Individual
certain product guarantees and related hedges associated variable annuity fees also increased due to an increased
with living benefit features. Net investment income decreased number of contracts with living benefit features. Individual
in group retirement and individual fixed annuities primarily annuities — runoff operating income declined for the three
due to lower income from partnerships. For individual months ended September 30, 2007 compared to the same
variable annuities, net investment income was lower in 2007 period in 2006 due to lower net investment income resulting
compared to 2006 resulting from lower balances in the from decreases in the underlying reserves and lower yield
guaranteed fixed income option due to policyholder elections enhancement income.

Year-to-date  Domestic  Retirement  Services  Results

Premiums Net Net Realized
and Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

Nine Months Ended September 30, 2007
Group retirement products $331 $1,721 $(229) $1,823 $661
Individual fixed annuities 75 2,723 (346) 2,452 606
Individual variable annuities 460 123 (29) 554 146
Individual annuities – runoff* 16 294 (20) 290 39

Total $882 $4,861 $(624) $5,119 $1,452

Nine Months Ended September 30, 2006

Group retirement products $284 $1,674 $(116) $1,842 $724

Individual fixed annuities 93 2,650 (264) 2,479 694

Individual variable annuities 390 153 3 546 143

Individual annuities – runoff* 15 323 (37) 301 27

Total $782 $4,800 $(414) $5,168 $1,588

Percentage Increase/(Decrease) from Prior Year:
Group retirement products 17% 3% –% (1)% (9)%

Individual fixed annuities (19) 3 – (1) (13)

Individual variable annuities 18 (20) – 1 2

Individual annuities – runoff* 7 (9) – (4) 44

Total 13% 1% –% (1)% (9)%

* Primarily represents runoff annuity business sold through discontinued distribution relationships.

Revenues and operating income for Domestic Retirement policyholders election to shift from the fixed income option to
Services for the first nine months of 2007 declined compared to the variable income option. Operating income for group
the same period in 2006 primarily due to increased realized retirement products and individual fixed annuities decreased for
capital losses, partially offset by higher net investment income in the nine months in 2007 driven by the lower revenues and
group retirement products and individual fixed annuities, and higher expenses, including higher amortization of DAC for both
an overall increase in variable annuity fees resulting from the product groups and higher sales inducement costs for individual
increase in assets under management and more individual fixed annuities. DAC amortization increases for group
variable annuity contracts with living benefit features. Net retirement products were related to the increase in surrenders
realized capital losses for Domestic Retirement Services and policy changes adding guaranteed minimum withdrawal
increased due to higher other-than-temporary impairments and benefit riders to existing contracts. DAC amortization and sales
sales to reposition assets in certain investment portfolios for inducement cost increases for individual fixed annuities were
both group retirement products and individual fixed annuities, related to increased surrenders and an approximately
as well as from changes in the value of certain individual $32 million adjustment reflecting certain changes in actuarial
variable annuity product guarantees and related hedges estimates from the conversion to a new DAC system, as well as
associated with living benefit features. The increases in net unlocking future assumptions and experience updates.
investment income in group retirement products and individual Individual annuities — runoff operating income
fixed annuities resulted from higher partnership and yield increased in the first nine months of 2007 over the same
enhancement income, while net investment income for period of 2006 largely due to lower realized capital losses.
individual variable annuities was lower in 2007 primarily due to
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Domestic  Retirement  Services  Supplemental  Data deposit products and money market funds offering very
competitive short-term rates in the current yield curveThe following table presents deposits*:
environment, individual fixed annuity deposits increased

Three Months Nine Months 2 percent for the nine months ended September 30, 2007
Ended Ended

September 30, September 30, compared to the same period in 2006. Individual variable
(in millions) 2007 2006 2007 2006 annuity deposits increased 5 percent in the first nine months
Group retirement products: of 2007 compared to the same period in 2006 despite the

Annuities $1,533 $1,335 $ 4,414 $ 4,083 discontinuation of a major bank proprietary product.Mutual funds 501 284 1,296 1,085
Individual fixed annuities 993 1,035 3,857 3,770

Group retirement surrenders increased as a result ofIndividual variable annuities 1,181 1,059 3,393 3,234
Individual fixed annuities – runoff 13 13 40 42 normal maturing of the business and due to a few large group

Total $4,221 $3,726 $13,000 $12,214 surrenders in the first three months of 2007 compared to the
same period last year. Individual fixed annuity surrenders* Excludes internal replacements.

increased in the first nine months of 2007 compared to the
Domestic Retirement Services deposits increased for the three

same period in 2006 due to policies coming out of their
months ended September 30, 2007 compared to the same

surrender charge period and increased competition from
period in 2006. Group retirement deposits increased

banks. Individual fixed annuities net flows for the first nine
26 percent in the three months ended September 30, 2007

months of 2007 declined compared to the same period in
compared to the same period in 2006 as a result of an

2006, reflecting the higher surrenders discussed above,
increase in both group annuity deposits and group mutual

partially offset by slightly higher deposits.
funds. Over time, AIG expects that group mutual fund sales

The following table presents Domestic Retirement Serviceswill result in a gradual reduction in overall profit margins in
reserves by surrender charge category as of September 30,this business due to the growth in the lower-margin mutual
2007:fund products relative to the annuity products. Individual

fixed annuity deposits decreased slightly for the three months Group Individual Individual
Retirement Fixed Variableended September 30, 2007 compared to the same period in

(in millions) Products*  Annuities Annuities
2006 as a result of increased competition from bank deposit

Zero or no surrender charge $46,193 $ 9,763 $13,142
products and money market funds offering competitive short- 0% - 2% 6,519 2,835 5,597

Greater than 2% - 4% 3,771 7,904 5,598term rates in the current yield curve environment. Individual
Greater than 4% 3,191 27,205 9,348

variable annuity deposits increased 12 percent for the three Non-Surrenderable 875 3,429 92
months ended September 30, 2007 compared to the same Total $60,549 $51,136 $33,777
period in 2006.

* Excludes mutual funds of $8.2 billion.

Individual fixed annuity surrenders increased 19 percent Surrender rates increased for group retirement products and
in the three months ended September 30, 2007 over the same individual fixed annuities for the first nine months of 2007
period in 2006 due to policies coming out of their surrender compared to the same period in 2006. Surrender rates for
charge periods and increased competition from banks. AIG group retirement products increased as a result of normal
expects this trend to continue into 2008 as a significant maturing of the business and due to a few large group
amount of business comes out of its surrender charge period. surrenders in the first nine months of 2007 compared to the
Individual fixed annuity net flows for the three months ended same period in 2006. New products and strategies have been
September 30, 2007 declined compared to the same period in introduced to retain assets. The increase in the surrender rate
2006, reflecting the higher surrenders discussed above. for fixed annuities continues to be driven by a relatively flat

yield curve and the general aging of the in-force block;Domestic Retirement Services deposits increased for the
however, less than 20 percent of the individual fixed annuityfirst nine months of 2007 compared to the same period in
reserves as of September 30, 2007 were available for2006. The increase primarily reflects higher deposits from
surrender without charge. Individual variable annuitiesgroup retirement products, individual fixed annuities and
surrender rates were slightly lower in the first nine months ofindividual variable annuities. Group retirement deposits
2007 compared to the same period in 2006.increased 10 percent in the first nine months of 2007

compared to the same period in 2006 as a result of an An increase in the level of surrenders in any of these
increase in both group variable annuity and group mutual businesses or in the individual fixed annuities runoff block
funds deposits, partially offset by slightly lower deposits in could accelerate the amortization of DAC and negatively
group fixed annuities. Although individual fixed annuity affect fee income earned on assets under management.
sales continued to face increased competition from bank
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The following table presents the net flows(a) by line of Higher surrenders in the group retirement and individual
business: fixed annuity blocks, offset somewhat by increased deposits

on both blocks, resulted in negative net flows for the first nine
Three Months Nine Months

Ended Ended months of 2007. The continuation of the current interest rate
September 30, September 30, and competitive environment would prolong this trend.(in millions) 2007 2006 2007 2006

Group retirement
products(b) $ 319 $ 158 $ 453 $ 793

Individual fixed annuities (1,535) (1,179) (3,047) (2,198)
Individual variable annuities 26 11 (59) (34)
Individual fixed annuities –

runoff (213) (286) (705) (772)

Total $(1,403) $(1,296) $(3,358) $(2,211)

(a) Net flows are defined as deposits received less benefits, surrenders,
withdrawals and death benefits.

(b) Includes mutual funds.
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Life  Insurance &  Retirement  Services  Net  Investment  Income  and  Net  Realized  Capital  Gains  (Losses)

The following table summarizes the components of Net investment income:

Three Months Nine Months
Ended Ended

September 30, September 30,

(in millions) 2007 2006 2007 2006

Foreign Life Insurance & Retirement Services:
Fixed maturities, including short-term investments $2,031 $1,720 $ 5,846 $ 4,968
Equity securities 239 142 386 255
Interest on mortgage, policy and collateral loans 119 114 346 333
Partnership income — 36 86 76
Unit investment trusts(a) (14) 28 107 223
Other(b) (42) 26 89 91

Total investment income before policyholder income and trading gains (losses) 2,333 2,066 6,860 5,946
Policyholder investment income and trading gains (losses)(c) 141 485 2,017 969

Total investment income 2,474 2,551 8,877 6,915

Investment expenses 107 61 266 200

Net investment income $2,367 $2,490 $ 8,611 $ 6,715

Domestic Life Insurance:
Fixed maturities, including short-term investments $ 865 $ 864 $ 2,646 $ 2,563
Equity securities 3 1 1 3
Interest on mortgage, policy and collateral loans 110 88 312 257
Partnership income — excluding Synfuels 26 24 113 36
Partnership income (loss) — Synfuels (26) (20) (101) (79)
Unit investment trusts (2) 2 2 2
Other(b) 11 13 51 43

Total investment income before policyholder income and trading gains (losses) 987 972 3,024 2,825

Policyholder investment income and trading gains (losses)(c) 9 - 9 -

Total investment income 996 972 3,033 2,825

Investment expenses 11 14 37 41

Net investment income $ 985 $ 958 $ 2,996 $ 2,784

Domestic Retirement Services:
Fixed maturities, including short-term investments $1,325 $1,404 $ 4,089 $ 4,232
Equity securities 4 5 28 10
Interest on mortgage, policy and collateral loans 141 113 397 328
Partnership income — excluding Synfuels 6 79 389 280
Other(b) 9 10 1 (10)

Total investment income 1,485 1,611 4,904 4,840

Investment expenses 14 14 43 40

Net investment income $1,471 $1,597 $ 4,861 $ 4,800

Total:
Fixed maturities, including short-term investments $4,221 $3,988 $12,581 $11,763
Equity securities 246 148 415 268
Interest on mortgage, policy and collateral loans 370 315 1,055 918
Partnership income — excluding Synfuels 32 139 588 392
Partnership income (loss) — Synfuels (26) (20) (101) (79)
Unit investment trusts(a) (16) 30 109 225
Other(b) (22) 49 141 124

Total investment income before policyholder income and trading gains (losses) 4,805 4,649 14,788 13,611
Policyholder investment income and trading gains (losses)(c) 150 485 2,026 969

Total investment income 4,955 5,134 16,814 14,580

Investment expenses 132 89 346 281

Net investment income(d) $4,823 $5,045 $16,468 $14,299

(a) Includes the effect of an out of period UCITS adjustment in 2006. For the three and nine-month periods ended September 30, 2006 the effect was an increase

of $24 million and $240 million, respectively, in net investment income and $24 million and $169 million, respectively, in operating income.

(b) Other includes real estate income, income on non-partnership invested assets, securities lending and Foreign Life Insurance & Retirement Services’ equal

share of the results of AIG Credit Card Company (Taiwan).

(c) Relates principally to assets held in various trading securities accounts that do not qualify for separate account treatment under SOP 03-1. These amounts are

offset by an equal change included in incurred policy losses and benefits.

(d) Includes call and tender income.

Net investment income decreased for the three-month period net investment income results for this quarter as partnership
ended September 30, 2007 compared to the same period in and hedge fund income, UCITS and mutual fund income and
2006. Securities market volatility significantly affected the policyholder trading gains fell below last year’s results. Net
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investment income increased for the nine-month period 2007, respectively, compared to income of $6 million and
ended September 30, 2007 compared to the same period in losses of $22 million for the same periods in 2006. In
2006. Fixed maturities income rose as the underlying invested addition, period to period comparisons of investment income
asset base grew. Yield enhancement activity increased over for some investment activities, particularly partnership
the same period in 2006. Earnings on certain interests in income, are affected by yield enhancement activity. See also
UCITS for the first nine months of 2007 were lower than the Insurance and Asset Management Invested Assets herein.
same period in 2006 as results in 2006 included a

AIG generates income tax credits as a result of investing
$240 million out of period adjustment. Policyholder trading

in synthetic fuel production (synfuels) related to the
gains (losses) increased for the nine months ended

investment loss shown in the above table and records those
September 30, 2007 compared to the same period in 2006

benefits separately from segment operating results in its
and generally follow the trend of equity markets in the

consolidated provision for income taxes. The amounts of
respective periods. Net investment income for certain

those income tax credits were $115 million and $79 million
operations include investments in structured notes linked to

for the first nine months of 2007 and 2006, respectively. For
emerging market sovereign debt that incorporates both

a further discussion of the effect of fluctuating domestic crude
interest rate risk and currency risk. For 2007, these

oil prices on synfuel tax credits, see Note 6(c) of Notes to
investments generated income of $1 million and $44 million

Consolidated Financial Statements.
for the three and nine-month periods ended September 30,

The following table summarizes Net realized capital gains (losses) by major category:

Nine MonthsThree Months
EndedEnded

September 30,September 30,
(in millions) 2007 2006 2007 2006

Foreign Life Insurance & Retirement Services:
Sales of fixed maturities $(122) $ (28) $ (167) $(174)
Sales of equity securities 205 14 417 415
Other:

Foreign exchange transactions 247 133 337 43
Derivatives instruments (130) (219) (195) 127
Other-than-temporary decline (90) (33) (552) (78)
Other(a) 28 104 81 154

Total Foreign Life Insurance & Retirement Services $ 138 $ (29) $ (79) $ 487
Domestic Life Insurance:

Sales of fixed maturities $ (18) $ 1 $ (57) $ (60)
Sales of equity securities 1 8 6 14
Other:

Foreign exchange transactions 5 (6) 7 (6)
Derivatives instruments (121) (98) (91) 17
Other-than-temporary decline (96) (24) (164) (139)
Other(b) (66) (4) (24) (16)

Total Domestic Life Insurance $(295) $(123) $ (323) $(190)
Domestic Retirement Services:

Sales of fixed maturities $ (20) $ 19 $ (80) $ (69)
Sales of equity securities 4 (8) 20 23
Other:

Foreign exchange transactions 6 (13) 13 (13)
Derivatives instruments (34) 13 (81) (23)
Other-than-temporary decline (148) (40) (334) (301)
Other(b) (142) 5 (162) (31)

Total Domestic Retirement Services $(334) $ (24) $ (624) $(414)
Total:

Sales of fixed maturities $(160) $ (8) $ (304) $(303)
Sales of equity securities 210 14 443 452
Other:

Foreign exchange transactions 258 114 357 24
Derivative instruments (285) (304) (367) 121
Other-than-temporary decline (334) (97) (1,050) (518)
Other (180) 105 (105) 107

Total: $(491) $(176) $(1,026) $(117)

(a) Includes losses of $16 million and $15 million for the three-month periods ended September 30, 2007 and 2006, respectively, and losses of $21 million and

gains of $33 million for the nine months ended September 30, 2007 and 2006, respectively, allocated to participating policyholders.

(b) Includes losses of $71 million and $130 million for Domestic Life Insurance and Domestic Retirement Services, respectively, for the three and nine-month

periods ended September 30, 2007, related to sales to reposition assets in certain investment portfolios.
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Deferred  Policy  Acquisition  Costs,  Sales  InducementNet realized capital gains (losses) include normal portfolio
Assets  and  Future  Policy  Benefit  Reservestransactions as well as derivative gains (losses) for

transactions that did not qualify for hedge accounting DAC for Life Insurance & Retirement Services products
treatment under FAS 133, foreign exchange gains and losses arises from the deferral of those costs that vary with, and are
and other-than-temporary declines in the value of directly related to, the acquisition of new or renewal business.
investments. In the first nine months of 2007, Life Policy acquisition costs for life insurance products are
Insurance & Retirement Services operations incurred losses generally deferred and amortized over the premium paying
of $1 billion from the decrease in the value of securities period of the policy. Policy acquisition costs that relate to
deemed to be other than temporarily impaired. These losses universal life and investment-type products, including
were related to both the decline in value of U.S. dollar bonds variable and fixed annuities (investment-oriented products),
held in Thailand and Singapore, which reflects the are deferred and amortized, with interest, as appropriate, in
depreciation of the U.S. dollar against local currencies, and a relation to the historical and future incidence of estimated
change in management’s intent to hold the securities to gross profits to be realized over the estimated lives of the
recovery, in part, due to the recent volatility in the securities contracts. Total acquisition costs deferred increased
markets. Net realized capital losses in the Foreign Life $138 million in the first nine months of 2007 compared to
operations in the first nine months of 2007 include losses of the first nine months in 2006, primarily due to higher
$195 million related to derivatives that did not qualify for production in the Foreign Life operations partially offset by
hedge accounting treatment compared to a gain of lower Domestic Life sales. Total amortization expense
$127 million in the same period in 2006. Derivatives in the increased $307 million compared to the first nine months in
Foreign Life operations are primarily used to economically 2006. Annualized amortization expense levels for 2007 and
hedge cash flows related to U.S. dollar bonds back to the 2006 are approximately 13 percent of the opening DAC
respective currency of the country, principally in Taiwan, balance.
Thailand, and Singapore. The corresponding foreign
exchange gain or loss with respect to the economically
hedged bond is deferred in accumulated other comprehensive
income until the bond is sold or deemed to be other than
temporarily impaired.
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The following table summarizes the major components of the changes in DAC/Value of Business Acquired (VOBA) and Sales
Inducement Assets (SIA):

Nine Months Ended September 30,

(in millions) 2007 2006

DAC/VOBA SIA Total DAC/VOBA SIA Total

Foreign Life Insurance & Retirement Services
Balance at beginning of year $21,153 $ 404 $21,557 $17,638 $ 192 $17,830
Acquisition costs deferred 4,047 99 4,146 3,735 79 3,814
Amortization charged to income or credited to operating income:

Related to net realized capital gains (losses) 44 — 44 3 — 3
Related to unlocking future assumptions 53 4 57 63 — 63
All other amortization (2,141) (12) (2,153) (1,894) (16) (1,910)

Change in unrealized gains (losses) on securities 558 13 571 232 (2) 230
Increase (decrease) due to foreign exchange 125 4 129 554 9 563
Other * 68 — 68 — 96 96

Balance at end of period $23,907 $ 512 $24,419 $20,331 $ 358 $20,689

Domestic Life Insurance
Balance at beginning of year $ 6,006 $ 46 $ 6,052 $ 5,184 $ 31 $ 5,215
Acquisition costs deferred 656 12 668 856 14 870
Amortization charged to income or credited to operating income:

Related to net realized capital gains (losses) 8 — 8 20 — 20
All other amortization (526) (4) (530) (529) (1) (530)

Change in unrealized gains (losses) on securities 197 — 197 369 — 369
Increase (decrease) due to foreign exchange 80 — 80 20 — 20
Other * (64) — (64) — — —

Balance at end of period $ 6,357 $ 54 $ 6,411 $ 5,920 $ 44 $ 5,964

Domestic Retirement Services
Balance at beginning of year $ 5,651 $ 887 $ 6,538 $ 5,284 $ 871 $ 6,155
Acquisition costs deferred 553 150 703 522 173 695
Amortization charged to income or credited to operating income:

Related to net realized capital gains (losses) 96 22 118 58 19 77
Related to unlocking future assumptions 4 (17) (13) (1) — (1)
All other amortization (677) (120) (797) (572) (109) (681)

Change in unrealized gains (losses) on securities 314 62 376 353 (91) 262

Balance at end of period $ 5,941 $ 984 $ 6,925 $ 5,644 $ 863 $ 6,507

Total Life Insurance & Retirement Services
Balance at beginning of year $32,810 $1,337 $34,147 $28,106 $1,094 $29,200
Acquisition costs deferred 5,256 261 5,517 5,113 266 5,379
Amortization charged to income or credited to operating income:

Related to net realized capital gains (losses) 148 22 170 81 19 100
Related to unlocking future assumptions 57 (13) 44 62 — 62
All other amortization (3,344) (136) (3,480) (2,995) (126) (3,121)

Change in unrealized gains (losses) on securities 1,069 75 1,144 954 (93) 861
Increase (decrease) due to foreign exchange 205 4 209 574 9 583
Other * 4 — 4 — 96 96

Balance at end of period $36,205 $1,550 $37,755 $31,895 $1,265 $33,160
* Current year primarily represents the cumulative effect of the adoption of SOP 05-1. Prior year represents a balance sheet reclassification.

Future Policy Benefit ReservesDAC for insurance-oriented, investment-oriented and
retirement services products is reviewed for recoverability,

Periodically, the net benefit reserves (policy benefit reserves
which involves estimating the future profitability of current

less DAC) established for Life Insurance & Retirement
business. This review involves significant management

Services companies are tested to ensure that, including
judgment. If actual future profitability is substantially lower

consideration of future expected premium payments, they are
than estimated, AIG’s results of operations could be

adequate to provide for future policyholder benefit
significantly affected in future periods.

obligations. The assumptions used to perform the tests are
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current best-estimate assumptions as to policyholder over the same period. Current sales are focused on products
mortality, morbidity, terminations, company maintenance such as:
expenses and invested asset returns. For long duration

) variable separate account products which do not contain
traditional business, a ‘‘lock-in’’ principle applies, whereby

interest rate guarantees,
the assumptions used to calculate the benefit reserves and

) participating products which contain very low impliedDAC are set when a policy is issued and do not change with
interest rate guarantees, andchanges in actual experience. These assumptions include

margins for adverse deviation in the event that actual
) A&H policies and riders.

experience might deviate from these assumptions. For
In developing the reserve adequacy analysis for Nanbusiness in force outside of North America, 46 percent of

Shan, several key best estimate assumptions have been made:total policyholder benefit liabilities at September 30, 2007
resulted from traditional business where the lock-in principle

) Observed historical mortality improvement trends have
applies. In most foreign locations, guarantees have been made been projected to 2014;
to pay benefits to policyholders for many decades into the

) Morbidity, expense and termination rates have beenfuture.
updated to reflect recent experience;

As experience changes over time, the best-estimate
) Taiwan government bond rates are expected to remain atassumptions are updated to reflect the observed changes.

current levels for 10 years and gradually increase to bestBecause of the long-term nature of many of AIG’s liabilities
estimate assumptions of a market consensus view of long-subject to the lock-in principle, small changes in certain of the
term interest rate expectations. Foreign assets are assumedassumptions may cause large changes in the degree of reserve
to comprise 35 percent of invested assets, resulting in aadequacy. In particular, changes in estimates of future
composite long-term investment assumption ofinvested asset return assumptions have a large effect on the
approximately 4.8 percent; anddegree of reserve adequacy.

) The currently permitted practice of offsetting positive
Taiwan mortality experience with negative interest margins, thus

eliminating the need for mortality dividends, will continue.Beginning in 2000, the yield available on Taiwanese 10-year
government bonds dropped from approximately 6 percent to Future results of the reserve adequacy tests involve
approximately 2.6 percent at September 30, 2007. Yields on significant management judgment as to mortality, morbidity,
most other invested assets have correspondingly dropped expense and termination rates and investment yields.

Changes in these assumptions accelerate DAC amortization
and necessitate reserve strengthening.

Financial  Services  Operations

AIG’s Financial Services subsidiaries engage in diversified activities including aircraft and equipment leasing, capital markets,
consumer finance and insurance premium finance.

Financial  Services  Results

Financial Services results were as follows:

Three Months Nine Months
Ended EndedPercentage Percentage

September 30, September 30,Increase/ Increase/
(in millions) 2007 2006 (Decrease) 2007 2006 (Decrease)
Revenues:

Aircraft Leasing(a) $1,237 $ 950 30 % $3,468 $3,013 15 %
Capital Markets(b)(c) 540 1,118 (52) 701 30 –
Consumer Finance(d)(e) 992 901 10 2,824 2,768 2
Other, including intercompany adjustments 16 42 (62) 116 112 4

Total $2,785 $3,011 (8) % $7,109 $5,923 20 %

Operating income (loss):
Aircraft Leasing(a) $ 254 $ 47 440 % $ 625 $ 421 48 %
Capital Markets(b)(c) 370 965 (62) 183 (457) –
Consumer Finance(d)(e) 69 151 (54) 180 529 (66)
Other, including intercompany adjustments (24) 16 (–) 20 48 (58)

Total $ 669 $1,179 (43) % $1,008 $ 541 86 %

(a) Both revenues and operating income include gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133,
including the related foreign exchange gains and losses. For the three-month periods ended September 30, 2007 and 2006, the effect was $(19) million and
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$(111) million, respectively. For the nine-month periods ended September 30, 2007 and 2006, the effect was $(32) million and $(56) million, respectively.
These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of borrowings. In the second quarter of
2007, ILFC began applying hedge accounting to most of its derivatives hedging interest rate and foreign exchange risks associated with its floating rate and
foreign currency denominated borrowings.

(b) Revenues, shown net of interest expense of $1.4 billion and $802 million for the three-month periods ended September 30, 2007 and 2006, respectively, and
$3.3 billion and $2.1 billion for the nine-month periods ended September 30, 2007 and 2006, respectively, were primarily from hedged financial positions
entered into in connection with counterparty transactions. Both revenues and operating income include gains (losses) from hedging activities that did not
qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses. For the three-month periods ended
September 30, 2007 and 2006, the effect was $428 million and $783 million, respectively. For the nine-month periods ended September 30, 2007 and 2006,
the effect was $(185) million and $(1.1) billion, respectively. The three and nine-month periods ended September 30, 2007 include out of period charges of
$20 million and $346 million, respectively, including a $380 million charge in the nine months ended September 30, 2007 to reverse net gains recognized on
transfers of available for sale securities among legal entities consolidated within AIGFP. The three and nine-month periods ended September 30, 2006
include an out of period gain of $115 million and a charge of $223 million, respectively, related to the remediation of the material weakness in accounting for
certain derivative transactions under FAS 133. In the first quarter of 2007, AIGFP began applying hedge accounting for certain transactions.

(c) For the three and nine-month periods ended September 30, 2007, both revenues and operating income include an unrealized market valuation loss of
$352 million on AIGFP’s super senior credit default swap portfolio.

(d) Both revenues and operating income include gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133,
including the related foreign exchange gains and losses. For the three-month periods ended September 30, 2007 and 2006, the effect was $(6) million and
$(73) million, respectively. For the nine-month periods ended September 30, 2007 and 2006, the effect was $(21) million and $(65) million, respectively.
These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of borrowings. In the second quarter of
2007, AGF began applying hedge accounting to most of its derivatives hedging interest rate and foreign exchange risks associated with its floating rate and
foreign currency denominated borrowings.

(e) The nine-month period ended September 30, 2007 includes a pre-tax charge of $178 million in connection with domestic consumer finance’s mortgage
banking activities.

Financial Services operating income decreased in the three- included in Financial Services revenues and operating income.
month period and increased in the nine-month period ended For the three and nine-month periods ended September 30,
September 30, 2007 compared to the same periods in 2006 2007, the amount included in both Financial Services
primarily due to differences in the accounting treatment for revenues and operating income was a loss of $66 million and
hedging activities. In the first quarter of 2007, AIGFP began a loss of $70 million, respectively. All prior periods have been
applying hedge accounting to certain of its interest rate swaps revised to conform to the current presentation.
and foreign currency forward contracts hedging its

Aircraft  Leasinginvestments and borrowings. In the second quarter of 2007,
AGF and ILFC began applying hedge accounting to most of Aircraft Leasing operations represent the operations of ILFC,
their derivatives hedging interest rate and foreign exchange which generates its revenues primarily from leasing new and
risks associated with their floating rate and foreign currency used commercial jet aircraft to foreign and domestic airlines.
denominated borrowings. During 2006, hedge accounting Revenues also result from the remarketing of commercial
under FAS 133 was not being applied to any of the derivatives aircraft for ILFC’s own account, and remarketing and fleet
and related assets and liabilities. Accordingly, revenues and management services for airlines and financial institutions.
operating income were exposed to volatility resulting from ILFC finances its aircraft purchases primarily through the
differences in the timing of revenue recognition between the issuance of debt instruments. ILFC economically hedges the
derivatives and the related hedged assets and liabilities. majority of its floating rate and foreign currency

denominated debt using interest rate and foreign currencyThe third quarter and the first nine months of 2007
derivatives. Starting in the second quarter of 2007, ILFCincluded out of period charges of $49 million and
began applying hedge accounting to most of its derivatives.$346 million, respectively, including a $380 million charge in
All of ILFC’s derivatives are effective economic hedges;the nine months ended September 30, 2007 to reverse net
however, since hedge accounting under FAS 133 was notgains recognized on transfers of available for sale securities
applied prior to April 2, 2007, the benefits of usingamong legal entities consolidated within AIGFP. The three
derivatives to hedge these exposures are not reflected inand nine-month periods ended September 30, 2006 included
ILFC’s 2006 corporate borrowing rate. The compositean out of period gain of $115 million and a charge of
borrowing rates at September 30, 2007 and 2006 were$223 million related to the remediation of the material
5.28 percent and 5.14 percent, respectively.weakness in internal control over accounting for certain

derivative transactions under FAS 133. ILFC typically contracts to re-lease aircraft before the
end of the existing lease term. For aircraft returned before theBeginning in the first quarter of 2007, net realized
end of the lease term, ILFC has generally been able to re-leasecapital gains and losses, including derivative gains and losses
such aircraft within two to six months of its return. As aand foreign exchange transaction gains and losses for
lessor, ILFC considers an aircraft ‘‘idle’’ or ‘‘off lease’’ whenFinancial Services entities other than AIGFP, which were
the aircraft is not subject to a signed lease agreement orpreviously reported as part of AIG’s Other category, are now
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signed letter of intent. ILFC had one aircraft off lease at revenues and operating income. During the first nine months
September 30, 2007, and all but two new aircraft scheduled of 2006, ILFC recorded adjustments related to a tax
for delivery through 2008 have been leased. settlement in Australia, increased credit reserves and lease

accruals totaling $37 million.
Quarterly  Aircraft  Leasing  Results

Capital  MarketsILFC’s operating income increased in the three months ended
September 30, 2007 compared to the same period of 2006 by Capital Markets represents the operations of AIGFP, which
$207 million, or 440 percent. Rental revenues increased by engages as principal in a wide variety of financial
$160 million or 15 percent, driven by a larger aircraft fleet, transactions, including standard and customized financial
higher lease rates and higher utilization. As of September 30, products involving commodities, credit, currencies, energy,
2007, ILFC’s fleet subject to operating leases consisted of 894 equities and rates. AIGFP also invests in a diversified
aircraft compared to 818 aircraft as of September 30, 2006. portfolio of securities and principal investments and engages
Flight equipment marketing revenues increased by in borrowing activities involving the issuance of standard and
$12 million in the third quarter of 2007 compared to the structured notes and other securities, and entering into
same period in 2006 due to higher realization on aircraft guaranteed investment agreements (GIAs).
sales. During the third quarter of 2007, ILFC realized income

Beginning in 2007, AIGFP applied hedge accounting
of $24 million from the sale of its rights against a bankrupt

under FAS 133 to certain of its interest rate swaps and foreign
airline. The increase in revenues was partially offset by

currency forward contracts hedging its investments and
increases in depreciation and interest expense. Depreciation

borrowings. As a result, AIGFP recognized in earnings the
expense increased by $42 million, or 10 percent, in line with

change in the fair value on the hedged items attributable to
the increase in the size of the aircraft fleet. Interest expense

the hedged risks offsetting the gains and losses on the
increased by $20 million, or 5 percent, driven by additional

derivatives designated as hedges. Prior to 2007, AIGFP did
borrowings to fund aircraft purchases and the rising cost of

not apply hedge accounting under FAS 133 to any of its
funds. As noted above, ILFC’s interest expense did not reflect

derivatives or related assets and liabilities.
the benefit of hedging these exposures in 2006. For the three-
month periods ended September 30, 2007 and 2006, the Since 1998, AIGFP has written super senior (AAA+)
losses from hedging activities that did not qualify for hedge protection through credit default swaps, a portion of which is
accounting treatment under FAS 133, including the related exposed to CDOs of residential mortgage-backed securities
foreign exchange gains and losses, were $19 million and $111 and other asset-backed securities. AIGFP has structured this
million, respectively, in both revenues and operating income. portfolio to provide protection such that AIGFP is at risk on

only the super senior portion related to a diversified portfolio
Year-to-date  Aircraft  Leasing  Results of credits referenced to loans or debt securities. The super

senior risk portion is the last tranche to suffer losses afterILFC’s operating income increased in the first nine months of
significant subordination. Credit losses would have to erode2007 compared to the same period in 2006 by $204 million,
all tranches junior to the super senior tranche before AIGFPor 48 percent. Rental revenues increased by $432 million or
would have any payment obligation. The subordination level15 percent, driven by a larger aircraft fleet and higher lease
required for each transaction is determined based on internalrates. During the first nine months of 2007, ILFC realized
modeling and analysis of the pool of underlying credits. Theincome of $24 million from the sale of its rights against a
subordination levels are not dependent on ratings determinedbankrupt airline. The increase in revenues was partially offset
by the rating agencies.by reduced flight equipment marketing revenues and

increases in depreciation and interest expense. Flight At September 30, 2007, the notional amount of this
marketing revenues decreased by $23 million compared to credit derivative portfolio was $513 billion, covering the
the same period in 2006 due to fewer aircraft sales. following asset classes:
Depreciation expense increased by $133 million, or

(in billions) Net Notional Exposure
11 percent, in line with the increase in the size of the aircraft

Corporate $294fleet. Interest expense increased by $162 million, or
European residential mortgages 14115 percent, driven by additional borrowings to fund aircraft

purchases and the rising cost of funds. ILFC’s interest Multi-sector CDO* 78
expense did not reflect the benefit of hedging these exposures Total $513
in the first quarter of 2007 and in 2006. For the first nine

* Approximately $63 billion of the multi-sector CDO pools includes somemonths of 2007 and 2006, the losses from hedging activities
exposure to U.S. subprime mortgages.that did not qualify for hedge accounting treatment under

FAS 133, including the related foreign exchange gains and As of October 31, 2007, all of AIGFP’s super senior
losses, were $32 million and $56 million, respectively, in both exposures continued to have tranches below AIGFP’s
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attachment point that have been explicitly rated AAA or, in As of October 31, 2007, AIG is aware that estimates
AIGFP’s judgment, would have been rated AAA had they made by certain AIGFP counterparties with respect to the fair
been rated. AIGFP’s portfolio of credit default swaps is value of certain AIGFP super senior credit default swaps and
carefully structured, undergoes regular monitoring, modeling the collateral required in connection with such instruments
and analysis and contains significant protection through differ significantly from AIGFP’s estimates.
collateral subordination. In addition, in December 2005,

For a further description of AIGFP’s risk management
AIGFP stopped committing to writing super senior protection

practices in its credit default swaps business, see
for CDOs that included any U.S. subprime collateral,

Management’s Discussion and Analysis of Financial
although collateral managers are permitted to substitute

Condition and Results of Operations — Risk
collateral in some of the underlying CDOs, in each case

Management — Segment Risk Management — Financial
subject to certain restrictions.

Services in the 2006 Annual Report on Form 10-K.
AIGFP accounts for the super senior credit default swaps

Quarterly  Capital  Markets  Resultsin accordance with FAS 133 ‘‘Accounting For Derivative
Instruments and Hedging Activities’’ and Emerging Issues Capital Markets operating income decreased in the three
Task Force 02-3, ‘‘Issues Involved in Accounting for months ended September 30, 2007 by $595 million
Derivative Contracts Held for Trading Purposes and compared to the same period in 2006, primarily due to
Contracts Involved in Energy Trading and Risk Management changes in accounting related to hedging activities that did
Activities’’ (EITF 02-3). In accordance with EITF 02-3, not qualify for hedge accounting treatment under FAS 133, as
AIGFP does not recognize income in earnings at the inception described below. During the third quarter of 2007, AIGFP
of each transaction because the inputs to value these continued to experience good transaction flow in its rates and
instruments are not derivable from observable market data. currency products which contributed to its revenues. AIGFP
AIGFP values its super senior credit default swaps using recognized total net gains of $153 million for the three
internal methodologies that utilize available market months ended September 30, 2007 related to credit default
observable information and incorporate management swaps and embedded credit derivatives in credit-linked notes.
estimates and judgments when information is not available. It This gain was offset by an unrealized market valuation loss of
also employs the Binomial Expansion Technique (BET) $352 million related to AIGFP’s super senior credit default
model where appropriate to help estimate the fair value of swap portfolio, principally written on multi-sector CDOs,
these derivatives. The BET model utilizes credit spreads for and an out of period charge of $51 million for a change in the
the collateral pool obtained from an independent source. The projected timing of income tax cash flows from a series of
model also utilizes diversity scores, weighted average lives, lease transactions.
recovery rates and discount rates. The BET model does not

The $352 million unrealized market valuation lossadequately quantify the benefit of certain structural
represented a decline in the fair value of super senior creditmitigants, such as triggers that accelerate the amortization of
derivatives for the three-month period ended September 30,the more senior tranches, that AIGFP believes are important
2007, resulting from the significant disruption in theto the appropriate valuation of its transactions. AIG believes
structured finance markets. AIG continues to believe that it isthat the value of these mitigants could range from zero to
highly unlikely that AIGFP will be required to make$50 million, but is not able to reliably estimate their value at
payments with respect to these derivatives.this time. Therefore, AIG’s estimate of the fair value of

AIGFP’s super senior credit default swaps as of Included in the net gains of $153 million recognized by
September 30, 2007 does not attribute value to these features. AIGFP was a net unrealized market valuation gain of

$131 million on certain credit default swaps and embeddedThe valuation of the super senior credit derivatives has
credit derivatives in credit-linked notes for the three and nine-become increasingly challenging given the limitation on the
month periods ended September 30, 2007. In theseavailability of market observable information due to the lack
transactions, AIGFP purchased protection at the AAA to BBB-of trading and price transparency in the structured finance
rated risk layers on portfolios of reference obligations thatmarket. These market conditions have increased the reliance
include multi-sector CDO obligations. This gain was driven byon management estimates and judgments in arriving at an
the significant widening in credit spreads during the period.estimate of fair value for financial reporting purposes.
Also included were net gains of $22 million for the three andFurther, disparities in the valuation methodologies employed
nine-month periods ended September 30, 2007 on creditby market participants and the varying judgments reached by
derivatives on home equity, CMBS and corporate credits.such participants when assessing volatile markets has

increased the likelihood that the various parties to these In addition, in the three months ended September 30,
instruments may arrive at significantly different estimates as 2007  AIGFP recognized a net gain of $428 million related to
to their fair values. hedging activities that did not qualify for hedge accounting
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treatment under FAS 133, compared to a net gain of not qualify for hedge accounting treatment under FAS 133,
$783 million for the same period in 2006. The net gain in the compared to a net loss of $1.1 billion for the same period in
three months ended September 30, 2007 reflects the effect of 2006. The first nine months of 2007 included out of period
decreases in U.S. interest rates and the weakening of the U.S. charges of $346 million, as noted above, including a charge of
dollar on derivatives hedging AIGFP’s assets and liabilities. $380 million to reverse net gains recognized in previous
The net gain in the third quarter of 2006 included an out of periods on transfers of available for sale securities among legal
period charge of $115 million related to the remediation of entities consolidated within AIGFP, and a $166 million
the material weakness in internal control over accounting for reduction in fair value at March 31, 2007 of certain derivatives
certain derivative transactions under FAS 133. that are an integral part of, and economically hedge, the

structured transactions potentially affected by the proposedFinancial market conditions in the three months ended
regulations issued by the U.S. Treasury Department discussedSeptember 30, 2007 were characterized by decreases in global
above in Overview of Operations and Business — Outlook.interest rates, increases in credit spreads, higher equity
The net loss on AIGFP’s derivatives recognized in the first ninevaluations and a weaker U.S. dollar.
months of 2006 included an out of period charge of

The most significant component of Capital Markets
$223 million related to the remediation of the material

operating expenses is compensation, which was $136 million
weakness in internal control over accounting for certain

and $115 million in the three-month periods ended
derivative transactions under FAS 133. The net loss also

September 30, 2007 and 2006, respectively. The amount of
reflects the effect of increases in U.S. interest rates and a

compensation is not affected by gains and losses arising from
weakening of the U.S. Dollar on derivatives hedging AIGFP’s

derivatives not qualifying for hedge accounting treatment
assets and liabilities.

under FAS 133. AIG does not currently intend to have the
unrealized market valuation gains and losses described above Financial market conditions in the first nine months of
affect the amount of compensation. Accordingly, 2007 were characterized by increases in global interest rates,
compensation expense for the three and nine-month periods increases in credit spreads, higher equity valuations and a
does not reflect these amounts. slightly weaker U.S. dollar.

AIG elected to early adopt FAS 155, ‘‘Accounting for Compensation expense was $412 million and
Certain Hybrid Financial Instruments’’ (FAS 155) in 2006 $380 million in the first nine months of 2007 and 2006,
and AIGFP elected to apply the fair value option to certain respectively.
structured notes and other financial liabilities containing

AIGFP recognized a gain of $51 million in the first nineembedded derivatives outstanding as of January 1, 2006.
months of 2007 and a loss of $4 million in the first nineAIGFP recognized a gain of $21 million in the third quarter
months of 2006 on hybrid financial instruments for which itof 2007 and a gain of $85 million in the third quarter of 2006
applied the fair value option under FAS 155. These amountson hybrid financial instruments for which it applied the fair
were largely offset by gains and losses on economic hedgevalue option under FAS 155. These amounts were largely
positions also reflected in AIGFP’s operating income.offset by gains and losses on economic hedge positions also

reflected in AIGFP’s operating income.
Consumer  Finance

Year-to-date  Capital  Markets  Results AIG’s consumer finance operations in North America are
Capital Markets operating income increased in the first nine principally conducted through AGF. AGF derives a
months of 2007 by $640 million compared to the same substantial portion of its revenues from finance charges
period in 2006, primarily due to changes in accounting assessed on outstanding real estate loans, secured and
related to hedging activities that did not qualify for hedge unsecured non-real estate loans and retail sales finance
accounting treatment under FAS 133, as described below. receivables. The real estate loans are comprised principally of
AIGFP experienced higher transaction flow in the first nine first-lien mortgages on residential real estate generally having
months of 2007 in its rates and currency products. Operating a maximum term of 360 months, and are considered non-
income for the first nine months of 2007 also includes a net conforming. The real estate loans may be closed-end accounts
unrealized market valuation gain of $131 million related to or open-end home equity lines of credit and are principally
certain credit default swaps purchased against the AAA to fixed rate products. AGF does not offer mortgage products
BBB-rated risk layers on portfolios of reference obligations with borrower payment options that allow for negative
and net gains of $35 million on home equity, CMBS and amortization of the principal balance. The secured non-real
corporate credit derivatives. These gains were offset by the estate loans are secured by consumer goods, automobiles or
net unrealized market valuation loss of $352 million and the other personal property. Both secured and unsecured non-
out of period charge of $51 million, discussed above. real estate loans and retail sales finance receivables generally

have a maximum term of 60 months.
In the first nine months of 2007, AIGFP also recognized a

net loss of $185 million related to hedging activities that did
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The majority of AGF’s finance receivables are sourced developing markets. AIGCFG has operations in Argentina,
through its branches. However, a significant volume of real China, Hong Kong, Mexico, Philippines, Poland, Taiwan and
estate loans is also sourced through its centralized real estate Thailand and most recently began operations in India through
operations, which include its mortgage banking activities. the acquisition of a majority interest in a sales finance lending
These loans are collateralized by first and second liens on one operation during the first quarter of 2007 and the acquisition
to four-family properties and are originated largely through of a mortgage lending operation in the second quarter of 2007.
broker relationships and to a lesser extent are originated In addition, AIGCFG expanded its distribution channels in
through correspondent relationships and directly to Thailand by acquiring in the first quarter of 2007 an
consumers. The majority of these loans are sold to investors 80 percent interest in a company with a network of over 130
on a servicing-released basis. These real estate loans usually branches for secured consumer lending. AIGCFG is
have maximum original terms of 360 months, are generally continuously exploring expansion opportunities in its existing
considered non conforming and include fixed, adjustable and operations as well as new geographic locations throughout the
hybrid-adjustable loans. From July 2003 through May 2006, world. Certain of the AIGCFG operations are partly or wholly
AGF’s centralized real estate operations originated loans owned by life insurance subsidiaries of AIG. Accordingly, the
through a servicing arrangement with AIG Federal Savings financial results of those companies are allocated between
Bank (AIG Bank), a federally chartered thrift. The origination Financial Services and Life Insurance & Retirement Services
relationship was terminated in the first quarter of 2006. Since according to their ownership percentages. While products vary
then, all new loans have been originated directly by AGF by market, the businesses generally provide credit cards,
subsidiaries under their own state licenses. unsecured and secured non-real estate loans, term deposits,

savings accounts, retail sales finance and real estate loans.
On June 7, 2007, AIG’s domestic consumer finance

AIGCFG originates finance receivables through its branches
operations, consisting of AIG Bank, AGF’s mortgage banking

and direct solicitation. AIGCFG also originates finance
subsidiary Wilmington Finance, Inc. (WFI) and AGF, entered

receivables indirectly through relationships with retailers, auto
into a Supervisory Agreement with the Office of Thrift

dealers, and independent agents.
Supervision (OTS). The Supervisory Agreement pertains to
certain mortgage loans originated in the name of AIG Bank Quarterly  Consumer  Finance  Results
from July 2003 through early May 2006 pursuant to a

Consumer Finance operating income decreased byservicing agreement between WFI and AIG Bank, which was
$82 million, or 54 percent, in the three months endedterminated in February 2006. Pursuant to the terms of the
September 30, 2007 compared to the same period in 2006.Supervisory Agreement, AIG Bank, WFI and AGF have

undertaken a financial remediation program whereby certain The operating income from the domestic consumer
borrowers may be provided loans on more affordable terms finance operations, which include the operations of AGF and
and/or reimbursed for certain fees. Pursuant to the AIG Bank, decreased by $68 million, or 49 percent, for the
requirements of the Supervisory Agreement, AGF has engaged three months ended September 30, 2007 compared to the
the services of an external consultant to monitor, evaluate and same period in 2006. For the three months ended
periodically report to the OTS with respect to the matters September 30, 2007, domestic results were adversely affected
covered by the Supervisory Agreement. Separately, the by the weakening housing market and tighter underwriting
domestic consumer finance operations also committed to guidelines, which resulted in lower originations of real estate
donate $15 million to certain not-for-profit organizations to loans.
support their efforts to promote financial literacy and credit

AGF’s net finance receivables totaled $25.4 billion atcounseling.
September 30, 2007, an increase of approximately $1 billion

Management’s best estimate of the cost of implementing compared to the prior year period, including $19.5 billion of
the financial remediation plan contemplated by the real estate secured loans, most of which were underwritten
Supervisory Agreement, including the $15 million donation, with full income verification. The increase in the net finance
was $178 million at September 30, 2007. A charge in the receivables resulted in a similar increase in revenues
amount of $128 million was recorded in the first quarter of generated from these assets.
2007 while the remaining $50 million was recorded in the

AGF’s revenues increased $34 million or 5 percentsecond quarter of 2007 at the time the terms of the
during the three-month period ended September 30, 2007Supervisory Agreement were finalized. As the estimate is
compared to the same period in 2006. Revenues from AGF’sbased on judgments and assumptions made by management,
mortgage banking activities decreased $68 million orthe actual cost of implementing the financial remediation
87 percent during the three-month period endedplan may differ from this estimate.
September 30, 2007 compared to the same period in 2006.

AIG’s foreign consumer finance operations are principally The decrease in revenues was primarily caused by a
conducted through AIG Consumer Finance Group, Inc.
(AIGCFG). AIGCFG operates primarily in emerging and
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significantly reduced origination volume, and to a lesser included a recovery of $65 million from a favorable out of
extent, tighter underwriting guidelines, reduced third party court settlement.
margins and higher warranty reserves, which cover

AGF’s revenues decreased $69 million or 3 percent for
obligations to repurchase loans sold to third-party investors

the nine-month period ended September 30, 2007 compared
should there be a first payment default or breach of

to the same period in 2006. Revenues from AGF’s mortgage
representations and warranties.

banking activities decreased $306 million or 152 percent
AGF’s interest expense increased by $9 million or during the nine-month period ended September 30, 2007

3 percent as its long-term borrowing rate increased in the compared to the same period in 2006, which also reflects
three months ended September 30, 2007 compared to the charges relating to the Supervisory Agreement. The decrease
same period in 2006. During the three months ended in revenues was primarily caused by significantly reduced
September 30, 2007, AGF recorded a net loss of $5 million origination volume, and to a lesser extent, tighter
on its derivatives that did not qualify for hedge accounting underwriting guidelines, a shift in distribution channels, and
under FAS 133, including the related foreign exchange losses, higher warranty reserve, which covers AGF’s obligations to
compared to a net loss of $67 million for the same period in repurchase loans sold to third-party investors should there be
2006. Commencing in the second quarter of 2007, AGF a first payment default or breach of representations and
began applying hedge accounting. warranties.

Revenues from the foreign consumer finance operations AGF’s interest expense increased by $73 million or
increased by approximately 32 percent to $232 million in the 8 percent as both its short-term and long-term borrowing
three months ended September 30, 2007 compared to the rates increased in the first nine months of 2007 compared to
same period in 2006. Loan growth, particularly in Poland, the same period in 2006. Its short-term borrowing rates
Thailand and Latin America, was the primary driver of the averaged 5.40 percent in the first nine months of 2007
higher revenues. The increase in revenues was more than compared to 5.06 percent in the same period of 2006, while
offset by higher expenses associated with branch expansions, long-term borrowing rates averaged 5.19 percent in the first
acquisition activities and product promotion campaigns. nine months of 2007 compared to 4.97 percent in the first

nine months of 2006.
Year-to-date  Consumer  Finance  Results

For the first nine months of 2007, domestic consumer
Consumer Finance operating income decreased by finance revenues and operating income also declined from the
$349 million, or 66 percent, in the first nine months of 2007 prior year, partially due to the change in fair value of the
compared to the same period in 2006. derivatives hedging borrowings which did not qualify for

hedge accounting treatment under FAS 133 during eitherThe operating income for the first nine months of 2007
period. During the first nine months of 2007, AGF recorded afrom the domestic consumer finance operations decreased by
net loss of $24 million on such derivatives, including the$379 million or 72 percent from the same period of 2006.
related foreign exchange losses, compared to a net loss ofPursuant to the terms of the Supervisory Agreement, as
$63 million for the same period in 2006.discussed above, charges of $178 million were recorded

during the first nine months of 2007. Revenues from the foreign consumer finance operations
increased by 25 percent in the first nine months of 2007Additionally, for the first nine months of 2007, domestic
compared to the same period of 2006. Loan growth,results were adversely affected by the weakening housing
particularly in Poland, Thailand and Latin America, was themarket and tighter underwriting guidelines, which resulted in
primary driver of the increased revenues. The increase inlower originations for real estate loans.
revenues were more than offset by higher expenses associated

Although mortgage loan originations declined in the first with branch expansions, acquisition activities and product
nine months of 2007, the softening of home price promotion campaigns. Operating income in the first nine
appreciation (reducing the equity customers may be able to months of 2006 reflects AIGCFG’s $44 million share of the
extract from their homes by refinancing) contributed to an allowance for losses related to industry-wide credit
increase in non-real estate loans of 12 percent at deterioration in the Taiwan credit card market.
September 30, 2007 compared to September 30, 2006. Retail
sales finance receivables also increased 19 percent compared Credit Quality  of  Finance  Receivables
to September 30, 2006 due to increased marketing efforts and

The overall credit quality of AGF’s finance receivablescustomer demand. AGF’s centralized real estate business
portfolio deteriorated modestly due to negative economicsegment finance receivables decreased by 2 percent while
fundamentals, a higher proportion of non-real estate loansbranch business segment finance receivables increased by
and retail sales finance loans and the aging of the real estate9 percent. AGF’s results for the first nine months of 2007 also
loan portfolio.
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As of September 30, 2007, the 60-day delinquency rate comprising AIG Global Asset Management Holdings Corp.
for the entire portfolio increased by 55 basis points to 2.47 and its subsidiaries and affiliated companies (collectively,
percent compared to the same period in 2006, while the 60- AIG Investments). The primary operating entities within this
day delinquency rate for the real estate loans increased by 63 group are AIG Global Investment Corp., AIG Global Real
basis points to 2.22 percent. For the three months ended Estate Investment Corp. and AIG Private Bank. AIG Private
September 30, 2007, AGF’s net charge-off rate increased to Bank offers banking, trading and investment management
1.15 percent compared to 0.92 percent for the same period in services to private client and high net worth individuals and
2006 and for the nine months ended September 30, 2007 institutions globally.
increased to 1.05 percent compared to 0.89 percent for the

Within the alternative investment asset class, AIG
same period in 2006, which reflected $6 million of non-

Investments offers hedge and private equity fund-of-funds,
recurring recoveries recorded in the first quarter of 2006.

direct investments and distressed debt investments. Within
AGF’s allowance for finance receivables losses as a the structured fixed income and equity product asset class,

percentage of outstanding receivables was 2.11 percent at AIG Investments offers various forms of structured and credit
September 30, 2007 compared to 1.99 percent at linked notes, various forms of collateralized debt obligations
September 30, 2006. and other investment strategies aimed at achieving superior

returns or capital preservation.
Asset  Management  Operations

From time to time, AIG Investments acquires alternative
AIG’s Asset Management operations comprise a wide variety investments, primarily consisting of direct private equity
of investment-related services and investment products. Such investments, on a temporary basis, ‘‘warehousing’’ such
services and products are offered to individuals and investments until the investment or economic benefit thereof
institutions both domestically and overseas, and are primarily is transferred to a fund or other AIG managed investment
comprised of Spread-Based Investment Businesses, product. As a consequence of this warehousing activity, AIG
Institutional Asset Management and Brokerage Services and incurs the cost of carrying these investments and consolidates
Mutual Funds. the balance sheet and operating results until the new

managed investment product is launched.The revenues and operating income for this segment are
affected by the general conditions in the equity and credit

Brokerage  Services  and  Mutual  Funds
markets. In addition, net realized gains and performance fees
are contingent upon various fund closings, maturity levels AIG’s Brokerage Services and Mutual Funds business
and market conditions. provides mutual fund and broker-dealer related services to

retail investors, group trusts and corporate accounts through
Spread-Based  Investment  Business an independent network of financial advisors. The AIG

Advisor Group, Inc., a subsidiary of AIG Retirement Services,In prior years, the sale of GICs to investors, both domestically
Inc., is comprised of several broker-dealer entities thatand overseas, was AIG’s primary institutional Spread-Based
provide these services to clients primarily in theInvestment Business. During 2005, AIG launched its MIP and
U.S. marketplace. AIG SunAmerica Asset Management Corp.its asset management subsidiaries, primarily SunAmerica
manages, advises and/or administers retail mutual funds, asLife, ceased writing new GIC business. The GIC business will
well as the underlying assets of variable annuities sold by AIGcontinue to run off for the foreseeable future while the MIP
SunAmerica and VALIC to individuals and groupsbusiness is expected to grow.
throughout the United States.

Institutional  Asset  Management
Other

AIG’s Institutional Asset Management business provides an
Included in the Other category for Asset Management isarray of investment products and services globally to
income or loss from certain SunAmerica sponsoredinstitutional investors, AIG subsidiaries and affiliates and
partnerships and partnership investments. Partnership assetshigh net worth investors. These products and services include
consist of investments in a diversified portfolio of privatetraditional equity and fixed income investment management
equity funds, affordable housing partnerships and hedge fundand a full range of alternative asset classes. Delivery of AIG’s
investments.Institutional Asset Management products and services is

accomplished via a global network of operating subsidiaries
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Asset  Management  Results

Asset Management results were as follows:

Three Months Nine Months
Ended EndedPercentage Percentage

September 30, September 30,Increase/ Increase/
(in millions) 2007 2006 (Decrease) 2007 2006 (Decrease)

Revenues:
Spread-Based Investment Business $ 555 $ 552 1% $2,304 $1,924 20%
Institutional Asset Management:

Institutional Asset Management 362 255 42 1,635 883 85
Consolidated Managed Partnerships & Funds 300 58 417 765 422 81
Consolidated Warehouse Investments 458 – – 465 – –

Total Institutional Asset Management 1,120 313 258 2,865 1,305 120
Brokerage Services and Mutual Funds 83 71 17 243 217 12
Other 66 57 16 309 201 54

Total $1,824 $ 993 84% $5,721 $3,647 57%

Operating income:
Spread-Based Investment Business $ 24 $ 44 (45)% $ 759 $ 467 63%
Institutional Asset Management:

Institutional Asset Management 49 46 7 737 311 137
Consolidated Managed Partnerships & Funds 293 44 566 748 410 82
Consolidated Warehouse Investments* (39) – – (79) – –

Total Institutional Asset Management 303 90 237 1,406 721 95
Brokerage Services and Mutual Funds 27 23 17 74 67 10
Other 65 54 20 302 190 59

Total $ 419 $ 211 99% $2,541 $1,445 76%

* Includes operating costs as well as the cost of funding these investments.

Asset Management revenues and operating income increased respectively. All prior periods have been revised to conform
in the three and nine-month periods ended September 30, to the current presentation.
2007 compared to the same periods in 2006 due to the effect

In order to better align financial reporting with the
of consolidated managed partnerships and funds,

manner in which AIG’s chief operating decision makers have
consolidated warehouse investments and, for the first nine

managed their businesses, commencing in the first quarter of
months of 2007, a gain of $398 million from the sale of a

2007, revenues and operating income related to foreign
portion of AIG’s investment in Blackstone Group, LP in

investment contracts, which were historically reported as a
connection with its initial public offering. Income arising

component of the Spread-Based Investment business, are now
from consolidated managed partnerships and funds is

being reported in the Life Insurance & Retirement Services
included in operating income, but offset in minority interest

segment. All prior periods have been revised to conform to
expense, which is not a component of operating income.

the current presentation.
Offsetting the increase in revenues is an operating loss due to
the effect of consolidating the operating results of Quarterly  Spread-Based  Investment  Business  Results
warehoused investments for the three and nine-month

Operating income related to the Spread-Based Investmentperiods ended September 30, 2007. AIG expects to divest the
business decreased in the three months ended September 30,consolidated warehouse investments through various
2007 compared to the same period in 2006 due to lossesmanaged investment products in future periods.
associated with the MIP. MIP operating income decreased

Beginning in the first quarter of 2007, net realized during the three months ended September 30, 2007
capital gains and losses, including derivative gains and losses compared to the same period of 2006 primarily due to
and foreign exchange transaction gains and losses, which foreign exchange losses on foreign-denominated debt that,
were previously reported as part of AIG’s Other category, are while economically hedged, did not qualify for hedge
now included in Asset Management revenues and operating accounting treatment under FAS 133, as well as other than
income. For the three and nine-month periods of 2007, the temporary write-downs on certain investments and mark to
amount included in both Asset Management revenues and market losses on derivatives that did not qualify for hedge
operating income was a loss of $232 million and a gain of accounting treatment under FAS 133. These losses are
$100 million, respectively. The three and nine-month periods partially offset by an increase in partnership income
of 2006 reflected losses of $106 million and $109 million, associated with the GIC program and higher income from

private equity partnerships. Partnership income is primarily
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derived from alternative investments and is affected by compared to the same period in 2006, due to higher asset
performance in the equity and credit markets. Thus, management fees resulting from growth in assets under
revenues, operating income and cash flows attributable to management; an increase in carried interest, which was
GICs will vary from reporting period to reporting period. driven by higher valuations of portfolio investments and is

generally associated with improved equity markets
As anticipated, GIC balances continue to run off. A

performance; and increased income from consolidated
significant portion of the remaining GIC portfolio consists of

managed partnerships and funds, which are offset in minority
floating rate obligations. AIG has entered into hedges to

interest expense that is not a component of operating income.
manage against increases in short-term interest rates. AIG

These increases were partially offset by the effect of
believes these hedges are economically effective, but they did

consolidating the operating results of various warehoused
not qualify for hedge accounting treatment under FAS 133.

investments, an increase in distribution expenses related to
Income or loss from these hedges are classified as net realized

the launch of several new investment products and the timing
capital gains or losses in the Asset Management segment

of real estate sales compared to the year ago quarter.
results.

The following table illustrates the anticipated runoff of the Year-to-date Institutional  Asset  Management Results
domestic GIC portfolio at September 30, 2007:

Operating income for Institutional Asset Management
(in Less Than 1-3 3+-5 Over Five increased in the first nine months of 2007 compared to the
billions) One Year Years Years Years Total

same period in 2006 reflecting the $398 million gain from the
Domestic sale of a portion of AIG’s investment in Blackstone Group,GICs $ 4.8 $ 11.9 $ 2.7 $ 6.7 $ 26.1

LP in connection with its initial public offering and increased
carried interest driven by higher valuations of portfolioDuring 2005, the MIP replaced the GIC program as AIG’s
investments which are generally associated with improvedprincipal institutional spread-based investment activity. AIG
performance in the equity markets. Operating income alsodoes not expect that income growth in the MIP will offset the
reflects higher income from certain consolidated managedrunoff in the GIC portfolio for the foreseeable future because
partnerships and funds; however, this income is offset inthe asset mix under the MIP does not include the alternative
minority interest expense. Partly offsetting this income was ainvestments utilized in the GIC program. Commencing in the
decrease in net realized capital gains related to real estatefirst quarter of 2007, AIG applied hedge accounting for
investments as well as increased expenses resulting fromcertain derivative transactions related to the MIP.
investment in sales and infrastructure enhancements and the
effect of consolidating the operating results of variousYear-to-date Spread-Based Investment Business Results
warehoused investments.

Operating income related to the Spread-Based Investment
AIG’s unaffiliated client assets under management,business increased in the first nine months of 2007 compared

including retail mutual funds and institutional accounts,to the same period in 2006 due to a significant increase in
increased 24 percent to $93.1 billion from December 31,partnership income associated with the Domestic GIC
2006 to September 30, 2007, contributing to growth in baseprogram. Partnership income in the first nine months of 2007
management fees. Additionally, AIG Investments successfullyincluded a distribution from a single partnership of
launched several new private equity and real estate funds in$164 million, which became available after a five-year
the first nine months of 2007, which provide both a baserestriction on capital withdrawals.
management fee and the opportunity for future performance

MIP operating income decreased in the first nine months
fees.

of 2007 compared to the same period in 2006, reflecting
While unaffiliated client assets under management andforeign exchange losses on foreign-denominated debt that,

the resulting management fees continue to increase, thewhile economically hedged, did not qualify for hedge
growth in operating income has trailed the growth inaccounting treatment under FAS 133, as well as other-than-
revenues due to additional warehousing activities as well astemporary write-downs on certain investments and mark to
the costs associated with sales and infrastructuremarket losses on derivatives not receiving hedge accounting
enhancements. The sales and infrastructure enhancements aretreatment. Through September 30, 2007, AIG has issued the
associated with AIG’s planned expansion of marketing andequivalent of $6.8 billion of securities to fund the MIP in the
distribution capabilities, combined with technology andEuromarkets and the U.S. public and private markets.
operational infrastructure-related improvements.

Quarterly  Institutional  Asset  Management  Results

Operating income for Institutional Asset Management
increased in the three months ended September 30, 2007
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Other  Operations September 30, December 31,
(in millions) 2007 2006

The operating loss of AIG’s Other category was as follows:
AIG’s net borrowings $ 20,299 $ 17,126

Three Months Nine Months Junior subordinated debt 4,681 –Ended Ended
Liabilities connected to trustSeptember 30, September 30,

preferred stock 1,440 1,440(in millions) 2007 2006 2007 2006
MIP matched notes and bonds payable 12,754 5,468Other operating income (loss):

Equity earnings in Series AIGFP matched notes and
unconsolidated bonds payable 530 72
entities $ 37 $ 48 $ 128 $ 178

AIGFPInterest expense (315) (227) (869) (633)
GIAs 19,495 20,664Unallocated corporate
Matched notes and bonds payable 41,552 35,776expenses* (157) (89) (519) (337)

Compensation Hybrid financial instrument liabilities* 7,692 8,856
expense – SICO Plans (9) (14) (29) (104) Borrowings not guaranteed by AIG 67,742 59,277

Compensation
Total $176,185 $148,679expense – Starr

tender offer – – – (54) * Represents structured notes issued by AIGFP that are accounted for using
Net realized capital

the fair value option.gains (losses) (199) 85 (226) 31
Other miscellaneous,

Borrowings issued or guaranteed by AIG and subsidiarynet 16 11 (42) (34)
borrowings not guaranteed by AIG were as follows:Total Other $(627) $(186) $(1,557) $(953)

September 30, December 31,
* Includes expenses of corporate staff not attributable to specific business (in millions) 2007 2006

segments, expenses related to efforts to improve internal controls, corporate
AIG borrowings:

initiatives and certain compensation plan expenses.
Notes and bonds payable $ 10,784 $ 8,915
Junior subordinated debt 4,681 –The operating loss of AIG’s Other category increased in the
Loans and mortgages payable 210 841third quarter and first nine months of 2007 compared to the
MIP matched notes and bondscomparable periods in 2006, reflecting higher interest

payable 12,754 5,468
expenses resulting from increased borrowings, higher

Series AIGFP matched notes and
unallocated corporate expenses and foreign exchange losses bonds payable 530 72
on foreign-denominated debt of which a portion is Total AIG Borrowings 28,959 15,296
economically hedged, but did not qualify for hedge

Borrowings guaranteed by AIG:
accounting treatment under FAS 133. AIGFP

GIAs 19,495 20,664Operating loss for the first nine months of 2006 included
Notes and bonds payable 44,215 37,528

an out of period charge of $61 million related to the SICO
Hybrid financial instrument liabilities(a) 7,692 8,856

Plans and a one-time charge related to the Starr tender offer
Total 71,402 67,048

of $54 million.
AIG Funding, Inc. commercial paper 5,845 4,821

Beginning in the first quarter of 2007, derivative gains AIGLH Notes and bonds payable 797 797
and losses and foreign exchange transaction gains and losses Liabilities connected to trust
for Asset Management and Financial Services entities (other preferred stock 1,440 1,440

than AIGFP) are now included in Asset Management and Total borrowings issued or guaranteed
by AIG 108,443 89,402Financial Services revenues and operating income. These

Borrowings not guaranteed by AIG:amounts were previously reported as part of AIG’s Other
ILFCcategory. All prior periods have been revised to conform to

Commercial paper 3,818 2,747the current presentation.
Junior subordinated debt 999 999
Notes and bonds payable(b) 26,904 25,592Capital  Resources and Liquidity
Total 31,721 29,338

Borrowings
AGF

Commercial paper 5,229 4,328At September 30, 2007, AIG’s total borrowings amounted to
Junior subordinated debt 349 –$176.2 billion as follows:
Notes and bonds payable 18,998 19,595

Total 24,576 23,923

AIGCFG
Commercial paper 177 227
Loans and mortgages payable 1,534 1,453

Total 1,711 1,680
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September 30, December 31, (a) Represents structured notes issued by AIGFP that are accounted for using
(in millions) 2007 2006 the fair value option.

AIG Finance Taiwan Limited (b) Includes borrowings under Export Credit Facility of $2.7 billion at

commercial paper 15 26 September 30, 2007 and $2.7 billion at December 31, 2006.

Other Subsidiaries 753 672

Borrowings of consolidated
investments:
A.I. Credit 881 880
AIG Investments 3,364 193
AIG Global Real Estate Investment 4,523 2,307
AIG SunAmerica 193 203
ALICO 5 55

Total 8,966 3,638

Total borrowings not guaranteed by
AIG 67,742 59,277

Total Debt $176,185 $148,679

The debt activity, excluding commercial paper and extendible commercial notes of $15.08 billion and borrowings of
consolidated investments of $8.97 billion, for the nine months ended September 30, 2007 was as follows:

(in millions)

Balance at Maturities Effect of Balance at
December 31, and Foreign Other September 30,

2006 Issuances Repayments Exchange Changes 2007

AIG
Notes and bonds payable $ 8,915 $ 1,759 $ (65) $ 110 $ 65 $ 10,784
Junior subordinated debt – 4,490 – 191 – 4,681
Loans and mortgages payable 841 82 (724) 11 – 210
MIP matched notes and bonds payable 5,468 6,835 – 94 357 12,754
Series AIGFP matched notes and bonds

payable 72 457 – – 1 530
AIGFP

GIAs 20,664 6,430 (7,545) – (54) 19,495
Notes and bonds payable and hybrid

financial instrument liabilities 46,384 36,045 (31,118) 508 88 51,907
AIGLH notes and bonds payable 797 – – – – 797
Liabilities connected to trust preferred stock 1,440 – – – – 1,440
ILFC notes and bonds payable 25,592 3,748 (2,811) 371 4 26,904
ILFC junior subordinated debt 999 – – – – 999
AGF notes and bonds payable 19,595 3,199 (3,829) 226 (193) 18,998
AGF junior subordinated debt – 346 – – 3 349
AIGCFG loans and mortgages payable 1,453 2,541 (2,510) 50 – 1,534
Other subsidiaries 672 21 (30) (3) 93 753
Total $132,892 $65,953 $(48,632) $ 1,558 $ 364 $ 152,135

fund the MIP. The maturity dates of these notes range fromAIG (Parent  Company)
2008 to 2052. To the extent deemed appropriate, AIG may

AIG intends to continue its customary practice of issuing debt
enter into swap transactions to manage its effective

securities from time to time to meet its financing needs and
borrowing rates with respect to these notes.

those of certain of its subsidiaries for general corporate
AIG also maintains a Euro medium term note programpurposes, as well as for the MIP. As of September 30, 2007,

under which, as of September 30, 2007, an aggregateAIG had up to $21.9 billion of debt securities, preferred stock
nominal amount of up to $20.0 billion of notes may beand other securities, and up to $16.5 billion of common
outstanding at any one time. As of September 30, 2007, thestock, registered and available for issuance under its universal
equivalent of $10.9 billion of notes were outstanding undershelf registration statement.
the program, of which $8.4 billion were used to fund the MIP

AIG maintains a medium term note program under its
and the remainder was used for AIG’s general corporate

shelf registration statement. As of September 30, 2007,
purposes. The aggregate amount outstanding includes

approximately $4.2 billion principal amount of notes were
$839 million loss resulting from foreign exchange translation

outstanding under the medium term note program, of which
into U.S. dollars, of which $288 million loss relates to notes

$749 million was used for AIG’s general corporate purposes,
$529 million was used by AIGFP and $3.0 billion was used to
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issued by AIG for general corporate purposes and Financial Services Operations, Liquidity and Derivatives
$551 million loss relates to notes issued to fund the MIP. herein.

During the first nine months of 2007, AIG issued in AIGFP has a Euro medium term note program under
Rule 144A offerings an aggregate of $2.0 billion principal which, as of September 30, 2007, an aggregate nominal
amount of senior notes, of which $650 million was used to amount of up to $20.0 billion of notes may be outstanding at
fund the MIP and $1.4 billion was used for AIG’s general any one time. As of September 30, 2007, $7.18 billion of
corporate purposes. notes were outstanding under the program, including

$899 million loss resulting from foreign exchange translation
AIG maintains a shelf registration statement in Japan,

into U.S. dollars. The notes issued under this program are
providing for the issuance of up to Japanese Yen 300 billion

guaranteed by AIG and are included in AIGFP’s Notes and
principal amount of senior notes, of which the equivalent of

Bonds Payable in the preceding table of borrowings.
$434 million was outstanding as of September 30, 2007, the
proceeds of which were used for AIG’s general corporate

AIG Funding
purposes. AIG also maintains an Australian dollar debt

AIG Funding, Inc. (AIG Funding) issues commercial paperprogram under which senior notes with an aggregate
that is guaranteed by AIG in order to help fulfill the short-principal amount of up to 5 billion Australian dollars may be
term cash requirements of AIG and its subsidiaries. Theoutstanding at any one time. Although as of September 30,
issuance of AIG Funding’s commercial paper, including the2007 there were no outstanding notes under the Australian
guarantee by AIG, is subject to the approval of AIG’s Boardprogram, AIG intends to use the program opportunistically
of Directors or the Finance Committee of the Board if itto fund the MIP or for AIG’s general corporate purposes.
exceeds certain pre-approved limits.

During the first nine months of 2007, AIG issued an
As backup for the commercial paper program and foraggregate of $4.49 billion of junior subordinated debentures

other general corporate purposes, AIG and AIG Fundingin four series of securities. Substantially all of the proceeds
maintain revolving credit facilities, which, as offrom these sales, net of expenses, are being used to repurchase
September 30, 2007, had an aggregate of $9.2 billionshares of AIG’s common stock. In connection with each series
available to be drawn and which are summarized belowof junior subordinated debentures, AIG entered into a
under Revolving Credit Facilities.Replacement Capital Covenant (RCC) for the benefit of the

holders of AIG’s 6.25 percent senior notes due 2036. The
ILFCRCCs provide that AIG will not repay, redeem, or purchase

the applicable series of junior subordinated debentures on or ILFC fulfills its short-term cash requirements through
before a specified date, unless it has received qualifying operating cash flows and the issuance of commercial paper.
proceeds from the sale of replacement capital securities. The issuance of commercial paper is subject to the approval

of ILFC’s Board of Directors and is not guaranteed by AIG.AIG began applying hedge accounting for certain AIG
ILFC maintains syndicated revolving credit facilities which,parent transactions in the first quarter of 2007.
as of September 30, 2007, totaled $6.5 billion and which are
summarized below under Revolving Credit Facilities. TheseAIGFP
facilities are used as back up for ILFC’s maturing debt and

AIGFP uses the proceeds from the issuance of notes and
other obligations.

bonds and GIA borrowings to invest in a diversified portfolio
As a well-known seasoned issuer, ILFC has filed anof securities and derivative transactions. The borrowings may

automatic shelf registration statement with the SEC allowingalso be temporarily invested in securities purchased under
ILFC immediate access to the U.S. public debt markets. Atagreements to resell. AIGFP’s notes and bonds include
September 30, 2007, $4.65 billion of debt securities had beenstructured debt instruments whose payment terms are linked
issued under this registration statement and $5.89 billion hadto one or more financial or other indices (such as an equity
been issued under a prior registration statement. In addition,index or commodity index or another measure that is not
ILFC has a Euro medium term note program for $7.0 billion,considered to be clearly and closely related to the debt
under which $4.28 billion in notes were outstanding atinstrument). These notes contain embedded derivatives that
September 30, 2007. Notes issued under the Euro mediumotherwise would be required to be accounted for separately
term note program are included in ILFC notes and bondsunder FAS 133. Upon AIG’s early adoption of FAS 155,
payable in the preceding table of borrowings. The cumulativeAIGFP elected the fair value option for these notes. The notes
foreign exchange adjustment loss for the foreign currencythat are accounted for using the fair value option are reported
denominated debt was $1.1 billion at September 30, 2007separately under hybrid financial instrument liabilities. AIG
and $733 million at December 31, 2006. ILFC hasguarantees the obligations of AIGFP under AIGFP’s notes
substantially eliminated the currency exposure arising fromand bonds and GIA borrowings. See Operating Review –
foreign currency denominated notes by economically hedging

79



American International Group, Inc. and Subsidiaries

the portion of the note exposure not already offset by Euro- which are summarized below under Revolving Credit
denominated operating lease payments. Facilities. The facilities can be used for general corporate

purposes and to provide backup for AGF’s commercial paper
ILFC had a $4.3 billion Export Credit Facility for use in

programs.
connection with the purchase of approximately 75 aircraft
delivered through 2001. This facility was guaranteed by As of September 30, 2007, notes and bonds aggregating
various European Export Credit Agencies. The interest rate $19.01 billion were outstanding with maturity dates ranging
varies from 5.75 percent to 5.90 percent on these amortizing from 2007 to 2031 at interest rates ranging from 1.94 percent
ten-year borrowings depending on the delivery date of the to 8.45 percent. To the extent deemed appropriate, AGF may
aircraft. At September 30, 2007, ILFC had $748 million enter into swap transactions to manage its effective
outstanding under this facility. The debt is collateralized by a borrowing rates with respect to these notes and bonds. As a
pledge of the shares of a subsidiary of ILFC, which holds title well-known seasoned issuer, AGF filed an automatic shelf
to the aircraft financed under the facility. registration statement with the SEC allowing AGF immediate

access to the U.S. public debt markets. At September 30,
In May 2004, ILFC entered into a similarly structured

2007, AGF had remaining corporate authorization to issue
Export Credit Facility for up to a maximum of $2.64 billion

up to $10.8 billion of debt securities under its shelf
for Airbus aircraft to be delivered through May 31, 2005.

registration statements.
The facility was subsequently increased to $3.64 billion and
extended to include aircraft to be delivered through May 31, AGF’s funding sources include a medium term note
2008. The facility becomes available as the various European program, private placement debt, retail note issuances, bank
Export Credit Agencies provide their guarantees for aircraft financing and securitizations of finance receivables that AGF
based on a nine-month forward-looking calendar, and the accounts for as on-balance-sheet secured financings. In
interest rate is determined through a bid process. At addition, AGF has become an established issuer of long-term
September 30, 2007, ILFC had $1.9 billion outstanding debt in the international capital markets.
under this facility. Borrowings with respect to these facilities

In addition to debt refinancing activities, proceeds from
are included in ILFC’s notes and bonds payable in the

the collection of finance receivables are used to fund cash
preceding table of borrowings. The debt is collateralized by a

needs including the payment of principal and interest on
pledge of shares of a subsidiary of ILFC, which holds title to

AGF’s debt. AIG does not guarantee any of the debt
the aircraft financed under the facility.

obligations of AGF. See also Operating Review – Financial
From time to time, ILFC enters into funded financing Services Operations and Liquidity herein.

agreements. As of September 30, 2007, ILFC had a total of
AIGCFG$1.1 billion outstanding, which has varying maturities

through February 2012. The interest rates are LIBOR-based, AIGCFG has a variety of funding mechanisms for its various
with spreads ranging from 0.30 percent to 1.625 percent. markets, including retail and wholesale deposits, short-term

and long-term bank loans, securitizations and intercompanyThe proceeds of ILFC’s debt financing are primarily used
subordinated debt. AIG Credit Card Company (Taiwan), ato purchase flight equipment, including progress payments
consumer finance business in Taiwan, and AIG Retail Bankduring the construction phase. The primary sources for the
PLC, a full service consumer bank in Thailand, have issuedrepayment of this debt and the interest expense thereon are
commercial paper for the funding of their respectivethe cash flow from operations, proceeds from the sale of
operations. AIG does not guarantee any borrowings forflight equipment and the rollover and refinancing of the prior
AIGCFG businesses, including this commercial paper.debt. AIG does not guarantee the debt obligations of ILFC.

See also Operating Review – Financial Services Operations
Revolving  Credit  Facilitiesand Liquidity herein.

AIG, ILFC and AGF maintain committed, unsecured
AGF revolving credit facilities listed on the table below in order to

support their respective commercial paper programs and forAGF fulfills most of its short-term cash borrowing
general corporate purposes. AIG, ILFC and AGF expect torequirements through the issuance of commercial paper. The
replace or extend these credit facilities on or prior to theirissuance of commercial paper is subject to the approval of
expiration. Some of the facilities, as noted below, contain aAGF’s Board of Directors and is not guaranteed by AIG. AGF
‘‘term-out option’’ allowing for the conversion by themaintains committed syndicated revolving credit facilities

which, as of September 30, 2007, totaled $4.75 billion and
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borrower of any outstanding loans at expiration into one-
year term loans.

As of September 30, 2007 (in millions)
One-Year

Available Term-Out
Facility Size Borrower(s) Amount Expiration Option

AIG:
364-Day Syndicated Facility $ 2,125 AIG/AIG Funding(a) $2,125 July 2008 Yes

AIG Capital Corporation(a)

5-Year Syndicated Facility 1,625 AIG/AIG Funding(a) 1,625 July 2011 No
AIG Capital Corporation(a)

364-Day Bilateral Facility(b) 3,200 AIG/AIG Funding 72 November 2007 Yes
364-Day Intercompany Facility(c) 5,335 AIG 5,335 September 2008 Yes

Total AIG $12,285 $9,157

ILFC:
5-Year Syndicated Facility $ 2,500 ILFC $2,500 October 2011 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2010 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2009 No

Total ILFC $ 6,500 $6,500

AGF:
364-Day Syndicated Facility $ 2,625 American General Finance Corporation $2,625 July 2008 Yes

American General Finance, Inc.(d)

5-Year Syndicated Facility 2,125 American General Finance Corporation 2,125 July 2010 No

Total AGF $ 4,750 $4,750

(a) Guaranteed by AIG.
(b) This facility can be drawn in the form of loans or letters of credit. All drawn amounts shown above are in the form of letters of credit.
(c) Subsidiaries of AIG are the lenders on this facility.
(d) American General Finance, Inc. is an eligible borrower for up to $400 million only.
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occurrence in the table of each rating, is an indication of thatCredit  Ratings
rating’s relative rank within the agency’s rating categories.

The cost and availability of unsecured financing for AIG and
That ranking refers only to the generic or major rating

its subsidiaries are generally dependent on their short-term
category and not to the modifiers appended to the rating by

and long-term debt ratings. The following table presents the
the rating agencies to denote relative position within such

credit ratings of AIG and certain of its subsidiaries as of
generic or major category.

October 31, 2007. In parentheses, following the initial

Short-term Debt Senior Long-term Debt
Moody’s S&P Fitch Moody’s(a) S&P(b) Fitch(c)

AIG P-1 (1st of 3) A-1+ (1st of 6) F1+ (1st of 5) Aa2 (2nd of 9) AA (2nd of 8) AA (2nd of 9)
AIG Financial Products Corp.(d) P-1 A-1+ – Aa2 AA –
AIG Funding, Inc.(d) P-1 A-1+ F1+ – – –
ILFC P-1 A-1+ F1 (1st of 5) A1 (3rd of 9) AA–(e) (2nd of 8) A+ (3rd of 9)
American General Finance

Corporation P-1 A-1 (1st of 6) F1 A1 A+ (3rd of 8) A+
American General Finance, Inc. P-1 A-1 F1 – – A+

(a) Moody’s Investors Service (Moody’s). Moody’s appends numerical modifiers 1, 2 and 3 to the generic rating categories to show relative position within rating

categories.

(b) Standard & Poor’s, a division of the McGraw-Hill Companies (S&P). S&P ratings may be modified by the addition of a plus or minus sign to show relative

standing within the major rating categories.

(c) Fitch Ratings (Fitch). Fitch ratings may be modified by the addition of a plus or minus sign to show relative standing within the major rating categories.

(d) AIG guarantees all obligations of AIG Financial Products Corp. and AIG Funding, Inc.

(e) Negative rating outlook. A negative outlook by S&P indicates that a rating may be lowered, but is not necessarily a precursor of a ratings change. The

outlook on all other credit ratings in the table is stable.

These credit ratings are current opinions of the rating liquidity. Ratings downgrades could also trigger the
agencies. As such, they may be changed, suspended or application of termination provisions in certain of AIG’s
withdrawn at any time by the rating agencies as a result of contracts, principally agreements entered into by AIGFP and
changes in, or unavailability of, information or based on assumed reinsurance contracts entered into by Transatlantic.
other circumstances. Ratings may also be withdrawn at AIG

It is estimated that, as of the close of business on
management’s request. This discussion of ratings is not a

October 31, 2007, based on AIGFP’s outstanding municipal
complete list of ratings of AIG and its subsidiaries.

GIAs and financial derivatives transactions as of such date, a
‘‘Rating triggers’’ have been defined by one independent downgrade of AIG’s long-term senior debt ratings to ‘Aa3’ by

rating agency to include clauses or agreements the outcome of Moody’s or ‘AA–’ by S&P would permit counterparties to
which depends upon the level of ratings maintained by one or call for approximately $830 million of collateral. Further,
more rating agencies. ‘‘Ratings triggers’’ generally relate to additional downgrades could result in requirements for
events which (i) could result in the termination or limitation substantial additional collateral, which could have a material
of credit availability, or require accelerated repayment, effect on how AIGFP manages its liquidity. The actual
(ii) could result in the termination of business contracts or amount of additional collateral that AIGFP would be
(iii) could require a company to post collateral for the benefit required to post to counterparties in the event of such
of counterparties. downgrades depends on market conditions, the fair value of

the outstanding affected transactions and other factors
AIG believes that any of its own or its subsidiaries’

prevailing at the time of the downgrade. Additional
contractual obligations that are subject to ‘‘ratings triggers’’

obligations to post collateral would increase the demand on
or financial covenants relating to ‘‘ratings triggers’’ would

AIGFP’s liquidity.
not have a material adverse effect on its financial condition or
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Contractual  Obligations  and Other  Commercial  Commitments

The maturity schedule of AIG’s contractual obligations at September 30, 2007 was as follows:

Payments due by Period
Less Over

Total Than 1-3 3(+)-5 Five
(in millions) Payments One Year Years Years Years

Borrowings(a) $152,135 $ 42,513 $ 34,762 $ 31,874 $ 42,986
Interest payments on borrowings 83,122 5,121 10,640 6,833 60,528
Loss reserves(b) 83,608 22,992 25,500 12,124 22,992
Insurance and investment contract liabilities(c) 620,375 29,495 35,992 41,232 513,656
GIC liabilities(d) 31,708 5,895 12,810 3,603 9,400
Aircraft purchase commitments 20,995 840 6,765 2,690 10,700

Total $991,943 $106,856 $126,469 $ 98,356 $660,262

(a) Excludes commercial paper and borrowings incurred by consolidated investments and includes hybrid financial instrument liabilities recorded at fair value.
(b) Represents future loss and loss adjustment expense payments estimated based on historical loss development payment patterns.
(c) Insurance and investment contract liabilities include various investment-type products with contractually scheduled maturities, including periodic payments

of a term certain nature. Insurance and investment contract liabilities also include benefit and claim liabilities, of which a significant portion represents
policies and contracts that do not have stated contractual maturity dates and may not result in any future payment obligations. For these policies and
contracts (i) AIG is currently not making payments until the occurrence of an insurable event, such as death or disability, (ii) payments are conditional on
survivorship, or (iii) payment may occur due to a surrender or other non-scheduled event out of AIG’s control. AIG has made significant assumptions to
determine the estimated undiscounted cash flows of these contractual policy benefits, which assumptions include mortality, morbidity, future lapse rates,
expenses, investment returns and interest crediting rates, offset by expected future deposits and premium on in-force policies. Due to the significance of the
assumptions used, the amounts presented could be materially different from actual required payments. The amounts presented in this table are undiscounted
and therefore exceed the future policy benefits and policyholder contract deposits included in the balance sheet.

(d) Represents guaranteed maturities under GICs.

The maturity schedule of other commercial commitments of AIG and its consolidated subsidiaries at September 30, 2007
was as follows:

Amount of Commitment Expiration
Total Less Over

Amounts Than 1-3 3(+)-5 Five
(in millions) Committed One Year Years Years Years

Guarantees:
Liquidity facilities(a) $ 4,120 $ 181 $ 374 $1,901 $ 1,664
Standby letters of credit 1,727 1,466 68 37 156
Construction guarantees(b) 745 — — — 745
Guarantees of indebtedness 1,089 46 91 532 420
All other guarantees 662 65 58 64 475

Commitments:
Investment commitments(c) 5,983 1,290 2,842 1,587 264
Commitments to extent credit 907 359 261 257 30
Securities lending commitments 84 47 37 — —
Letters of credit 1,278 983 27 122 146
Other commercial commitments(d)(e) 17,963 7,659 3,716 166 6,422

Total $34,558 $12,096 $7,474 $4,666 $10,322

(a) Primarily liquidity facilities provided in connection with certain municipal swap transactions and collateralized bond obligations.
(b) Primarily AIG SunAmerica construction guarantees connected to affordable housing investments.
(c) Includes commitments to invest in limited partnerships, private equity, hedge funds and mutual funds and commitments to purchase and develop real estate

in the U.S. and abroad.
(d) Excludes commitments with respect to pension plans. The annual pension contribution for 2007 is expected to be approximately $95 million for U.S. and

non-U.S. plans. 
(e) Includes options to acquire aircraft.
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component of shareholders’ equity under the caption,Shareholders’  Equity
Payments advanced to purchase shares. Purchases have

AIG’s consolidated shareholders’ equity increased during continued subsequent to September 30, 2007, with an
the first nine months of 2007 as follows: additional 13,964,098 shares purchased from October 1

through November 5, 2007. All shares repurchased are
September 30, recorded as treasury stock at cost.(in millions) 2007

Beginning of year $101,677 Liquidity
Net income 11,492
Unrealized appreciation (depreciation) of AIG manages liquidity at both the subsidiary and parent

investments, net of tax (3,165) company levels. At September 30, 2007, AIG’s consolidated
Cumulative translation adjustment, net of tax 216 invested assets, primarily held by its subsidiaries, included
Dividends to shareholders (1,455)

$41.2 billion in cash and short-term investments.Payments advanced to purchase shares (1,275)
Consolidated net cash provided from operating activities inShare repurchase (3,741)
the first nine months of 2007 amounted to $27.1 billion. AtOther* 318
both the subsidiary and parent company level, liquidityEnd of period $104,067
management activities are conducted in a manner to preserve* Reflects the effects of employee stock transactions and cumulative effect of
and enhance funding stability, flexibility, and diversityaccounting changes.
through the full range of potential operating environments

AIG has in the past reinvested most of its unrestricted and market conditions. AIG’s primary sources of cash flow
earnings in its operations and believes such continued are dividends and other payments from its regulated and
reinvestment in the future will be adequate to meet any unregulated subsidiaries, as well as issuances of debt
foreseeable capital needs. However, AIG may choose from securities. Primary uses of cash flow are for debt service,
time to time to raise additional funds through the issuance of subsidiary funding, shareholder dividend payments and
additional securities. common stock repurchases. As a result of market disruption

in the credit markets during the third quarter of 2007, AIGIn February 2007, AIG’s Board of Directors adopted a
took prudent steps to enhance the liquidity of its portfolios.new dividend policy, which took effect with the dividend
Management believes that AIG’s liquid assets, cash provideddeclared in the second quarter of 2007, providing that under
by operations and access to the capital markets will enable itordinary circumstances, AIG’s plan will be to increase its
to meet its anticipated cash requirements, including thecommon stock dividend by approximately 20 percent
funding of increased dividends under AIG’s current dividendannually. The payment of any dividend, however, is at the
policy and repurchases of common stock.discretion of AIG’s Board of Directors, and the future

payment of dividends will depend on various factors, In the first nine months of 2007, AIG parent collected
including the performance of AIG’s businesses, AIG’s $2.6 billion in dividends and other payments from
consolidated financial position, results of operations and subsidiaries, principally from DBG companies, issued
liquidity and the existence of investment opportunities. $6.2 billion of debt securities and retired $765 million of

debt, excluding MIP and Series AIGFP debt. AIG parent also
Share Repurchases advanced $5 billion for structured share repurchase

arrangements. AIG parent made interest payments totalingFrom time to time, AIG may buy shares of its common stock
$376 million, made $1.56 billion in capital contributions tofor general corporate purposes, including to satisfy its
subsidiaries, and paid $1.41 billion in dividends toobligations under various employee benefit plans. In
shareholders in the first nine months of 2007.February 2007, AIG’s Board of Directors increased AIG’s

share repurchase program by authorizing the repurchase of AIG parent funds its short-term working capital needs
shares with an aggregate purchase price of $8 billion. In through commercial paper issued by AIG Funding. As of
March 2007, AIG entered into a $3 billion structured share September 30, 2007, AIG Funding had $5.8 billion of
repurchase arrangement and entered into additional commercial paper outstanding with an average maturity of
$1 billion structured share repurchase arrangements in each 28 days. As additional liquidity, AIG parent and AIG
of May and September 2007. A total of 55,103,845 shares Funding maintain revolving credit facilities that, as of
were repurchased during the first nine months of 2007. The September 30, 2007, had an aggregate of $9.2 billion
portion of the payments advanced by AIG under the available to be drawn, which are summarized above under
structured share repurchase arrangements that had not yet Revolving Credit Facilities.
been utilized to repurchase shares at September 30, 2007,
amounting to $1.28 billion, has been recorded as a
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Invested Assets

AIG’s investment strategy is to invest primarily in high
quality securities while maintaining diversification to avoid
significant exposure to issuer, industry and/or country
concentrations.

The following tables summarize the composition of AIG’s invested assets by segment.

Life

Insurance &

General Retirement Financial Asset

(in millions) Insurance Services Services Management Other Total

September 30, 2007
Fixed maturities:

Bonds available for sale, at fair value $ 73,522 $288,945 $ 1,369 $30,974 $ – $394,810
Bonds held to maturity, at amortized cost 21,357 1 – 218 – 21,576
Bond trading securities, at fair value – 9,436 – 23 – 9,459

Equity securities:

Common stocks available for sale, at fair value 5,941 11,895 – 700 113 18,649
Common and preferred stocks trading, at fair value 404 18,779 – 36 – 19,219
Preferred stocks available for sale, at fair value 1,858 739 9 – – 2,606

Mortgage loans on real estate, net of allowance 11 14,764 127 3,952 – 18,854
Policy loans 2 7,779 2 48 (9) 7,822
Collateral and guaranteed loans, net of allowance 3 821 2,355 1,142 64 4,385
Financial services assets:

Flight equipment primarily under operating leases, net of

accumulated depreciation – – 41,804 – – 41,804
Securities available for sale, at fair value – – 47,805 – – 47,805
Trading securities, at fair value – – 4,874 – – 4,874
Spot commodities – – 115 – – 115
Unrealized gain (loss) on swaps, options and forward

transactions – – 19,046 – (438) 18,608
Trade receivables – – 6,548 – – 6,548
Securities purchased under agreements to resell, at

contract value – – 37,189 – – 37,189
Finance receivables, net of allowance – 5 30,635 – 30,640

Securities lending collateral, at fair value 7,291 62,921 171 15,725 – 86,108
Other invested assets 11,009 16,555 2,890 21,058 271 51,783
Short-term investments, at cost 4,698 22,455 8,297 3,614 (66) 38,998

Total investments and financial services assets as shown

on the balance sheet 126,096 455,095 203,236 77,490 (65) 861,852

Cash 314 1,054 657 218 6 2,249
Investment income due and accrued 1,418 4,841 23 354 (1) 6,635
Real estate, net of accumulated depreciation 320 909 17 88 229 1,563

Total invested assets(1) $128,148 $461,899 $203,933(2) $78,150 $ 169 $872,299

(1) At September 30, 2007, approximately 67 percent and 33 percent of invested assets were held in domestic and foreign investments, respectively.

(2) Excludes $2.5 billion of assets held in an unconsolidated structured investment vehicle sponsored by AIGFP in the second quarter of 2007. As of

September 30, 2007, AIGFP’s invested assets included $1.0 billion of commercial paper and medium-term notes issued by this entity. In addition, AIGFP

owned approximately 11.5 percent of the capital notes issued by this entity.
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Life

Insurance &

General Retirement Financial Asset

(in millions) Insurance Services Services Management Other Total

December 31, 2006
Fixed maturities:

Bonds available for sale, at fair value $ 67,994 $288,540 $ 1,357 $29,500 $ – $387,391
Bonds held to maturity, at amortized cost 21,437 – – – – 21,437
Bond trading securities, at fair value 1 10,313 – – – 10,314

Equity securities:
Common stocks available for sale, at fair value 4,245 8,705 – 226 80 13,256
Common stocks trading, at fair value 350 14,505 – – – 14,855
Preferred stocks available for sale, at fair value 1,884 650 5 – – 2,539

Mortgage loans on real estate, net of allowance 13 12,852 95 4,107 – 17,067
Policy loans 1 7,458 2 48 (8) 7,501
Collateral and guaranteed loans, net of allowance 3 733 2,301 729 84 3,850
Financial services assets:

Flight equipment primarily under operating leases, net of
accumulated depreciation – – 39,875 – – 39,875

Securities available for sale, at fair value – – 47,205 – – 47,205
Trading securities, at fair value – – 5,031 – – 5,031
Spot commodities – – 220 – – 220
Unrealized gain on swaps, options and forward transactions – – 19,252 – – 19,252
Trade receivables – – 4,317 – – 4,317
Securities purchased under agreements to resell, at

contract value – – 30,291 – – 30,291
Finance receivables, net of allowance – – 29,573 – – 29,573

Securities lending collateral, at fair value 5,376 50,099 76 13,755 – 69,306
Other invested assets 9,207 14,260 2,212 15,823 609 42,111
Short-term investments, at cost 3,281 15,192 2,807 6,198 5 27,483

Total investments and financial services assets as shown on
the balance sheet 113,792 423,307 184,619 70,386 770 792,874

Cash 334 740 390 118 8 1,590
Investment income due and accrued 1,363 4,378 23 326 1 6,091
Real estate, net of accumulated depreciation 570 698 17 75 26 1,386

Total invested assets* $116,059 $429,123 $185,049 $70,905 $805 $801,941

* At December 31, 2006, approximately 68 percent and 32 percent of invested assets were held in domestic and foreign investments, respectively.

subordination. At September 30, 2007, approximatelyInvestments  in  Residential  Mortgage-Backed
91 percent of these investments were rated AAA andSecurities  and  CDOs
approximately 7 percent were rated AA by one or more of the

As part of its strategy to diversify its investments, AIG invests in
principal rating agencies. AIG’s investments rated BBB or below

various types of securities, including residential mortgage-
totaled approximately $500 million, or less than 1 percent of

backed securities (RMBS) and CDOs. At September 30, 2007,
AIG’s total invested assets at September 30, 2007. As of

AIG’s investment portfolio included such securities with an
October 31, 2007, approximately $598 million of AIG’s RMBS

amortized cost of $96.8 billion and an estimated fair value of
backed primarily by subprime collateral had been downgraded

$94.4 billion. The gross unrealized gains and gross unrealized
as a result of rating agency actions in 2007, approximately

losses related to these investments were $333 million and
$236 million of such investments had been upgraded,

$2.7 billion, respectively, at September 30, 2007.
$70 million in the third quarter, and approximately

AIG’s insurance operations held investments in RMBS with $819 million was on watch for downgrade and approximately
an estimated fair value of $91 billion at September 30, 2007, or $30 million on watch for upgrade. AIG currently intends to
approximately 10 percent of AIG’s total invested assets. In hold these securities to full recovery and/or full payment of
addition, AIGFP held investments totaling $3.3 billion in CDOs principal and interest, and therefore expects that any mark to
which include some level of subprime exposure. AIG’s RMBS market effect will result in only a temporary adjustment to
investments are predominantly in highly-rated tranches that shareholders’ equity.
contain substantial protection features through collateral
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AIG’s underwriting practices for investing in RMBS, pursuant to the requirements of EITF No. 99-20,
other asset-backed securities and CDOs takes into ‘‘Recognition of Interest Income and Impairment on
consideration the quality of the originator, the manager, the Purchased and Retained Beneficial Interests in
servicer, security credit ratings, underlying characteristics of Securitized Financial Assets’’ (EITF No. 99-20).
the mortgages, borrower characteristics, and the level of

) Issuer-specific events totaling $104 million and equity
credit enhancement in the transaction. AIG’s strategy is

securities and partnership investments of $1 million in
typically to invest in securities rated AA or better and create

an unrealized loss position for a continuous 12-month
diversification across multiple underlying asset classes.

period.

Securities  lending  operations ) A decline in value of U.S. dollar bonds held by AIG’s
Foreign Life operations totaling $27 million, due to

At September 30, 2007, AIG’s securities lending payables
the depreciation of the U.S. dollar against the local

totaled $88.4 billion, $14.6 billion of which was one-day
currency.

tenor, with the balance maturing within the next six months.
Collateral held for this program at September 30, 2007

Nine  months  ended  September 30,  2007
included interest bearing cash equivalents with overnight

) Securities which AIG no longer intends to hold untilmaturities of $17.4 billion.
they have fully recovered their carrying value, totaling

Other-than-temporary  impairments $621 million.

As a result of AIG’s periodic evaluation of its securities for ) A decline in value of U.S. dollar bonds held by AIG’s
other-than-temporary impairments in value, AIG recorded, in Foreign Life operations totaling $333 million, due to
net realized capital gains (losses), other-than-temporary the depreciation of the U.S. dollar against the local
impairment pre-tax losses of $529 million and $170 million currency.
in the three-month periods ended September 30, 2007 and

) Issuer-specific events totaling $131 million and equity
2006, respectively, and $1.4 billion and $766 million in the

securities and partnership investments of $148 million
nine-month periods ended September 30, 2007 and 2006,

in an unrealized loss position for a continuous
respectively.

12-month period.
The principal causes of the other-than-temporary

) Impairments of $159 million related to certain
impairment losses in the three and nine-month periods ended

structured securities, the carrying value of which is
September 30, 2007 were as follows:

based on an estimate of the security’s future cash flows
pursuant to the requirements of EITF No. 99-20.

Three  months  ended  September 30,  2007
No impairment charge with respect to any one single

) Securities which AIG no longer intends to hold until
credit was significant to AIG’s consolidated financial

they have fully recovered their carrying value, totaling
condition or results of operations, and no individual

$250 million.
impairment loss exceeded 1.0 percent of consolidated net

) Impairments of $147 million related to certain income for the first nine months of 2007.
structured securities, the carrying value of which is
based on an estimate of the security’s future cash flows
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An aging of the pre-tax unrealized losses of fixed maturity and equity securities, distributed as a percentage of cost
relative to unrealized loss (the extent by which the fair value is less than amortized cost or cost), including the number of
respective items, was as follows at September 30, 2007:

Less than or equal Greater than 20% Greater than 50%
to 20% of Cost to 50% of Cost of Cost Total

UnrealizedAging Unrealized Unrealized Unrealized
(dollars in millions) Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss(b) Items

Investment grade bonds
0-6 months $138,250 $3,435 12,809 $ 441 $118 45 $20 $13 7 $138,711 $3,566 12,861
7-12 months 35,024 1,299 3,626 503 142 68 — — — 35,527 1,441 3,694
�12 months 97,331 3,426 11,744 892 212 41 36 16 3 98,259 3,654 11,788

Total $270,605 $8,160 28,179 $1,836 $472 154 $56 $29 10 $272,497 $8,661 28,343
Below investment grade bonds

0-6 months $ 6,196 $ 167 1,502 $ 37 $ 11 24 $ — $ — — $ 6,233 $ 178 1,526
7-12 months 1,061 43 133 14 4 4 — — — 1,075 47 137
�12 months 1,433 77 177 40 9 7 — — — 1,473 86 184

Total $ 8,690 $ 287 1,812 $ 91 $ 24 35 $ — $ — — $ 8,781 $ 311 1,847
Total bonds

0-6 months $144,446 $3,602 14,311 $ 478 $129 69 $20 $13 7 $144,944 $3,744 14,387
7-12 months 36,085 1,342 3,759 517 146 72 — — — 36,602 1,488 3,831
�12 months 98,764 3,503 11,921 932 221 48 36 16 3 99,732 3,740 11,972

Total $279,295 $8,447 29,991 $1,927 $496 189 $56 $29 10 $281,278 $8,972 30,190
Equity securities

0-6 months $ 4,309 $ 256 2,279 $ 246 $ 65 301 $ 6 $ 5 46 $ 4,561 $ 326 2,626
7-12 months 312 22 109 57 15 40 2 1 13 371 38 162
�12 months — — — — — — — — — — — —

Total(c) $ 4,621 $ 278 2,388 $ 303 $ 80 341 $ 8 $ 6 59 $ 4,932 $ 364 2,788

(a) For bonds, represents amortized cost.

(b) The effect on net income of unrealized losses after taxes will be mitigated upon realization because certain realized losses will be charged to participating

policyholder accounts, or realization will result in current decreases in the amortization of certain DAC.

(c) Beginning in the third quarter of 2007, includes securities lending collateral.

At September 30, 2007, unrealized losses for fixedUnrealized  gains  and losses
maturity securities and equity securities did not reflect any

At September 30, 2007, the fair value of AIG’s fixed
significant industry concentrations.

maturity and equity securities aggregated $552.9 billion. At
For the three  months ended September 30, 2007,September 30, 2007, aggregate pre-tax unrealized gains for

unrealized losses related to investment grade bonds increasedfixed maturity and equity securities were $17.6 billion
$2.9 billion ($1.9 billion after tax), reflecting the widening of($11.4 billion after tax).
credit spreads, partially offset by the effects of a decline in

At September 30, 2007, the aggregate pre-tax unrealized
risk free interest rates.

losses of fixed maturity and equity securities were $9.3 billion
The amortized cost of fixed maturity securities available for($6.07 billion after tax). Additional information about these
sale in an unrealized loss position at September 30, 2007,securities is as follows:
by contractual maturity, is shown below:

) These securities are trading, in the aggregate, at
approximately 97 percent of their current amortized Amortized

(in millions) Costcost.
Due in one year or less $ 8,291

) Less than 1 percent of these securities are trading at a Due after one year through five years 48,310
value which is less than 20 percent of its current cost, Due after five years through ten years 78,136
or amortized cost. Due after ten years 146,541

Total $281,278) Less than 4 percent of the fixed income securities have
issuer credit ratings which are below investment For the nine months ended September 30, 2007, the pre-
grade. tax realized losses incurred with respect to the sale of fixed

maturities and equity securities were $931 million. TheAIG did not consider these securities in an unrealized
aggregate fair value of securities sold was $32.0 billion,loss position to be other-than-temporarily impaired at
which was approximately 96 percent of amortized cost. TheSeptember 30, 2007, as management has the intent and
average period of time that securities sold at a loss during theability to hold these investments until they fully recover in
nine months ended September 30, 2007 were tradingvalue.
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continuously at a price below book value was approximately separate VaR analysis for its trading business at AIGFP. The
five months. comprehensive VaR is categorized by AIG business segment

(General Insurance, Life Insurance & Retirement Services,
Risk Management Financial Services and Asset Management) and also by

market risk factor (interest rate, currency and equity).For a complete discussion of AIG’s risk management
program, see Management’s Discussion and Analysis of AIG calculated the VaR with respect to net fair values as
Financial Condition and Results of Operations in the 2006 of September 30, 2007 and December 31, 2006. The VaR
Annual Report on Form 10-K. number represents the maximum potential loss as of those

dates that could be incurred with a 95 percent confidence and
Insurance,  Asset  Management  and a one-month holding period.
Non-Trading Financial  Services  VaR

AIG performs one comprehensive Value at Risk (VaR)
analysis across all of its non-trading businesses, and a

The following table presents the period-end, average, high and low VaRs on a diversified basis and of each component of
market risk for AIG’s non-trading businesses. The diversified VaR is usually smaller than the sum of its components due to
correlation effects.

2007 2006
Nine Months Ended Year Ended

September 30, December 31,As of As of
(in millions) September 30, Average High Low December 31, Average High Low

Total AIG Non-Trading Market
Risk:

Market risk:
Diversified $5,619 $5,247 $5,619 $5,073 $5,073 $5,209 $5,783 $4,852
Interest rate 4,757 4,655 4,757 4,577 4,577 4,962 5,765 4,498
Currency 762 715 762 685 686 641 707 509
Equity 2,350 2,072 2,350 1,873 1,873 1,754 1,873 1,650

General Insurance:
Diversified $1,668 $1,705 $1,892 $1,543 $1,717 $1,697 $1,776 $1,617
Interest rate 1,539 1,585 1,792 1,470 1,541 1,635 1,717 1,541
Currency 222 214 222 205 212 162 212 119
Equity 675 615 675 573 573 551 573 535

Life Insurance & Retirement Services:
Diversified $5,126 $4,765 $5,126 $4,574 $4,574 $4,672 $5,224 $4,307
Interest rate 4,611 4,480 4,611 4,287 4,471 4,563 5,060 4,229
Currency 678 613 678 568 568 538 592 459
Equity 1,697 1,438 1,697 1,293 1,293 1,228 1,299 1,133

Non-Trading Financial
Services:

Diversified $ 170 $ 122 $ 170 $ 85 $ 125 $ 165 $ 252 $ 125
Interest rate 168 121 168 76 127 166 249 127
Currency 12 12 12 11 11 8 11 7
Equity 1 1 1 1 1 1 2 1

Asset Management:
Diversified $ 26 $ 51 $ 74 $ 26 $ 64 $ 144 $ 190 $ 64
Interest rate 22 48 72 22 63 145 192 63
Currency 5 3 5 2 3 4 7 3
Equity 13 10 13 8 8 9 13 8

Increased equity investment allocation in the Life
Capital  Markets  Trading  VaR

Insurance & Retirement Services and General Insurance
AIGFP’s policy is to maintain a conservative market risksegments, combined with higher volatility in equity markets,
profile and minimize risks in interest rates, equities,contributed to the growth in AIG’s total Non-Trading VaR
commodities and foreign exchange. In addition, AIGFP’sduring the first nine months of 2007. Interest rate volatilities
primary market exposures in option implied volatilities,continued to moderate in many markets.
correlations and basis risks are closely managed.
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AIGFP’s minimal reliance on market risk driven revenue AIGFP reports its VaR using a 95 percent confidence
is reflected in its VaR. Because the market risk with respect to interval and a one-day holding period.
securities available for sale, at market, is substantially
hedged, segregation of the financial instruments into trading
and other than trading was not deemed necessary.

The following table presents the period-end, average, high, and low VaRs (based on daily observations) on a diversified
basis and of each component of market risk for AIG’s Capital Markets operations. The diversified VaR is usually smaller
than the sum of its components due to correlation effects.

2007 2006
Nine Months Ended Year Ended

September 30, December 31,As of As of
(in millions) September 30, Average High Low December 31, Average High Low

Total AIG trading market risk:
Diversified $6 $5 $7 $4 $4 $4 $7 $3
Interest rate 2 2 3 2 2 2 3 1
Currency 1 1 2 1 1 1 3 1
Equity 3 3 5 2 3 3 4 2
Commodity 6 4 6 2 3 3 4 2

there are no industry standard assumptions to be utilized inCatastrophe  Exposures
projecting these losses. The use of different methodologies

The nature of AIG’s business exposes it to various
and assumptions could materially change the projected

catastrophic events in which multiple losses across multiple
losses. Therefore, these modeled losses may not be

lines of business can occur in any calendar year. In order to
comparable to estimates made by other companies.

control this exposure, AIG uses a combination of techniques,
These estimates are inherently uncertain and may notincluding setting aggregate limits in key business units,

reflect AIG’s maximum exposures to these events. It is highlymonitoring and modeling accumulated exposures, and
likely that AIG’s losses will vary, perhaps significantly, frompurchasing catastrophe reinsurance to supplement its other
these estimates.reinsurance protections.

AIG has revised the catastrophe exposure disclosuresNatural disasters such as hurricanes, earthquakes and
presented below from that presented in the 2006 Annualother catastrophes have the potential to adversely affect
Report on Form 10-K to include significant life and A&HAIG’s operating results. Other risks, such as an outbreak of a
exposures to natural perils as well as to update the domesticpandemic disease, such as the Avian Influenza A Virus
property exposures to reflect more recent data. The modeled(H5N1), could adversely affect AIG’s business and operating
results provided in the table below were based on theresults to an extent that may be only partially offset by
aggregate exceedence probability (AEP) losses whichreinsurance programs.
represent total property, workers compensation, life, and

AIG evaluates catastrophic events and assesses the
accident and health losses that may occur in any single year

probability of occurrence and magnitude of catastrophic
from one or more natural events. The life and A&H data

events through the use of industry recognized models, among
include exposures for United States, Japan, and Taiwan

other techniques. AIG supplements these models by
earthquakes. These represent the largest share of life and

periodically monitoring the exposure risks of AIG’s
A&H exposures to earthquake. A&H losses were modeled

worldwide General Insurance operations and adjusting such
using December 2006 data, and life losses were modeled

models accordingly. Following is an overview of modeled
using March 2006 data. The updated property exposures

losses associated with the more significant natural perils,
were generally modeled with exposure data as of year-end

which includes exposures for DBG, Personal Lines, Foreign
2006. Lexington commercial lines exposure, which

General (other than Ascot), The Hartford Steam Boiler
represents the largest share of the modeled losses, was based

Inspection and Insurance Company and 21st Century.
on data as of April 2007. All reinsurance program structures,

Transatlantic and Ascot utilize a different model, and their
including both domestic and international structures, have

combined results are presented separately below. Significant
also been updated. The values provided were based on

life and A&H exposures have been added to these results as
100-year return period losses, which have a one percent

well. The modeled results assume that all reinsurers fulfill
likelihood of being exceeded in any single year. Thus, the

their obligations to AIG in accordance with their terms.
model projects that there is a one percent probability that

It is important to recognize that there is no standard AIG could incur in any year losses in excess of the modeled
methodology to project the possible losses from total amounts for these perils.
property and workers compensation exposures. Further,
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% of Consolidated
Net of Net After Shareholders’ Equity at

(in millions) Gross Reinsurance Income Tax September 30, 2007

Natural Peril:
Earthquake $4,970 $2,705 $1,758 1.7%
Tropical Cyclone* $5,546 $2,980 $1,937 1.9%

* Includes hurricanes, typhoons and other wind-related events.

The combined earthquake and tropical cyclone 100-year The specific international RDS events do not necessarily
return period modeled losses for Ascot and Transatlantic correspond to AIG’s international property exposures. As a
together are estimated to be $1.1 billion, on a gross basis, result, AIG runs its own simulations where property
$761 million, net of reinsurance, and $494 million, net after statistical return period losses associated with the written
income taxes, or 0.5 percent of total shareholders’ equity at exposure specific to AIG provide the basis for monitoring
September 30, 2007. risk.

In addition, AIG evaluates potential single event Based on these simulations, the 100-year return period
earthquake and hurricane losses that may be incurred. The loss for Japanese Earthquake is $296 million gross, and
single events utilized are a subset of potential events identified $120 million net, the 100-year return period loss for
and utilized by Lloyd’s(1) and referred to as Realistic Disaster European Windstorm is $269 million gross, and $80 million
Scenarios (RDSs). The purpose of this analysis is to utilize net, and the 100-year return period loss for Japanese
these RDSs to provide a reference frame and place into Typhoon is $306 million gross, and $252 million net.
context the model results. However, it is important to note

Recent market conditions in the U.S. property business
that the specific events used for this analysis do not

have supported growth in this line of business. Consequently,
necessarily represent the worst case loss that AIG could incur

gross modeled catastrophe losses have increased. Associated
from this type of an event in these regions. The losses

net exposure has been carefully monitored and controlled
associated with the RDSs are included in the table below.

through the strategic placement of reinsurance.
Single event modeled property and workers

ACTUAL RESULTS IN ANY PERIOD ARE LIKELY TO VARY,
compensation losses to AIG’s worldwide portfolio of risk for

PERHAPS MATERIALLY, FROM THE MODELED SCENARIOS,
key geographic areas are set forth below. Gross values

AND THE OCCURRENCE OF ONE OR MORE SEVERE EVENTS
represent AIG’s liability after the application of policy limits

COULD HAVE A MATERIAL ADVERSE EFFECT ON AIG’S
and deductibles, and net values represent losses after

CONSOLIDATED FINANCIAL CONDITION, RESULTS OF
reinsurance is applied.

OPERATIONS AND LIQUIDITY.
Net of

(in millions) Gross Reinsurance

Natural Peril:
San Francisco Earthquake $5,562 $3,012
Miami Hurricane $5,375 $2,651
Northeast Hurricane $4,755 $2,779
Los Angeles Earthquake $4,750 $2,614
Gulf Coast Hurricane $3,553 $1,797
Japanese Earthquake $ 843 $ 366
European Windstorm $ 239 $ 87
Japanese Typhoon $ 185 $ 149

(1) Lloyd’s Realistic Disaster Scenarios, Scenario Specifications, April 2006.
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ITEM  3. Quantitative  and  Qualitative  Disclosures  About  Market  Risk

Included in Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

ITEM  4. Controls  and  Procedures

In connection with the preparation of this Quarterly Report regarding required disclosures. Based on its evaluation, and
on Form 10-Q, an evaluation was carried out by AIG’s in light of the previously identified material weakness in
management, with the participation of AIG’s Chief Executive internal control over financial reporting, as of December 31,
Officer and Chief Financial Officer, of the effectiveness of 2006, relating to controls over income tax accounting
AIG’s disclosure controls and procedures (as defined in described in the 2006 Annual Report on Form 10-K, AIG’s
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Chief Executive Officer and Chief Financial Officer
Act of 1934 (Exchange Act)). Disclosure controls and concluded that, as of September 30, 2007, AIG’s disclosure
procedures are designed to ensure that information required controls and procedures were ineffective. In addition, there
to be disclosed in reports filed or submitted under the has been no change in AIG’s internal control over financial
Exchange Act is recorded, processed, summarized and reporting (as defined in Rule 13a-15(f) under the Exchange
reported within the time periods specified in SEC rules and Act) that occurred during the quarter ended September 30,
forms and that such information is accumulated and 2007 that has materially affected, or is reasonably likely to
communicated to management, including the Chief Executive materially affect, AIG’s internal control over financial
Officer and Chief Financial Officer, to allow timely decisions reporting.
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Part II – OTHER  INFORMATION

ITEM  2. Unregistered  Sales  of  Equity  Securities  and  Use  of  Proceeds

The table below provides information with respect to purchases of AIG Common stock during the three months ended
September 30, 2007.

Maximum Number
Total Number of of Shares that

Shares May Yet Be
Average Purchased as Purchased

Total Price Part of Publicly Under the Plans
Number of Paid per Announced Plans or Programs

Period Shares Purchased(1) Share or Programs at End of Month(2)

July 1 - 31 15,956,939 $68.50 15,956,939
August 1 - 31 9,464,750 67.10 9,464,750
September 1 - 30 5,190,195 64.09 5,190,195
Total 30,611,884 $67.32 30,611,884

(1) Reflects date of delivery. Does not include 42,867 shares delivered or attested to in satisfaction of the exercise price by holders of AIG employee stock options

exercised during the three months ended September 30, 2007.

(2) In February 2007, AIG’s Board of Directors increased AIG’s share repurchase program by authorizing the repurchase of shares with an aggregate purchase

price of $8 billion. A balance of $4.3 billion remained for purchases under the program as of September 30, 2007, although $1.28 billion of that amount has

been advanced by AIG to purchase shares under the program. The purchase program has no set expiration or termination date.

ITEM  6. Exhibits

See accompanying Exhibit Index.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

AMERICAN INTERNATIONAL GROUP, INC.
(Registrant)

/s / Steven J. Bensinger

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

/s / David L. Herzog

David L. Herzog
Senior Vice President and Comptroller

(Principal Accounting Officer)

Dated: November 7, 2007
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EXHIBIT INDEX
Exhibit
Number Description Location

11 Statement re computation of per share earnings Included in Note (3) of Notes to
Consolidated Financial Statements.

12 Statement re computation of ratios Filed herewith.
31 Rule 13a-14(a)/15d-14(a) Certifications Filed herewith.
32 Section 1350 Certifications Filed herewith.



Exhibit 12

American International Group, Inc.

Computation of Ratios of Earnings to Fixed Charges

Three Months Nine Months
Ended Ended

September 30, September 30,
(in millions, except ratios) 2007 2006 2007 2006

Income before income taxes, minority interest and cumulative effect of an accounting
change $ 4,879 $ 6,301 $17,379 $16,335

Less – Equity income of less than 50% owned persons 39 44 130 174
Add – Dividends from less than 50% owned persons 3 8 28 26

4,843 6,265 17,277 16,187

Add – Fixed charges 3,153 2,306 8,267 6,302
Less – Capitalized interest 8 14 28 43

Income before income taxes, minority interest, cumulative effect of an accounting change
and fixed charges $ 7,988 $ 8,557 $25,516 $22,446

Fixed charges:
Interest costs $ 3,093 $ 2,254 $ 8,086 $ 6,145
Rental expense* 60 52 181 157

Total fixed charges $ 3,153 $ 2,306 $ 8,267 $ 6,302

Ratio of earnings to fixed charges 2.53 3.71 3.09 3.56

Secondary Ratio

Interest credited to GIC and GIA policy and contract holders $(1,949) $(1,266) $ (4,796) $ (3,453)
Total fixed charges excluding interest credited to GIC and GIA policy and contract holders $ 1,204 $ 1,040 $ 3,471 $ 2,849

Secondary ratio of earnings to fixed charges 5.02 7.01 5.97 6.67

* The proportion deemed representative of the interest factor.

The secondary ratio is disclosed for the convenience of fixed calculation. GICs and GIAs are entered into by AIG’s
income investors and the rating agencies that serve them and insurance subsidiaries, principally Sun America Life
is more comparable to the ratios disclosed by all issuers of Insurance Company and AIG Financial Products Corp. and
fixed income securities. The secondary ratio removes interest its subsidiaries, respectively. The proceeds from GICs and
credited to guaranteed investment contract (GIC) GIAs are invested in a diversified portfolio of securities,
policyholders and guaranteed investment agreement (GIA) primarily investment grade bonds. The assets acquired yield
contractholders. Such interest expenses are also removed rates greater than the rates on the related policyholders
from income before income taxes, minority interest and obligation or agreement, with the intent of earning operating
cumulative effect of an accounting change used in this income from the spread.



Exhibit 31

CERTIFICATIONS

I, Martin J. Sullivan, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/s / Martin J. Sullivan

Martin J. Sullivan
President and Chief Executive Officer

Date: November 7, 2007



CERTIFICATIONS

I, Steven J. Bensinger, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/s / Steven J. Bensinger

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: November 7, 2007



Exhibit 32

CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended September 30, 2007, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I,
Martin J. Sullivan, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that to
my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / Martin J. Sullivan

Martin J. Sullivan
President and Chief Executive Officer

Date: November 7, 2007

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.



CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended September 30, 2007, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I,
Steven J. Bensinger, Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, that to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / Steven J. Bensinger

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: November 7, 2007

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.
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Part I

Item 1.
Business

Financial ServicesAmerican International Group, Inc. (AIG), a Delaware corporation, is
a holding company which, through its subsidiaries, is engaged in a

International Lease Finance Corporation (ILFC)broad range of insurance and insurance-related activities in the
AIG Financial Products Corp. and AIG Trading Group Inc. andUnited States and abroad. AIG’s primary activities include both
their respective subsidiaries (collectively, AIGFP)General Insurance and Life Insurance & Retirement Services
American General Finance, Inc. (AGF)operations. Other significant activities include Financial Services

and Asset Management. The principal business units in each of AIG Consumer Finance Group, Inc. (AIGCFG)
AIG’s operating segments are as follows*: Imperial A.I. Credit Companies (A.I. Credit)

Asset ManagementGeneral Insurance

American Home Assurance Company (American Home) AIG SunAmerica Asset Management Corp. (SAAMCo)
National Union Fire Insurance Company of Pittsburgh, Pa. AIG Global Asset Management Holdings Corp. and its subsidiar-
(National Union) ies and affiliated companies (collectively, AIG Investments)
New Hampshire Insurance Company (New Hampshire)

AIG Private Bank Ltd. (AIG Private Bank)
Lexington Insurance Company (Lexington)

AIG Global Real Estate Investment Corp. (AIG Global Real Estate)
The Hartford Steam Boiler Inspection and Insurance Com-
pany (HSB)
Transatlantic Reinsurance Company At December 31, 2007, AIG and its subsidiaries had
United Guaranty Residential Insurance Company approximately 116,000 employees.

American International Underwriters Overseas, Ltd. (AIUO) AIG’s Internet address for its corporate website is
AIU Insurance Company (AIUI) www.aigcorporate.com. AIG makes available free of charge, through

the Investor Information section of AIG’s corporate website, AnnualLife Insurance & Retirement Services
Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current
Reports on Form 8-K and Proxy Statements on Schedule 14A andDomestic:
amendments to those reports or statements filed or furnished
pursuant to Section 13(a), 14(a) or 15(d) of the SecuritiesAmerican General Life Insurance Company (AIG American
Exchange Act of 1934 (the Exchange Act) as soon as reasonablyGeneral)
practicable after such materials are electronically filed with, orAmerican General Life and Accident Insurance Company
furnished to, the Securities and Exchange Commission (SEC). AIG(AGLA)
also makes available on its corporate website copies of theThe United States Life Insurance Company in the City of New
charters for its Audit, Nominating and Corporate Governance andYork (USLIFE)
Compensation and Management Resources Committees, as well asThe Variable Annuity Life Insurance Company (VALIC)
its Corporate Governance Guidelines (which include Director Inde-AIG Annuity Insurance Company (AIG Annuity)
pendence Standards), Director, Executive Officer and Senior Finan-

AIG SunAmerica Life Assurance Company (AIG SunAmerica) cial Officer Code of Business Conduct and Ethics, Employee Code
Foreign: of Conduct and Related-Party Transactions Approval Policy. Except

for the documents specifically incorporated by reference into this
American Life Insurance Company (ALICO) Annual Report on Form 10-K, information contained on AIG’s

website or that can be accessed through its website is notAIG Star Life Insurance Co., Ltd. (AIG Star Life)
incorporated by reference into this Annual Report on Form 10-K.AIG Edison Life Insurance Company (AIG Edison Life)

American International Assurance Company, Limited, together Throughout this Annual Report on Form 10-K, AIG presents its
with American International Assurance Company (Bermuda) operations in the way it believes will be most meaningful, as well
Limited (AIA) as most transparent. Certain of the measurements used by AIG
American International Reinsurance Company Limited (AIRCO) management are ‘‘non-GAAP financial measures’’ under SEC rules
Nan Shan Life Insurance Company, Ltd. (Nan Shan) and regulations. Statutory underwriting profit (loss) and combined
The Philippine American Life and General Insurance Company ratios are determined in accordance with accounting principles
(Philamlife) prescribed by insurance regulatory authorities. For an explanation

of why AIG management considers these ‘‘non-GAAP measures’’
useful to investors, see Management’s Discussion and Analysis of
Financial Condition and Results of Operations.

*For information on AIG’s business segments, see Note 2 to
Consolidated Financial Statements.
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The following table presents the general development of the business of AIG on a consolidated basis, the contributions
made to AIG’s consolidated revenues and operating income and the assets held, in the periods indicated, by its
General Insurance, Life Insurance & Retirement Services, Financial Services and Asset Management operations and
Other operations. For additional information, see Item 6. Selected Financial Data, Management’s Discussion and
Analysis of Financial Condition and Results of Operations and Notes 1 and 2 to Consolidated Financial Statements.

Years Ended December 31,
(in millions) 2007 2006(a) 2005(a) 2004(a) 2003(a)

General Insurance operations:
Gross premiums written $ 58,798 $ 56,280 $ 52,725 $ 52,046 $ 46,938
Net premiums written 47,067 44,866 41,872 40,623 35,031
Net premiums earned 45,682 43,451 40,809 38,537 31,306
Net investment income(b) 6,132 5,696 4,031 3,196 2,566
Net realized capital gains (losses) (106) 59 334 228 (39)
Operating income(b)(c)(d) 10,526 10,412 2,315 3,177 4,502
Year-end identifiable assets 181,708 167,004 150,667 131,658 117,511

Statutory measures(e):
Statutory underwriting profit (loss)(c)(d) 4,073 4,408 (2,165) (564) 1,559
Loss ratio 65.6 64.6 81.1 78.8 73.1
Expense ratio 24.7 24.5 23.6 21.5 19.6

Combined ratio(d) 90.3 89.1 104.7 100.3 92.7

Life Insurance & Retirement Services operations:
Premiums and other considerations 33,627 30,766 29,501 28,167 23,568
Net investment income(b) 22,341 20,024 18,677 15,654 13,278
Net realized capital gains (losses)(f) (2,398) 88 (158) 45 362
Operating income(b)(f) 8,186 10,121 8,965 7,968 6,970
Year-end identifiable assets 615,386 550,957 489,331 457,071 380,126
Gross insurance in force at end of year 2,312,045 2,070,600 1,852,833 1,858,094 1,583,031

Financial Services operations:
Interest, lease and finance charges(g)(h) (1,209) 7,910 10,523 7,495 6,241
Net realized capital gains (losses) (100) (133) 154 (45) 123
Operating income (loss)(g)(h) (9,515) 383 4,424 2,131 1,302
Year-end identifiable assets 203,894 202,485 161,919 161,929 138,613

Asset Management operations:
Investment income from spread-based products

and management, advisory and incentive fees 6,625 4,668 4,500 4,179 3,379
Net realized capital gains (losses) (1,000) (125) 82 60 (754)
Operating income 1,164 1,538 1,963 1,947 521
Year-end identifiable assets 77,274 78,275 69,584 68,503 56,047

Other operations:
Net realized capital gains (losses) 12 217 (71) (244) (134)
All other(i) (1,430) (984) (2,383) (134) (1,254)

Consolidated:
Total revenues(j)(k) 110,064 113,387 108,781 97,823 79,601
Operating income(b)(j)(k) 8,943 21,687 15,213 14,845 11,907
Year-end total assets 1,060,505 979,410 853,048 801,007 675,602

(a) Certain reclassifications have been made to prior period amounts to conform to the current period presentation.

(b) In 2006, includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts (UCITS). The effect
was an increase of $490 million in both revenues and operating income for General Insurance and an increase of $240 million and $169 million in
revenues and operating income, respectively, for Life Insurance & Retirement Services.

(c) Includes current year catastrophe-related losses of $276 million, $2.89 billion and $1.05 billion in 2007, 2005 and 2004, respectively. There were no
significant catastrophe-related losses in 2006 or 2003.

(d) Operating income was reduced by fourth quarter charges of $1.8 billion and $850 million in 2005 and 2004, respectively, resulting from the annual
review of General Insurance loss and loss adjustment reserves. In 2006, 2005 and 2004, changes in estimates for asbestos and environmental
reserves were $198 million, $873 million and $850 million, respectively.

(e) Calculated on the basis under which the U.S.-domiciled general insurance companies are required to report such measurements to regulatory
authorities.

4 AIG 2007 Form 10-K



American International Group, Inc. and Subsidiaries

(f) In 2007, 2006, 2005, 2004 and 2003, includes other-than-temporary impairment charges of $2.8 billion, $641 million, $425 million, $441 million
and $1.2 billion. See Management’s Discussion and Analysis of Financial Condition and Results of Operations — Invested Assets — Other-than-
temporary impairments.

(g) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under Statement of Financial Accounting Standards
(FAS) No. 133, ‘‘Accounting for Derivative Instruments and Hedging Activities’’ (FAS 133), including the related foreign exchange gains and losses. In
2007, 2006, 2005, 2004 and 2003, respectively, the effect was $211 million, $(1.82) billion, $2.01 billion, $(122) million and $(1.01) billion in both
revenues and operating income for Capital Markets. These amounts result primarily from interest rate and foreign currency derivatives that are effective
economic hedges of investments and borrowings. These gains (losses) in 2007 include a $380 million out of period charge to reverse net gains
recognized on transfers of available for sale securities among legal entities consolidated within AIGFP. In 2006, includes an out of period charge of
$223 million related to the remediation of the material weakness in internal control over the accounting for certain derivative transactions under
FAS 133. In the first quarter of 2007, AIGFP began applying hedge accounting for certain of its interest rate swaps and foreign currency forward
contracts hedging its investments and borrowings.

(h) In 2007, both revenues and operating income (loss) include an unrealized market valuation loss of $11.5 billion on AIGFP super senior credit default
swap portfolio and an other-than-temporary impairment charge of $643 million on AIGFP’s available for sale investment securities. See Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Invested Assets — Other-than-temporary impairments.

(i) In 2005, includes $1.6 billion of regulatory settlement costs as described under Item 3. Legal Proceedings.

(j) In 2007, 2006, 2005, 2004 and 2003, includes other-than-temporary impairment charges of $4.7 billion, $944 million, $598 million, $684 million and
$1.5 billion. Also includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related
foreign exchange gains and losses. In 2007, 2006, 2005, 2004 and 2003, respectively, the effect was $(1.44) billion, $(1.87) billion, $2.02 billion,
$385 million and $(1.50) billion in revenues and $(1.44) billion, $(1.87) billion, $2.02 billion, $671 million and $(1.22) billion in operating income.
These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of investments and borrowings.

(k) Represents income before income taxes, minority interest and cumulative effect of accounting changes.
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multinational clients and foreign corporations doing business inGeneral Insurance Operations
the U.S.

AIG’s General Insurance subsidiaries write substantially all lines of
commercial property and casualty insurance and various personal Reinsurance
lines both domestically and abroad. Domestic General Insurance

The subsidiaries of Transatlantic Holdings, Inc. (Transatlantic) offeroperations are comprised of the Domestic Brokerage Group
reinsurance on both a treaty and facultative basis to insurers in the(DBG), Reinsurance, Personal Lines and Mortgage Guaranty.
United States and abroad. Transatlantic structures programs for a fullAIG is diversified both in terms of classes of business and
range of property and casualty products with an emphasis ongeographic locations. In General Insurance, workers compensation
specialty risk. Transatlantic is a public company owned 59.0 percentbusiness is the largest class of business written and represented
by AIG and therefore is included in AIG’s consolidated financialapproximately 15 percent of net premiums written for the year ended
statements.December 31, 2007. During 2007, 10 percent and 7 percent of the

direct General Insurance premiums written (gross premiums less
Personal Linesreturn premiums and cancellations, excluding reinsurance assumed

and before deducting reinsurance ceded) were written in California
AIG’s Personal Lines operations provide automobile insurance

and New York, respectively. No other state or foreign country
through aigdirect.com, the newly formed operation resulting from

accounted for more than five percent of such premiums.
the 2007 combination of AIG Direct and 21st Century Insurance

The majority of AIG’s General Insurance business is in the
Group (21st Century) operations, and the Agency Auto Division, as

casualty classes, which tend to involve longer periods of time for
well as a broad range of coverages for high net worth individuals

the reporting and settling of claims. This may increase the risk
through the AIG Private Client Group.

and uncertainty with respect to AIG’s loss reserve development.

Mortgage GuarantyDBG
The main business of the subsidiaries of United Guaranty

AIG’s primary Domestic General Insurance division is DBG. DBG’s
Corporation (UGC) is the issuance of residential mortgage guar-

business in the United States and Canada is conducted through
anty insurance, both domestically and internationally, that covers

American Home, National Union, Lexington, HSB and certain other
the first loss for credit defaults on high loan-to-value conventional

General Insurance company subsidiaries of AIG. During 2007,
first-lien mortgages for the purchase or refinance of one to four

DBG accounted for 51 percent of AIG’s General Insurance net
family residences. UGC subsidiaries also write second-lien and

premiums written.
private student loan guaranty insurance.

DBG writes substantially all classes of business insurance,
accepting such business mainly from insurance brokers. This Foreign General Insurance
provides DBG the opportunity to select specialized markets and
retain underwriting control. Any licensed broker is able to submit AIG’s Foreign General Insurance group accepts risks primarily
business to DBG without the traditional agent-company contractual underwritten through American International Underwriters (AIU), a
relationship, but such broker usually has no authority to commit marketing unit consisting of wholly owned agencies and insurance
DBG to accept a risk. companies. The Foreign General Insurance group also includes

In addition to writing substantially all classes of business business written by AIG’s foreign-based insurance subsidiaries. The
insurance, including large commercial or industrial property insur- Foreign General Insurance group uses various marketing methods
ance, excess liability, inland marine, environmental, workers and multiple distribution channels to write both commercial and
compensation and excess and umbrella coverages, DBG offers consumer lines insurance with certain refinements for local laws,
many specialized forms of insurance such as aviation, accident customs and needs. AIU operates in Asia, the Pacific Rim, Europe,
and health, equipment breakdown, directors and officers liability the U.K., Africa, the Middle East and Latin America. During 2007,
(D&O), difference-in-conditions, kidnap-ransom, export credit and the Foreign General Insurance group accounted for 28 percent of
political risk, and various types of professional errors and AIG’s General Insurance net premiums written.
omissions coverages. Also included in DBG are the operations of
AIG Risk Management, which provides insurance and risk manage- Discussion and Analysis of Consolidated Net
ment programs for large corporate customers and is a leading Losses and Loss Expense Reserve Development
provider of customized structured insurance products, and AIG

The reserve for net losses and loss expenses represents the
Environmental, which focuses specifically on providing specialty

accumulation of estimates for reported losses (case basis
products to clients with environmental exposures. Lexington writes

reserves) and provisions for losses incurred but not reported
surplus lines for risks on which conventional insurance companies

(IBNR), both reduced by applicable reinsurance recoverable and
do not readily provide insurance coverage, either because of

the discount for future investment income, where permitted. Net
complexity or because the coverage does not lend itself to

losses and loss expenses are charged to income as incurred.
conventional contracts. The AIG Worldsource Division introduces

Loss reserves established with respect to foreign business are
and coordinates AIG’s products and services to U.S.-based

set and monitored in terms of the currency in which payment is
expected to be made. Therefore, no assumption is included for
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changes in currency rates. See also Note 1(ff) to Consolidated $41.21 billion at December 31, 2007. This increase from the
Financial Statements. original estimate would generally result from a combination of a

Management reviews the adequacy of established loss number of factors, including reserves being settled for larger
reserves utilizing a number of analytical reserve development amounts than originally estimated. The original estimates will also
techniques. Through the use of these techniques, management is be increased or decreased as more information becomes known
able to monitor the adequacy of AIG’s established reserves and about the individual claims and overall claim frequency and
determine appropriate assumptions for inflation. Also, analysis of severity patterns. The redundancy (deficiency) depicted in the
emerging specific development patterns, such as case reserve table, for any particular calendar year, presents the aggregate
redundancies or deficiencies and IBNR emergence, allows man- change in estimates over the period of years subsequent to the
agement to determine any required adjustments. calendar year reflected at the top of the respective column

The ‘‘Analysis of Consolidated Losses and Loss Expense heading. For example, the redundancy of $672 million at Decem-
Reserve Development’’ table presents the development of net ber 31, 2007 related to December 31, 2006 net losses and loss
losses and loss expense reserves for calendar years 1997 expense reserves of $62.72 billion represents the cumulative
through 2007. Immediately following this table is a second table amount by which reserves in 2006 and prior years have
that presents all data on a basis that excludes asbestos and developed favorably during 2007.
environmental net losses and loss expense reserve development. The bottom of each table below presents the remaining
The opening reserves held are shown at the top of the table for undiscounted and discounted net loss reserve for each year. For
each year end date. The amount of loss reserve discount included example, in the table that excludes asbestos and environmental
in the opening reserve at each date is shown immediately below losses, for the 2002 year end, the remaining undiscounted
the reserves held for each year. The undiscounted reserve at reserves held as of December 31, 2007 are $13.57 billion, with
each date is thus the sum of the discount and the reserve held. a corresponding discounted net reserve of $12.57 billion.

The upper half of the table presents the cumulative amounts The reserves for net losses and loss expenses with respect to
paid during successive years related to the undiscounted opening Transatlantic and 21st Century are included only in consolidated
loss reserves. For example, in the table that excludes asbestos net losses and loss expenses commencing with the year ended
and environmental losses, with respect to the net losses and loss December 31, 1998, the year they were first consolidated in AIG’s
expense reserve of $24.83 billion as of December 31, 2000, by financial statements. Reserve development for these operations is
the end of 2007 (seven years later) $33.05 billion had actually included only for 1998 and subsequent periods. Thus, the
been paid in settlement of these net loss reserves. In addition, presentation for 1997 and prior year ends is not fully comparable
as reflected in the lower section of the table, the original to that for 1998 and subsequent years in the tables below.
undiscounted reserve of $26.12 billion was reestimated to be
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Analysis of Consolidated Losses and Loss Expense Reserve Development

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

(in millions) 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Net Reserves Held $ 20,901 $ 25,418 $ 25,636 $ 25,684 $ 26,005 $ 29,347 $ 36,228 $ 47,254 $ 57,476 $62,630 $69,288
Discount (in Reserves Held) 619 897 1,075 1,287 1,423 1,499 1,516 1,553 2,110 2,264 2,429
Net Reserves Held (Undiscounted) 21,520 26,315 26,711 26,971 27,428 30,846 37,744 48,807 59,586 64,894 71,717
Paid (Cumulative) as of:

One year later 5,607 7,205 8,266 9,709 11,007 10,775 12,163 14,910 15,326 14,862
Two years later 9,754 12,382 14,640 17,149 18,091 18,589 21,773 24,377 25,152
Three years later 12,939 16,599 19,901 21,930 23,881 25,513 28,763 31,296
Four years later 15,484 20,263 23,074 26,090 28,717 30,757 33,825
Five years later 17,637 22,303 25,829 29,473 32,685 34,627
Six years later 18,806 24,114 28,165 32,421 35,656
Seven years later 19,919 25,770 30,336 34,660
Eight years later 21,089 27,309 31,956
Nine years later 22,177 28,626
Ten years later 23,096

(in millions) 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Net Reserves Held (undiscounted) $ 21,520 $ 26,315 $ 26,711 $ 26,971 $ 27,428 $ 30,846 $ 37,744 $ 48,807 $ 59,586 $64,894 $71,717
Undiscounted Liability as of:

One year later 21,563 25,897 26,358 26,979 31,112 32,913 40,931 53,486 59,533 64,238
Two years later 21,500 25,638 27,023 30,696 33,363 37,583 49,463 55,009 60,126
Three years later 21,264 26,169 29,994 32,732 37,964 46,179 51,497 56,047
Four years later 21,485 28,021 31,192 36,210 45,203 48,427 52,964
Five years later 22,405 28,607 33,910 41,699 47,078 49,855
Six years later 22,720 30,632 38,087 43,543 48,273
Seven years later 24,209 33,861 39,597 44,475
Eight years later 26,747 34,986 40,217
Nine years later 27,765 35,556
Ten years later 28,104

Net Redundancy/(Deficiency) (6,584) (9,241) (13,506) (17,504) (20,845) (19,009) (15,220) (7,240) (540) 656
Remaining Reserves (Undiscounted) 5,008 6,930 8,261 9,815 12,617 15,228 19,139 24,751 34,974 49,376
Remaining Discount 418 499 591 705 851 1,005 1,155 1,319 1,563 1,937
Remaining Reserves 4,590 6,431 7,670 9,110 11,766 14,223 17,984 23,432 33,411 47,439

The following table presents the gross liability (before discount), reinsurance recoverable and net liability recorded at
each year end and the reestimation of these amounts as of December 31, 2007:

(in millions) 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Gross Liability, End of Year $ 32,049 $ 36,973 $ 37,278 $ 39,222 $ 42,629 $ 48,173 $ 53,387 $ 63,431 $ 79,279 $82,263 $87,929
Reinsurance Recoverable, End of Year 10,529 10,658 10,567 12,251 15,201 17,327 15,643 14,624 19,693 17,369 16,212
Net Liability, End of Year 21,520 26,315 26,711 26,971 27,428 30,846 37,744 48,807 59,586 64,894 71,717
Reestimated Gross Liability 44,844 54,284 60,212 66,308 70,680 72,234 72,944 74,434 80,941 81,695
Reestimated Reinsurance Recoverable 16,740 18,729 19,995 21,833 22,407 22,379 19,980 18,386 20,816 17,457
Reestimated Net Liability 28,104 35,555 40,217 44,475 48,273 49,855 52,964 56,048 60,125 64,238
Cumulative Gross

Redundancy/(Deficiency) (12,795) (17,311) (22,934) (27,086) (28,051) (24,061) (19,557) (11,003) (1,662) 568
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Analysis of Consolidated Losses and Loss Expense Reserve Development Excluding Asbestos and
Environmental Losses and Loss Expense Reserve Development
The following table presents for each calendar year the losses and loss expense reserves and the development thereof
excluding those with respect to asbestos and environmental claims. See also Management’s Discussion and Analysis
of Financial Condition and Results of Operations — Operating Review — General Insurance Operations — Reserve for
Losses and Loss Expenses.

(in millions) 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Net Reserves Held $20,113 $ 24,554 $ 24,745 $ 24,829 $ 25,286 $ 28,650 $ 35,559 $45,742 $55,227 $60,451 $67,597
Discount (in Reserves Held) 619 897 1,075 1,287 1,423 1,499 1,516 1,553 2,110 2,264 2,429
Net Reserves Held (Undiscounted) 20,732 25,451 25,820 26,116 26,709 30,149 37,075 47,295 57,336 62,715 70,026
Paid (Cumulative) as of:

One year later 5,467 7,084 8,195 9,515 10,861 10,632 11,999 14,718 15,047 14,356
Two years later 9,500 12,190 14,376 16,808 17,801 18,283 21,419 23,906 24,367
Three years later 12,618 16,214 19,490 21,447 23,430 25,021 28,129 30,320
Four years later 14,972 19,732 22,521 25,445 28,080 29,987 32,686
Five years later 16,983 21,630 25,116 28,643 31,771 33,353
Six years later 18,014 23,282 27,266 31,315 34,238
Seven years later 18,972 24,753 29,162 33,051
Eight years later 19,960 26,017 30,279
Nine years later 20,779 26,832
Ten years later 21,202

(in millions) 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Net Reserves Held (undiscounted) $20,732 $ 25,451 $ 25,820 $ 26,116 $ 26,709 $ 30,149 $ 37,075 $47,295 $57,336 $62,715 $70,026
Undiscounted Liability as of:

One year later 20,576 24,890 25,437 26,071 30,274 32,129 39,261 51,048 57,077 62,043
Two years later 20,385 24,602 26,053 29,670 32,438 35,803 46,865 52,364 57,653
Three years later 20,120 25,084 28,902 31,619 36,043 43,467 48,691 53,385
Four years later 20,301 26,813 30,014 34,102 42,348 45,510 50,140
Five years later 21,104 27,314 31,738 38,655 44,018 46,925
Six years later 21,336 28,345 34,978 40,294 45,201
Seven years later 21,836 30,636 36,283 41,213
Eight years later 23,441 31,556 36,889
Nine years later 24,261 32,113
Ten years later 24,588

Net Redundancy/(Deficiency) (3,856) (6,662) (11,069) (15,097) (18,492) (16,776) (13,065) (6,090) (317) 672
Remaining Reserves (undiscounted) 3,386 5,281 6,610 8,162 10,963 13,572 17,454 23,065 33,286 47,687
Remaining Discount 418 499 591 705 851 1,005 1,155 1,319 1,563 1,937
Remaining Reserves 2,968 4,782 6,019 7,457 10,112 12,567 16,299 21,746 31,723 45,750

The following table presents the gross liability (before discount), reinsurance recoverable and net liability recorded at
each year end and the reestimation of these amounts as of December 31, 2007:

(in millions) 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Gross Liability, End of Year $29,740 $ 34,474 $ 34,666 $ 36,777 $ 40,400 $ 46,036 $ 51,363 $59,790 $73,808 $77,111 $83,551
Reinsurance Recoverable, End of Year 9,008 9,023 8,846 10,661 13,691 15,887 14,288 12,495 16,472 14,396 13,525
Net Liability, End of Year 20,732 25,451 25,820 26,116 26,709 30,149 37,075 47,295 57,336 62,715 70,026
Reestimated Gross Liability 35,712 45,467 51,801 58,420 63,320 65,217 66,320 68,100 75,028 76,439
Reestimated Reinsurance Recoverable 11,124 13,354 14,912 17,207 18,119 18,292 16,180 14,715 17,375 14,396
Reestimated Net Liability 24,588 32,113 36,889 41,213 45,201 46,925 50,140 53,385 57,653 62,043
Cumulative Gross

Redundancy/(Deficiency) (5,972) (10,993) (17,135) (21,643) (22,920) (19,181) (14,957) (8,310) (1,220) 672
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The reserve for losses and loss expenses as reported in AIG’s countries comprised 79 percent of Life Insurance & Retirement
consolidated balance sheet at December 31, 2007 differs from Services Premiums and other considerations and 76 percent of
the total reserve reported in the Annual Statements filed with Life Insurance & Retirement Services operating income in 2007.
state insurance departments and, where appropriate, with foreign The Foreign Life Insurance & Retirement Services companies
regulatory authorities. The differences at December 31, 2007 have over 285,000 full and part-time agents, as well as
relate primarily to reserves for certain foreign operations not independent producers, and sell their products largely to indige-
required to be reported in the United States for statutory nous persons in local and foreign currencies. In addition to the
reporting purposes. Further, statutory practices in the United agency outlets, these companies also distribute their products
States require reserves to be shown net of applicable reinsurance through direct marketing channels, such as mass marketing, and
recoverable. through brokers and other distribution outlets, such as financial

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

AIG’s principal Domestic Life Insurance & Retirement Services
For further discussion regarding net reserves for losses and

operations include AGLA, AIG American General, AIG Annuity,
loss expenses, see Management’s Discussion and Analysis of

USLIFE, VALIC and AIG SunAmerica. These companies utilize
Financial Condition and Results of Operations — Operating Re-

multiple distribution channels including independent producers,
view — General Insurance Operations — Reserve for Losses and

brokerage, career agents and financial institutions to offer life
Loss Expenses.

insurance, annuity and accident and health products and services,
as well as financial and other investment products. The DomesticLife Insurance & Retirement Services
Life Insurance & Retirement Services operations comprisedOperations
21 percent of total Life Insurance & Retirement Services Premi-

AIG’s Life Insurance & Retirement Services operations provide ums and other considerations and 24 percent of Life Insurance &
insurance, financial and investment-oriented products throughout Retirement Services operating income in 2007.
the world. Insurance-oriented products consist of individual and
group life, payout annuities (including structured settlements), Reinsurance
endowment and accident and health policies. Retirement savings

AIG’s General Insurance subsidiaries worldwide operate primarily
products consist generally of fixed and variable annuities.

by underwriting and accepting risks for their direct account and
securing reinsurance on that portion of the risk in excess of theForeign Life Insurance & Retirement Services
limit which they wish to retain. This operating policy differs from

In its Foreign Life Insurance & Retirement Services businesses, that of many insurance companies that will underwrite only up to
AIG operates principally through ALICO, AIG Star Life, AIG Edison their net retention limit, thereby requiring the broker or agent to
Life, AIA, Nan Shan and Philamlife. ALICO is incorporated in secure commitments from other underwriters for the remainder of
Delaware and all of its business is written outside of the United the gross risk amount.
States. ALICO has operations either directly or through subsidiar- Various AIG profit centers, including DBG, AIU and AIG Risk
ies in Europe, including the U.K., Latin America, the Caribbean, Finance, as well as certain Life Insurance subsidiaries, use AIRCO
the Middle East, South Asia and the Far East, with Japan being as a reinsurer for certain of their businesses. In Bermuda, AIRCO
the largest territory. ALICO also conducts life insurance business discounts reserves attributable to certain classes of business
through a joint venture in Brazil. AIA operates primarily in China assumed from other AIG subsidiaries.
(including Hong Kong), Singapore, Malaysia, Thailand, Korea, For a further discussion of reinsurance, see Item 1A. Risk
Australia, New Zealand, Vietnam, Indonesia and India. The Factors — Reinsurance; Management’s Discussion and Analysis of
operations in India are conducted through a joint venture, Tata AIG Financial Condition and Results of Operations — Risk Manage-
Life Insurance Company Limited. Nan Shan operates in Taiwan. ment — Reinsurance; and Note 5 to Consolidated Financial
Philamlife is the largest life insurer in the Philippines. AIG Star Statements.
Life and AIG Edison Life operate in Japan. Operations in foreign
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Insurance Investment Operations
A significant portion of AIG’s General Insurance and Life Insurance & Retirement Services revenues are derived from AIG’s insurance
investment operations.

The following table summarizes the investment results of the insurance operations:

Annual Average Cash and Invested Assets

Cash Return on
(including Average Cash Return on

Years Ended December 31, short-term Invested and Invested Average Invested
(in millions) investments)(a) Assets(a) Total Assets(b) Assets(c)

General Insurance:
2007 $ 5,874 $117,050 $122,924 5.0% 5.2%
2006 3,201 102,231 105,432 5.4 5.6
2005 2,450 86,211 88,661 4.5 4.7
2004 2,012 73,338 75,350 4.2 4.4
2003 1,818 59,855 61,673 4.2 4.3

Life Insurance & Retirement Services:
2007 $25,926 $423,473 $449,669 5.0% 5.3%
2006 13,698 392,348 406,046 4.9 5.1
2005 11,137 356,839 367,976 5.1 5.2
2004 7,737 309,627 317,364 4.9 5.1
2003 4,680 247,608 252,288 5.3 5.4

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

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

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

AIG’s worldwide insurance investment policy places primary Capital Markets
emphasis on investments in government and other high quality,

Capital Markets represents the operations of AIGFP, whichfixed income securities in all of its portfolios and, to a lesser
engages as principal in a wide variety of financial transactions,extent, investments in high yield bonds, common stocks, real
including standard and customized financial products involvingestate, hedge funds and partnerships, in order to enhance returns
commodities, credit, currencies, energy, equities and rates. Theon policyholders’ funds and generate net investment income. The
credit products include credit protection written through creditability to implement this policy is somewhat limited in certain
default swaps on super senior risk tranches of diversified pools ofterritories as there may be a lack of adequate long-term
loans and debt securities. AIGFP also invests in a diversifiedinvestments or investment restrictions may be imposed by the
portfolio of securities and principal investments and engages inlocal regulatory authorities.
borrowing activities that include issuing standard and structured
notes and other securities and entering into guaranteed invest-Financial Services Operations
ment agreements (GIAs).

AIG’s Financial Services subsidiaries engage in diversified activi-
ties including aircraft and equipment leasing, capital markets, Consumer Finance
consumer finance and insurance premium finance. Together, the

Consumer Finance operations include AGF as well as AIGCFG. AGFAircraft Leasing, Capital Markets and Consumer Finance opera-
provides a wide variety of consumer finance products, includingtions generate the majority of the revenues produced by the
real estate and non-real estate loans, retail sales finance andFinancial Services operations. A.I. Credit also contributes to
credit-related insurance to customers in the United States, theFinancial Services income principally by providing insurance
U.K., Puerto Rico and the U.S. Virgin Islands. AGF’s financepremium financing for both AIG’s policyholders and those of other
receivables are primarily sourced through its branches, althoughinsurers.
many of AGF’s real estate loans are sourced through its
centralized real estate operations, which include AGF’s mortgageAircraft Leasing
banking activities. AIGCFG, through its subsidiaries, is engaged in

Aircraft Leasing operations represent the operations of ILFC, which developing a multi-product consumer finance business with an
generates its revenues primarily from leasing new and used emphasis on emerging and developing markets.
commercial jet aircraft to foreign and domestic airlines. Revenues
also result from the remarketing of commercial jets for ILFC’s own Asset Management Operations
account, and remarketing and fleet management services for

AIG’s Asset Management operations comprise a wide variety ofairlines and financial institutions. See also Note 2 to Consolidated
investment-related services and investment products. These ser-Financial Statements.
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vices and products are offered to individuals, pension funds and recovering its investment upon transfer or divestment. In the event
institutions globally through AIG’s Spread-Based Investment busi- that AIG is unable to transfer or otherwise divest its interest in
ness, Institutional Asset Management, and Brokerage Services the warehoused investment to third parties, AIG could be required
and Mutual Funds business. Also included in Asset Management to hold these investments indefinitely. In certain instances, the
operations are the results of certain SunAmerica sponsored consolidated warehoused investments are not wholly owned by
partnership investments. AIG. In such cases, AIG shares the risk associated with warehous-

ing the asset with the minority interest investors.
Spread-Based Investment Business

Brokerage Services and Mutual Funds
AIG’s Spread-Based Investment business includes the results of
AIG’s proprietary spread-based investment operations, the AIG’s Brokerage Services and Mutual Funds business, conducted
Matched Investment Program (MIP), which was launched in through AIG Advisor Group, Inc. and AIG SunAmerica Asset
September of 2005 to replace the Guaranteed Investment Management Corp., provides broker-dealer related services and
Contract (GIC) program, which is in runoff. The MIP is an mutual funds to retail investors, group trusts and corporate
investment strategy that involves investing in various asset accounts through an independent network of financial advisors.
classes with financing provided through third parties. This busi- AIG Advisor Group, Inc., a subsidiary of AIG Retirement Services,
ness uses various risk mitigating strategies designed to hedge Inc., is comprised of several broker-dealer entities that provide
interest rate and currency risk associated with underlying invest- these services to clients primarily in the U.S. marketplace. AIG
ments and related liabilities. SunAmerica Asset Management Corp. manages, advises and/or

administers retail mutual funds, as well as the underlying assets
of variable annuities sold by AIG SunAmerica and VALIC toInstitutional Asset Management
individuals and groups throughout the United States.

AIG’s Institutional Asset Management business, conducted
through AIG Investments, provides an array of investment prod- Other Asset Management
ucts and services globally to institutional investors, pension
funds, AIG subsidiaries and high net worth investors. These Included in Other Asset Management is income or loss from
products include traditional equity and fixed income investments, certain AIG SunAmerica sponsored partnerships and partnership
and a wide range of alternative asset classes. These services investments. Partnership assets consist of investments in a
include investment advisory and subadvisory services, investment diversified portfolio of private equity funds, affordable housing
monitoring and investment transaction structuring. Within the fixed partnerships and hedge fund investments.
income and equity asset classes, AIG Investments offers various
forms of structured investments aimed at achieving superior Other Operations
returns or capital preservation. Within the alternative asset class,

Certain AIG subsidiaries provide insurance-related services such
AIG Investments offers hedge and private equity fund-of-funds,

as adjusting claims and marketing specialized products. Several
direct investments and distressed debt investments.

wholly owned foreign subsidiaries of AIG operating in countries or
AIG Global Real Estate provides a wide range of real estate

jurisdictions such as Ireland, Bermuda, Barbados and Gibraltar
investment and management services for AIG subsidiaries, as well

provide insurance and related administrative and back office
as for third-party institutional investors, high net worth investors

services to affiliated and unaffiliated insurance and reinsurance
and pension funds. Through a strategic network of local real

companies, including captive insurance companies unaffiliated
estate ventures, AIG Global Real Estate actively invests in and

with AIG.
develops office, industrial, multi-family residential, retail, hotel and

AIG has several other subsidiaries that engage in various
resort properties globally.

businesses. Mt. Mansfield Company, Inc. owns and operates the ski
AIG Private Bank offers banking, trading and investment

slopes, lifts, a school and an inn located in Stowe, Vermont. Also
management services to private clients and institutions globally.

reported in AIG’s Other operations are interest expense, expenses of
From time to time, AIG Investments acquires alternative

corporate staff not attributable to specific business segments,
investments, primarily consisting of direct controlling equity inter-

expenses related to efforts to improve internal controls, corporate
ests in private enterprises, with the intention of ‘‘warehousing’’

initiatives, certain compensation plan expenses and the settlement
such investments until the investment or economic benefit thereof

costs more fully described in Item 3. Legal Proceedings and
is transferred to a fund or other AIG-managed investment product.

Note 12(a) to Consolidated Financial Statements.
During the warehousing period, AIG bears the cost and risks
associated with carrying these investments and consolidates

Additional Investmentsthem on its balance sheet and records the operating results until
the investments are transferred, sold or otherwise divested. AIG’s significant investments in partially owned companies (which
Changes in market conditions may negatively affect the fair value are accounted for under the equity method) include a 25.4 per-
of these warehoused investments. Market conditions may impede cent interest in The Fuji Fire and Marine Insurance Co., Ltd., a
AIG from launching new investment products for which these general insurance company in Japan, a 26.0 percent interest in
warehoused assets are being held, which could result in AIG not Tata AIG Life Insurance Company, Ltd. and a 26.0 percent interest
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in Tata AIG General Insurance Company, Ltd. in India. Substan- the financial activities permitted for financial holding companies under
tially all of AIG’s equity interest in Allied World Assurance the law or for multiple savings and loan holding companies. The
Holdings, Ltd. was sold by AIG in December 2007. For a GLBA, however, grandfathered the unrestricted authority for activities
discussion of AIG’s investments in partially owned companies, with respect to a unitary savings and loan holding company existing
see Note 1(s) to Consolidated Financial Statements. prior to May 4, 1999, so long as its savings association subsidiary

continues to be a qualified thrift lender under the HOLA. As a unitary
savings and loan holding company whose application was pending asLocations of Certain Assets
of May 4, 1999, AIG is grandfathered under the GLBA and generally

As of December 31, 2007, approximately 37 percent of the
is not restricted under existing laws as to the types of business

consolidated assets of AIG were located in foreign countries (other
activities in which it may engage, provided that AIG Federal Savings

than Canada), including $4.4 billion of cash and securities on
Bank continues to be a qualified thrift lender under the HOLA.

deposit with foreign regulatory authorities. Foreign operations and
Certain states require registration and periodic reporting by

assets held abroad may be adversely affected by political
insurance companies that are licensed in such states and are

developments in foreign countries, including tax changes, national-
controlled by other corporations. Applicable legislation typically

ization and changes in regulatory policy, as well as by conse-
requires periodic disclosure concerning the corporation that

quence of hostilities and unrest. The risks of such occurrences
controls the registered insurer and the other companies in the

and their overall effect upon AIG vary from country to country and
holding company system and prior approval of intercorporate

cannot easily be predicted. If expropriation or nationalization does
services and transfers of assets (including in some instances

occur, AIG’s policy is to take all appropriate measures to seek
payment of dividends by the insurance subsidiary) within the

recovery of such assets. Certain of the countries in which AIG’s
holding company system. AIG’s subsidiaries are registered under

business is conducted have currency restrictions which generally
such legislation in those states that have such requirements.

cause a delay in a company’s ability to repatriate assets and
AIG’s insurance subsidiaries, in common with other insurers, are

profits. See also Notes 1 and 2 to Consolidated Financial
subject to regulation and supervision by the states and by other

Statements and Item 1A. Risk Factors — Foreign Operations.
jurisdictions in which they do business. Within the United States, the
method of such regulation varies but generally has its source in

Regulation statutes that delegate regulatory and supervisory powers to an
insurance official. The regulation and supervision relate primarily toAIG’s operations around the world are subject to regulation by
approval of policy forms and rates, the standards of solvency thatmany different types of regulatory authorities, including insurance,
must be met and maintained, including risk-based capital, thesecurities, investment advisory, banking and thrift regulators in
licensing of insurers and their agents, the nature of and limitationsthe United States and abroad. The regulatory environment can
on investments, restrictions on the size of risks that may be insuredhave a significant effect on AIG and its business. AIG’s operations
under a single policy, deposits of securities for the benefit ofhave become more diverse and consumer-oriented, increasing the
policyholders, requirements for acceptability of reinsurers, periodicscope of regulatory supervision and the possibility of intervention.
examinations of the affairs of insurance companies, the form andAlthough AIG cannot predict the scope or effect of such regulation
content of reports of financial condition required to be filed, andon its business, AIG expects further regulation of its domestic
reserves for unearned premiums, losses and other purposes. Inconsumer finance operations as a result of the current disruption
general, such regulation is for the protection of policyholders ratherof the U.S. residential mortgage market. In addition, the investiga-
than the equity owners of these companies.tions into financial accounting practices that led to two restate-

AIG has taken various steps to enhance the capital positionsments of AIG’s consolidated financial statements have heightened
of the Domestic General Insurance companies. AIG entered intoregulatory scrutiny of AIG worldwide.
capital maintenance agreements with the Domestic GeneralIn 1999, AIG became a unitary thrift holding company within
Insurance companies that set forth procedures through which AIGthe meaning of the Home Owners’ Loan Act (HOLA) when the
will provide ongoing capital support. Also, in order to allow theOffice of Thrift Supervision (OTS) granted AIG approval to organize
Domestic General Insurance companies to record as an admittedAIG Federal Savings Bank. AIG is subject to OTS regulation,
asset at December 31, 2007 certain reinsurance ceded toexamination, supervision and reporting requirements. In addition,
non-U.S. reinsurers (which has the effect of increasing thethe OTS has enforcement authority over AIG and its subsidiaries.
statutory surplus of such Domestic General Insurance compa-Among other things, this permits the OTS to restrict or prohibit
nies), AIG obtained and entered into reimbursement agreementsactivities that are determined to be a serious risk to the financial
for approximately $1.8 billion of letters of credit issued by severalsafety, soundness or stability of AIG’s subsidiary savings associa-
commercial banks in favor of certain Domestic General Insurancetion, AIG Federal Savings Bank.
companies.Under prior law, a unitary savings and loan holding company, such

In the U.S., Risk-Based Capital (RBC) is designed to measureas AIG, was not restricted as to the types of business in which it
the adequacy of an insurer’s statutory surplus in relation to thecould engage, provided that its savings association subsidiary
risks inherent in its business. Thus, inadequately capitalizedcontinued to be a qualified thrift lender. The Gramm-Leach-Bliley Act
general and life insurance companies may be identified. Theof 1999 (GLBA) provides that no company may acquire control of an
U.S. RBC formula develops a risk-adjusted target level of statutoryOTS regulated institution after May 4, 1999 unless it engages only in
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surplus by applying certain factors to various asset, premium and Competition
reserve items. Higher factors are applied to more risky items and

AIG’s Insurance, Financial Services and Asset Managementlower factors are applied to less risky items. Thus, the target level
businesses operate in highly competitive environments, bothof statutory surplus varies not only as a result of the insurer’s
domestically and overseas. Principal sources of competition aresize, but also based on the risk profile of the insurer’s operations.
insurance companies, banks, investment banks and other non-The RBC Model Law provides for four incremental levels of
bank financial institutions.regulatory attention for insurers whose surplus is below the

The insurance industry in particular is highly competitive.calculated RBC target. These levels of attention range in severity
Within the United States, AIG’s General Insurance subsidiariesfrom requiring the insurer to submit a plan for corrective action to
compete with approximately 3,400 other stock companies, spe-placing the insurer under regulatory control.
cialty insurance organizations, mutual companies and otherThe statutory surplus of each of AIG’s Domestic General
underwriting organizations. AIG’s subsidiaries offering Life Insur-Insurance and Life Insurance subsidiaries exceeded their RBC
ance & Retirement Services compete in the United States withtarget levels as of December 31, 2007.
approximately 2,100 life insurance companies and other partici-To the extent that any of AIG’s insurance entities would fall
pants in related financial services fields. Overseas, AIG subsidiar-below prescribed levels of statutory surplus, it would be AIG’s
ies compete for business with foreign insurance operations of theintention to provide appropriate capital or other types of support
larger U.S. insurers, global insurance groups and local companiesto that entity.
in particular areas in which they are active.A substantial portion of AIG’s General Insurance business and

a majority of its Life Insurance business is carried on in foreign
Directors and Executive Officers of AIGcountries. The degree of regulation and supervision in foreign

jurisdictions varies. Generally, AIG, as well as the underwriting All directors of AIG are elected for one-year terms at the annual
companies operating in such jurisdictions, must satisfy local meeting of shareholders. All executive officers are elected to one-
regulatory requirements. Licenses issued by foreign authorities to year terms, but serve at the pleasure of the Board of Directors.
AIG subsidiaries are subject to modification or revocation by such Except as hereinafter noted, each of the executive officers has,
authorities, and these subsidiaries could be prevented from for more than five years, occupied an executive position with AIG
conducting business in certain of the jurisdictions where they or companies that are now its subsidiaries. Other than the
currently operate. In the past, AIG has been allowed to modify its employment contracts between AIG and Messrs. Sullivan and
operations to conform with new licensing requirements in most Bensinger, there are no other arrangements or understandings
jurisdictions. between any executive officer and any other person pursuant to

In addition to licensing requirements, AIG’s foreign operations which the executive officer was elected to such position. From
are also regulated in various jurisdictions with respect to currency, January 2000 until joining AIG in May 2004, Dr. Frenkel served as
policy language and terms, advertising, amount and type of Chairman of Merrill Lynch International, Inc. Prior to joining AIG in
security deposits, amount and type of reserves, amount and type September 2006, Ms. Kelly served as Executive Vice President
of capital to be held, amount and type of local investment and the and General Counsel of MCI/WorldCom. Previously, she was
share of profits to be returned to policyholders on participating Senior Vice President and General Counsel of Sears, Roebuck and
policies. Some foreign countries regulate rates on various types of Co. from 1999 to 2003. From June 2004 until joining AIG in May
policies. Certain countries have established reinsurance institu- 2007, Mr. Kaslow was a managing partner of QuanStar Group,
tions, wholly or partially owned by the local government, to which LLC (an advisory services firm), and, from January 2002 until May
admitted insurers are obligated to cede a portion of their 2004, Mr. Kaslow was Senior Executive Vice President of Human
business on terms that may not always allow foreign insurers, Resources for Vivendi Universal (an entertainment and telecommu-
including AIG subsidiaries, full compensation. In some countries, nications company).
regulations governing constitution of technical reserves and
remittance balances may hinder remittance of profits and repatria-
tion of assets.

See Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Capital Resources and
Liquidity — Regulation and Supervision and Note 15 to Consoli-
dated Financial Statements.
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Set forth below is information concerning the directors and executive officers of AIG as of February 28, 2008.

Served as
Director or

Name Title Age Officer Since

Stephen F. Bollenbach Director 65 2008
Marshall A. Cohen Director 72 1992
Martin S. Feldstein Director 68 1987
Ellen V. Futter Director 58 1999
Stephen L. Hammerman Director 69 2005
Richard C. Holbrooke Director 66 2001
Fred H. Langhammer Director 64 2006
George L. Miles, Jr. Director 66 2005
Morris W. Offit Director 71 2005
James F. Orr III Director 64 2006
Virginia M. Rometty Director 50 2006
Martin J. Sullivan Director, President and Chief Executive Officer 53 2002
Michael H. Sutton Director 67 2005
Edmund S. W. Tse Director, Senior Vice Chairman – Life Insurance 70 1996
Robert B. Willumstad Director and Chairman 62 2006
Frank G. Zarb Director 73 2001
Jacob A. Frenkel Vice Chairman – Global Economic Strategies 64 2004
Frank G. Wisner Vice Chairman – External Affairs 69 1997
Steven J. Bensinger Executive Vice President and Chief Financial Officer 53 2002
Anastasia D. Kelly Executive Vice President, General Counsel and Senior Regulatory

and Compliance Officer 58 2006
Rodney O. Martin, Jr. Executive Vice President – Life Insurance 55 2002
Kristian P. Moor Executive Vice President – Domestic General Insurance 48 1998
Win J. Neuger Executive Vice President and Chief Investment Officer 58 1995
Robert M. Sandler Executive Vice President – Domestic Personal Lines 65 1980
Nicholas C. Walsh Executive Vice President – Foreign General Insurance 57 2005
Jay S. Wintrob Executive Vice President – Retirement Services 50 1999
William N. Dooley Senior Vice President – Financial Services 55 1992
David L. Herzog Senior Vice President and Comptroller 48 2005
Andrew J. Kaslow Senior Vice President and Chief Human Resources Officer 57 2007
Robert E. Lewis Senior Vice President and Chief Risk Officer 56 1993
Brian T. Schreiber Senior Vice President – Strategic Planning 42 2002
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against AIG related to these events and AIG may become subjectItem 1A.
to further litigation and regulatory or governmental scrutiny as aRisk Factors
result of these events.

Casualty Insurance Underwriting and Reserves
Risk ManagementCasualty insurance liabilities are difficult to predict and may

exceed the related reserves for losses and loss expenses. AIG is exposed to a number of significant risks, and AIG’s risk
Although AIG annually reviews the adequacy of the established management processes and controls may not be fully effective
reserve for losses and loss expenses, there can be no assurance in mitigating AIG’s risk exposures in all market conditions and
that AIG’s loss reserves will not develop adversely and have a to all types of risk. The major risks to which AIG is exposed
material effect on AIG’s results of operations. Estimation of include: credit risk, market risk, operational risk, liquidity risk and
ultimate net losses, loss expenses and loss reserves is a insurance risk. AIG has devoted significant resources to the
complex process for long-tail casualty lines of business, which development and implementation of risk management processes
include excess and umbrella liability, D&O, professional liability, and controls across AIG’s operations, including by establishing
medical malpractice, workers compensation, general liability, review and oversight committees to monitor risks, setting limits
products liability and related classes, as well as for asbestos and and identifying risk mitigating strategies and techniques. Nonethe-
environmental exposures. Generally, actual historical loss develop- less, these procedures may not be fully effective in mitigating risk
ment factors are used to project future loss development. exposure in all market conditions, some of which change rapidly
However, there can be no assurance that future loss development and severely. A failure of AIG’s risk management processes or the
patterns will be the same as in the past. Moreover, any deviation ineffectiveness of AIG’s risk mitigating strategies and techniques
in loss cost trends or in loss development factors might not be could adversely affect, perhaps materially, AIG’s consolidated
discernible for an extended period of time subsequent to the results of operations, liquidity or financial condition, result in
recording of the initial loss reserve estimates for any accident regulatory action or litigation or damage AIG’s reputation. See
year. Thus, there is the potential for reserves with respect to a Management’s Discussion and Analysis of Financial Condition and
number of years to be significantly affected by changes in loss Results of Operations — Risk Management.
cost trends or loss development factors that were relied upon in
setting the reserves. These changes in loss cost trends or loss Liquidity
development factors could be attributable to changes in inflation

AIG’s liquidity could be impaired by an inability to access theor in the judicial environment, or in other social or economic
capital markets or by unforeseen significant outflows of cash.phenomena affecting claims, such as the effects that the recent
This situation may arise due to circumstances that AIG may bedisruption in the credit markets could have on reported claims
unable to control, such as a general market disruption or anunder D&O or professional liability coverages. See also Manage-
operational problem that affects third parties or AIG. In addition,ment’s Discussion and Analysis of Financial Condition and Results
this situation may arise due to circumstances specific to AIG,of Operations — Operating Review — General Insurance Opera-
such as a decline in its credit ratings. AIG depends on dividends,tions — Reserve for Losses and Loss Expenses.
distributions and other payments from its subsidiaries to fund
dividend payments and to fund payments on AIG’s obligations,Credit Market Environment
including debt obligations. Regulatory and other legal restrictions

AIG’s businesses may continue to be adversely affected by the may limit AIG’s ability to transfer funds freely, either to or from its
current disruption in the global credit markets and repricing of subsidiaries. In particular, many of AIG’s subsidiaries, including
credit risk. During the second half of 2007, disruption in the AIG’s insurance subsidiaries, are subject to laws and regulations
global credit markets, coupled with the repricing of credit risk, and that authorize regulatory bodies to block or reduce the flow of
the U.S. housing market deterioration created increasingly difficult funds to the parent holding company, or that prohibit such
conditions in the financial markets. These conditions have transfers altogether in certain circumstances. These laws and
resulted in greater volatility, less liquidity, widening of credit regulations may hinder AIG’s ability to access funds that AIG may
spreads and a lack of price transparency in certain markets. need to make payments on its obligations. See also Item 1.
These conditions continue to adversely affect Mortgage Guar- Business — Regulation.
anty’s results of operations and the fair value of the AIGFP super

Some of AIG’s investments are relatively illiquid and would besenior credit default swap portfolio and contribute to higher levels
difficult to sell, or to sell at acceptable prices, if AIG requiredof finance receivables delinquencies at AGF and to the severe and
cash in amounts greater than its customary needs. AIG’srapid decline in the fair value of certain investment securities,
investments in certain securities, including certain structured securi-particularly those backed by U.S. residential mortgage loans. It is
ties, direct private equities, limited partnerships, hedge funds,difficult to predict how long these conditions will exist and how
mortgage loans, flight equipment, finance receivables and real estateAIG’s markets, products and businesses will continue to be
are relatively illiquid. These asset classes represented approximatelyadversely affected. Accordingly, these conditions could adversely
23 percent of the carrying value of AIG’s total cash and investedaffect AIG’s consolidated financial condition or results of opera-
assets as of December 31, 2007. In addition, the current disruptiontions in future periods. In addition, litigation and regulatory or
in the credit markets has affected the liquidity of other AIG portfoliosgovernmental investigations and inquiries have been commenced
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including the residential mortgage-backed securities portfolio. If AIG outlook on ILFC’s corporate credit rating (AA-) to negative. A
requires significant amounts of cash on short notice in excess of negative ratings outlook by S&P indicates that a rating may
normal cash requirements or is required to post or return collateral in be lowered, but is not necessarily a precursor of a ratings
connection with its investment portfolio, derivative transactions or change.
securities lending activities, then AIG may have difficulty selling these ) Moody’s Investors Service (Moody’s) changed its rating
investments or terminating these transactions in a timely manner or outlook for AIG and its subsidiaries that have substantial
may be forced to sell or terminate them for less than what AIG might exposure to the U.S. subprime mortgage market or whose
otherwise have been able to, or both. Although AIGFP has no current ratings rely on significant explicit or implicit support from AIG
intent to do so, if AIGFP sells or closes out its derivative transactions to negative. Moody’s rates AIG ‘Aa2’ and nearly all of its
prior to maturity, the effect could be significant to AIG’s overall insurance subsidiaries either ‘Aa1’ or ‘Aa2’. A negative
liquidity. ratings outlook by Moody’s indicates that a rating may be

lowered, but is not necessarily a precursor of a ratings
AIG’s liquidity may be adversely affected by requirements to

change.
post collateral. Certain of the credit default swaps written by

) Fitch Ratings (Fitch) placed AIG’s and its subsidiaries’ long-
AIGFP contain collateral posting requirements. The amount of

term debt ratings (AA), including ILFC (A+) and AGF (A+), on
collateral required to be posted for most of these transactions is

Rating Watch Negative. Rating Watch Negative indicates that
determined based on the value of the security or loan referenced

a rating has been placed on active rating watch status. Fitch
in the documentation for the credit default swap. Continued

indicated that it expects to resolve the Rating Watch after it
declines in the values of these referenced securities or loans will

reviews AIG’s 2007 audited financial statements.
increase the amount of collateral AIGFP must post which could

) A.M. Best Company (A.M. Best) placed most of its financial
impair AIG’s liquidity.

strength and issuer credit ratings on AIG’s domestic Life
See also Management’s Discussion and Analysis of Financial

Insurance and Retirement Services (A++) and Domestic
Condition and Results of Operations — Capital Resources and

General Insurance subsidiaries (including Transatlantic) (A+),
Liquidity — Liquidity.

as well as AIG’s issuer credit rating (AA), under review with
negative implications. A.M. Best indicated that following aInvestment Concentration
detailed review of AIG’s 2007 audited financial statements

Concentration of AIG’s investment portfolios in any particular and further discussion with AIG management, it will re-
segment of the economy may have adverse effects. Any evaluate the ‘‘under review’’ rating status.
concentration of AIG’s investment portfolios in any particular indus- Financial strength and credit ratings by the major ratings
try, group of related industries, asset classes, such as residential agencies are an important factor in establishing the competitive
mortgage-backed securities and other asset-backed securities, or position of insurance companies and other financial institutions
geographic sector could have an adverse effect on the investment and affect the availability and cost of borrowings. Financial
portfolios and consequently on AIG’s consolidated results of opera- strength ratings measure an insurance company’s ability to meet
tions or financial condition. While AIG seeks to mitigate this risk by its obligations to contract holders and policyholders, help to
having a broadly diversified portfolio, events or developments that maintain public confidence in a company’s products, facilitate
have a negative effect on any particular industry, asset class, group marketing of products and enhance a company’s competitive
of related industries or geographic region may have a greater adverse position. Credit ratings measure a company’s ability to repay its
effect on the investment portfolios to the extent that the portfolios obligations and directly affect the cost and availability to that
are concentrated. Further, AIG’s ability to sell assets relating to such company of unsecured financing. AIG’s ratings have historically
particular groups of related assets may be limited if other market provided it with a competitive advantage. However, a ratings
participants are seeking to sell at the same time. downgrade could adversely affect AIG’s business and its consoli-

dated results of operations in a number of ways, including:
Credit Ratings ) increasing AIG’s interest expense;

) reducing AIGFP’s ability to compete in the structured prod-Ratings actions regarding AIG could adversely affect AIG’s
ucts and derivatives businesses;business and its consolidated results of operations. Following

) reducing the competitive advantage of AIG’s insuranceAIG’s filing with the SEC on February 11, 2008 of a Current
subsidiaries, which may result in reduced product sales;Report on Form 8-K regarding the valuation of AIGFP’s super

) adversely affecting relationships with agents and salessenior credit default swap portfolio and reporting the conclusion
representatives;by AIG’s independent auditors that AIG had a material weakness

) in the case of a downgrade of AGF or ILFC, increasing theirin internal control over financial reporting and oversight relating to
interest expense and reducing their ability to compete inthis valuation, the following credit rating actions were taken:
their respective businesses; and

) Standard & Poor’s, a division of The McGraw-Hill Companies,
) triggering the application of a termination provision in certainInc. (S&P) affirmed its ‘AA’ counterparty credit ratings on AIG

of AIG’s contracts, principally agreements entered into byand its ‘AA+’ counterparty credit and financial strength
AIGFP and assumed reinsurance contracts entered into byratings on AIG’s core subsidiaries, but revised the rating
Transatlantic.outlook to negative. In addition, S&P revised its rating
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In the event of a downgrade of AIG, AIG would be required to the extent not mitigated by collateral or other credit enhance-
post additional collateral. It is estimated that, as of the close of ments. A reinsurer’s insolvency or inability or refusal to make
business on February 14, 2008, based on AIG’s outstanding timely payments under the terms of its agreements with the AIG
municipal GIAs and financial derivatives transactions as of such subsidiaries could have a material adverse effect on AIG’s results
date, a further downgrade of AIG’s long-term senior debt ratings of operations and liquidity. See also Management’s Discussion
to Aa3 by Moody’s or AA- by S&P would permit counterparties to and Analysis of Financial Condition and Results of Operations —
call for approximately $1.39 billion of additional collateral. Risk Management — Reinsurance.
Further, additional downgrades could result in requirements for
substantial additional collateral, which could have a material Adjustments to Life Insurance & Retirement
effect on how AIG manages its liquidity. For a further discussion Services Deferred Policy
of AIG’s credit ratings and the potential effect of posting collateral Acquisition Costs
on AIG’s liquidity, see Management’s Discussion and Analysis of

Interest rate fluctuations and other events may require AIG
Financial Condition and Results of Operations — Capital Re-

subsidiaries to accelerate the amortization of deferred policy
sources and Liquidity — Credit Ratings and — Liquidity.

acquisition costs (DAC) which could adversely affect AIG’s
consolidated financial condition or results of operations. DACCatastrophe Exposures
represents the costs that vary with and are related primarily to

The occurrence of catastrophic events could adversely affect the acquisition of new and renewal insurance and annuity
AIG’s consolidated financial condition or results of operations. contracts. When interest rates rise, policy loans and surrenders
The occurrence of events such as hurricanes, earthquakes, and withdrawals of life insurance policies and annuity contracts
pandemic disease, acts of terrorism and other catastrophes could may increase as policyholders seek to buy products with per-
adversely affect AIG’s consolidated financial condition or results of ceived higher returns, requiring AIG subsidiaries to accelerate the
operations, including by exposing AIG’s businesses to the amortization of DAC. To the extent such amortization exceeds
following: surrender or other charges earned upon surrender and withdraw-

) widespread claim costs associated with property, workers als of certain life insurance policies and annuity contracts, AIG’s
compensation, mortality and morbidity claims; results of operations could be negatively affected.

) loss resulting from the value of invested assets declining to DAC for both insurance-oriented and investment-oriented prod-
below the amount required to meet the policy and contract ucts as well as retirement services products is reviewed for
liabilities; and recoverability, which involves estimating the future profitability of

) loss resulting from actual policy experience emerging ad- current business. This review involves significant management
versely in comparison to the assumptions made in the judgment. If the actual emergence of future profitability were to be
product pricing related to mortality, morbidity, termination substantially lower than estimated, AIG could be required to
and expenses. accelerate its DAC amortization and such acceleration could

adversely affect AIG’s results of operations. See also Manage-
ment’s Discussion and Analysis of Financial Condition and ResultsReinsurance
of Operations — Critical Accounting Estimates and Notes 1 and 6

Reinsurance may not be available or affordable. AIG subsidiaries
to Consolidated Financial Statements.

are major purchasers of reinsurance and utilize reinsurance as
part of AIG’s overall risk management strategy. Reinsurance is an Use of Estimates
important risk management tool to manage transaction and
insurance line risk retention, and to mitigate losses that may arise If actual experience differs from management’s estimates used
from catastrophes. Market conditions beyond AIG’s control deter- in the preparation of financial statements, AIG’s consolidated
mine the availability and cost of the reinsurance purchased by AIG results of operations or financial condition could be adversely
subsidiaries. For example, reinsurance may be more difficult to affected. The preparation of financial statements in conformity
obtain after a year with a large number of major catastrophes. with accounting principles generally accepted in the United States
Accordingly, AIG may be forced to incur additional expenses for requires the application of accounting policies that often involve a
reinsurance or may be unable to obtain sufficient reinsurance on significant degree of judgment. AIG considers that its accounting
acceptable terms, in which case AIG would have to accept an policies that are most dependent on the application of estimates
increase in exposure risk, reduce the amount of business written and assumptions, and therefore viewed as critical accounting
by its subsidiaries or seek alternatives. estimates, are those described in Management’s Discussion and

Analysis of Financial Condition and Results of Operations —
Reinsurance subjects AIG to the credit risk of its reinsurers and

Critical Accounting Estimates. These accounting estimates require
may not be adequate to protect AIG against losses. Although

the use of assumptions, some of which are highly uncertain at
reinsurance makes the reinsurer liable to the AIG subsidiary to

the time of estimation. For example, recent market volatility and
the extent the risk is ceded subject to the terms and conditions of

declines in liquidity have made it more difficult to value certain of
the reinsurance contracts in place, it does not relieve the AIG

AIG’s invested assets and the obligations and collateral relating to
subsidiary of the primary liability to its policyholders. Accordingly,

certain financial instruments issued or held by AIG, such as
AIG bears credit risk with respect to its subsidiaries’ reinsurers to
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AIGFP’s super senior credit default swap portfolio. To the extent Significant regulatory action against AIG could have material
actual experience differs from the assumptions used, AIG’s adverse financial effects, cause significant reputational harm or
consolidated results of operations or financial condition would be harm business prospects. New laws or regulations or changes in
directly affected, perhaps materially. the enforcement of existing laws or regulations applicable to

clients may also adversely affect AIG and its businesses.
Legal Proceedings

A Material Weakness
Significant legal proceedings may adversely affect AIG’s results
of operations. AIG is party to numerous legal proceedings and A material weakness in internal control over financial reporting
regulatory or governmental investigations. It is possible that the and oversight relating to the AIGFP valuation of its super senior
effect of these unresolved matters could be material to AIG’s credit default swap portfolio could adversely affect the accuracy
consolidated results of operations for an individual reporting or timing of future regulatory filings. AIG’s management has
period. For a discussion of these unresolved matters, see Item 3. concluded that a material weakness relating to the internal control
Legal Proceedings. over financial reporting and oversight relating to the fair value

valuation of the AIGFP super senior credit default swap portfolio
existed as of December 31, 2007. Until remediated, thisForeign Operations
weakness could adversely affect the accuracy or timing of futureForeign operations expose AIG to risks that may affect its
filings with the SEC and other regulatory authorities. A discussionoperations, liquidity and financial condition. AIG provides insur-
of this material weakness and AIG’s remediation efforts can beance, investment and other financial products and services to
found in Item 9A. Controls and Procedures — Management’sboth businesses and individuals in more than 130 countries and
Report on Internal Control Over Financial Reporting.jurisdictions. A substantial portion of AIG’s General Insurance

business and a majority of its Life Insurance & Retirement
Employee Error and MisconductServices business is conducted outside the United States.

Operations outside of the United States, particularly those in Employee error and misconduct may be difficult to detect and
developing nations, may be affected by regional economic down- prevent and may result in significant losses. Losses may result
turns, changes in foreign currency exchange rates, political from, among other things, fraud, errors, failure to document
upheaval, nationalization and other restrictive government actions, transactions properly or to obtain proper internal authorization or
which could also affect other AIG operations. failure to comply with regulatory requirements.

The degree of regulation and supervision in foreign jurisdic- There have been a number of highly publicized cases involving
tions varies. Generally, AIG, as well as its subsidiaries operating fraud or other misconduct by employees in the financial services
in such jurisdictions, must satisfy local regulatory requirements. industry in recent years, and AIG runs the risk that employee
Licenses issued by foreign authorities to AIG subsidiaries are misconduct could occur. It is not always possible to deter or prevent
subject to modification and revocation. Thus, AIG’s insurance employee misconduct and the controls that AIG has in place to
subsidiaries could be prevented from conducting future business prevent and detect this activity may not be effective in all cases.
in certain of the jurisdictions where they currently operate.
Adverse actions from any single country could adversely affect Aircraft Suppliers
AIG’s results of operations, liquidity and financial condition

There are limited suppliers of aircraft and engines. The supply ofdepending on the magnitude of the event and AIG’s net financial
jet transport aircraft, which ILFC purchases and leases, isexposure at that time in that country.
dominated by two air frame manufacturers, Boeing and Airbus, and
a limited number of engine manufacturers. As a result, ILFC isRegulation
dependent on the manufacturers’ success in remaining financially

AIG is subject to extensive regulation in the jurisdictions in which it stable, producing aircraft and related components which meet the
conducts its businesses. AIG’s operations around the world are airlines’ demands, both in type and quantity, and fulfilling their
subject to regulation by different types of regulatory authorities, contractual obligations to ILFC. Competition between the manufac-
including insurance, securities, investment advisory, banking and turers for market share is intense and may lead to instances of
thrift regulators in the United States and abroad. AIG’s operations deep discounting for certain aircraft types and could negatively
have become more diverse and consumer-oriented, increasing the affect ILFC’s competitive pricing.
scope of regulatory supervision and the possibility of intervention. In
particular, AIG’s consumer lending business is subject to a broad Item 1B.
array of laws and regulations governing lending practices and Unresolved Staff Comments
permissible loan terms, and AIG would expect increased regulatory

There are no material unresolved written comments that wereoversight relating to this business.
received from the SEC staff 180 days or more before the end ofThe regulatory environment could have a significant effect on
AIG’s fiscal year relating to AIG’s periodic or current reports underAIG and its businesses. Among other things, AIG could be fined,
the Exchange Act.prohibited from engaging in some of its business activities or

subject to limitations or conditions on its business activities.
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ants’’) are also liable for fraud and suppression, misrepresenta-Item 2.
tion, and breach of fiduciary duty. The complaints filed by theProperties
plaintiffs and the intervenor-plaintiffs request compensatory dam-

AIG and its subsidiaries operate from approximately 2,100 offices ages for the 1999 class in the amount of $3.2 billion, plus
in the United States, 6 offices in Canada and numerous offices in punitive damages. AIG and its subsidiaries deny the allegations of
approximately 100 foreign countries. The offices in Greensboro fraud and suppression and have asserted that information
and Winston-Salem, North Carolina; Springfield, Illinois; Amarillo, concerning the excess policy was publicly disclosed months prior
Ft. Worth, Houston and Lewisville, Texas; Wilmington, Delaware; to the approval of the settlement. AIG and its subsidiaries further
San Juan, Puerto Rico; Tampa, Florida; Livingston, New Jersey; assert that the current claims are barred by the statute of
Evansville, Indiana; Nashville, Tennessee; 70 Pine Street, 72 Wall limitations and that plaintiffs’ assertions that the statute was
Street and 175 Water Street in New York, New York; and offices in tolled cannot stand against the public disclosure of the excess
more than 30 foreign countries and jurisdictions including Ber- coverage. The plaintiffs and intervenor-plaintiffs, in turn, have
muda, Chile, Hong Kong, the Philippines, Japan, the U.K., asserted that the disclosure was insufficient to inform them of
Singapore, Malaysia, Switzerland, Taiwan and Thailand are located the nature of the coverage and did not start the running of the
in buildings owned by AIG and its subsidiaries. The remainder of statute of limitations. On November 26, 2007, the trial court
the office space utilized by AIG subsidiaries is leased. issued an order that dismissed the intervenors’ complaint against

the Lawyer Defendants and entered a final judgment in favor of
Item 3. the Lawyer Defendants. The intervenors are appealing the dismis-
Legal Proceedings sal of the Lawyer Defendants and have requested a stay of all

trial court proceedings pending the appeal. If the motion to stay isGeneral
granted, no further proceedings at the trial court level will occur

AIG and its subsidiaries, in common with the insurance industry in until the appeal is resolved. If the motion to stay is denied, the
general, are subject to litigation, including claims for punitive next step will be to proceed with class discovery so that the trial
damages, in the normal course of their business. See also court can determine, under standards mandated by the Alabama
Note 12(a) to Consolidated Financial Statements, as well as the Supreme Court, whether the action should proceed as a class
discussion and analysis of Reserve for Losses and Loss Ex- action. AIG cannot reasonably estimate either the likelihood of its
penses under Operating Review — General Insurance Operations prevailing in these actions or the potential damages in the event
in Management’s Discussion and Analysis of Financial Condition liability is determined.
and Results of Operations.

Litigation Arising from Insurance Operations — Gunderson. A
Litigation Arising from Operations. AIG and its subsidiaries, in subsidiary of AIG has been named as a defendant in a putative
common with the insurance and financial services industries in class action lawsuit in the 14th Judicial District Court for the
general, are subject to litigation, including claims for punitive State of Louisiana (Gunderson). The Gunderson complaint alleges
damages, in the normal course of their business. In AIG’s failure to comply with certain provisions of the Louisiana Any
insurance operations, litigation arising from claims settlement Willing Provider Act (the Act) relating to discounts taken by
activities is generally considered in the establishment of AIG’s defendants on bills submitted by Louisiana medical providers and
reserve for losses and loss expenses. However, the potential for hospitals that provided treatment or services to workers compen-
increasing jury awards and settlements makes it difficult to sation claimants and seeks monetary penalties and injunctive
assess the ultimate outcome of such litigation. relief. On July 20, 2006, the court denied defendants’ motion for

summary judgment and granted plaintiffs’ partial motion forLitigation Arising from Insurance Operations — Caremark. AIG
summary judgment, holding that the AIG subsidiary was a ‘‘groupand certain of its subsidiaries have been named defendants in
purchaser’’ and, therefore, potentially subject to liability under thetwo putative class actions in state court in Alabama that arise out
Act. On November 28, 2006, the court issued an order certifyingof the 1999 settlement of class and derivative litigation involving
a class of providers and hospitals. In an unrelated action alsoCaremark Rx, Inc. (Caremark). The plaintiffs in the second-filed
arising under the Act, a Louisiana appellate court ruled that theaction have intervened in the first-filed action, and the second-filed
district court lacked jurisdiction to adjudicate the claims at issue.action has been dismissed. An excess policy issued by a
In response, defendants in Gunderson filed an exception for lacksubsidiary of AIG with respect to the 1999 litigation was expressly
of subject matter jurisdiction. On January 19, 2007, the courtstated to be without limit of liability. In the current actions,
denied the motion, holding that it has jurisdiction over the putativeplaintiffs allege that the judge approving the 1999 settlement was
class claims. The AIG subsidiary appealed the class certificationmisled as to the extent of available insurance coverage and would
and jurisdictional rulings. While the appeal was pending, the AIGnot have approved the settlement had he known of the existence
subsidiary settled the lawsuit. On January 25, 2008, plaintiffsand/or unlimited nature of the excess policy. They further allege
and the AIG subsidiary agreed to resolve the lawsuit on a class-that AIG, its subsidiaries, and Caremark are liable for fraud and
wide basis for approximately $29 million. The court has prelimina-suppression for misrepresenting and/or concealing the nature and
rily approved the settlement and will hold a final approval hearingextent of coverage. In addition, the intervenor-plaintiffs allege that
on May 29, 2008. In the event that the settlement is not finallyvarious lawyers and law firms who represented parties in the
approved,  AIG believes that it has meritorious defenses tounderlying class and derivative litigation (the ‘‘Lawyer Defend-
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plaintiffs’ claims and expects that the ultimate resolution of this The National Association of Insurance Commissioners has
matter will not have a material adverse effect on AIG’s consoli- formed a Market Analysis Working Group directed by the State of
dated financial condition or results of operations for any period. Indiana, which has commenced its own investigation into the

underreporting of workers compensation premiums. In early 2008,
2006 Regulatory Settlements. In February 2006, AIG reached a

AIG was informed that the Market Analysis Working Group had
resolution of claims and matters under investigation with the

been disbanded in favor of a multi-state targeted market conduct
United States Department of Justice (DOJ), the Securities and

exam focusing on worker’s compensation insurance.
Exchange Commission (SEC), the Office of the New York Attorney

The remaining escrowed funds, which amounted to $17 million
General (NYAG) and the New York State Department of Insurance

at December 31, 2007, are set aside for settlements for certain
(DOI). AIG recorded an after-tax charge of $1.15 billion relating to

specified AIG policyholders. As of February 20, 2008, eligible
these settlements in the fourth quarter of 2005.

policyholders entitled to receive approximately $359 million (or
The settlements resolved investigations conducted by the SEC,

95 percent) of the excess casualty fund had opted to receive
NYAG and DOI in connection with the accounting, financial

settlement payments in exchange for releasing AIG and its
reporting and insurance brokerage practices of AIG and its

subsidiaries from liability relating to certain insurance brokerage
subsidiaries, as well as claims relating to the underpayment of

practices. Amounts remaining in the excess casualty fund may be
certain workers compensation premium taxes and other assess-

used by AIG to settle claims from other policyholders relating to
ments. These settlements did not, however, resolve investigations

such practices through February 29, 2008 (originally set for
by regulators from other states into insurance brokerage practices

January 31, 2008 and later extended), after which they will be
related to contingent commissions and other broker-related con-

distributed pro rata to participating policyholders.
duct, such as alleged bid rigging. Nor did the settlements resolve

In addition to the escrowed funds, $800 million was deposited
any obligations that AIG may have to state guarantee funds in

into a fund under the supervision of the SEC as part of the
connection with any of these matters.

settlements to be available to resolve claims asserted against AIG
As a result of these settlements, AIG made payments or

by investors, including the shareholder lawsuits described herein.
placed amounts in escrow in 2006 totaling approximately

Also, as part of the settlements, AIG agreed to retain, for a
$1.64 billion, $225 million of which represented fines and

period of three years, an independent consultant to conduct a
penalties. Amounts held in escrow totaling $347 million, including

review that will include, among other things, the adequacy of AIG’s
interest thereon, are included in other assets at December 31,

internal control over financial reporting, the policies, procedures
2007. At that date, approximately $330 million of the funds were

and effectiveness of AIG’s regulatory, compliance and legal
escrowed for settlement of claims resulting from the underpay-

functions and the remediation plan that AIG has implemented as
ment by AIG of its residual market assessments for workers

a result of its own internal review.
compensation. On May 24, 2007, The National Workers Compen-

Other than as described above, at the current time, AIG cannot
sation Reinsurance Pool, on behalf of its participant members,

predict the outcome of the matters described above, or estimate
filed a lawsuit against AIG with respect to the underpayment of

any potential additional costs related to these matters.
such assessments. On August 6, 2007, the court denied AIG’s
motion seeking to dismiss or stay the complaint or in the Private Litigation
alternative, to transfer to the Southern District of New York. On
December 26, 2007, the court denied AIG’s motion to dismiss Securities Actions. Beginning in October 2004, a number of
the complaint. AIG filed its answer on January 22, 2008. On putative securities fraud class action suits were filed against AIG
February 5, 2008, following agreement of the parties, the court and consolidated as In re American International Group, Inc.
entered an order staying all proceedings through March 3, 2008. Securities Litigation. Subsequently, a separate, though similar,
In addition, a similar lawsuit filed by the Minnesota Workers securities fraud action was also brought against AIG by certain
Compensation Reinsurance Association and the Minnesota Work- Florida pension funds. The lead plaintiff in the class action is a
ers Compensation Insurers Association is pending. On August 6, group of public retirement systems and pension funds benefiting
2007, AIG moved to dismiss the complaint and that motion is Ohio state employees, suing on behalf of themselves and all
under review. A purported class action was filed in South Carolina purchasers of AIG’s publicly traded securities between Octo-
Federal Court on January 25, 2008 against AIG and certain of its ber 28, 1999 and April 1, 2005. The named defendants are AIG
subsidiaries, on behalf of a class of employers that obtained and a number of present and former AIG officers and directors, as
workers compensation insurance from AIG companies and alleg- well as C.V. Starr & Co., Inc. (Starr), Starr International Company,
edly paid inflated premiums as a result of AIG’s alleged underre- Inc. (SICO), General Reinsurance Corporation, and Price-
porting of workers compensation premiums. AIG cannot currently waterhouseCoopers LLP (PwC), among others. The lead plaintiff
estimate whether the amount ultimately required to settle these alleges, among other things, that AIG: (1) concealed that it
claims will exceed the funds escrowed or otherwise accrued for engaged in anti-competitive conduct through alleged payment of
this purpose. contingent commissions to brokers and participation in illegal bid-

AIG has settled litigation that was filed by the Minnesota rigging; (2) concealed that it used ‘‘income smoothing’’ products
Attorney General with respect to claims by the Minnesota and other techniques to inflate its earnings; (3) concealed that it
Department of Revenue and the Minnesota Special Compensation marketed and sold ‘‘income smoothing’’ insurance products to
Fund. other companies; and (4) misled investors about the scope of
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government investigations. In addition, the lead plaintiff alleges regarding its exposure to what the lawsuits describe as the
that AIG’s former Chief Executive Officer manipulated AIG’s stock subprime market crisis. The actions were consolidated as In re
price. The lead plaintiff asserts claims for violations of Sec- American International Group, Inc. 2007 Derivative Litigation. On
tions 11 and 15 of the Securities Act of 1933, Section 10(b) of February 15, 2008, plaintiffs filed a consolidated amended
the Exchange Act, and Rule 10b-5 promulgated thereunder, complaint alleging the same causes of action.
Section 20(a) of the Exchange Act, and Section 20A of the

Between October 25, 2004 and July 14, 2005, seven separate
Exchange Act. In April 2006, the court denied the defendants’

derivative actions were filed in the Southern District of New York,
motions to dismiss the second amended class action complaint

five of which were consolidated into a single action. The New York
and the Florida complaint. In December 2006, a third amended

derivative complaint contains nearly the same types of allegations
class action complaint was filed, which does not differ substan-

made in the securities fraud and ERISA actions described above.
tially from the prior complaint. Fact and class discovery is

The named defendants include current and former officers and
currently ongoing. On February 20, 2008, the lead plaintiff filed a

directors of AIG, as well as Marsh & McLennan Companies, Inc.
motion for class certification.

(Marsh), SICO, Starr, ACE Limited and subsidiaries (ACE), General
ERISA Action. Between November 30, 2004 and July 1, 2005, Reinsurance Corporation, PwC, and certain employees or officers
several Employee Retirement Income Security Act of 1974 of these entity defendants. Plaintiffs assert claims for breach of
(ERISA) actions were filed on behalf of purported class of fiduciary duty, gross mismanagement, waste of corporate assets,
participants and beneficiaries of three pension plans sponsored unjust enrichment, insider selling, auditor breach of contract,
by AIG or its subsidiaries. A consolidated complaint filed on auditor professional negligence and disgorgement from AIG’s
September 26, 2005 alleges a class period between Septem- former Chief Executive Officer and Chief Financial Officer of
ber 30, 2000 and May 31, 2005 and names as defendants AIG, incentive-based compensation and AIG share proceeds under
the members of AIG’s Retirement Board and the Administrative Section 304 of the Sarbanes-Oxley Act, among others. Plaintiffs
Boards of the plans at issue, and four present or former members seek, among other things, compensatory damages, corporate
of AIG’s Board of Directors. The factual allegations in the governance reforms, and a voiding of the election of certain AIG
complaint are essentially identical to those in the securities directors. AIG’s Board of Directors has appointed a special
actions described above. The parties have reached an agreement committee of independent directors (special committee) to review
in principle to settle this matter for an amount within AIG’s the matters asserted in the operative consolidated derivative
insurance coverage limits. complaint. The court has entered an order staying the derivative

case in the Southern District of New York pending resolution of
Securities Action — Oregon State Court. On February 27, 2008,

the consolidated derivative action in the Delaware Chancery Court
The State of Oregon, by and through the Oregon State Treasurer,

(discussed below). The court also has entered an order that
and the Oregon Public Employee Retirement Board, on behalf of

termination of certain named defendants from the Delaware
the Oregon Public Employee Retirement Fund, filed a lawsuit

derivative action applies to the New York derivative action without
against American International Group, Inc. for damages arising out

further order of the court. On October 17, 2007, plaintiffs and
of plaintiffs’ purchase of AIG common stock at prices that

those AIG officer and director defendants against whom the
allegedly were inflated. Plaintiffs allege, among other things, that

shareholder plaintiffs in the Delaware action are no longer
AIG: (1) made false and misleading statements concerning its

pursuing claims filed a stipulation providing for all claims in the
accounting for a $500 million transaction with General Re;

New York action against such defendants to be dismissed with
(2) concealed that it marketed and misrepresented its control over

prejudice. Former directors and officers Maurice R. Greenberg and
off-shore entities in order to improve financial results; (3) improp-

Howard I. Smith have asked the court to refrain from so ordering
erly accounted for underwriting losses as investment losses in

this stipulation.
connection with transactions involving CAPCO Reinsurance Com-
pany, Ltd. and Union Excess; (4) misled investors about the scope Derivative Actions — Delaware Chancery Court. From October
of government investigations; and (5) engaged in market manipu- 2004 to April 2005, AIG shareholders filed five derivative
lation through its then Chairman and CEO Maurice R. Greenberg. complaints in the Delaware Chancery Court. All of these derivative
The complaint asserts claims for violations of Oregon Securities lawsuits were consolidated into a single action as In re American
Law, and seeks compensatory damages in an amount in excess International Group, Inc. Consolidated Derivative Litigation. The
of $15 million, and prejudgement interest and costs and fees. amended consolidated complaint named 43 defendants (not

including nominal defendant AIG) who, like the New York consoli-
Derivative Actions — Southern District of New York. On November

dated derivative litigation, were current and former officers and
20, 2007, two purported shareholder derivative actions were filed

directors of AIG, as well as other entities and certain of their
in the Southern District of New York naming as defendants the

current and former employees and directors. The factual allega-
then-current directors of AIG and certain senior officers of AIG and

tions, legal claims and relief sought in the Delaware action are
its subsidiaries. Plaintiffs assert claims for breach of fiduciary

similar to those alleged in the New York derivative actions, except
duty, waste of corporate assets and unjust enrichment, as well as

that shareholder plaintiffs in the Delaware derivative action assert
violations of Section 10(b) of the Exchange Act and Rule 10b-5

claims only under state law. Earlier in 2007, the Court approved
promulgated thereunder, and Section 20(a) of the Exchange Act,

an agreement that AIG be realigned as plaintiff, and, on June 13,
among other things, in connection with AIG’s public disclosures
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2007, acting on the direction of the special committee, AIG filed fees. SICO is no longer named as a defendant. On April 20,
an amended complaint against former directors and officers 2007, the individual defendants and Starr filed a motion seeking
Maurice R. Greenberg and Howard I. Smith, alleging breach of leave of the Court to assert a cross-claim against AIG and a third-
fiduciary duty and indemnification. Also on June 13, 2007, the party complaint against PwC and the directors previously dis-
special committee filed a motion to terminate the litigation as to missed from the action, as well as certain other AIG officers and
certain defendants, while taking no action as to others. Defend- employees. On June 13, 2007, the Court denied the individual
ants Greenberg and Smith filed answers to AIG’s complaint and defendants’ motion to file a third-party complaint, but granted the
brought third-party complaints against certain current and former proposed cross-claim against AIG. On June 27, 2007, Starr filed
AIG directors and officers, PwC and Regulatory Insurance Ser- its cross-claim against AIG, alleging one count that includes
vices, Inc. On September 28, 2007, AIG and the shareholder contribution, unjust enrichment and setoff. AIG has filed an
plaintiffs filed a combined amended complaint in which AIG answer and moved to dismiss Starr’s cross-claim to the extent it
continued to assert claims against defendants Greenberg and seeks affirmative relief, as opposed to a reduction in the
Smith and took no position as to the claims asserted by the judgment amount. On November 15, 2007, the court granted
shareholder plaintiffs in the remainder of the combined amended AIG’s motion to dismiss the cross-claim by Starr to the extent that
complaint. In that pleading, the shareholder plaintiffs are no it sought affirmative relief from AIG. On November 21, 2007,
longer pursuing claims against certain AIG officers and directors. shareholder plaintiffs submitted a motion for leave to file their
In November 2007, the shareholder plaintiffs moved to sever their Third Amended Complaint in order to add Thomas Tizzio as a
claims to a separate action. AIG joined the motion to the extent defendant. On February 14, 2008, the court granted this motion
that, among other things, the claims against defendants Green- and allowed Mr. Tizzio until April 2008 to take additional
berg and Smith would remain in prosecution in the pending action. discovery. Document discovery and depositions are otherwise
In addition, a number of parties, including AIG, filed motions to complete.
stay discovery. On February 12, 2008, the court granted AIG’s

Policyholder Actions. After the NYAG filed its complaint against
motion to stay discovery pending the resolution of claims against

insurance broker Marsh, policyholders brought multiple federal
AIG in the New York consolidated securities action. The court also

antitrust and Racketeer Influenced and Corrupt Organizations Act
denied plaintiff’s motion to sever and directed the parties to

(RICO) class actions in jurisdictions across the nation against
coordinate a briefing schedule for the motions to dismiss.

insurers and brokers, including AIG and a number of its subsidiaries,
A separate derivative lawsuit was filed in December 2002 in

alleging that the insurers and brokers engaged in a broad conspiracy
the Delaware Chancery Court against twenty directors and

to allocate customers, steer business, and rig bids. These actions,
executives of AIG as well as against AIG as a nominal defendant

including 24 complaints filed in different federal courts naming AIG or
that alleges, among other things, that the directors of AIG

an AIG subsidiary as a defendant, were consolidated by the judicial
breached the fiduciary duties of loyalty and care by approving the

panel on multi-district litigation and transferred to the United States
payment of commissions to Starr and of rental and service fees

District Court for the District of New Jersey for coordinated pretrial
to SICO and the executives breached their duty of loyalty by

proceedings. The consolidated actions have proceeded in that court
causing AIG to enter into contracts with Starr and SICO and their

in two parallel actions, In re Insurance Brokerage Antitrust Litigation
fiduciary duties by usurping AIG’s corporate opportunity. The

(the First Commercial Complaint) and In re Employee Benefit
complaint further alleges that the Starr agencies did not provide

Insurance Brokerage Antitrust Litigation (the First Employee Benefits
any services that AIG was not capable of providing itself, and that

Complaint, and, together with the First Commercial Complaint, the
the diversion of commissions to these entities was solely for the

multi-district litigation).
benefit of Starr’s owners. The complaint also alleged that the

The plaintiffs in the First Commercial Complaint are nineteen
service fees and rental payments made to SICO and its

corporations, individuals and public entities that contracted with the
subsidiaries were improper. Under the terms of a stipulation

broker defendants for the provision of insurance brokerage services
approved by the Court on February 16, 2006, the claims against

for a variety of insurance needs. The broker defendants are alleged
the outside independent directors were dismissed with prejudice,

to have placed insurance coverage on the plaintiffs’ behalf with a
while the claims against the other directors were dismissed

number of insurance companies named as defendants, including AIG
without prejudice. On October 31, 2005, defendants Greenberg,

subsidiaries. The First Commercial Complaint also named ten brokers
Matthews, Smith, SICO and Starr filed motions to dismiss the

and fourteen other insurers as defendants (two of which have since
amended complaint. In an opinion dated June 21, 2006, the

settled). The First Commercial Complaint alleges that defendants
Court denied defendants’ motion to dismiss, except with respect

engaged in a widespread conspiracy to allocate customers through
to plaintiff’s challenge to payments made to Starr before

‘‘bid-rigging’’ and ‘‘steering’’ practices. The First Commercial Com-
January 1, 2000. On July 21, 2006, plaintiff filed its second

plaint also alleges that the insurer defendants permitted brokers to
amended complaint, which alleges that, between January 1, 2000

place business with AIG subsidiaries through wholesale in-
and May 31, 2005, individual defendants breached their duty of

termediaries affiliated with or owned by those same brokers rather
loyalty by causing AIG to enter into contracts with Starr and SICO

than placing the business with AIG subsidiaries directly. Finally, the
and breached their fiduciary duties by usurping AIG’s corporate

First Commercial Complaint alleges that the insurer defendants
opportunity. Starr is charged with aiding and abetting breaches of

entered into agreements with broker defendants that tied insurance
fiduciary duty and unjust enrichment for its acceptance of the

placements to reinsurance placements in order to provide additional
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compensation to each broker. Plaintiffs assert that the defendants and In re Employee Benefit Insurance Brokerage Antitrust Litiga-
violated the Sherman Antitrust Act, RICO, the antitrust laws of 48 tion (the Second Employee Benefits Complaint) along with revised
states and the District of Columbia, and are liable under common law particularized statements in both actions on May 22, 2007. The
breach of fiduciary duty and unjust enrichment theories. Plaintiffs allegations in the Second Commercial Complaint and the Second
seek treble damages plus interest and attorneys’ fees as a result of Employee Benefits Complaint are substantially similar to the
the alleged RICO and Sherman Antitrust Act violations. allegations in the First Commercial Complaint and First Employee

The plaintiffs in the First Employee Benefits Complaint are nine Benefits Complaint, respectively. The complaints also attempt to
individual employees and corporate and municipal employers add several new parties and delete others; the Second Commer-
alleging claims on behalf of two separate nationwide purported cial Complaint adds two new plaintiffs and twenty seven new
classes: an employee class and an employer class that acquired defendants (including three new AIG defendants), and the Second
insurance products from the defendants from August 26, 1994 to Employee Benefits Complaint adds eight new plaintiffs and nine
the date of any class certification. The First Employee Benefits new defendants (including two new AIG defendants). The defend-
Complaint names AIG, as well as eleven brokers and five other ants filed motions to dismiss the amended complaints and to
insurers, as defendants. The activities alleged in the First strike the newly added parties. The Court granted (without leave
Employee Benefits Complaint, with certain exceptions, track the to amend) defendants’ motions to dismiss the federal antitrust
allegations of contingent commissions, bid-rigging and tying made and RICO claims on August 31, 2007 and September 28, 2007,
in the First Commercial Complaint. respectively. The Court declined to exercise supplemental jurisdic-

On October 3, 2006, Judge Hochberg of the District of New tion over the state law claims in the Second Commercial
Jersey reserved in part and denied in part motions filed by the Complaint and therefore dismissed it in its entirety. On Janu-
insurer defendants and broker defendants to dismiss the multi- ary 14, 2008, the court granted defendants’ motion for summary
district litigation. The Court also ordered the plaintiffs in both judgment on the ERISA claims in the Second Employee Benefits
actions to file supplemental statements of particularity to elabo- Complaint and subsequently dismissed the remaining state law
rate on the allegations in their complaints. Plaintiffs filed their claims without prejudice, thereby dismissing the Second Employee
supplemental statements on October 25, 2006, and the AIG Benefits Complaint in its entirety. On February 12, 2008, plaintiffs
defendants, along with other insurer and broker defendants in the filed a notice of appeal to the United States Court of Appeals for
two consolidated actions, filed renewed motions to dismiss on the Third Circuit with respect to the dismissal of the Second
November 30, 2006. On February 16, 2007, the case was Employee Benefits Complaint. Plaintiffs previously appealed the
transferred to Judge Garrett E. Brown, Chief Judge of the District dismissal of the Second Commercial Complaint to the United
of New Jersey. On April 5, 2007, Chief Judge Brown granted the States Court of Appeals for the Third Circuit on October 10, 2007.
defendants’ renewed motions to dismiss the First Commercial Several similar actions that were consolidated before Chief Judge
Complaint and First Employee Benefits Complaint with respect to Brown are still pending in the District Court. Those actions are
the antitrust and RICO claims. The claims were dismissed without currently stayed pending a decision by the court on whether they
prejudice and the plaintiffs were given 30 days, later extended to will proceed during the appeal of the dismissal of the Second
45 days, to file amended complaints. On April 11, 2007, the Commercial Complaint and the Second Employee Benefits
Court stayed all proceedings, including all discovery, that are part Complaint.
of the multi-district litigation until any renewed motions to dismiss On August 24, 2007, the Ohio Attorney General filed a
the amended complaints are resolved. complaint in the Ohio Court of Common Pleas against AIG and a

A number of complaints making allegations similar to those in number of its subsidiaries, as well as several other broker and
the First Commercial Complaint have been filed against AIG and insurer defendants, asserting violation of Ohio’s antitrust laws.
other defendants in state and federal courts around the country. The complaint, which is similar to the Second Commercial
The defendants have thus far been successful in having the Complaint, alleges that AIG and the other broker and insurer
federal actions transferred to the District of New Jersey and defendants conspired to allocate customers, divide markets, and
consolidated into the multi-district litigation. The AIG defendants restrain competition in commercial lines of casualty insurance
have also sought to have state court actions making similar sold through the broker defendant. The complaint seeks treble
allegations stayed pending resolution of the multi-district litigation damages on behalf of Ohio public purchasers of commercial
proceeding. In one state court action pending in Florida, the trial casualty insurance, disgorgement on behalf of both public and
court recently decided not to grant an additional stay, but instead private purchasers of commercial casualty insurance, as well as a
to allow the case to proceed. Defendants filed their motions to $500 per day penalty for each day of conspiratorial conduct. AIG,
dismiss, and on September 24, 2007, the court denied the along with other co-defendants, moved to dismiss the complaint
motions with respect to the state antitrust, RICO, and common on November 16, 2007. Discovery is stayed in the case pending
law claims and granted the motions with respect to both the a ruling on the motion to dismiss or until May 15, 2008,
Florida insurance bad faith claim against AIG (with prejudice) and whichever occurs first.
the punitive damages claim (without prejudice). Discovery in this

SICO. In July, 2005, SICO filed a complaint against AIG in the
action is ongoing.

Southern District of New York, claiming that AIG had refused to
Plaintiffs filed amended complaints in both In re Insurance

provide SICO access to certain artwork and asked the court to
Brokerage Antitrust Litigation (the Second Commercial Complaint)

order AIG immediately to release the property to SICO. AIG filed
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an answer denying SICO’s allegations and setting forth defenses Effect on AIG
to SICO’s claims. In addition, AIG filed counterclaims asserting

In the opinion of AIG management, AIG’s ultimate liability for thebreach of contract, unjust enrichment, conversion, breach of
unresolved litigation and investigation matters referred to above isfiduciary duty, a constructive trust and declaratory judgment,
not likely to have a material adverse effect on AIG’s consolidatedrelating to SICO’s breach of its commitment to use its AIG shares
financial condition, although it is possible that the effect would beonly for the benefit of AIG and AIG employees. Fact and expert
material to AIG’s consolidated results of operations for andiscovery has been concluded and SICO’s motion for summary
individual reporting period.judgment is pending.

Regulatory Investigations. Regulators from several states have Item 4.
commenced investigations into insurance brokerage practices Submission of Matters to a Vote of Security
related to contingent commissions and other industry wide Holders
practices as well as other broker-related conduct, such as alleged

There were no matters submitted to a vote of security holdersbid-rigging. In addition, various federal, state and foreign regula-
during the fourth quarter of 2007.tory and governmental agencies are reviewing certain transactions

and practices of AIG and its subsidiaries in connection with
industry wide and other inquiries. AIG has cooperated, and will
continue to cooperate, in producing documents and other informa-
tion in response to subpoenas and other requests. On Janu-
ary 29, 2008, AIG reached settlement agreements with nine
states and the District of Columbia. The settlement agreements
call for AIG to pay a total of $12.5 million to be allocated among
the ten jurisdictions and also require AIG to continue to maintain
certain producer compensation disclosure and ongoing compliance
initiatives. AIG will also continue to cooperate with these states in
their ongoing investigations. AIG has not admitted liability under
the settlement agreements and continues to deny the allegations.
Nevertheless, AIG agreed to settle in order to avoid the expense
and uncertainty of protracted litigation. The settlement agree-
ments, which remain subject to court approvals, were reached
with the Attorneys General of the States of Florida, Hawaii,
Maryland, Michigan, Oregon, Texas and West Virginia, the Com-
monwealths of Massachusetts and Pennsylvania, and the District
of Columbia, the Florida Department of Financial Services, and
the Florida Office of Insurance Regulation. The agreement with the
Texas Attorney General also settles allegations of anticompetitive
conduct relating to AIG’s relationship with Allied World Assurance
Company and includes an additional settlement payment of
$500,000 related thereto.

Wells Notices. AIG understands that some of its employees have
received Wells notices in connection with previously disclosed SEC
investigations of certain of AIG’s transactions or accounting
practices. Under SEC procedures, a Wells notice is an indication
that the SEC staff has made a preliminary decision to recommend
enforcement action that provides recipients with an opportunity to
respond to the SEC staff before a formal recommendation is
finalized. It is possible that additional current and former
employees could receive similar notices in the future as the
regulatory investigations proceed.

AIG 2007 Form 10-K 25



American International Group, Inc. and Subsidiaries

Part II

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

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

The following table presents the high and low closing sales prices and the dividends paid per share of AIG’s common
stock on the New York Stock Exchange Composite Tape, for each quarter of 2007 and 2006:

2007 2006

Dividends Dividends
High Low Paid High Low Paid

First quarter $72.15 $66.77 $0.165 $70.83 $65.35 $0.150
Second quarter 72.65 66.49 0.165 66.54 58.67 0.150
Third quarter 70.44 61.64 0.200 66.48 57.76 0.165
Fourth quarter 70.11 51.33 0.200 72.81 66.30 0.165

The approximate number of holders of common stock as of January 31, 2008, based upon the number of record holders, was 56,500.

Subject to the dividend preference of any of AIG’s serial preferred stock that may be outstanding, the holders of shares of common
stock are entitled to receive such dividends as may be declared by AIG’s Board of Directors from funds legally available therefor.

In February 2007, AIG’s Board of Directors adopted a new dividend policy, which took effect with the dividend that was declared in the
second quarter of 2007. Under ordinary circumstances, AIG’s plan is to increase its common stock dividend by approximately
20 percent annually. The payment of any dividend, however, is at the discretion of AIG’s Board of Directors, and the future payment of
dividends will depend on various factors, including the performance of AIG’s businesses, AIG’s consolidated financial condition, results
of operations and liquidity and the existence of investment opportunities.

For a discussion of certain restrictions on the payment of dividends to AIG by some of its insurance subsidiaries, see Note 14 to
Consolidated Financial Statements.

The following table summarizes AIG’s stock repurchases for the three-month period ended December 31, 2007:

Maximum Number
Total Number of Shares that

of Shares May Yet Be
Total Number Purchased as Part Purchased Under the

of Shares Average Price of Publicly Announced Plans or Programs
Period Purchased(a)(b) Paid per Share Plans or Programs at End of Month(b)

October 1 - 31, 2007 13,964,098 $66.12 13,964,098
November 1 - 30, 2007 5,709,067 61.56 5,709,067
December 1 - 31, 2007 1,584,199 55.58 1,584,199

Total 21,257,364 $64.11 21,257,364

(a) Reflects date of delivery. Does not include 49,583 shares delivered or attested to in satisfaction of the exercise price by holders of AIG employee
stock options exercised during the three months ended December 31, 2007 or 23,300 shares purchased by ILFC to satisfy obligations under employee
benefit plans.

(b) In February 2007, AIG’s Board of Directors increased AIG’s share repurchase program by authorizing the repurchase of shares with an aggregate
purchase price of $8 billion. In November 2007, AIG’s Board of Directors authorized the repurchase of an additional $8 billion in common stock. A
balance of $10.9 billion remained for purchases under the program as of December 31, 2007, although $912 million of that amount has been
advanced by AIG to purchase shares under the program and an additional $1 billion was required to be advanced in January 2008 to meet
commitments that existed at December 31, 2007.

AIG does not expect to purchase additional shares under its share repurchase program for the foreseeable future, other than to meet
commitments that existed at December 31, 2007.

AIG’s table of equity compensation plans previously approved by security holders and equity compensation plans not previously approved
by security holders will be included in AIG’s Definitive Proxy Statement in connection with its 2008 Annual Meeting of Shareholders,
which will be filed with the SEC within 120 days of AIG’s fiscal year end.
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insurance companies to which AIG compares its business andPerformance Graph
operations: ACE Limited, Aflac Incorporated, The Chubb Corpora-The following Performance Graph compares the cumulative total
tion, The Hartford Financial Services Group, Inc., Lincoln Nationalshareholder return on AIG common stock for a five-year period
Corporation, MetLife, Inc., Prudential Financial, Inc., The Travelers(December 31, 2002 to December 31, 2007) with the cumulative
Companies, Inc. (formerly The St. Paul Travelers Companies, Inc.)total return of the Standard & Poor’s 500 stock index (which
and XL Capital Ltd.includes AIG) and a peer group of companies consisting of nine

FIVE-YEAR CUMULATIVE TOTAL SHAREHOLDER RETURNS
Value of $100 Invested on December 31, 2002
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Years Ending

AMERICAN INTERNATIONAL GROUP S&P 500 INDEX PEER GROUP

As of December 31,

2002 2003 2004 2005 2006 2007

AIG $100.00 $115.02 $114.43 $119.98 $127.24 $104.67
S&P 500 100.00 128.68 142.69 149.70 173.34 182.86
Peer Group 100.00 126.10 145.73 179.22 207.37 216.60
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Item 6.
Selected Financial Data

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

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

Years Ended December 31,
(in millions, except per share data) 2007 2006(a) 2005(a) 2004(a) 2003(a)

Revenues(b)(c)(d):
Premiums and other considerations $ 79,302 $ 74,213 $ 70,310 $ 66,704 $ 54,874
Net investment income 28,619 26,070 22,584 19,007 16,024
Net realized capital gains (losses) (3,592) 106 341 44 (442)
Unrealized market valuation losses on AIGFP super senior credit

default swap portfolio (11,472) — — — —
Other income 17,207 12,998 15,546 12,068 9,145

Total revenues 110,064 113,387 108,781 97,823 79,601
Benefits and expenses:

Incurred policy losses and benefits 66,115 60,287 64,100 58,600 46,362
Insurance acquisition and other operating expenses 35,006 31,413 29,468 24,378 21,332

Total benefits and expenses 101,121 91,700 93,568 82,978 67,694
Income before income taxes, minority interest and cumulative effect

of accounting changes(b)(c)(d)(e)(f) 8,943 21,687 15,213 14,845 11,907
Income taxes 1,455 6,537 4,258 4,407 3,556
Income before minority interest and cumulative effect of accounting

changes 7,488 15,150 10,955 10,438 8,351
Minority interest (1,288) (1,136) (478) (455) (252)
Income before cumulative effect of accounting changes 6,200 14,014 10,477 9,983 8,099
Cumulative effect of accounting changes, net of tax — 34 — (144) 9
Net income 6,200 14,048 10,477 9,839 8,108
Earnings per common share:

Basic
Income before cumulative effect of accounting changes 2.40 5.38 4.03 3.83 3.10
Cumulative effect of accounting changes, net of tax — 0.01 — (0.06) —
Net income 2.40 5.39 4.03 3.77 3.10

Diluted
Income before cumulative effect of accounting changes 2.39 5.35 3.99 3.79 3.07
Cumulative effect of accounting changes, net of tax — 0.01 — (0.06) —
Net income 2.39 5.36 3.99 3.73 3.07

Dividends declared per common share 0.77 0.65 0.63 0.29 0.24
Year-end balance sheet data:

Total assets 1,060,505 979,410 853,048 801,007 675,602
Long-term borrowings(g) 162,935 135,316 100,314 86,653 73,881
Commercial paper and extendible commercial notes 13,114 13,363 9,535 10,246 6,468
Total liabilities 964,604 877,542 766,545 721,135 606,180
Shareholders’ equity $ 95,801 $101,677 $ 86,317 $ 79,673 $ 69,230 

(a) Certain reclassifications have been made to prior period amounts to conform to the current period presentation.

(b) In 2007, 2006, 2005, 2004 and 2003, includes other-than-temporary impairment charges of $4.7 billion, $944 million, $598 million, $684 million
and $1.5 billion, respectively. Also includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133,
including the related foreign exchange gains and losses. In 2007, 2006, 2005, 2004 and 2003, respectively, the effect was $(1.44) billion,
$(1.87) billion, $2.02 billion, $385 million and $(1.50) billion in revenues and $(1.44) billion, $(1.87) billion, $2.02 billion, $671 million and
$(1.22) billion in operating income. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic
hedges of investments and borrowings. These gains (losses) in 2007 include a $380 million out of period charge to reverse net gains recognized on
transfers of available for sale securities among legal entities consolidated within AIGFP. The gains (losses) in 2006 include an out of period charge of
$223 million related to the remediation of the material weakness in internal control over the accounting for certain derivative transactions under FAS
133. In the first quarter of 2007, AIG began applying hedge accounting for certain transactions, primarily in its Capital Markets operations. In the
second quarter of 2007, AGF and ILFC began applying hedge accounting to most of their derivatives hedging interest rate and foreign exchange risks
associated with their floating rate and foreign currency denominated borrowings.

(c) In 2006, includes the effect of out of period adjustments related to the accounting for UCITS. The effect was an increase of $490 million in both
revenues and operating income for General Insurance and an increase of $240 million and $169 million in revenues and operating income,
respectively, for Life Insurance & Retirement Services.

(d) In 2007, includes an unrealized market valuation loss of $11.5 billion on AIGFP’s super senior credit default swap portfolio and an other-than-temporary
impairment charge of $643 million on AIGFP’s available for sale investment securities reported in other income.

(e) Includes current year catastrophe-related losses of $276 million in 2007, $3.28 billion in 2005 and $1.16 billion in 2004. There were no significant
catastrophe-related losses in 2006 and 2003.

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

(g) Includes that portion of long-term debt maturing in less than one year. See also Note 11 to Consolidated Financial Statements.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

presented in accordance with accounting principles prescribed byItem 7.
insurance regulatory authorities because these are standardManagement’s Discussion and Analysis of 
measures of performance used in the insurance industry and thusFinancial Condition and Results of Operations
allow more meaningful comparisons with AIG’s insurance competi-

Throughout this Management’s Discussion and Analysis of Finan- tors. AIG has also incorporated into this discussion a number of
cial Condition and Results of Operations, AIG presents its cross-references to additional information included throughout this
operations in the way it believes will be most meaningful. Annual Report on Form 10-K to assist readers seeking additional
Statutory underwriting profit (loss) and combined ratios are information related to a particular subject.
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Cautionary Statement Regarding Projections and Other Information About Future Events
This Annual Report on Form 10-K and other publicly available documents may include, and AIG’s officers and representatives may from time
to time make, projections concerning financial information and statements concerning future economic performance and events, plans and
objectives relating to management, operations, products and services, and assumptions underlying these projections and statements.
These projections and statements are not historical facts but instead represent only AIG’s belief regarding future events, many of which, by
their nature, are inherently uncertain and outside AIG’s control. These projections and statements may address, among other things, the
status and potential future outcome of the current regulatory and civil proceedings against AIG and their potential effect on AIG’s
businesses, financial condition, results of operations, cash flows and liquidity, AIG’s exposures to subprime mortgages, monoline insurers
and the residential real estate market and AIG’s strategy for growth, product development, market position, financial results and reserves.
It is possible that AIG’s actual results and financial condition may differ, possibly materially, from the anticipated results and financial
condition indicated in these projections and statements. Factors that could cause AIG’s actual results to differ, possibly materially, from
those in the specific projections and statements are discussed throughout this Management’s Discussion and Analysis of Financial
Condition and Results of Operations and in Item 1A. Risk Factors of this Annual Report on Form 10-K. AIG is not under any obligation (and
expressly disclaims any such obligations) to update or alter any projection or other statement, whether written or oral, that may be made
from time to time, whether as a result of new information, future events or otherwise.

AIG 2007 Form 10-K 29



American International Group, Inc. and Subsidiaries

Management’s Discussion and Analysis of
Financial Condition and Results of Operations Continued

AIG patiently builds relationships in markets around the worldOverview of Operations and Business Results
where it sees long-term growth opportunities. For example, the

AIG identifies its reportable segments by product or service line, fact that AIG has the only wholly owned foreign life insurance
consistent with its management structure. AIG’s major product operations in China, operating in 19 cities, is the result of
and service groupings are General Insurance, Life Insurance & relationships developed over nearly 30 years. AIG’s more recent
Retirement Services, Financial Services and Asset Management. extensions of operations into India, Vietnam, Russia and other
Through these operating segments, AIG provides insurance, emerging markets reflect the same growth strategy. Moreover, AIG
financial and investment products and services to both busi- believes in investing in the economies and infrastructures of
nesses and individuals in more than 130 countries and jurisdic- these countries and growing with them. When AIG companies
tions. This geographic, product and service diversification is one enter a new jurisdiction, they typically offer basic protection and
of AIG’s major strengths and sets it apart from its competitors. savings products. As the economies evolve, AIG’s products evolve
AIG’s Other category consists of items not allocated to AIG’s with them, to more sophisticated and investment-oriented models.
operating segments. Growth for AIG may be generated internally as well as through

AIG’s subsidiaries serve commercial, institutional and individ- acquisitions which both fulfill strategic goals and offer adequate
ual customers through an extensive property-casualty and life return on capital. In October 2007, AIG expanded its Foreign
insurance and retirement services network. In the United States, General Insurance operations in Germany through the acquisition
AIG companies are the largest underwriters of commercial and of Württembergische und Badische Versicherungs-AG (WüBA). In
industrial insurance and are among the largest life insurance and January 2007, American General Finance, Inc. (AGF) expanded its
retirement services operations as well. AIG’s Financial Services operations into the U.K. through the acquisition of Ocean Finance
businesses include commercial aircraft and equipment leasing, and Mortgages Limited, a finance broker for home owner loans in
capital markets operations and consumer finance, both in the the U.K.
United States and abroad. AIG also provides asset management
services to institutions and individuals. As part of its Spread- Outlook
Based Investment activities, and to finance its operations, AIG

General Trendsissues various debt instruments in the public and private markets.
AIG’s operating performance reflects implementation of various In mid-2007, the U.S. residential mortgage market began to

long-term strategies and defined goals in its various operating experience serious disruption due to credit quality deterioration in
segments. A primary goal of AIG in managing its General a significant portion of loans originated, particularly to non-prime
Insurance operations is to achieve an underwriting profit. To and subprime borrowers; evolving changes in the regulatory
achieve this goal, AIG must be disciplined in its risk selection, environment; a slower residential housing market; increased cost
and premiums must be adequate and terms and conditions of borrowings for mortgage participants; and illiquid credit
appropriate to cover the risks accepted and expenses incurred. markets.

AIG has commenced a realignment to simplify its Foreign AIG participates in the U.S. residential mortgage market in
General Insurance operations, many of which were historically several ways: AGF originates principally first-lien mortgage loans
conducted through branches of U.S. companies. On October 8, and to a lesser extent second-lien mortgage loans to buyers and
2007, AIU Insurance Company announced the conversion of its owners of residential housing; United Guaranty Corporation (UGC)
existing China branches into AIG General Insurance Company provides first loss mortgage guaranty insurance for high loan-to-
China Limited, the first non-Chinese owned general insurance value first- and second-lien residential mortgages; AIG insurance
company established in China. This subsidiary assumed the and financial services subsidiaries invest in mortgage-backed
existing business portfolio, assets and liabilities of the China securities and CDOs, in which the underlying collateral is
branches. On October 15, 2007, AIG General Insurance (Taiwan) composed in whole or in part of residential mortgage loans; and
Co., Ltd. (AIGGI Taiwan) announced the completion of its merger AIGFP provides credit protection through credit default swaps on
with AIU Insurance Company Taiwan Branch. On December 1, certain super senior tranches of collateralized debt obligations
2007, Landmark Insurance Company Limited, a U.K. subsidiary, (CDOs), a significant majority of which have AAA underlying or
assumed all of the insurance liabilities of the U.K. branch of New subordinate layers.
Hampshire Insurance Company and changed its name to AIG U.K. Disruption in the U.S. residential mortgage market may also
Ltd. On January 1, 2008, AIU Insurance Company ceased increase claim activity in the financial institution segment of AIG’s
participating in the Domestic General Insurance pooling arrange- D&O and professional liability classes of business. However,
ment. These ongoing simplification efforts are expected to result based on its review of information currently available, AIG believes
in better utilization of capital and a lower effective tax rate. overall loss activity for the broader D&O and professional liability

A central focus of AIG operations in recent years has been the classes is likely to remain within or near the levels observed
development and expansion of distribution channels. In 2007, AIG during the last several years, which include losses related to
continued to expand its distribution channels, which now include stock options backdating as well as to the U.S. residential
banks, credit card companies, television-media home shopping, mortgage market.
affinity groups, direct response, worksite marketing and The operating results of AIG’s consumer finance and mortgage
e-commerce. guaranty operations in the United States have been and are likely
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to continue to be adversely affected by the factors referred to Workers compensation remains under considerable pricing
above. The downward cycle in the U.S. housing market is not pressure, as statutory rates continue to decline. Rates for
expected to improve until residential inventories return to a more aviation, excess casualty, D&O and certain other lines of
normal level and the mortgage credit market stabilizes. AIG insurance also continue to decline due to competitive pressures.
expects that this downward cycle will continue to adversely affect Rates for commercial property lines are also declining following
UGC’s operating results for the foreseeable future and will result another year of relatively low catastrophe losses. Further price
in a significant operating loss for UGC in 2008. AIG also incurred erosion is expected in 2008 for the commercial lines; AIG seeks
substantial unrealized market valuation losses in 2007, particu- to mitigate the decline by constantly seeking out profitable
larly in the fourth quarter, on AIGFP’s super senior credit default opportunities across its diverse product lines and distribution
swap portfolio and substantial other-than-temporary impairment networks while maintaining a commitment to underwriting disci-
charges on AIG’s Insurance and Financial Services available for pline. There can be no assurance that price erosion will not
sale securities. The results from AIG’s operations with exposure become more widespread or that AIG’s profitability will not
to the U.S. residential mortgage market will be highly dependent deteriorate from current levels in major commercial lines.
on future market conditions. Continuing market deterioration will In Foreign General Insurance, opportunities for growth exist in
cause AIG to report additional unrealized market valuation losses the consumer lines due to increased demand in emerging markets
and impairment charges. and the trend toward privatization of health insurance. In commer-

The ongoing effect of the downward cycle in the U.S. housing cial lines, the late 2007 acquisition of WüBa enhances AIG’s
market on AIG’s other operations, investment portfolio and overall insurance offerings to small and medium sized companies in
consolidated financial condition could be material if the market Europe.
disruption continues and expands beyond the residential mort- Through operations in Bahrain designed to comply with Islamic
gage markets, although AIG seeks to mitigate the risks to its law, AIG is tapping into a growing market. Islamic insurance,
business by disciplined underwriting and active risk management. called Takaful, is an alternative to conventional insurance based

Globally, heightened regulatory scrutiny of financial services on the concept of mutual assistance through pooling of resources.
companies in many jurisdictions has the potential to affect future The Personal Lines automobile marketplace remains challeng-
financial results through higher compliance costs. This is particu- ing with rates declining steadily, increased spending on commis-
larly true in the United States, where Federal and state authorities sions and advertising and favorable liability frequency trends
have commenced various investigations of the financial services slowing, while severity in both liability and physical damage are
industry, and in Japan and Southeast Asia, where financial expected to increase. In addition to the deteriorating underwriting
institutions have received remediation orders affecting consumer cycle, a generally weakening economy leads to slower growth in
and policyholder rights. automobile insurance exposure units and values. The Personal

In certain quarters, AIG’s returns from partnerships and other Lines business is focused on consolidation and improving opera-
alternative investments were particularly strong, driven by tional efficiencies to reduce costs, as well as enhancing rating
favorable equity market performance and credit conditions. These algorithms and creating a new aigdirect.com brand, as a result of
returns may vary from period to period and AIG believes that the the 2007 combination of AIG Direct and 21st Century Insurance
particularly strong performance in certain prior periods is not Group (21st Century) operations, to support growth. The high net
indicative of the returns to be expected from this asset class in worth market continues to provide opportunities for growth as a
future periods. result of AIG’s innovative products and services specifically

AIG has recorded out of period adjustments in the last two designed for that market.
years due to the remediation of control deficiencies. As AIG Losses caused by catastrophes can fluctuate widely from year
continues its remediation activities, AIG expects to continue to to year, making comparisons of results more difficult. With
incur expenses related to these activities and to record additional respect to catastrophe losses, AIG believes that it has taken
out of period adjustments, although all known errors have been appropriate steps, such as careful exposure selection and
corrected. adequate reinsurance coverage, to reduce the effect of possible

future losses. The occurrence of one or more catastrophic events
of higher than anticipated frequency or severity, such as aGeneral Insurance
terrorist attack, earthquake or hurricane, that causes insured

The commercial property and casualty insurance industry has
losses, however, could have a material adverse effect on AIG’s

historically experienced cycles of price erosion followed by rate
results of operations, liquidity or financial condition.

strengthening as a result of catastrophes or other significant
losses that affect the overall capacity of the industry to provide Life Insurance & Retirement Services
coverage. As premium rates decline, AIG will generally experience
higher current accident year loss ratios, as the written premiums Disruption in the U.S. residential mortgage and credit markets
are earned. Despite industry price erosion in commercial lines, had a significant adverse effect on Life Insurance & Retirement
AIG expects to continue to identify profitable opportunities and Services operating results in 2007 and will continue to be a key
build attractive new general insurance businesses as a result of factor in 2008 and beyond, especially in the U.S.-based opera-
AIG’s broad product line and extensive distribution networks in the tions. The volatility in operating results will be further magnified by
United States and abroad. the continuing market shift to variable products with living benefits
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations Continued

and the adoption of FAS No. 157, ‘‘Fair Value Measurements’’ distribution opportunities and operational efficiencies pending
(FAS 157). Life Insurance & Retirement Services elected the fair regulatory approval.
value option under FAS No. 159, ‘‘The Fair Value Option for Full deregulation of banks in Japan with respect to insurance
Financial Assets and Financial Liabilities’’ (FAS 159), for two product sales became effective in December 2007, and AIG
products beginning January 1, 2008 - a closed block of single expects that it will be able to leverage its existing bank
premium variable life business in Japan and an investment-linked relationships and innovative product expertise to expand sales of
life insurance product sold principally in Asia. After adoption on both life and accident and health products in 2008. Deregulation
January 1, 2008, subsequent changes in fair value for these of Japan Post is also expected to provide additional growth
products will be reported in operating income. The adoption of opportunities during 2008 and beyond.
FAS 159 for these products is expected to result in a decrease to Although the Japanese Yen strengthened in the fourth quarter
opening 2008 retained earnings of approximately $600 million. of 2007, historical volatility of Japanese Yen-dollar exchange rates
For a description of these accounting standards, see Note 1 to has resulted in higher than normal surrenders, and if that trend
Consolidated Financial Statements. returns, an acceleration of the amortization of deferred policy

Life Insurance & Retirement Services uses various derivative acquisition costs could occur.
instruments to hedge cash flows related to certain foreign Outside of Japan, ALICO continues to execute its strategy of
currencies and fixed income related instruments. Although these diversifying distribution channels and developing new products. In
derivatives are purchased to mitigate the economic effect of particular, ALICO’s Central and Eastern European operations
movements in foreign exchange rates and interest rates, reported performed well and demographic and economic conditions in
earnings may be volatile due to certain hedges not qualifying for these countries provide excellent opportunities for continued
hedge accounting under FAS 133. The change in fair value of growth.
derivative instruments is reported in net realized capital gains AIG’s operations in China continue to expand, but AIG expects
(losses). Life Insurance & Retirement Services engages in hedging competition in China to remain strong. AIG’s success in China will
programs that use derivatives and other instruments to hedge the depend on its ability to execute its growth strategy. Key growth
guaranteed living benefits associated with variable products. strategies in 2008 include expansion of sales and service
Nevertheless, short-term market movements will vary from long- centers, increased bank distribution and entering into strategic
term expectations underlying the product pricing assumptions and alliances with key partners. In Southeast Asia, AIG’s operations
may cause volatility in reported earnings. The inclusion of risk are focused on growing market share and profits in Singapore,
margins in the valuation of embedded derivatives under FAS 157 Malaysia, Thailand and Hong Kong with products focused on the
will increase earnings volatility as differences emerge between the life savings-oriented consumer along with high net worth consum-
change in fair value of embedded derivatives and the change in ers through the newly formed Wealth Management Group.
fair value of hedging instruments. As variable products with Domestically, AIG plans to continue expansion of its Life
guaranteed living benefits continue to grow, the reported earnings Insurance & Retirement Services businesses through direct
volatility associated with these programs will likely increase. marketing and independent agent distribution channels. The aging

Life Insurance & Retirement Services may continue to experi- population in the United States provides a growth opportunity for
ence volatility in net realized capital gains (losses) due to other- a variety of products, including longevity, guaranteed income and
than-temporary impairment writedowns of the fair value of invest- supplemental accident and health products. Certain other demo-
ments, primarily related to the significant disruption in the graphic groups that have traditionally been underserved provide
residential mortgage and credit markets and foreign currency additional growth opportunities. The Domestic Life Insurance
related losses. operations showed positive momentum in the second half of 2007

In Japan, given AIG’s multi-channel, multi-product strategy, AIG resulting from new products and expanded distribution. Domestic
expects its Life Insurance & Retirement Services operations to group life/health operations continue to face competitors with
exceed industry growth in the long term, although downward greater scale in group benefits.
pressure on earnings growth rates is anticipated due to the The fixed annuities business experienced a difficult year as
difficult market conditions. Market conditions remain challenging surrenders increased in 2007 due to both an increasing number
as a result of increased competition due to new market entrants, of policies coming out of their surrender charge period and
the increasing financial strength of the domestic companies as increased competition from bank deposit products. While surren-
the economy has recovered, the effect of additional regulatory ders are expected to continue to be higher than normal, the
oversight, changes to the tax deductibility of insurance premiums current interest rate environment should provide opportunities for
and the regulatory claims review which has negatively affected improvements in net flows during 2008. AIG believes that
consumer perceptions of the industry. While the market shift to improvement in net flows in the individual variable annuity market
variable products with living benefits will constrain fixed annuity will be driven by variable annuity products with living benefits while
sales, AIG is positioned to grow annuity sales overall with its the group retirement products will continue to experience a shift
annuity products designed to meet the needs of consumers in a from group annuities to lower margin mutual fund products.
range of market conditions. In addition, AIG expects that the Since the beginning of 2000, the yield available on Taiwanese
planned integration of AIG Star Life and AIG Edison Life, which is 10-year government bonds dropped from approximately 6 percent
anticipated to be completed in 2009, will provide enhanced to less than 3 percent at December 31, 2007. Yields on most
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other invested assets have correspondingly dropped over the next 12 to 18 months by AIGFP’s counterparties as they
same period. New regulatory capital requirements being devel- implement models compliant with the new Basel II Accord. As of
oped in Taiwan, combined with growth opportunities in bancas- February 26, 2008, $54 billion in notional exposures have either
surance and variable annuities with living benefits, may potentially been terminated or are in the process of being terminated. AIGFP
create a need for capital contributions in 2008 and beyond to was not required to make any payments as part of these
support local solvency requirements. terminations and in certain cases was paid a fee upon termina-

tion. In light of this experience to date and after other comprehen-
sive analyses, AIG did not recognize an unrealized marketFinancial Services
valuation adjustment for this regulatory capital relief portfolio for

Within Financial Services, demand for International Lease Finance
the year ended December 31, 2007. AIG will continue to assess

Corporation (ILFC’s) modern, fuel efficient aircraft remains strong,
the valuation of this portfolio and monitor developments in the

and ILFC plans to increase its fleet by purchasing 73 aircraft in
marketplace. There can be no assurance that AIG will not

2008. However, ILFC’s margins may be adversely affected by
recognize unrealized market valuation losses from this portfolio in

increases in interest rates. AIG Financial Products Corp. and AIG
future periods. These transactions contributed approximately

Trading Group Inc. and their respective subsidiaries (collectively,
$210 million to AIGFP’s revenues in 2007. If AIGFP is not

AIGFP) expect opportunities for growth across their product
successful in replacing the revenues generated by these transac-

segments, but AIGFP is a transaction-oriented business, and its
tions, AIGFP’s operating results could be materially adversely

operating results will depend to a significant extent on actual
affected. For additional information on the AIGFP super senior

transaction flow, which is affected by market conditions and other
credit default swap portfolio, see Risk Management — Segment

variables outside its control. AIG continues to explore opportuni-
Risk Management — Financial Services — Capital Markets Deriva-

ties to expand its Consumer Finance operations into new
tive Transactions and Note 8 to Consolidated Financial

domestic and foreign markets.
Statements.

The ongoing disruption in the U.S. residential mortgage and
In March 2007, the U.S. Treasury Department published

credit markets and the recent downgrades of residential mortgage-
proposed regulations that, had they been adopted in 2007, would

backed securities and CDO securities by rating agencies continue
have had the effect of limiting the ability of AIG to claim foreign

to adversely affect the fair value of the super senior credit default
tax credits with respect to certain transactions entered into by

swap portfolio written by AIGFP. AIG expects that continuing
AIGFP. AIGFP is no longer a participant in those transactions and

limitations on the availability of market observable data will affect
therefore, the proposed regulations, if adopted in their current

AIG’s determinations of the fair value of these derivatives,
form in 2008 or subsequent years, would not be expected to have

including by preventing AIG, for the foreseeable future, from
any material effect on AIG’s ability to claim foreign tax credits. 

recognizing the beneficial effect of the differential between credit
Effective January 1, 2008, AIGFP elected to apply the fair

spreads used to price a credit default swap and spreads implied
value option to all eligible assets and liabilities, other than equity

from prices of the CDO bonds referenced by such swap. The fair
method investments. The adoption of FAS 159 with respect to

value of these derivatives is expected to continue to fluctuate,
elections made by AIGFP is currently being evaluated for the effect

perhaps materially, in response to changing market conditions,
of recently issued draft guidance by the FASB, anticipated to be

and AIG’s estimates of the value of AIGFP’s super senior credit
issued in final form in early 2008, and its potential effect on

derivative portfolio at future dates could therefore be materially
AIG’s consolidated financial statements.

different from current estimates. AIG continues to believe that the
unrealized market valuation losses recorded on the AIGFP super Asset Management
senior credit default swap portfolio are not indicative of the losses
AIGFP may realize over time. Under the terms of most of these In the Spread-Based Investment business, the Guaranteed Invest-
credit derivatives, losses to AIG would generally result from the ment Contract (GIC) portfolio continues to run off and was
credit impairment of the referenced CDO bonds that AIG would replaced by the Matched Investment Program (MIP). The results
acquire in satisfying its swap obligations. Based upon its most from domestic GICs and the MIP have been adversely affected by
current analyses, AIG believes that any credit impairment losses the ongoing disruption in the credit markets, the weakening
realized over time by AIGFP will not be material to AIG’s U.S. dollar and declining interest rates. The MIP is exposed to
consolidated financial condition, although it is possible that such credit and market risk in the form of investments in, among other
realized losses could be material to AIG’s consolidated results of asset classes, U.S. residential mortgage-backed securities, asset-
operations for an individual reporting period. Except to the extent backed securities, commercial mortgage-backed securities and
of any such credit impairment losses, AIG expects the unrealized single name corporate credit default swaps entered into by the
market valuation losses to reverse over the remaining life of the MIP. In addition, earnings volatility for the MIP may arise from
super senior credit default swap portfolio. investments in bank loans that are held for future collateralized

Approximately $379 billion of the $527 billion in notional loan obligations to be managed by AIG Investments. The value of
exposure on AIGFP’s super senior credit default swap portfolio as the investments may fluctuate materially from period to period due
of December 31, 2007 were written to facilitate regulatory capital to market movements, which may result in realized and unrealized
relief for financial institutions primarily in Europe. AIG expects that net losses. Although it is difficult to estimate future movements in
the majority of these transactions will be terminated within the these markets, effective hedges exist to mitigate the effect of
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interest rate and foreign currency exchange rate disruptions. each fund’s performance as of the balance sheet date. Future
Reported results may be volatile due to certain hedges not fund performance may negatively affect previously recognized
qualifying for hedge accounting treatment. carried interest.

In the Institutional Asset Management business, carried inter-
For a description of important factors that may affect the

est, computed in accordance with each fund’s governing agree-
operations and initiatives described above, see Item 1A. Risk

ment, is based on the investment’s performance over the life of
Factors.

each fund. Unrealized carried interest is recognized based on

Consolidated Results

The following table summarizes AIG’s consolidated revenues, income before income taxes, minority interest and
cumulative effect of accounting changes and net income for the years ended December 31, 2007, 2006 and 2005:

Percentage Increase/(Decrease)Years Ended December 31,
(in millions) 2007 2006 2005 2007 vs. 2006 2006 vs. 2005

Total revenues $110,064 $113,387 $108,781 (3)% 4%

Income before income taxes, minority interest and
cumulative effect of accounting changes 8,943 21,687 15,213 (59) 43

Net income $ 6,200 $ 14,048 $ 10,477 (56)% 34%

Income before income taxes, minority interest and cumulativeEffect of Credit Market Events in the Fourth Quarter of
effect of accounting changes declined in 2007 due to the losses2007
described above, partially offset by the favorable effects in 2007

AIG reported a net loss of $8.4 billion before tax ($5.2 billion of the application of hedge accounting under Statement of
after tax) in the fourth quarter of 2007 as a result of severe Financial Accounting Standards No. 133, ‘‘Accounting for Deriva-
credit market disruption. Contributing to this loss was an tive Instruments and Hedging Activities’’ (FAS 133). In 2007,
$11.5 billion pre-tax charge for the unrealized market valuation AIGFP applied hedge accounting to certain of its interest rate
loss on AIGFP’s super senior credit default swap portfolio. Net swaps and foreign currency forward contracts hedging its invest-
realized capital losses totaled $2.6 billion before tax in the fourth ments and borrowings. As a result, AIGFP recognized in earnings
quarter of 2007, arising primarily from other-than-temporary the change in the fair value of the hedged items attributable to
impairment charges in AIG’s investment portfolio, with an addi- the hedged risks, substantially offsetting the gains and losses on
tional $643 million impairment charge related to Financial Ser- the derivatives designated as hedges. In 2006, AIGFP did not
vices securities available for sale reported in other income. Also apply hedge accounting to any of its assets and liabilities.
contributing to the operating loss for the fourth quarter was an
operating loss of $348 million before tax from Mortgage Guaranty 2006 and 2005 Comparison
from continued deterioration in the U.S. residential housing

The increase in revenues in 2006 compared to 2005 wasmarket.
primarily attributable to the growth in Premiums and other
considerations and Net investment income in the General Insur-2007 and 2006 Comparison
ance and Life Insurance & Retirement Services segments.

AIG’s consolidated revenues decreased in 2007 compared to Revenues in the Financial Services segment declined as a result
2006 as growth in Premiums and other considerations and Net of the effect of hedging activities for AIGFP that did not qualify for
investment income in the General Insurance and Life Insurance & hedge accounting treatment under FAS 133, decreasing revenues
Retirement Services segments were more than offset by higher by $1.8 billion in 2006 and increasing revenues by $2.0 billion in
Net realized capital losses compared to 2006 and an unrealized 2005.
market valuation loss of $11.5 billion on AIGFP’s super senior Income before income taxes, minority interest and cumulative
credit default swap portfolio recorded in other income. Net effect of accounting changes increased in 2006 compared to
realized capital losses of $3.6 billion in 2007 included other-than- 2005, reflecting higher General Insurance and Life Insurance &
temporary impairment charges of the fair value of investments of Retirement Services operating income. These increases were
$4.1 billion, primarily related to the significant disruption in the partially offset by lower Financial Services operating income
residential mortgage and credit markets, and foreign currency reflecting the effects of hedging activities that did not qualify for
related losses of $500 million. Similarly, AIG recorded in other hedge accounting treatment under FAS 133. Results in 2005
income, other-than-temporary impairment charges of $643 million reflected the negative effect of $3.3 billion (pre-tax) in catastro-
related to its Financial Services securities available for sale phe-related losses incurred that year. Net income in 2005 also
reported in other income. Total other-than-temporary impairment reflected the charges related to regulatory settlements, as
charges in 2006 were $944 million. See Invested Assets — Other- described in Item 3. Legal Proceedings, and the fourth quarter
than-temporary impairments herein.
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charge resulting from the annual review of General Insurance loss tax) of expenses related to deferred advertising costs; and
and loss adjustment reserves. $125 million ($116 million after tax) of additional expense,

primarily related to other remediation activities.
Results in 2006 were also negatively affected by a one-timeRemediation

charge relating to the C.V. Starr & Co., Inc. (Starr) tender offer
Throughout 2007 and 2006, as part of its continuing remediation

($54 million before and after tax) and an additional allowance for
efforts, AIG recorded out of period adjustments which are detailed

losses in AIG Credit Card Company (Taiwan) ($88 million before
below. In addition, certain revisions were made to the Consoli-

and after tax), both of which were recorded in first quarter of
dated Statement of Cash Flows.

2006.

2007 Adjustments
Cash Flows

During 2007, out of period adjustments collectively decreased pre-
As part of its ongoing remediation activities, AIG has made

tax operating income by $372 million ($399 million after tax). The
certain revisions to the Consolidated Statement of Cash Flows,

adjustments were comprised of a charge of $380 million
primarily relating to the effect of reclassifying certain policyhold-

($247 million after tax) to reverse net gains on transfers of
ers’ account balances, the elimination of certain intercompany

investment securities among legal entities consolidated within
balances and revisions related to separate account assets.

AIGFP and a corresponding increase to accumulated other compre-
Accordingly, AIG revised the previous periods presented to

hensive income (loss); $156 million of additional income tax
conform to the revised presentation. See Note 24 to Consolidated

expense related to the successful remediation of the material
Financial Statements for further information.

weakness in internal control over income tax accounting;
$142 million ($92 million after tax) of additional expense related Income Taxes
to insurance reserves and DAC in connection with improvements
in internal control over financial reporting and consolidation The effective tax rate declined from 30.1 percent in 2006 to
processes; $42 million ($29 million after tax) of additional 16.3 percent in 2007, primarily due to the unrealized market
expense, primarily related to other remediation activities; and valuation losses on AIGFP’s super senior credit default swap
$192 million ($125 million after tax) of net realized capital gains portfolio and other-than-temporary impairment charges. These
related to foreign exchange. losses, which are taxed at a U.S. tax rate of 35 percent and are

included in the calculation of income tax expense, reduced AIG’s
overall effective tax rate. In addition, other tax benefits, including2006 Adjustments
tax exempt interest and effects of foreign operations are propor-

During 2006, out of period adjustments collectively increased pre-
tionately larger in 2007 than in 2006 due to the decline in pre-tax

tax operating income by $313 million ($65 million after tax). The
income in 2007. Furthermore, tax deductions taken in 2007 for

adjustments were comprised of $773 million ($428 million after
SICO compensation plans for which the expense had been

tax) of additional investment income related to the accounting for
recognized in prior years also reduced the effective tax rate in

certain interests in unit investment trusts (UCITS); $300 million
2007. AIG has now completed its claims for tax refunds

($145 million after tax) of charges primarily related to the
attributable to adjustments made for 2004 and prior financial

remediation of the material weakness in internal control over the
statements. Refund claims for tax years 1991-1996 were filed

accounting for certain derivative transactions under FAS 133;
with the Internal Revenue Service in June 2007. Claims for tax

$58 million of additional income tax expense related to the
years 1997-2004 will be filed before September 2008.

remediation of the material weakness in internal control over
AIG expects to receive cash tax benefits in 2008 as a result of

income tax accounting; $85 million ($55 million after tax) of
the unrealized market valuation losses on AIGFP’s super senior

interest income related to interest earned on deposit contracts;
credit default swap portfolio, whether AIG is in a regular or

$61 million (before and after tax) of expenses related to the Starr
alternative minimum tax position.

International Company, Inc. (SICO) Deferred Compensation Profit
Participation Plans (SICO Plans); $59 million ($38 million after
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The following table summarizes the net effect of catastrophe-related losses for the years ended December 31, 2007
and 2005. There were no significant catastrophe-related losses for the year ended December 31, 2006.

(in millions) 2007 2005

Pretax $276 $3,280*

Net of tax and minority interest $177 2,109

* Includes $312 million in catastrophe-related losses from partially owned companies.

Segment Results

The following table summarizes AIG’s operations by reporting segment for the years ended December 31, 2007, 2006
and 2005. See also Note 2 to Consolidated Financial Statements.

Percentage Increase/(Decrease)

(in millions) 2007 2006(a) 2005(a) 2007 vs. 2006 2006 vs. 2005

Revenues(b):
General Insurance(c) $ 51,708 $ 49,206 $ 45,174 5% 9%
Life Insurance & Retirement Services(c)(d) 53,570 50,878 48,020 5 6
Financial Services(e)(f) (1,309) 7,777 10,677 — (27)
Asset Management 5,625 4,543 4,582 24 (1)
Other 457 483 344 (5) 40
Consolidation and eliminations 13 500 (16) (97) —

Total $110,064 $113,387 $108,781 (3)% 4%

Operating Income (loss)(b)(g):
General Insurance(c) $ 10,526 $ 10,412 $ 2,315 1% 350%
Life Insurance & Retirement Services(c)(d) 8,186 10,121 8,965 (19) 13
Financial Services(e)(f) (9,515) 383 4,424 — (91)
Asset Management 1,164 1,538 1,963 (24) (22)
Other(h) (2,140) (1,435) (2,765) — —
Consolidation and eliminations 722 668 311 8 115

Total $ 8,943 $ 21,687 $ 15,213 (59)% 43%

(a) Certain reclassifications have been made to prior period amounts to conform to the current period presentation.
(b) In 2007, 2006 and 2005, includes other-than-temporary impairment charges of $4.7 billion, $944 million and $598 million, respectively. Also includes

gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains
and losses. In 2007, 2006, and 2005, respectively, the effect was $(1.44) billion, $(1.87) billion and $2.02 billion in both revenues and operating
income. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of investments and
borrowings. These gains (losses) in 2007 include a $380 million out of period charge to reverse net gains recognized on transfers of available for sale
securities among legal entities consolidated within AIGFP. The gains (losses) in 2006 include an out of period charge of $223 million related to the
remediation of the material weakness in internal control over the accounting for certain derivative transactions under FAS 133.

(c) In 2006, includes the effect of out of period adjustments related to the accounting for UCITS. In 2006, the effect was an increase of $490 million in
both revenues and operating income for General Insurance and an increase of $240 million and $169 million in revenues and operating income,
respectively, for Life Insurance & Retirement Services.

(d) In 2007, 2006 and 2005, includes other-than-temporary impairment charges of $2.8 billion, $641 million and $425 million, respectively, for Life
Insurance & Retirement Services.

(e) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign
exchange gains and losses. In 2007, 2006 and 2005, respectively, the effect was $104 million, $(1.97) billion, and $2.19 billion in both revenues
and operating income. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of
investments and borrowings. The years ended December 31, 2007 and 2006 include out of period charges of $380 million and $223 million,
respectively, as discussed in footnote (b). In the first quarter of 2007, AIG began applying hedge accounting for certain transactions, primarily in its
Capital Markets operations. In the second quarter of 2007, AGF and ILFC began applying hedge accounting to most of their derivatives hedging interest
rate and foreign exchange risks associated with their floating rate and foreign currency denominated borrowings.

(f) In 2007, both revenues and operating income (loss) include an unrealized market valuation loss of $11.5 billion on AIGFP’s super senior credit default
swap portfolio and an other-than-temporary impairment charge of $643 million on AIGFP’s available for sale investment securities recorded in other
income.

(g) Includes current year catastrophe-related losses of $276 million in 2007 and $3.28 billion in 2005. There were no significant catastrophe-related
losses in 2006.

(h) In 2005, includes current year catastrophe-related losses from unconsolidated entities of $312 million.
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Operating income for ILFC increased in 2007 compared toGeneral Insurance
2006, driven to a large extent by a larger aircraft fleet, higher

AIG’s General Insurance operations provide property and casualty lease rates and higher utilization.
products and services throughout the world. Revenues in the In 2007, AIGFP began applying hedge accounting under
General Insurance segment represent net premiums earned, net FAS 133 to certain of its interest rate swaps and foreign currency
investment income and net realized capital gains (losses). The forward contracts that hedge its investments and borrowings and
increase in General Insurance operating income in 2007 com- AGF and ILFC began applying hedge accounting to most of their
pared to 2006 was driven by strength in the Domestic Brokerage derivatives that hedge floating rate and foreign currency denomi-
Group (DBG), partially offset by operating losses from the nated borrowings. Prior to 2007, hedge accounting was not
Mortgage Guaranty business and a decrease in Personal Lines applied to any of AIG’s derivatives and related assets and
operating income. liabilities. Accordingly, revenues and operating income were

exposed to volatility resulting from differences in the timing of
Life Insurance & Retirement Services revenue recognition between the derivatives and the hedged

assets and liabilities.AIG’s Life Insurance & Retirement Services operations provide
insurance, financial and investment-oriented products throughout

Asset Managementthe world. Revenues in the Life Insurance & Retirement Services
operations represent premiums and other considerations, net AIG’s Asset Management operations include institutional and retail
investment income and net realized capital gains (losses). Foreign asset management, broker-dealer services and spread-based
operations contributed approximately 76 percent, 68 percent and investment businesses. Revenues in the Asset Management
59 percent of AIG’s Life Insurance & Retirement Services segment represent investment income with respect to spread-
operating income in 2007, 2006 and 2005, respectively. based products and management, advisory and incentive fees.

Life Insurance & Retirement Services operating income de- Asset Management operating income decreased in 2007
clined in 2007 compared to 2006 primarily due to higher net compared to 2006, due to realized capital losses on interest rate
realized capital losses in 2007. In addition, operating income in and foreign currency hedge positions not qualifying for hedge
2007 was negatively affected by charges related to remediation accounting and other-than-temporary impairment charges on fixed
activity in Asia; an industry wide regulatory claims review in Japan; income investments due primarily to disruptions in the U.S. credit
the effect of Statement of Position 05-1, ‘‘Accounting by Insur- markets. These decreases were partially offset by higher partner-
ance Enterprises for Deferred Acquisition Costs in Connection with ship income from the Spread-Based Investment business, in-
Modifications or Exchanges of Insurance Contracts’’ (SOP 05-1), creased gains on real estate investments and a gain on the sale
which was adopted in 2007; and investment losses where a of a portion of AIG’s investment in Blackstone Group, L.P. in
FAS 115 trading election was made (trading account). connection with its initial public offering.

Financial Services
Capital Resources

AIG’s Financial Services subsidiaries engage in diversified activi-
At December 31, 2007, AIG had total consolidated shareholders’ties including aircraft and equipment leasing, capital markets,
equity of $95.8 billion and total consolidated borrowings ofconsumer finance and insurance premium finance. Revenues in
$176.0 billion. At that date, $67.9 billion of such borrowings werethe Financial Services segment include interest, realized and
subsidiary borrowings not guaranteed by AIG.unrealized gains and losses, including the unrealized market

In 2007, AIG issued an aggregate of $5.6 billion of juniorvaluation losses on AIGFP’s super senior credit default swap
subordinated debentures in five series of securities. Substantiallyportfolio, lease and finance charges.
all of the proceeds from these sales, net of expenses, were usedFinancial Services reported an operating loss in 2007 com-
to repurchase shares of AIG’s common stock. A total ofpared to operating income in 2006, primarily due to an unrealized
76,361,209 shares were repurchased during 2007.market valuation loss of $11.5 billion on AIGFP’s super senior

In February 2007, AIG’s Board of Directors increased AIG’scredit default swap portfolio, an other-than-temporary impairment
share repurchase program by authorizing the repurchase of sharescharge of $643 million on AIGFP’s investment portfolio of CDOs of
with an aggregate purchase price of $8 billion. In November 2007,asset-backed securities (ABS) and a decline in operating income
AIG’s Board of Directors authorized the repurchase of an addi-for AGF. AGF’s operating income declined in 2007 compared to
tional $8 billion in common stock. At February 15, 2008,2006 due to reduced residential mortgage origination volume,
$10.25 billion was available for repurchase under the aggregatelower revenues from its mortgage banking activities and increases
authorization. AIG did not purchase shares of its common stockin the provision for finance receivable losses. In 2007, AGF’s
under its common stock repurchase authorization during 2006.mortgage banking operations recorded a pre-tax charge of
AIG does not expect to purchase additional shares under its share$178 million, representing the estimated cost of implementing the
repurchase program for the foreseeable future, other than pursu-Supervisory Agreement entered into with the Office of Thrift
ant to commitments that existed at December 31, 2007.Supervision (OTS), which is discussed in the Consumer Finance

results of operations section.
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excess casualty, expected loss ratios generally are utilized forLiquidity
at least the three most recent accident years.

AIG manages liquidity at both the subsidiary and parent company ( Loss development factors: used to project the reported losses
levels. At December 31, 2007, AIG’s consolidated invested for each accident year to an ultimate amount.
assets, primarily held by its subsidiaries, included $65.6 billion in ( Reinsurance recoverable on unpaid losses: the expected recov-
cash and short-term investments. Consolidated net cash provided eries from reinsurers on losses that have not yet been
from operating activities in 2007 amounted to $35.2 billion. At reported and/or settled.
both the subsidiary and parent company level, liquidity manage-

Future Policy Benefits for Life and Accident and Health Contractsment activities are intended to preserve and enhance funding
(Life Insurance & Retirement Services):stability, flexibility, and diversity through a wide range of potential

operating environments and market conditions. AIG’s primary ( Interest rates: which vary by geographical region, year of
sources of cash flow are dividends and other payments from its issuance and products.
regulated and unregulated subsidiaries, as well as issuances of ( Mortality, morbidity and surrender rates: based upon actual
debt securities. Primary uses of cash flow are for debt service, experience by geographical region modified to allow for variation
subsidiary funding, shareholder dividend payments and common in policy form, risk classification and distribution channel.
stock repurchases. As a result of disruption in the credit markets

Deferred Policy Acquisition Costs (Life Insurance & Retirementduring 2007, AIG took steps to enhance the liquidity of its
Services):portfolios, including increasing the liquidity of the collateral in the
( Recoverability: based on current and future expected profitabil-securities lending program. Management believes that AIG’s liquid

ity, which is affected by interest rates, foreign exchange rates,assets, cash provided by operations and access to the capital
mortality experience and policy persistency.markets will enable it to meet its anticipated cash requirements,

including the funding of increased dividends under AIG’s new Deferred Policy Acquisition Costs (General Insurance):
dividend policy. ( Recoverability: based upon the current terms and profitability of

the underlying insurance contracts.
Critical Accounting Estimates

Estimated Gross Profits (Life Insurance & Retirement Services):
The preparation of financial statements in conformity with account- ( Estimated gross profits: to be realized over the estimated
ing principles generally accepted in the United States of America duration of the contracts (investment-oriented products) affect
requires the application of accounting policies that often involve a the carrying value of DAC, unearned revenue liability and
significant degree of judgment. AIG considers that its accounting associated amortization patterns under FAS 97, ‘‘Accounting
policies that are most dependent on the application of estimates and Reporting by Insurance Enterprises for Certain Long-
and assumptions, and therefore viewed as critical accounting Duration Contracts and for Realized Gains and Losses from the
estimates, to be those relating to reserves for losses and loss Sale of Investments’’ (FAS 97); and Sales Inducement Assets
expenses, future policy benefits for life and accident and health under American Institute of Certified Public Accountants (AICPA)
contracts, recoverability of DAC, estimated gross profits for Statement of Position (SOP) 03-1, ‘‘Accounting and Reporting
investment-oriented products, fair value measurements of certain by Insurance Enterprises for Certain Nontraditional Long-Dura-
financial assets and liabilities, other-than-temporary impairments, tion Contracts and for Separate Accounts’’ (SOP 03-1). Esti-
the allowance for finance receivable losses and flight equipment mated gross profits include investment income and gains and
recoverability. These accounting estimates require the use of losses on investments less required interest, actual mortality
assumptions about matters, some of which are highly uncertain at and other expenses.
the time of estimation. To the extent actual experience differs

Fair Value Measurements of Financial Instruments:from the assumptions used, AIG’s results of operations would be
AIG measures financial instruments in its trading and availabledirectly affected.

for sale securities portfolios, together with securities sold but notThroughout this Management’s Discussion and Analysis of
yet purchased, certain hybrid financial instruments, and derivativeFinancial Condition and Results of Operations, AIG’s critical
assets and liabilities at fair value. The fair value of a financialaccounting estimates are discussed in detail. The major catego-
instrument is the amount that would be received to sell an assetries for which assumptions are developed and used to establish
or paid to transfer a liability in an orderly transaction betweeneach critical accounting estimate are highlighted below.
market participants at the measurement date.

Reserves for Losses and Loss Expenses (General Insurance): The degree of judgment used in measuring the fair value of
financial instruments generally correlates with the level of pricing( Loss trend factors: used to establish expected loss ratios for
observability. Financial instruments with quoted prices in activesubsequent accident years based on premium rate adequacy
markets generally have more pricing observability and lessand the projected loss ratio with respect to prior accident
judgment is used in measuring fair value. Conversely, financialyears.
instruments traded in other than active markets or that do not( Expected loss ratios for the latest accident year: in this case,
have quoted prices have less observability and are measured ataccident year 2007 for the year-end 2007 loss reserve
fair value using valuation models or other pricing techniques thatanalysis. For low-frequency, high-severity classes such as
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require more judgment. Pricing observability is affected by a in, the instrument as well as the availability of pricing information
number of factors, including the type of financial instrument, in the market. AIG generally uses similar models to value similar
whether the financial instrument is new to the market and not yet instruments. Valuation models require a variety of inputs, includ-
established, the characteristics specific to the transaction and ing contractual terms, market prices and rates, yield curves, credit
general market conditions. curves, measures of volatility, prepayment rates and correlations

AIG maximizes the use of observable inputs and minimizes the of such inputs. For OTC derivatives that trade in liquid markets,
use of unobservable inputs when measuring fair value. AIG such as generic forwards, swaps and options, model inputs can
obtains market price data to value financial instruments whenever generally be verified and model selection does not involve
such information is available. Market price data generally is significant management judgment.
obtained from market exchanges or dealer quotations. The types Certain OTC derivatives trade in less liquid markets with
of instruments valued based on market price data include G-7 limited pricing information, and the determination of fair value for
government and agency securities, equities listed in active these derivatives is inherently more difficult. When AIG does not
markets, investments in publicly traded mutual funds with quoted have corroborating market evidence to support significant model
market prices and listed derivatives. inputs and cannot verify the model to market transactions,

AIG estimates the fair value of fixed income instruments not transaction price is initially used as the best estimate of fair
traded in active markets by referring to traded securities with value. Accordingly, when a pricing model is used to value such an
similar attributes and using a matrix pricing methodology. This instrument, the model is adjusted so that the model value at
methodology considers such factors as the issuer’s industry, the inception equals the transaction price. Subsequent to initial
security’s rating and tenor, its coupon rate, its position in the recognition, AIG updates valuation inputs when corroborated by
capital structure of the issuer, and other relevant factors. The evidence such as similar market transactions, third-party pricing
types of fixed income instruments not traded in active markets services and/or broker or dealer quotations, or other empirical
include non-G-7 government securities, municipal bonds, certain market data. When appropriate, valuations are adjusted for
hybrid financial instruments, most investment-grade and high-yield various factors such as liquidity, bid/offer spreads and credit
corporate bonds, and most mortgage- and asset-backed products. considerations. Such adjustments are generally based on availa-

AIG initially estimates the fair value of equity instruments not ble market evidence. In the absence of such evidence, manage-
traded in active markets by reference to the transaction price. ment’s best estimate is used.
This valuation is adjusted only when changes to inputs and AIGFP employs a modified version of the Binomial Expansion
assumptions are corroborated by evidence such as transactions in Technique (BET) model to value its super senior credit default
similar instruments, completed or pending third-party transactions swap portfolio, including maturity-shortening puts that allow the
in the underlying investment or comparable entities, subsequent holders of the notes issued by certain multi-sector CDOs to treat
rounds of financing, recapitalizations and other transactions the notes as short-term eligible 2a-7 investments under the
across the capital structure, offerings in the equity capital Investment Company Act of 1940 (2a-7 Puts). The BET model
markets, and changes in financial ratios or cash flows. utilizes default probabilities derived from credit spreads implied

For equity and fixed income instruments that are not traded in from market prices for the individual securities included in the
active markets or that are subject to transfer restrictions, underlying collateral pools securing the CDOs, as well as diversity
valuations are adjusted to reflect illiquidity and/or non-transferabil- scores, weighted average lives, recovery rates and discount rates.
ity, and such adjustments generally are based on available market The determination of some of these inputs requires the use of
evidence. In the absence of such evidence, management’s best judgment and estimates, particularly in the absence of market
estimate is used. observable data. AIGFP also employs a Monte Carlo simulation to

AIG obtains the fair value of its investments in limited assist in quantifying the effect on the valuation of the CDOs of
partnerships and hedge funds from information provided by the the unique aspects of the CDO’s structure such as triggers that
general partner or manager of the investments, the financial divert cash flows to the most senior part of the capital structure.
statements of which generally are audited annually. In the final determination of fair value, AIGFP also considers the

Derivative assets and liabilities can be exchange-traded or price estimates for the super senior CDO notes provided by third
traded over the counter (OTC). AIG generally values exchange- parties, including counterparties to these transactions, and
traded derivatives within portfolios using models that calibrate to makes adjustments when deemed necessary. See also Risk
market clearing levels and eliminate timing differences between Management, Segment Risk Management, Financial Services —
the closing price of the exchange-traded derivatives and their Capital Markets Derivative Transactions and Note 8 to Consoli-
underlying instruments. dated Financial Statements.

OTC derivatives are valued using market transactions and other
Other-Than-Temporary Impairments:

market evidence whenever possible, including market-based inputs
AIG evaluates its investments for impairment such that a securityto models, model calibration to market clearing transactions,
is considered a candidate for other-than-temporary impairment if itbroker or dealer quotations or alternative pricing sources with
meets any of the following criteria:reasonable levels of price transparency. When models are used,
( Trading at a significant (25 percent or more) discount to par,the selection of a particular model to value an OTC derivative

amortized cost (if lower) or cost for an extended period of timedepends on the contractual terms of, and specific risks inherent
(nine consecutive months or longer);
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( The occurrence of a discrete credit event resulting in (i) the Flight Equipment Recoverability (Financial Services):
issuer defaulting on a material outstanding obligation; (ii) the ( Expected undiscounted future net cash flows: based upon
issuer seeking protection from creditors under the bankruptcy current lease rates, projected future lease rates and estimated
laws or any similar laws intended for court supervised terminal values of each aircraft based on third-party
reorganization of insolvent enterprises; or (iii) the issuer information.
proposing a voluntary reorganization pursuant to which credi-
tors are asked to exchange their claims for cash or securities Operating Review
having a fair value substantially lower than par value of their

General Insurance Operationsclaims; or
( AIG may not realize a full recovery on its investment, AIG’s General Insurance subsidiaries write substantially all lines of

regardless of the occurrence of one of the foregoing events. commercial property and casualty insurance and various personal
The above criteria also consider circumstances of a rapid and lines both domestically and abroad.

severe market valuation decline, such as that experienced in As previously noted, AIG believes it should present and discuss
current credit markets, in which AIG could not reasonably assert its financial information in a manner most meaningful to its
that the recovery period would be temporary (severity losses). financial statement users. Accordingly, in its General Insurance

In light of the recent significant disruption in the U.S. residential business, AIG uses certain regulatory measures, where AIG has
mortgage and credit markets, particularly in the fourth quarter, determined these measurements to be useful and meaningful.
AIG has recognized an other-than-temporary impairment charge A critical discipline of a successful general insurance business
(severity loss) of $2.2 billion (including $643 million related to is the objective to produce profit from underwriting activities
AIGFP’s available for sale investment securities recorded in other taking into account costs of capital. AIG views underwriting results
income), primarily from certain residential mortgage-backed securi- to be critical in the overall evaluation of performance.
ties and other structured securities. Even while retaining their Statutory underwriting profit is derived by reducing net premi-
investment grade ratings, such securities were priced at a severe ums earned by net losses and loss expenses incurred and net
discount to cost. Notwithstanding AIG’s intent and ability to hold expenses incurred. Statutory accounting generally requires imme-
such securities indefinitely, and despite structures which indicate diate expense recognition and ignores the matching of revenues
that a substantial amount of the securities should continue to and expenses as required by GAAP. That is, for statutory
perform in accordance with their original terms, AIG concluded purposes, expenses (including acquisition costs) are recognized
that it could not reasonably assert that the recovery period would immediately, not over the same period that the revenues are
be temporary. earned. Thus, statutory expenses exclude changes in DAC.

At each balance sheet date, AIG evaluates its securities GAAP provides for the recognition of certain acquisition
holdings with unrealized losses. When AIG does not intend to hold expenses at the same time revenues are earned, the accounting
such securities until they have recovered their cost basis, AIG principle of matching. Therefore, acquisition expenses are de-
records the unrealized loss in income. If a loss is recognized from ferred and amortized over the period the related net premiums
a sale subsequent to a balance sheet date pursuant to changes written are earned. DAC is reviewed for recoverability, and such
in circumstances, the loss is recognized in the period in which the review requires management judgment. The most comparable
intent to hold the securities to recovery no longer existed. GAAP measure to statutory underwriting profit is income before

In periods subsequent to the recognition of an other-than- income taxes, minority interest and cumulative effect of an
temporary impairment charge for fixed maturity securities, which is accounting change. A table reconciling statutory underwriting profit
not credit or foreign exchange related, AIG generally accretes into to income before income taxes, minority interest and cumulative
income the discount or amortizes the reduced premium resulting effect of an accounting change is contained in footnote (d) to the
from the reduction in cost basis over the remaining life of the following table. See also Critical Accounting Estimates herein and
security. Notes 1 and 6 to Consolidated Financial Statements.

AIG, along with most general insurance companies, uses theAllowance for Finance Receivable Losses (Financial Services):
loss ratio, the expense ratio and the combined ratio as measures

( Historical defaults and delinquency experience: utilizing factors,
of underwriting performance. The loss ratio is the sum of losses

such as delinquency ratio, allowance ratio, charge-off ratio, and
and loss expenses incurred divided by net premiums earned. The

charge-off coverage.
expense ratio is statutory underwriting expenses divided by net

( Portfolio characteristics: portfolio composition and considera-
premiums written. These ratios are relative measurements that

tion of the recent changes to underwriting criteria and portfolio
describe, for every $100 of net premiums earned or written, the

seasoning.
cost of losses and statutory expenses, respectively. The com-

( External factors: consideration of current economic conditions,
bined ratio is the sum of the loss ratio and the expense ratio. The

including levels of unemployment and personal bankruptcies.
combined ratio presents the total cost per $100 of premium

( Migration analysis: empirical technique measuring historical
production. A combined ratio below 100 demonstrates underwrit-

movement of similar finance receivables through various levels
ing profit; a combined ratio above 100 demonstrates underwriting

of repayment, delinquency, and loss categories to existing
loss.

finance receivable pools.
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Net premiums written are initially deferred and earned based The underwriting environment varies from country to country,
upon the terms of the underlying policies. The net unearned as does the degree of litigation activity. Regulation, product type
premium reserve constitutes deferred revenues which are gener- and competition have a direct effect on pricing and consequently
ally earned ratably over the policy period. Thus, the net unearned on profitability as reflected in underwriting profit and statutory
premium reserve is not fully recognized in income as net general insurance ratios.
premiums earned until the end of the policy period.

General Insurance Results

General Insurance operating income is comprised of statutory underwriting profit (loss), changes in DAC, net
investment income and net realized capital gains and losses. Operating income, as well as net premiums written, net
premiums earned, net investment income and net realized capital gains (losses) and statutory ratios in 2007, 2006
and 2005 were as follows:

Percentage Increase/(Decrease)

(in millions, except ratios) 2007 2006 2005 2007 vs. 2006 2006 vs. 2005

Net premiums written:
Domestic General Insurance

DBG $24,112 $ 24,312 $ 23,104 (1)% 5%
Transatlantic 3,953 3,633 3,466 9 5
Personal Lines 4,808 4,654 4,653 3 —
Mortgage Guaranty 1,143 866 628 32 38

Foreign General Insurance 13,051 11,401 10,021 14 14

Total $47,067 $ 44,866 $ 41,872 5% 7%

Net premiums earned:
Domestic General Insurance

DBG $23,849 $ 23,910 $ 22,567 —% 6%
Transatlantic 3,903 3,604 3,385 8 6
Personal Lines 4,695 4,645 4,634 1 —
Mortgage Guaranty 886 740 533 20 39

Foreign General Insurance 12,349 10,552 9,690 17 9

Total $45,682 $ 43,451 $ 40,809 5% 6%

Net investment income(a):
Domestic General Insurance

DBG $ 3,879 $ 3,411 $ 2,403 14% 42%
Transatlantic 470 435 343 8 27
Personal Lines 231 225 217 3 4
Mortgage Guaranty 158 140 123 13 14
Intercompany adjustments and eliminations — net 6 1 1 500 —

Foreign General Insurance 1,388 1,484 944 (6) 57

Total $ 6,132 $ 5,696 $ 4,031 8% 41%

Net realized capital gains (losses) $ (106) $ 59 $ 334 —% —%

Operating income (loss)(a)(b):
Domestic General Insurance

DBG $ 7,305 $ 5,845 $ (820) 25% —%
Transatlantic 661 589 (39) 12 —
Personal Lines 67 432 195 (84) 122
Mortgage Guaranty (637) 328 363 — (10)

Foreign General Insurance 3,137 3,228 2,601 (3) 24
Reclassifications and eliminations (7) (10) 15 — —

Total $10,526 $ 10,412 $ 2,315 1% 350%

AIG 2007 Form 10-K 41



American International Group, Inc. and Subsidiaries

Management’s Discussion and Analysis of
Financial Condition and Results of Operations Continued

Percentage Increase/(Decrease)

(in millions, except ratios) 2007 2006 2005 2007 vs. 2006 2006 vs. 2005

Statutory underwriting profit (loss)(b)(d):
Domestic General Insurance

DBG $ 3,404 $ 2,322 $ (3,403) 47% —%
Transatlantic 165 129 (434) 28 —
Personal Lines (191) 204 (38) — —
Mortgage Guaranty (849) 188 249 — (24)

Foreign General Insurance 1,544 1,565 1,461 (1) 7

Total $ 4,073 $ 4,408 $ (2,165) (8)% —%

Domestic General Insurance(b):
Loss ratio 71.2 69.6 90.1
Expense ratio 20.8 21.4 21.0

Combined ratio 92.0 91.0 111.1

Foreign General Insurance(b):
Loss ratio 50.6 48.9 52.0
Expense ratio(c) 34.9 33.6 31.8

Combined ratio 85.5 82.5 83.8

Consolidated(b):
Loss ratio 65.6 64.6 81.1
Expense ratio 24.7 24.5 23.6

Combined ratio 90.3 89.1 104.7

(a) Includes the effect of out-of-period adjustments related to the accounting for UCITS in 2006. For DBG, the effect was an increase of $66 million, and
for Foreign General Insurance, the effect was an increase of $424 million.

(b) Catastrophe-related losses increased the consolidated General Insurance combined ratio in 2007 and 2005 by 0.60 points and 7.06 points,
respectively. There were no significant catastrophe-related losses in 2006. Catastrophe-related losses in 2007 and 2005 by reporting unit were as
follows:

2007 2005

Insurance Net Insurance Net
Related Reinstatement Related Reinstatement

(in millions) Losses Premium Cost Losses Premium Cost

Reporting Unit:
DBG $113 $(13) $1,811 $136
Transatlantic 11 (1) 463 45
Personal Lines 61 14 112 2
Mortgage Guaranty — — 10 —
Foreign General Insurance 90 1 229 80

Total $275 $ 1 $2,625 $263

(c) Includes amortization of advertising costs.
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(d) Statutory underwriting profit (loss) is a measure that U.S. domiciled insurance companies are required to report to their regulatory authorities. The following
table reconciles statutory underwriting profit (loss) to operating income for General Insurance for the years ended December 31, 2007, 2006 and 2005:

Domestic Foreign
Brokerage  Personal  Mortgage General  Reclassifications

(in millions) Group   Transatlantic Lines Guaranty Insurance and Eliminations Total

2007:
Statutory underwriting profit (loss) $ 3,404 $ 165 $(191) $(849) $1,544 $ — $ 4,073

Increase in DAC 97 17 29 57 227 — 427
Net investment income 3,879 470 231 158 1,388 6 6,132
Net realized capital gains (losses) (75) 9 (2) (3) (22) (13) (106)

Operating income (loss) $ 7,305 $ 661 $ 67 $(637) $3,137 $ (7) $10,526

2006:
Statutory underwriting profit (loss) $ 2,322 $ 129 $ 204 $ 188 $1,565 $ — $ 4,408

Increase in DAC 14 14 2 3 216 — 249
Net investment income 3,411 435 225 140 1,484 1 5,696
Net realized capital gains (losses) 98 11 1 (3) (37) (11) 59

Operating income (loss) $ 5,845 $ 589 $ 432 $ 328 $3,228 $(10) $10,412

2005:
Statutory underwriting profit (loss) $(3,403) $(434) $ (38) $ 249 $1,461 $ — $ (2,165)

Increase (decrease) in DAC (21) 14 19 (8) 111 — 115
Net investment income 2,403 343 217 123 944 1 4,031
Net realized capital gains (losses) 201 38 (3) (1) 85 14 334

Operating income (loss) $ (820) $ (39) $ 195 $ 363 $2,601 $ 15 $ 2,315

General Insurance net premiums written increased in 2007AIG transacts business in most major foreign currencies.
compared to 2006, reflecting growth in Foreign General InsuranceThe following table summarizes the effect of changes in
from both established and new distribution channels, and theforeign currency exchange rates on the growth of General
effect of changes in foreign currency exchange rates as well asInsurance net premiums written for the years ended
growth in Mortgage Guaranty, primarily from internationalDecember 31, 2007 and 2006:
business.

2007 2006
General Insurance net investment income increased in 2007

Growth in original currency* 3.5% 7.4% by $436 million. Interest and dividend income increased $714 mil-
Foreign exchange effect 1.4 (0.2) lion in 2007 compared to 2006 as fixed maturities and equity

securities increased by $11.6 billion and the average yieldGrowth as reported in U.S. dollars 4.9% 7.2%
increased 10 basis points. Income from partnership investments* Computed using a constant exchange rate for each period.
increased $159 million in 2007 compared to 2006, primarily due
to improved returns on underlying investments and higher levels of2007 and 2006 Comparison
invested assets. Investment expenses in 2007 declined $60 mil-

General Insurance operating income increased in 2007 compared lion compared to 2006, primarily due to decreased interest
to 2006 due to growth in net investment income, partially offset by expense on deposit liabilities. These increases to net investment
a decline in underwriting profit and Net realized capital losses. The income were partially offset by $490 million of income from an
2007 combined ratio increased to 90.3, an increase of 1.2 points out of period UCITS adjustment recorded in 2006. Net realized
compared to 2006, primarily due to an increase in the loss ratio of capital losses in 2007 include other-than-temporary impairment
1.0 points. The loss ratio for accident year 2007 recorded in 2007 charges of $276 million compared to $77 million in 2006. See
was 2.3 points higher than the loss ratio recorded in 2006 for also Capital Resources and Liquidity and Invested Assets herein.
accident year 2006. Increases in Mortgage Guaranty losses In order to better align financial reporting with the manner in
accounted for a 2.1 point increase in the 2007 accident year loss which AIG’s chief operating decision makers manage their busi-
ratio. The downward cycle in the U.S. housing market is not nesses, commencing in 2007, the foreign aviation business,
expected to improve until residential inventories return to a more which was historically reported in DBG, is now reported as part of
normal level, and AIG expects that this downward cycle will continue Foreign General Insurance, and the oil rig and marine businesses,
to adversely affect Mortgage Guaranty’s loss ratios for the which were historically reported in Foreign General Insurance, are
foreseeable future. The higher accident year loss ratio was partially now reported as part of DBG. Prior period amounts have been
offset by favorable development on prior years, which reduced revised to conform to the current presentation.
incurred losses by $606 million and $53 million in 2007 and
2006, respectively. Additional favorable loss development of 2006 and 2005 Comparison
$50 million (recognized in consolidation and related to certain

General Insurance operating income increased in 2006 comparedasbestos settlements) reduced overall incurred losses.
to 2005 due to growth in net premiums, a reduction in both
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catastrophe losses and prior accident year development, and premiums increased to 24 percent in 2007 compared to 23 per-
growth in Net investment income. The combined ratio improved to cent in 2006, primarily due to additional reinsurance for property
89.1, a reduction of 15.6 points from 2005, including an risks to manage catastrophe exposures.
improvement in the loss ratio of 16.5 points. The reduction in DBG’s expense ratio decreased to 18.7 in 2007 compared to
catastrophe losses represented 6.9 points and the reduction in 19.8 in 2006, primarily due to the 2006 charge related to the
prior year adverse development represented 11.5 points of the remediation of the material weakness in internal control over
overall reduction. Net premiums written increased $3.0 billion or certain balance sheet reconciliations that accounted for
7 percent in 2006 compared to 2005. Domestic General 2.1 points of the decline. The decline was partially offset by
Insurance accounted for $1.6 billion of the increase as property increases in operating expenses for marketing initiatives and
rates improved and submission activity increased due to the operations.
strength of AIG’s capacity, commitment to difficult markets and DBG’s net investment income increased in 2007 compared to
diverse product offerings. Foreign General Insurance contributed 2006, as interest income increased $384 million in 2007, on
$1.4 billion to the increase in net premiums written. In 2005, growth in the bond portfolio resulting from investment of operating
Domestic General Insurance net premiums written increased by cash flows. Income from partnership investments increased
$300 million and Foreign General Insurance net premiums written $159 million in 2007 compared to 2006, primarily due to
decreased by the same amount as a result of the commutation of improved returns on the underlying investments. Other investment
the Richmond reinsurance contract. The commutation partially income declined $163 million in 2007 compared to 2006,
offset the increase in Domestic General Insurance net premiums primarily due to out of period adjustments of $194 million
written in 2006 compared to 2005 and increased Foreign General recorded in 2006. DBG recorded net realized capital losses in
Insurance net premiums written in 2006 compared to 2005. 2007 compared to net realized capital gains in 2006 primarily due

In 2006, certain adjustments were made in conjunction with to other-than-temporary impairment charges of $213 million in
the remediation of the material weakness relating to balance 2007 compared to $73 million in 2006.
sheet account reconciliations which increased earned premiums
by $189 million and increased other expenses by $415 million. 2006 and 2005 Comparison
The combined effect of these adjustments increased the expense

DBG’s operating income was $5.85 billion in 2006 compared to a
ratio by 0.9 points and decreased the loss ratio by 0.3 points.

loss of $820 million in 2005, an improvement of $6.67 billion.
General Insurance net investment income increased $1.67 bil-

The improvement is also reflected in the combined ratio, which
lion in 2006 to $5.7 billion on higher levels of invested assets,

declined to 89.9 in 2006 compared to 114.6 in 2005 primarily
strong cash flows, slightly higher yields and increased partnership

due to an improvement in the loss ratio of 24.9 points. The
income, and included increases from out of period adjustments of

reduction in prior year adverse development and the reduction in
$490 million related to the accounting for certain interests in

catastrophe losses and related reinstatement premiums ac-
UCITS, $43 million related to partnership income and $85 million

counted for 20.7 points and 8.3 points, respectively, of the
related to interest earned on a DBG deposit contract. See also

improvement.
Capital Resources and Liquidity — Liquidity and Invested Assets

DBG’s net premiums written increased in 2006 compared to
herein.

2005 as property rates improved and submission activity in-
creased due to the strength of AIG’s capacity, commitment to

DBG Results
difficult markets and diverse product offerings. Net premiums

2007 and 2006 Comparison written in 2005 were reduced by $136 million due to reinstate-
ment premiums related to catastrophes, offset by increases ofDBG’s operating income increased in 2007 compared to 2006
$300 million for the Richmond commutation and $147 millionprimarily due to growth in both net investment income and
related to an accrual for workers compensation premiums forunderwriting profit. The improvement is also reflected in the
payroll not yet reported by insured employers. The combinedcombined ratio, which declined 4.5 points in 2007 compared to
effect of these items reduced the growth rate for net premiums2006, primarily due to an improvement in the loss ratio of
written by 1.3 percent.3.3 points. Catastrophe-related losses increased the 2007 loss

The loss ratio in 2006 declined 24.9 points to 70.2. The 2005ratio by 0.4 points. The loss ratio for accident year 2007 recorded
loss ratio was negatively affected by catastrophe-related losses ofin 2007 was 0.9 points lower than the loss ratio recorded in 2006
$1.8 billion and related reinstatement premiums of $136 million.for accident year 2006. The loss ratio for accident year 2006 has
Adverse development on reserves for loss and loss adjustmentimproved in each quarter since September 30, 2006. As a result,
expenses declined to $175 million in 2006 compared to $4.9 bil-the 2007 accident year loss ratio is 2.8 points higher than the
lion in 2005, accounting for 20.7 points of the decrease in the2006 accident year loss ratio, reflecting reductions in 2006
loss ratio.accident year losses recorded through December 31, 2007. Prior

DBG’s expense ratio increased to 19.8 in 2006 compared toyear development reduced incurred losses by $390 million in 2007
19.5 in 2005, primarily due to an increase in other expenses thatand increased incurred losses by $175 million in 2006, accounting
amounted to $498 million in 2006 (including out of periodfor 2.4 points of the improvement in the loss ratio.
charges of $356 million) compared to $372 million in 2005. ThisDBG’s net premiums written declined in 2007 compared to
increase added 0.4 points to the expense ratio.2006 as ceded premiums as a percentage of gross written
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DBG’s net investment income increased by $1.0 billion in Net premiums written increased in 2007 compared to 2006
2006 compared to 2005, as interest income increased $482 mil- due to continued growth in the Private Client Group and increased
lion on growth in the bond portfolio resulting from investment of new business production in the aigdirect.com business partially
operating cash flows and capital contributions. Partnership income offset by a reduction in the Agency Auto business.
increased from 2005 due to improved performance of the On September 27, 2007, AIG completed its previously an-
underlying investments, including initial public offering activity. Net nounced acquisition of 21st Century, paying $759 million to
investment income in 2006 included increases relating to out of acquire the remaining 39.2 percent of the shares of 21st Century
period adjustments of $109 million for the accounting for UCITS that it did not previously own. As a result of the acquisition, the
and partnerships and $85 million related to interest earned on a AIG Direct and 21st Century operations have been combined as
deposit contract that did not exist in the prior year. aigdirect.com.

Under the purchase method of accounting, the assets and
liabilities of 21st Century that were acquired were adjusted toTransatlantic Results
their estimated fair values as of the date of the acquisition, and2007 and 2006 Comparison
goodwill of $342 million was recorded. A customer relationship

Transatlantic’s net premiums written and net premiums earned intangible asset, initially valued at $119 million, was also
increased in 2007 compared to 2006 due to increases in both established.
domestic and international operations. The increase in statutory
underwriting profit in 2007 compared to 2006 reflects improved 2006 and 2005 Comparison
underwriting results in Domestic operations. Operating income

Personal Lines operating income increased $237 million in 2006increased in 2007 compared to 2006 due principally to increased
compared to 2005 reflecting a reduction in the loss ratio of 5.8net investment income and improved underwriting results.
points. Favorable development on prior accident years reduced
incurred losses by $111 million in 2006 compared to an increase2006 and 2005 Comparison
of $14 million in 2005, accounting for 2.7 points of the decrease

Transatlantic’s net premiums written and net premiums earned in the loss ratio. The 2005 catastrophe-related losses of
increased in 2006 compared to 2005 due primarily to increased $112 million added 2.4 points to the loss ratio. The loss ratio for
writings in domestic operations. Operating income increased in the 2006 accident year improved 0.7 points primarily due to the
2006 compared to 2005 due largely to lower catastrophe losses termination of The Robert Plan relationship effective Decem-
and net ceded reinstatement premiums, and increased net ber 31, 2005 and growth in the Private Client Group. The
investment income. improvement in the loss ratio was partially offset by an increase

in the expense ratio of 0.6 points primarily due to investments in
Personal Lines Results people and technology, national expansion efforts and lower

response rates. Net premiums written were flat in 2006 compared2007 and 2006 Comparison
to 2005, with growth in the Private Client Group and Agency Auto

Personal Lines operating income in 2007 decreased by $365 mil- divisions offset by termination of The Robert Plan relationship.
lion compared to 2006, largely due to an increase in incurred Growth in the Private Client Group spans multiple products, with a
losses from a number of sources, leading to an overall increase in continued penetration of the high net worth market, strong brand
the loss ratio of 6.8 points. Prior year net adverse reserve promotion and innovative loss prevention programs.
development contributed 2.5 points of this increase in the loss
ratio, as Personal Lines experienced $7 million in net adverse Mortgage Guaranty Results
development (including $64 million in adverse development from

2007 and 2006 Comparisonbusinesses placed in runoff), compared to $111 million of
favorable development in 2006. An additional 1.6 point increase

Mortgage Guaranty’s operating loss in 2007 was $637 million
in the loss ratio resulted from $61 million of losses and

compared to operating income of $328 million in 2006 as the
$14 million of reinstatement premiums due to the California

deteriorating U.S. residential housing market adversely affected
wildfires. In addition, an increase in the loss ratio recorded in

losses incurred for both the domestic first- and second-lien
2007 for accident year 2007 compared to the loss ratio recorded

businesses. Domestic first- and second-lien losses incurred
in 2006 for accident year 2006 of 2.7 points resulted, in part,

increased 362 percent and 346 percent respectively, compared to
from an increased frequency of large losses in the Private Client

2006, resulting in loss ratios of 122.0 and 357.0, respectively, in
Group and average automobile premiums declining faster than

2007. Increases in domestic losses incurred resulted in an overall
loss trends.

loss ratio of 168.6 in 2007 compared to 47.2 in 2006. Prior year
Operating income also declined due to increased expenses.

development reduced incurred losses in 2007 by $25 million
The expense ratio increased 1.1 points in 2007 compared to

compared to a reduction of $115 million in 2006, which
2006, primarily due to $63 million of transaction and integration

accounted for 12.7 points of the increase in the loss ratio.
costs associated with the 2007 acquisition of the minority interest

Net premiums written increased in 2007 compared to 2006
in 21st Century.

primarily due to growth in the international markets, accounting for
19 percent of the increase in net premiums written. In addition

AIG 2007 Form 10-K 45



American International Group, Inc. and Subsidiaries

Management’s Discussion and Analysis of
Financial Condition and Results of Operations Continued

the increased use of mortgage insurance for credit enhancement written for commercial lines increased due to new business in the
as well as better persistency resulted in an increase in domestic U.K. and Europe and decreases in the use of reinsurance,
first-lien premiums. UGC has taken steps to strengthen its partially offset by declines in premium rates. Growth in consumer
underwriting guidelines and increase rates. It also discontinued lines in Latin America, Asia and Europe also contributed to the
new production for certain programs in the second-lien business increase. Net premiums written for the Lloyd’s syndicate Ascot
beginning in the fourth quarter of 2006. However, UGC will (Ascot) and Aviation declined due to rate decreases and increased
continue to receive renewal premiums on that portfolio for the life market competition.
of the loans, estimated to be three to five years, and will continue The 2007 loss ratio increased a total of 1.7 points compared
to be exposed to possible losses from future defaults. to 2006. Losses of $90 million from the June 2007 U.K. floods

The expense ratio in 2007 was 21.2, down from 23.4 in 2006 added 0.7 points to the loss ratio and higher severe but non-
as premium growth offset the effect of increased expenses catastrophic losses and higher loss frequency for personal
related to UGC’s international expansion and the employment of accident business in Japan and personal lines business in Asia
additional operational resources in the second-lien business. and Latin America added 1.6 points to the loss ratio. Partially

UGC domestic mortgage risk in force totaled $29.8 billion as offsetting these increases was favorable loss development on
of December 31, 2007 and the 60-day delinquency ratio was prior accident years of $286 million in 2007 compared to
3.7 percent (based on number of policies, consistent with $183 million in 2006, which decreased the loss ratio by 0.6
mortgage industry practice) compared to domestic mortgage risk points.
in force of $24.9 billion and a delinquency ratio of 2.1 percent at The 2007 expense ratio increased 1.3 points compared to
December 31, 2006. Approximately 81 percent of the domestic 2006. This increase reflected the cost of realigning certain legal
mortgage risk is secured by first-lien, owner-occupied properties. entities through which Foreign General Insurance operates and the

increased significance of consumer lines of business, which have
higher acquisition costs. These factors contributed 0.7 points to2006 and 2005 Comparison
the 2007 expense ratio. AIG expects the expense ratio to

Mortgage Guaranty operating income declined in 2006 from 2005
increase in 2008 due to the continued cost of realigning certain

due primarily to unfavorable loss experience on third-party
legal entities through which Foreign General Insurance operates.

originated second-lien business with a credit quality lower than
Net investment income decreased in 2007 compared to 2006

typical for UGC and a softening U.S. housing market. This
as the 2006 period included the out of period UCITS adjustments,

increased Mortgage Guaranty’s consolidated loss ratio in 2006 to
which more than offset increases resulting from higher interest

47.2 compared to 26.0 in 2005. The writing of this second-lien
rates, increased cash flows and mutual fund income. Mutual fund

coverage, which began in 2005, was discontinued as of year end
income was $93 million higher than 2006 reflecting improved

2006. Losses in the second-lien business have been mitigated by
performance in the equity markets in 2007. Partnership income

a policy year aggregate limitation provision that is typically
was essentially unchanged.

established for each lender.
Net premiums written increased due to growth in the domestic

2006 and 2005 Comparison
second-lien and international businesses as well as improved
persistency in the domestic first-lien business. The expense ratio Foreign General Insurance operating income increased in 2006
remained flat as premium growth covered increased expenses compared to 2005 due to out of period UCITS adjustments in
related to expansion internationally and continued investment in 2006, the absence of significant catastrophe-related losses in
risk management resources. 2006, rate increases and lower current accident year losses by

Ascot on its U.S. book of business and lower asbestos and
environmental reserve increases. These increases were partiallyForeign General Insurance Results
offset by lower favorable loss development from prior accident

2007 and 2006 Comparison
years and adverse loss development on the 2005 hurricanes.
Statutory underwriting profit increased $104 million in 2006Foreign General Insurance operating income decreased in 2007
compared to 2005. Catastrophes in 2005 resulted in losses ofcompared to 2006, due primarily to decreases in Net investment
$229 million and reinstatement premiums of $80 million.income and statutory underwriting profit. Net investment income

Net premiums written increased 14 percent (15 percent inin 2006 included income of $424 million from out of period UCITS
original currency) in 2006 compared to 2005, reflecting growth inadjustments. Statutory underwriting profit decreased due to
both commercial and consumer lines driven by new business fromlosses from the June 2007 U.K. floods, an increase in severe but
both established and new distribution channels, including a whollynon-catastrophic losses and higher frequency of non-severe losses
owned insurance company in Vietnam and Central Insurance Co.,compared to 2006, partially offset by higher favorable loss
Ltd. in Taiwan. Ascot also contributed to the growth in netdevelopment on prior accident years. 
premiums written as a result of rate increases on itsNet premiums written increased 14 percent (10 percent in
U.S. business. Consumer lines in Latin America and commercialoriginal currency) in 2007 compared to 2006, reflecting growth in
lines in Europe, including the U.K., also contributed to thecommercial and consumer lines driven by new business from both
increase. Net premiums written in 2005 were reduced byestablished and new distribution channels, including Central
reinstatement premiums related to catastrophes and a portfolioInsurance Co. Ltd. in Taiwan acquired in late 2006. Net premiums
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transfer of unearned premium reserves to DBG related to the estimates and to establish the resulting reserves are continually
Richmond commutation, accounting for 4 percent of the increase reviewed and updated by management. Any adjustments resulting
in 2006 compared to 2005. therefrom are reflected in operating income currently. Because

The loss ratio decreased 3.1 points in 2006 compared to loss reserve estimates are subject to the outcome of future
2005, as the absence of significant catastrophes in 2006 events, changes in estimates are unavoidable given that loss
resulted in a decrease in the loss ratio of 2.8 points. The loss trends vary and time is often required for changes in trends to be
ratio also decreased due to rate increases and lower current year recognized and confirmed. Reserve changes that increase previ-
losses by Ascot on its U.S. book of business and lower asbestos ous estimates of ultimate cost are referred to as unfavorable or
and environmental reserve increases. These declines were par- adverse development or reserve strengthening. Reserve changes
tially offset by lower favorable loss development from prior that decrease previous estimates of ultimate cost are referred to
accident years and adverse development on 2005 hurricanes. as favorable development.

The expense ratio increased 1.8 points in 2006 compared to Estimates for mortgage guaranty insurance losses and loss
2005 due to a $59 million out of period adjustment for adjustment expense reserves are based on notices of mortgage
amortization of deferred advertising costs and a premium reduc- loan delinquencies and estimates of delinquencies that have been
tion of $61 million related to reconciliation remediation activities, incurred but have not been reported by loan servicers, based
in aggregate accounting for 0.7 points of the increase in the upon historical reporting trends. Mortgage Guaranty establishes
expense ratio. The expense ratio also increased due to growth in reserves using a percentage of the contractual liability (for each
consumer business lines, which have higher acquisition expenses delinquent loan reported) that is based upon past experience
but historically lower loss ratios. regarding certain loan factors such as age of the delinquency,

Net investment income increased $540 million in 2006 dollar amount of the loan and type of mortgage loan. Because
compared to 2005 primarily due to a $424 million out of period mortgage delinquencies and claims payments are affected prima-
UCITS adjustment. rily by macroeconomic events, such as changes in home price

appreciation, interest rates and unemployment, the determination
of the ultimate loss cost requires a high degree of judgment. AIGReserve for Losses and Loss Expenses
believes it has provided appropriate reserves for currently delin-

The following table presents the components of the
quent loans. Consistent with industry practice, AIG does not

General Insurance gross reserve for losses and loss
establish a reserve for loans that are not currently delinquent, but

expenses (loss reserves) as of December 31, 2007 and
that may become delinquent in future periods.

2006 by major lines of business on a statutory Annual
At December 31, 2007, General Insurance net loss reserves

Statement basis(a):
increased $6.66 billion from 2006 to $69.29 billion. The net loss

(in millions) 2007 2006(b) reserves represent loss reserves reduced by reinsurance recover-
able, net of an allowance for unrecoverable reinsurance andOther liability occurrence $20,580 $19,327
applicable discount for future investment income.Workers compensation 15,568 13,612

Other liability claims made 13,878 12,513 The following table classifies the components of the
Auto liability 6,068 6,070 General Insurance net loss reserve by business unit as of
International 7,036 6,006 December 31, 2007 and 2006:
Property 4,274 5,499

(in millions) 2007 2006Reinsurance 3,127 2,979
Medical malpractice 2,361 2,347 DBG(a) $47,392 $44,119
Products liability 2,416 2,239 Transatlantic 6,900 6,207
Accident and health 1,818 1,693 Personal Lines(b) 2,417 2,440
Commercial multiple peril 1,900 1,651 Mortgage Guaranty 1,339 460
Aircraft 1,623 1,629 Foreign General Insurance(c) 11,240 9,404
Fidelity/surety 1,222 1,148

Total Net Loss Reserve $69,288 $62,630Mortgage Guaranty/Credit 1,426 567
Other 2,203 2,719 (a) At December 31, 2007 and 2006, respectively, DBG loss reserves

include approximately $3.13 billion and $3.33 billion ($3.34 billion andTotal $85,500 $79,999
$3.66 billion, respectively, before discount), related to business written
by DBG but ceded to AIRCO and reported in AIRCO’s statutory filings.(a) Presented by lines of business pursuant to statutory reporting
DBG loss reserves also include approximately $590 million andrequirements as prescribed by the National Association of Insurance
$535 million related to business included in AIUO’s statutory filings atCommissioners.
December 31, 2007 and 2006, respectively.

(b) Allocations among various lines were revised based on the 2007
(b) At December 31, 2007 and 2006, respectively, Personal Lines losspresentation.

reserves include $894 million and $861 million related to business
ceded to DBG and reported in DBG’s statutory filings.AIG’s gross reserve for losses and loss expenses represents

(c) At December 31, 2007 and 2006, respectively, Foreign Generalthe accumulation of estimates of ultimate losses, including
Insurance loss reserves include approximately $3.02 billion andestimates for incurred but not yet reported reserves (IBNR) and
$2.75 billion related to business reported in DBG’s statutory filings.

loss expenses. The methods used to determine loss reserve
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The DBG net loss reserve of $47.4 billion is comprised sation discount is calculated using a 3.5 percent interest rate and
principally of the business of AIG subsidiaries participating in the the 1979-81 Decennial Mortality Table. The non-tabular workers
American Home Assurance Company (American Home)/National compensation discount is calculated separately for companies
Union Fire Insurance Company of Pittsburgh, Pa. (National Union) domiciled in New York and Pennsylvania, and follows the statutory
pool (10 companies) and the surplus lines pool (Lexington, AIG regulations for each state. For New York companies, the discount
Excess Liability Insurance Company and Landmark Insurance is based on a five percent interest rate and the companies’ own
Company). payout patterns. For Pennsylvania companies, the statute has

DBG cedes a quota share percentage of its other liability specified discount factors for accident years 2001 and prior,
occurrence and products liability occurrence business to AIRCO. which are based on a six percent interest rate and an industry
The quota share percentage ceded was 15 percent in 2007 and payout pattern. For accident years 2002 and subsequent, the
20 percent in 2006 and covered all business written in these discount is based on the yield of U.S. Treasury securities ranging
years for these lines by participants in the American Home/ from one to twenty years and the company’s own payout pattern,
National Union pool. AIRCO’s loss reserves relating to these with the future expected payment for each year using the interest
quota share cessions from DBG are recorded on a discounted rate associated with the corresponding Treasury security yield for
basis. As of December 31, 2007, AIRCO carried a discount of that time period. The discount is comprised of the following:
approximately $210 million applicable to the $3.34 billion in $794 million — tabular discount for workers compensation in
undiscounted reserves it assumed from the American Home/ DBG; $1.42 billion — non-tabular discount for workers compensa-
National Union pool via this quota share cession. AIRCO also tion in DBG; and, $210 million — non-tabular discount for other
carries approximately $540 million in net loss reserves relating to liability occurrence and products liability occurrence in AIRCO. The
Foreign General Insurance business. These reserves are carried total undiscounted workers compensation loss reserve carried by
on an undiscounted basis. DBG is approximately $13.3 billion as of December 31, 2007.

The companies participating in the American Home/National The other liability occurrence and products liability occurrence
Union pool have maintained a participation in the business written business in AIRCO that is assumed from DBG is discounted based
by AIU for decades. As of December 31, 2007, these AIU on the yield of U.S. Treasury securities ranging from one to twenty
reserves carried by participants in the American Home/National years and the DBG payout pattern for this business. The
Union pool totaled approximately $3.02 billion. The remaining undiscounted reserves assumed by AIRCO from DBG totaled
Foreign General Insurance reserves are carried by AIUO, AIRCO, approximately $3.34 billion at December 31, 2007.
and other smaller AIG subsidiaries domiciled outside the United
States. Statutory filings in the United States by AIG companies Results of the Reserving Process
reflect all the business written by U.S. domiciled entities only, and

Management believes that the General Insurance net loss
therefore exclude business written by AIUO, AIRCO, and all other

reserves are adequate to cover General Insurance net losses and
internationally domiciled subsidiaries. The total reserves carried at

loss expenses as of December 31, 2007. While AIG regularly
December 31, 2007 by AIUO and AIRCO were approximately

reviews the adequacy of established loss reserves, there can be
$5.16 billion and $3.67 billion, respectively. AIRCO’s $3.67 billion

no assurance that AIG’s ultimate loss reserves will not develop
in total general insurance reserves consist of approximately

adversely and materially exceed AIG’s loss reserves as of
$3.13 billion from business assumed from the American Home/

December 31, 2007. In the opinion of management, such adverse
National Union pool and an additional $540 million relating to

development and resulting increase in reserves is not likely to
Foreign General Insurance business.

have a material adverse effect on AIG’s consolidated financial
condition, although it could have a material adverse effect on

Discounting of Reserves
AIG’s consolidated results of operations for an individual reporting

At December 31, 2007, AIG’s overall General Insurance net loss period. See also Item 1A. Risk Factors — Casualty Insurance and
reserves reflect a loss reserve discount of $2.43 billion, including Underwriting Reserves.
tabular and non-tabular calculations. The tabular workers compen-
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The following table presents the reconciliation of net loss
(in millions) 2007 2006 2005

reserves for 2007, 2006 and 2005 as follows:
Prior Accident Year

(in millions) 2007 2006 2005 Development by Major
Class of Business:Net reserve for losses

Excess casualty (DBG) $ 73 $ 102 $1,191and loss expenses at
D&O and relatedbeginning of year $62,630 $57,476 $47,254

management liability (DBG) (305) (20) 1,627Foreign exchange effect 955 741 (628)
Excess workersAcquisitions(a) 317 55 —

compensation (DBG) (14) 74 983
Losses and loss Reinsurance (Transatlantic) 88 181 269

expenses incurred: Asbestos and environmental
Current year 30,261 27,805 28,426 (primarily DBG) 18 208 930
Prior years, other than All other, net (516) (598) (320)

accretion of discount (656) (53) 4,680(b)

Prior years, other thanPrior years, accretion of
accretion of discount $ (656) $ (53) $4,680discount 327 300 (15)

Losses and loss
expenses incurred 29,932 28,052 33,091 Calendar YearAccident Year

(in millions) 2007 2006 2005Losses and loss
expenses paid:

Prior Accident Year DevelopmentCurrent year 9,684 8,368 7,331
by Accident Year:Prior years 14,862 15,326 14,910
2006 $(1,248)

Losses and loss 2005 (446) $ (1,576)
expenses paid 24,546 23,694 22,241

2004 (428) (511) $ (3,853)
Net reserve for losses 2003 37 (212) (63)

and loss expenses at 2002 234 373 1,360
end of year $69,288 $62,630 $57,476

2001 263 29 1,749
2000 321 338 1,323(a) Reflects the opening balance with respect to the acquisitions of WüBa

and the Central Insurance Co., Ltd. in 2007 and 2006, respectively. 1999 47 382 944
(b) Includes fourth quarter charge of $1.8 billion. 1998 154 41 605

1997 & Prior 410 1,083 2,615
The following tables summarize development, (favorable) or Prior years, other than accretion
unfavorable, of incurred losses and loss expenses for prior of discount $ (656) $ (53) $ 4,680
years (other than accretion of discount):

In determining the loss development from prior accident years,
(in millions) 2007 2006 2005 AIG conducts analyses to determine the change in estimated

ultimate loss for each accident year for each profit center. ForPrior Accident Year
Development by example, if loss emergence for a profit center is different than
Reporting Unit: expected for certain accident years, the actuaries examine the

DBG $ (390) $ 175 $4,878 indicated effect such emergence would have on the reserves of
Personal Lines 7 (111) 14 that profit center. In some cases, the higher or lower than
UGC (25) (115) (103)

expected emergence may result in no clear change in the ultimateForeign General Insurance (286) (183) (378)
loss estimate for the accident years in question, and no

Sub total (694) (234) 4,411
adjustment would be made to the profit center’s reserves for priorTransatlantic 88 181 269
accident years. In other cases, the higher or lower than expectedAsbestos settlements* (50) — —
emergence may result in a larger change, either favorable orPrior years, other than
unfavorable, than the difference between the actual and expectedaccretion of discount $ (656) $ (53) $4,680
loss emergence. Such additional analyses were conducted for

*  Represents the effect of settlements of certain asbestos liabilities.
each profit center, as appropriate, in 2007 to determine the loss
development from prior accident years for 2007. As part of its
reserving process, AIG also considers notices of claims received
with respect to emerging issues, such as those related to the
U.S. mortgage and housing market.

The loss ratios recorded by AIG in 2006 took into account the
results of the comprehensive reserve reviews that were completed
in the fourth quarter of 2005. AIG’s year-end 2005 reserve review
reflected careful consideration of the reserve analyses prepared
by AIG’s internal actuarial staff with the assistance of third-party

AIG 2007 Form 10-K 49



American International Group, Inc. and Subsidiaries

Management’s Discussion and Analysis of
Financial Condition and Results of Operations Continued

actuaries. In determining the appropriate loss ratios for accident lion of favorable development from accident years 2003 through
year 2006 for each class of business, AIG gave consideration to 2005, partially offset by approximately $2.25 billion of adverse
the loss ratios resulting from the 2005 reserve analyses as well development from accident years 2002 and prior. In 2006, most
as all other relevant information including rate changes, expected classes of AIG’s business continued to experience favorable
changes in loss costs, changes in coverage, reinsurance or mix of development for accident years 2003 through 2005. The adverse
business, and other factors that may affect the loss ratios. development from accident years 2002 and prior reflected

development from excess casualty, workers compensation, excess
workers compensation, and post-1986 environmental liability2007 Net Loss Development
classes of business, all within DBG, from asbestos reserves

In 2007, net loss development from prior accident years was
within DBG and Foreign General Insurance, and from Transatlantic.

favorable by approximately $656 million, including approximately
$88 million of adverse development from Transatlantic; and

2005 Net Loss Development
excluding approximately $327 million from accretion of loss
reserve discount. Excluding Transatlantic, as well as accretion of In 2005, net loss development from prior accident years was
discount, net loss development in 2007 from prior accident years adverse by approximately $4.68 billion, including approximately
was favorable by approximately $744 million. The overall favorable $269 million from Transatlantic. This $4.68 billion adverse
development of $656 million consisted of approximately $2.12 bil- development in 2005 was comprised of approximately $8.60 bil-
lion of favorable development from accident years 2004 through lion for the 2002 and prior accident years, partially offset by
2006, partially offset by approximately $1.43 billion of adverse favorable development for accident years 2003 and 2004 for
development from accident years 2002 and prior and $37 million most classes of business, with the notable exception of D&O. The
of adverse development from accident year 2003. In 2007, most adverse loss development for 2002 and prior accident years was
classes of AIG’s business continued to experience favorable attributable to approximately $4.0 billion of development from the
development for accident years 2004 through 2006. The majority D&O and related management liability classes of business,
of the adverse development from accident years 2002 and prior excess casualty, and excess workers compensation, and to
was related to development from excess casualty and primary approximately $900 million of adverse development from asbes-
workers compensation business within DBG and from Transatlan- tos and environmental claims. The remaining portion of the
tic. The development from accident year 2003 was primarily adverse development from 2002 and prior accident years included
related to adverse development from excess casualty and primary approximately $520 million related to Transatlantic with the
workers compensation business within DBG offset by favorable balance spread across many other classes of business. Most
development from most other classes of business. The overall classes of business produced favorable development for accident
favorable development of $656 million includes approximately years 2003 and 2004, and adverse development for accident
$305 million pertaining to the D&O and related management years 2001 and prior.
liability classes of business within DBG, consisting of approxi-
mately $335 million of favorable development from accident years Net Loss Development by Class of Business
2003 through 2006, partially offset by approximately $30 million

The following is a discussion of the primary reasons for the
of adverse development from accident years 2002 and prior. The

development in 2007, 2006 and 2005 for those classes of
overall favorable development of $656 million also includes

business that experienced significant prior accident year develop-
approximately $300 million of adverse development from primary

ments during the three-year period. See Asbestos and Environ-
workers compensation business within DBG. See Volatility of

mental Reserves below for a further discussion of asbestos and
Reserve Estimates and Sensitivity Analyses below.

environmental reserves and developments.

2006 Net Loss Development Excess Casualty: Excess Casualty reserves experienced signifi-
cant adverse loss development in 2005, but there was only a

In 2006, net loss development from prior accident years was
relatively minor amount of adverse development in 2006 and

favorable by approximately $53 million, including approximately
2007. The adverse development for all periods shown related

$198 million in net adverse development from asbestos and
principally to accident years 2002 and prior, and resulted from

environmental reserves resulting from the updated ground up
significant loss cost increases due to both frequency and severity

analysis of these exposures in the fourth quarter of 2006;
of claims. The increase in loss costs resulted primarily from

approximately $103 million of adverse development pertaining to
medical inflation, which increased the economic loss component

the major hurricanes in 2004 and 2005; and $181 million of
of tort claims, advances in medical care, which extended the life

adverse development from Transatlantic; and excluding approxi-
span of severely injured claimants, and larger jury verdicts, which

mately $300 million from accretion of loss reserve discount.
increased the value of severe tort claims. An additional factor

Excluding the fourth quarter asbestos and environmental reserve
affecting AIG’s excess casualty experience in recent years has

increase, catastrophes and Transatlantic, as well as accretion of
been the accelerated exhaustion of underlying primary policies for

discount, net loss development in 2006 from prior accident years
homebuilders. This has led to increased construction defect-

was favorable by approximately $535 million. The overall favorable
related claims activity on AIG’s excess policies. Many excess

development of $53 million consisted of approximately $2.30 bil-
casualty policies were written on a multi-year basis in the late
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1990s, which limited AIG’s ability to respond to emerging market opment in 2005, but experienced slightly favorable development in
trends as rapidly as would otherwise be the case. In subsequent 2006 and more significantly favorable development in 2007. The
years, AIG responded to these emerging trends by increasing adverse development in 2005 related principally to accident years
rates and implementing numerous policy form and coverage 2002 and prior. This adverse development resulted from signifi-
changes. This led to a significant improvement in experience cant loss cost escalation due to a variety of factors, including the
beginning with accident year 2001. In 2007, a significant portion following: the increase in frequency and severity of corporate
of the adverse development from accident years 2002 and prior bankruptcies; the increase in frequency of financial statement
also related to other latent exposures, including pharmaceutical restatements; the sharp rise in market capitalization of publicly
and product aggregate-related exposures as well as the construc- traded companies; and the increase in the number of initial public
tion defect exposures noted above. AIG’s exposure to these latent offerings, which led to an unprecedented number of IPO alloca-
exposures was sharply reduced after 2002 due to significant tion/laddering suits in 2001. In addition, extensive utilization of
changes in policy terms and conditions as well as underwriting multi-year policies during this period limited AIG’s ability to
guidelines. respond to emerging trends as rapidly as would otherwise be the

For the year-end 2005 loss reserve review, AIG’s actuaries case. AIG experienced significant adverse loss development during
responded to the continuing adverse development by further the period 2002 through 2005 as a result of these issues. AIG
increasing the loss development factors applicable to accident responded to this development with rate increases and policy
years 1999 and subsequent by approximately 5 percent. In form and coverage changes to better contain future loss costs in
addition, to more accurately estimate losses for construction this class of business.
defect-related claims, a separate review was performed by AIG For the year-end 2005 loss reserve review, AIG’s actuaries
claims staff for accounts with significant exposure to these responded to the continuing adverse development by further
claims. increasing the loss development factor assumptions. The loss

For the year-end 2006 loss reserve review, AIG claims staff development factors applicable to 1997 and subsequent accident
updated the separate review for accounts with significant expo- years were increased by approximately 4 percent. In addition,
sure to construction defect-related claims in order to assist the AIG’s actuaries began to give greater weight to loss development
actuaries in determining the proper reserve for this exposure. methods for accident years 2002 and 2003, in order to more fully
AIG’s actuaries determined that no significant changes in the respond to the recent loss experience. AIG’s claims staff also
assumptions were required. Prior accident year loss development conducted a series of ground-up claim projections covering all
in 2006 was adverse by approximately $100 million, a relatively open claims for this business through accident year 2004. AIG’s
minor amount for this class of business. However, AIG continued actuaries benchmarked the loss reserve indications for all
to experience adverse development for this class for accident accident years through 2004 to these claim projections.
years prior to 2003. For the year-end 2006 loss reserve review, AIG’s actuaries

For the year-end 2007 loss reserve review, AIG claims staff determined that no significant changes in the assumptions were
updated its review of accounts with significant exposure to required. Prior accident year loss development in 2006 was
construction defect-related claims. AIG’s actuaries determined favorable by approximately $20 million, an insignificant amount for
that no significant changes in the assumptions were required. these classes. AIG’s actuaries continued to benchmark the loss
Prior accident year loss developments in 2007 were adverse by reserve indications to the ground-up claim projections provided by
approximately $75 million, a minor amount for this class of AIG claims staff for this class of business. For the year-end 2006
business. However, AIG continued to experience adverse develop- loss reserve review, the ground-up claim projections included all
ment in this class for accident years 2002 and prior, amounting accident years through 2005.
to approximately $450 million in 2007. In addition, loss reserves For the year-end 2007 loss reserve review, AIG’s actuaries
developed adversely for accident year 2003 by approximately determined that no significant changes in the assumptions were
$100 million in 2007 for this class. The loss ratio for accident required. Prior accident year reserve development in 2007 was
year 2003 remains very favorable for this class and has been favorable by approximately $305 million, due primarily to favorable
relatively stable over the past several years. Favorable develop- development from accident years 2004 and 2005, and to a lesser
ments in 2007 for accident years 2004 through 2006 largely extent 2003 and 2006. AIG’s actuaries continued to benchmark
offset the adverse developments from accident years 2003 and the loss reserve indications to the ground-up claim projections
prior. A significant portion of the adverse development from provided by AIG claims staff for this class of business. For the
accident years 2002 and prior related to the latent exposures year-end 2007 loss reserve review, the ground-up claim projec-
described above. tions included all accident years through 2006, and included

Loss reserves pertaining to the excess casualty class of stock options backdating-related exposures from accident year
business are generally included in the other liability occurrence 2006. Accident year 2006 reserves developed favorably notwith-
line of business, with a small portion of the excess casualty standing the effect of claims relating to stock options backdating,
reserves included in the other liability claims made line of which totaled approximately $300 million. Further, AIG is closely
business, as presented in the table above. monitoring claims activity in accident year 2007 relating to the

U.S. residential mortgage market, consistent with the manner in
D&O and Related Management Liability Classes of Business:

which claims relating to stock options backdating were monitored
These classes of business experienced significant adverse devel-
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in 2006, and believes that its reserves as of December 31, 2007 required. Prior accident year development in 2007 was favorable
are adequate for its D&O and related management liability classes by approximately $15 million, an insignificant amount for this
of business. class.

Loss reserves pertaining to D&O and related management
liability classes of business are included in the other liability Overview of Loss Reserving Process
claims made line of business, as presented in the table above.

The General Insurance loss reserves can generally be categorized
Excess Workers Compensation: This class of business exper- into two distinct groups. One group is short-tail classes of
ienced significant adverse development in 2005, a relatively minor business consisting principally of property, personal lines and
amount of adverse development in 2006, and a minor amount of certain casualty classes. The other group is long-tail casualty
favorable development in 2007. The adverse development in classes of business which includes excess and umbrella liability,
2005 related to 2002 and prior accident years. This adverse D&O, professional liability, medical malpractice, workers compen-
development resulted primarily from significant loss cost in- sation, general liability, products liability, and related classes.
creases, primarily attributable to rapidly increasing medical infla-
tion and advances in medical care, which increased the cost of Shor t-Tail Reser ves
covered medical care and extended the life span of severely

For operations writing short-tail coverages, such as propertyinjured workers. The effect of these factors on excess workers
coverages, the process of recording quarterly loss reserves iscompensation claims experience is leveraged, as frequency is
generally geared toward maintaining an appropriate reserve for theincreased by the rising number of claims that reach the excess
outstanding exposure, rather than determining an expected losslayers.
ratio for current business. For example, the IBNR reserve requiredIn response to the significantly adverse loss development in
for a class of property business might be expected to approximate2005, an additional study was conducted for the 2005 year-end
20 percent of the latest year’s earned premiums, and this level ofactuarial reserve analysis for DBG pertaining to the selection of
reserve would generally be maintained regardless of the loss ratioloss development factors for this class of business. Claims for
emerging in the current quarter. The 20 percent factor would beexcess workers compensation exhibit an exceptionally long-tail of
adjusted to reflect changes in rate levels, loss reporting patterns,loss development, running for decades from the date the loss is
known exposure to unreported losses, or other factors affectingincurred. Thus, the adequacy of loss reserves for this class is
the particular class of business.sensitive to the estimated loss development factors, as such

factors may be applied to many years of loss experience. In order
Long-Tail Reser vesto better estimate the tail development for this class, AIG claims

staff conducted a claim-by-claim projection of the expected Estimation of ultimate net losses and loss expenses (net losses)
ultimate paid loss for each open claim for 1998 and prior for long-tail casualty classes of business is a complex process
accident years as these are the primary years from which the tail and depends on a number of factors, including the class and
factors are derived. The objective of the study was to provide a volume of business involved. Experience in the more recent
benchmark against which loss development factors in the tail accident years of long-tail casualty classes of business shows
could be evaluated. The resulting loss development factors utilized limited statistical credibility in reported net losses because a
by the actuaries in the year-end 2005 study reflected an increase relatively low proportion of net losses would be reported claims
of approximately 18 percent from the factors used in the prior and expenses and an even smaller percentage would be net
year study without the benefit of the claims benchmark. In losses paid. Therefore, IBNR would constitute a relatively high
addition, the loss cost trend assumption for excess workers proportion of net losses.
compensation was increased from approximately 2.5 percent to AIG’s carried net long-tail loss reserves are tested using loss
6 percent for the 2005 study. trend factors that AIG considers appropriate for each class of

For the year-end 2006 loss reserve review, AIG claims staff business. A variety of actuarial methods and assumptions is
updated the claim-by-claim projection for each open claim for normally employed to estimate net losses for long-tail casualty
accident years 1999 and prior. These updated claims projections classes of businesses. These methods ordinarily involve the use
were utilized by the actuaries as a benchmark for loss develop- of loss trend factors intended to reflect the annual growth in loss
ment factors in the year-end 2006 study. AIG’s actuaries costs from one accident year to the next. For the majority of long-
determined that no significant changes in the assumptions were tail casualty classes of business, net loss trend factors approxi-
required. Prior accident year development in 2006 was adverse by mated five percent. Loss trend factors reflect many items
approximately $70 million, a relatively minor amount for this including changes in claims handling, exposure and policy forms,
class. current and future estimates of monetary inflation and social

For the year-end 2007 loss reserve review, AIG claims staff inflation and increases in litigation and awards. These factors are
again updated the claim-by-claim projection for each open claim periodically reviewed and adjusted, as appropriate, to reflect
for accident years 2000 and prior. These updated claims emerging trends which are based upon past loss experience.
projections were utilized by the actuaries as a benchmark for loss Thus, many factors are implicitly considered in estimating the year
development factors in the year-end 2007 study. AIG’s actuaries to year growth in loss costs.
determined that no significant changes in the assumptions were

52 AIG 2007 Form 10-K



American International Group, Inc. and Subsidiaries

A number of actuarial assumptions are generally made in the suggests that the initially determined loss ratio is no longer
review of reserves for each class of business. For longer tail appropriate, the loss ratio for current business is changed to
classes of business, actuarial assumptions generally are made reflect the revised assumptions.
with respect to the following: A comprehensive annual loss reserve review is completed in
( Loss trend factors which are used to establish expected loss the fourth quarter of each year for each AIG general insurance

ratios for subsequent accident years based on the projected subsidiary. These reviews are conducted in full detail for each
loss ratio for prior accident years. class of business for each subsidiary, and thus consist of

( Expected loss ratios for the latest accident year (i.e., accident hundreds of individual analyses. The purpose of these reviews is
year 2007 for the year-end 2007 loss reserve analysis) and, in to confirm the appropriateness of the reserves carried by each of
some cases for accident years prior to the latest accident year. the individual subsidiaries, and therefore of AIG’s overall carried
The expected loss ratio generally reflects the projected loss reserves. The reserve analysis for each class of business is
ratio from prior accident years, adjusted for the loss trend (see performed by the actuarial personnel who are most familiar with
above) and the effect of rate changes and other quantifiable that class of business. In completing these detailed actuarial
factors on the loss ratio. For low-frequency, high-severity reserve analyses, the actuaries are required to make numerous
classes such as excess casualty, expected loss ratios generally assumptions, including the selection of loss development factors
are used for at least the three most recent accident years. and loss cost trend factors. They are also required to determine

( Loss development factors which are used to project the and select the most appropriate actuarial methods to employ for
reported losses for each accident year to an ultimate basis. each business class. Additionally, they must determine the
Generally, the actual loss development factors observed from appropriate segmentation of data from which the adequacy of the
prior accident years would be used as a basis to determine the reserves can be most accurately tested. In the course of these
loss development factors for the subsequent accident years. detailed reserve reviews a point estimate of the loss reserve is
AIG records quarterly changes in loss reserves for each of its determined. The sum of these point estimates for each class of

many General Insurance classes of business. The overall change business for each subsidiary provides an overall actuarial point
in AIG’s loss reserves is based on the sum of these classes of estimate of the loss reserve for that subsidiary. The ultimate
business changes. For most long-tail classes of business, the process by which the actual carried reserves are determined
process of recording quarterly loss reserve changes involves considers both the actuarial point estimate and numerous other
determining the estimated current loss ratio for each class of internal and external factors including a qualitative assessment of
coverage. This loss ratio is multiplied by the current quarter’s net inflation and other economic conditions in the United States and
earned premium for that class of coverage to determine the abroad, changes in the legal, regulatory, judicial and social
current accident quarter’s total estimated net incurred loss and environment, underlying policy pricing, terms and conditions, and
loss expense. The change in loss reserves for the quarter for claims handling. Loss reserve development can also be affected
each class is thus the difference between the net incurred loss by commutations of assumed and ceded reinsurance agreements.
and loss expense, estimated as described above, and the net
paid losses and loss expenses in the quarter. Also any change in Actuarial Methods for Major Classes of Business
estimated ultimate losses from prior accident years, either

In testing the reserves for each class of business, a determina-
positive or negative, is reflected in the loss reserve for the current

tion is made by AIG’s actuaries as to the most appropriate
quarter.

actuarial methods. This determination is based on a variety of
factors including the nature of the claims associated with the

Details of the Loss Reserving Process
class of business, such as frequency or severity. Other factors

The process of determining the current loss ratio for each class of considered include the loss development characteristics associ-
business is based on a variety of factors. These include, but are ated with the claims, the volume of claim data available for the
not limited to, the following considerations: prior accident year and applicable class, and the applicability of various actuarial methods
policy year loss ratios; rate changes; changes in coverage, to the class. In addition to determining the actuarial methods, the
reinsurance, or mix of business; and actual and anticipated actuaries determine the appropriate loss reserve groupings of
changes in external factors affecting results, such as trends in data. For example, AIG writes a great number of unique sub-
loss costs or in the legal and claims environment. The current classes of professional liability. For pricing or other purposes, it is
loss ratio for each class of business reflects input from actuarial, appropriate to evaluate the profitability of each subclass individu-
underwriting and claims staff and is intended to represent ally. However, for purposes of estimating the loss reserves for
management’s best estimate of the current loss ratio after professional liability, it is appropriate to combine the subclasses
reflecting all of the factors described above. At the close of each into larger groups. The greater degree of credibility in the claims
quarter, the assumptions underlying the loss ratios are reviewed experience of the larger groups may outweigh the greater degree
to determine if the loss ratios based thereon remain appropriate. of homogeneity of the individual subclasses. This determination of
This process includes a review of the actual claims experience in data segmentation and actuarial methods is carefully considered
the quarter, actual rate changes achieved, actual changes in for each class of business. The segmentation and actuarial
coverage, reinsurance or mix of business, and changes in certain methods chosen are those which together are expected to
other factors that may affect the loss ratio. When this review produce the most accurate estimate of the loss reserves.
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Actuarial methods used by AIG for most long-tail casualty A key advantage of loss development methods is that they
classes of business include loss development methods and respond quickly to any actual changes in loss costs for the class
expected loss ratio methods, including ‘‘Bornhuetter Ferguson’’ of business. Therefore, if loss experience is unexpectedly deterio-
methods described below. Other methods considered include rating or improving, the loss development method gives full
frequency/severity methods, although these are generally used by credibility to the changing experience. Expected loss ratio meth-
AIG more for pricing analysis than for loss reserve analysis. Loss ods would be slower to respond to the change, as they would
development methods utilize the actual loss development patterns continue to give more weight to the expected loss ratio, until
from prior accident years to project the reported losses to an enough evidence emerged for the expected loss ratio to be
ultimate basis for subsequent accident years. Loss development modified to reflect the changing loss experience. On the other
methods generally are most appropriate for classes of business hand, loss development methods have the disadvantage of
which exhibit a stable pattern of loss development from one overreacting to changes in reported losses if in fact the loss
accident year to the next, and for which the components of the experience is not credible. For example, the presence or absence
classes have similar development characteristics. For example, of large losses at the early stages of loss development could
property exposures would generally not be combined into the cause the loss development method to overreact to the favorable
same class as casualty exposures, and primary casualty expo- or unfavorable experience by assuming it will continue at later
sures would generally not be combined into the same class as stages of development. In these instances, expected loss ratio
excess casualty exposures. Expected loss ratio methods are methods such as ‘‘Bornhuetter Ferguson’’ have the advantage of
generally utilized by AIG where the reported loss data lacks properly recognizing large losses without extrapolating unusual
sufficient credibility to utilize loss development methods, such as large loss activity onto the unreported portion of the losses for
for new classes of business or for long-tail classes at early stages the accident year. AIG’s loss reserve reviews for long-tail classes
of loss development. typically utilize a combination of both loss development and

Expected loss ratio methods rely on the application of an expected loss ratio methods. Loss development methods are
expected loss ratio to the earned premium for the class of generally given more weight for accident years and classes of
business to determine the loss reserves. For example, an business where the loss experience is highly credible. Expected
expected loss ratio of 70 percent applied to an earned premium loss ratio methods are given more weight where the reported loss
base of $10 million for a class of business would generate an experience is less credible, or is driven more by large losses.
ultimate loss estimate of $7 million. Subtracting any reported paid Expected loss ratio methods require sufficient information to
losses and loss expense would result in the indicated loss determine the appropriate expected loss ratio. This information
reserve for this class. ‘‘Bornhuetter Ferguson’’ methods are generally includes the actual loss ratios for prior accident years,
expected loss ratio methods for which the expected loss ratio is and rate changes as well as underwriting or other changes which
applied only to the expected unreported portion of the losses. For would affect the loss ratio. Further, an estimate of the loss cost
example, for a long-tail class of business for which only 10 per- trend or loss ratio trend is required in order to allow for the effect
cent of the losses are expected to be reported at the end of the of inflation and other factors which may increase or otherwise
accident year, the expected loss ratio would be applied to the change the loss costs from one accident year to the next.
90 percent of the losses still unreported. The actual reported Frequency/severity methods generally rely on the determination
losses at the end of the accident year would be added to of an ultimate number of claims and an average severity for each
determine the total ultimate loss estimate for the accident year. claim for each accident year. Multiplying the estimated ultimate
Subtracting the reported paid losses and loss expenses would number of claims for each accident year by the expected average
result in the indicated loss reserve. In the example above, the severity of each claim produces the estimated ultimate loss for
expected loss ratio of 70 percent would be multiplied by the accident year. Frequency/severity methods generally require a
90 percent. The result of 63 percent would be applied to the sufficient volume of claims in order for the average severity to be
earned premium of $10 million resulting in an estimated unre- predictable. Average severity for subsequent accident years is
ported loss of $6.3 million. Actual reported losses would be generally determined by applying an estimated annual loss cost
added to arrive at the total ultimate losses. If the reported losses trend to the estimated average claim severity from prior accident
were $1 million, the ultimate loss estimate under the ‘‘Bornhuet- years. Frequency/severity methods have the advantage that
ter Ferguson’’ method would be $7.3 million versus the $7 million ultimate claim counts can generally be estimated more quickly
amount under the expected loss ratio method described above. and accurately than can ultimate losses. Thus, if the average
Thus, the ‘‘Bornhuetter Ferguson’’ method gives partial credibility claim severity can be accurately estimated, these methods can
to the actual loss experience to date for the class of business. more quickly respond to changes in loss experience than other
Loss development methods generally give full credibility to the methods. However, for average severity to be predictable, the
reported loss experience to date. In the example above, loss class of business must consist of homogeneous types of claims
development methods would typically indicate an ultimate loss for which loss severity trends from one year to the next are
estimate of $10 million, as the reported losses of $1 million reasonably consistent. Generally these methods work best for
would be estimated to reflect only 10 percent of the ultimate high frequency, low severity classes of business such as personal
losses. auto. AIG also utilizes these methods in pricing subclasses of

professional liability. However, AIG does not generally utilize
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frequency/severity methods to test loss reserves, due to the relatively consistent loss development from one accident year to
general nature of AIG’s reserves being applicable to lower the next. AIG is a leading writer of workers compensation, and
frequency, higher severity commercial classes of business where thus has sufficient volume of claims experience to utilize
average claim severity is volatile. development methods. AIG does not believe frequency/severity

methods are as appropriate, due to significant growth and
Excess Casualty: AIG generally uses a combination of loss

changes in AIG’s workers compensation business over the years.
development methods and expected loss ratio methods for excess

AIG generally segregates California business from other business
casualty classes. Expected loss ratio methods are generally

in evaluating workers compensation reserves. Certain classes of
utilized for at least the three latest accident years, due to the

workers compensation, such as construction, are also evaluated
relatively low credibility of the reported losses. The loss experi-

separately. Additionally, AIG writes a number of very large
ence is generally reviewed separately for lead umbrella classes

accounts which include workers compensation coverage. These
and for other excess classes, due to the relatively shorter tail for

accounts are generally priced by AIG actuaries, and to the extent
lead umbrella business. Automobile-related claims are generally

appropriate, the indicated losses based on the pricing analysis
reviewed separately from non-auto claims, due to the shorter tail

may be utilized to record the initial estimated loss reserves for
nature of the automobile related claims. The expected loss ratios

these accounts.
utilized for recent accident years are based on the projected
ultimate loss ratios of prior years, adjusted for rate changes, Excess Workers Compensation: AIG generally utilizes a combina-
estimated loss cost trends and all other changes that can be tion of loss development methods and expected loss ratio
quantified. The estimated loss cost trend utilized in the year-end methods. Loss development methods are given the greater weight
2007 reviews averaged approximately five percent for excess for mature accident years such as 2001 and prior. Expected loss
casualty classes. Frequency/severity methods are generally not ratio methods are given the greater weight for the more recent
utilized as the vast majority of reported claims do not result in a accident years. Excess workers compensation is an extremely
claim payment. In addition, the average severity varies significantly long-tail class of business, with loss emergence extending for
from accident year to accident year due to large losses which decades. Therefore there is limited credibility in the reported
characterize this class of business, as well as changing propor- losses for many of the more recent accident years. Beginning with
tions of claims which do not result in a claim payment. the year-end 2005 loss reserve review, AIG’s actuaries began to

utilize claims projections provided by AIG claims staff to help
D&O: AIG generally utilizes a combination of loss development

determine the loss development factors for this class of business.
methods and expected loss ratio methods for D&O and related
management liability classes of business. Expected loss ratio General Liability: AIG generally uses a combination of loss
methods are given more weight in the two most recent accident development methods and expected loss ratio methods for
years, whereas loss development methods are given more weight primary general liability or products liability classes. For certain
in more mature accident years. Beginning with the year-end 2005 classes of business with sufficient loss volume, loss development
loss reserve review, AIG’s actuaries began to utilize claim methods may be given significant weight for all but the most
projections provided by AIG claims staff as a benchmark for recent one or two accident years, whereas for smaller or more
determining the indicated ultimate losses for accident years 2004 volatile classes of business, loss development methods may be
and prior. For the year end 2007 loss reserve review, claims given limited weight for the five or more most recent accident
projections for accident years 2006 and prior were utilized. In years. Expected loss ratio methods would be utilized for the more
prior years, AIG’s actuaries had utilized these claims projections recent accident years for these classes. The loss experience for
as a benchmark for profitability studies for major classes of D&O primary general liability business is generally reviewed at a level
and related management liability business. The track record of that is believed to provide the most appropriate data for reserve
these claims projections has indicated a very low margin of error, analysis. For example, primary claims made business is generally
thus providing support for their usage as a benchmark in segregated from business written on an occurrence policy form.
determining the estimated loss reserve. These classes of busi- Additionally, certain subclasses, such as construction, are gener-
ness reflect claims made coverage, and losses are characterized ally reviewed separately from business in other subclasses. Due
by low frequency and high severity. Thus, the claim projections to the fairly long-tail nature of general liability business, and the
can produce an accurate overall indicator of the ultimate loss many subclasses that are reviewed individually, there is less
exposure for these classes by identifying and estimating all large credibility in the reported losses and increased reliance on
losses. Frequency/severity methods are generally not utilized for expected loss ratio methods. AIG’s actuaries generally do not
these classes as the overall losses are driven by large losses utilize frequency/severity methods to test reserves for this
more than by claim frequency. Severity trends have varied business, due to significant changes and growth in AIG’s general
significantly from accident year to accident year. liability and products liability business over the years.

Workers Compensation: AIG generally utilizes loss development Commercial Automobile Liability: AIG generally utilizes loss devel-
methods for all but the most recent accident year. Expected loss opment methods for all but the most recent accident year for
ratio methods generally are given significant weight only in the commercial automobile classes of business. Expected loss ratio
most recent accident year. Workers compensation claims are methods are generally given significant weight only in the most
generally characterized by high frequency, low severity, and recent accident year. Frequency/severity methods are generally
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not utilized due to significant changes and growth in this business Aviation: AIG generally uses a combination of loss development
over the years. methods and expected loss ratio methods for aviation exposures.

Aviation claims are not very long-tail in nature; however, they are
Healthcare: AIG generally uses a combination of loss development

driven by claim severity. Thus a combination of both development
methods and expected loss ratio methods for healthcare classes

and expected loss ratio methods are used for all but the latest
of business. The largest component of the healthcare business

accident year to determine the loss reserves. Expected loss ratio
consists of coverage written for hospitals and other healthcare

methods are used to determine the loss reserves for the latest
facilities. Reserves for excess coverage are tested separately

accident year. Frequency/severity methods are not employed due
from those for primary coverage. For primary coverages, loss

to the high severity nature of the claims and different mix of
development methods are generally given the majority of the

claims from year to year.
weight for all but the latest three accident years, and are given
some weight for all years other than the latest accident year. For Personal Auto (Domestic): AIG generally utilizes frequency/severity
excess coverages, expected loss methods are generally given all methods and loss development methods for domestic personal
the weight for the latest three accident years, and are also given auto classes. For many classes of business, greater reliance is
considerable weight for accident years prior to the latest three placed on frequency/severity methods as claim counts emerge
years. For other classes of healthcare coverage, an analogous quickly for personal auto and allow for more immediate analysis of
weighting between loss development and expected loss ratio resulting loss trends and comparisons to industry and other
methods is utilized. The weights assigned to each method are diagnostic metrics.
those which are believed to result in the best combination of

Fidelity/Surety: AIG generally uses loss development methods for
responsiveness and stability. Frequency/severity methods are

fidelity exposures for all but the latest accident year. Expected
sometimes utilized for pricing certain healthcare accounts or

loss ratio methods are also given weight for the more recent
business. However, in testing loss reserves the business is

accident years, and for the latest accident year they may be given
generally combined into larger groupings to enhance the credibility

100 percent weight. For surety exposures, AIG generally uses the
of the loss experience. The frequency/severity methods that are

same method as for short-tail classes.
applicable in pricing may not be appropriate for reserve testing
and thus frequency/severity methods are not generally employed Mortgage Guaranty: AIG tests mortgage guaranty reserves using
in AIG’s healthcare reserve analyses. loss development methods, supplemented by an internal claim

analysis by actuaries and staff who specialize in the mortgage
Professional Liability: AIG generally uses a combination of loss

guaranty business. The claim analysis projects ultimate losses for
development methods and expected loss ratio methods for

claims within each of several categories of delinquency based on
professional liability classes of business. Loss development

actual historical experience and is essentially a frequency/severity
methods are used for the more mature accident years. Greater

analysis for each category of delinquency. Additional reserve tests
weight is given to expected loss ratio methods in the more recent

using ‘‘Bornhuetter Ferguson’’ methods are also employed, as
accident years. Reserves are tested separately for claims made

well as tests measuring losses as a percent of risk in force.
classes and classes written on occurrence policy forms. Further

Reserves are reviewed separately for each class of business to
segmentations are made in a manner believed to provide an

consider the loss development characteristics associated with the
appropriate balance between credibility and homogeneity of the

claims, the volume of claim data available for the applicable class
data. Frequency/severity methods are used in pricing and profit-

and the applicability of various actuarial methods to the class.
ability analyses for some classes of professional liability; however,
for loss reserve testing, the need to enhance credibility generally Short-Tail Classes: AIG generally uses either loss development
results in classes that are not sufficiently homogenous to utilize methods or IBNR factor methods to set reserves for short-tail
frequency/severity methods. classes such as property coverages. Where a factor is used, it

generally represents a percent of earned premium or other
Catastrophic Casualty: AIG utilizes expected loss ratio methods

exposure measure. The factor is determined based on prior
for all accident years for catastrophic casualty business. This

accident year experience. For example, the IBNR for a class of
class of business consists of casualty or financial lines coverage

property coverage might be expected to approximate 20 percent
which attaches in excess of very high attachment points; thus the

of the latest year’s earned premium. The factor is continually
claims experience is marked by very low frequency and high

reevaluated in light of emerging claim experience as well as rate
severity. Because of the limited number of claims, loss develop-

changes or other factors that could affect the adequacy of the
ment methods are not utilized. The expected loss ratios and loss

IBNR factor being employed.
development assumptions utilized are based upon the results of
prior accident years for this business as well as for similar International: Business written by AIG’s Foreign General Insurance
classes of business written above lower attachment points. The sub-segment includes both long-tail and short-tail classes of
business is generally written on a claims made basis. AIG utilizes business. For long-tail classes of business, the actuarial methods
ground-up claim projections provided by AIG claims staff to assist utilized would be analogous to those described above. However,
in developing the appropriate reserve. the majority of business written by Foreign General Insurance is

short-tail, high frequency and low severity in nature. For this
business, loss development methods are generally employed to
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test the loss reserves. AIG maintains a data base of detailed position of using alternative loss trend or loss development factor
historical premium and loss transactions in original currency for assumptions rather than those actually used in determining AIG’s
business written by Foreign General Insurance, thereby allowing best estimates in the year-end loss reserve analyses in 2007.
AIG actuaries to determine the current reserves without any The analysis addresses each major class of business for which a
distortion from changes in exchange rates over time. In testing material deviation to AIG’s overall reserve position is believed
the Foreign General Insurance reserves, AIG’s actuaries segment reasonably possible, and uses what AIG believes is a reasonably
the data by region, country or class of business as appropriate to likely range of potential deviation for each class. There can be no
determine an optimal balance between homogeneity and assurance, however, that actual reserve development will be
credibility. consistent with either the original or the adjusted loss trend or

loss development factor assumptions, or that other assumptions
Loss Adjustment Expenses: AIG determines reserves for legal

made in the reserving process will not materially affect reserve
defense and cost containment loss adjustment expenses for each

development for a particular class of business.
class of business by one or more actuarial methods. The methods
generally include development methods analogous to those de- Excess Casualty: For the excess casualty class of business, the
scribed for loss development methods. The developments could assumed loss cost trend was approximately five percent. After
be based on either the paid loss adjustment expenses or the ratio evaluating the historical loss cost trends from prior accident years
of paid loss adjustment expenses to paid losses, or both. Other since the early 1990s, in AIG’s judgment, it is reasonably likely
methods include the utilization of expected ultimate ratios of paid that actual loss cost trends applicable to the year-end 2007 loss
loss expense to paid losses, based on actual experience from reserve review for excess casualty will range from negative five
prior accident years or from similar classes of business. AIG percent to positive 15 percent, or approximately ten percent lower
generally determines reserves for adjuster loss adjustment ex- or higher than the assumption actually utilized in the year-end
penses based on calendar year ratios of adjuster expenses paid 2007 reserve review. A ten percent change in the assumed loss
to losses paid for the particular class of business. AIG generally cost trend for excess casualty would cause approximately a
determines reserves for other unallocated loss adjustment ex- $2.4 billion increase or a $1.6 billion decrease in the net loss
penses based on the ratio of the calendar year expenses paid to and loss expense reserve for this class of business. It should be
overall losses paid. This determination is generally done for all emphasized that the ten percent deviations are not considered
classes of business combined, and reflects costs of home office the highest possible deviations that might be expected, but rather
claim overhead as a percent of losses paid. what is considered by AIG to reflect a reasonably likely range of

potential deviation. Actual loss cost trends in the early 1990s
Catastrophes: Special analyses are conducted by AIG in response

were negative for several years, including amounts below the
to major catastrophes in order to estimate AIG’s gross and net

negative five percent cited above, whereas actual loss cost trends
loss and loss expense liability from the events. These analyses

in the late 1990s ran well into the double digits for several years,
may include a combination of approaches, including modeling

including amounts greater than the 15 percent cited above. Thus,
estimates, ground up claim analysis, loss evaluation reports from

there can be no assurance that loss trends will not deviate by
on-site field adjusters, and market share estimates.

more than ten percent. The loss cost trend assumption is critical
AIG’s loss reserve analyses do not calculate a range of loss

for the excess casualty class of business due the long-tail nature
reserve estimates. Because a large portion of the loss reserves

of the claims and therefore is applied across many accident
from AIG’s General Insurance business relates to longer-tail

years.
casualty classes of business driven by severity rather than

For the excess casualty class of business, the assumed loss
frequency of claims, such as excess casualty and D&O, develop-

development factors are also a key assumption. After evaluating
ing a range around loss reserve estimates would not be

the historical loss development factors from prior accident years
meaningful. Using the reserving methodologies described above,

since the early 1990s, in AIG’s judgment, it is reasonably likely
AIG’s actuaries determine their best estimate of the required

that actual loss development factors will range from approximately
reserve and advise Management of that amount. AIG then adjusts

3.5 percent below those actually utilized in the year-end 2007
its aggregate carried reserves as necessary so that the actual

reserve review to approximately 6.5 percent above those factors
carried reserves as of December 31 reflect this best estimate.

actually utilized. If the loss development factor assumptions were
changed by 3.5 percent and 6.5 percent, respectively, the net

Volatility of Reser ve Estimates and Sensitivity Analyses
loss reserves for the excess casualty class would decrease by
approximately $600 million under the lower assumptions orAs described above, AIG uses numerous assumptions in determin-
increase by approximately $1.0 billion under the higher assump-ing its best estimate of reserves for each class of business. The
tions. Generally, actual historical loss development factors areimportance of any specific assumption can vary by both class of
used to project future loss development. However there can be nobusiness and accident year. If actual experience differs from key
assurance that future loss development patterns will be the sameassumptions used in establishing reserves, there is potential for
as in the past, or that they will not deviate by more than thesignificant variation in the development of loss reserves, particu-
amounts illustrated above. Moreover, as excess casualty is a long-larly for long-tail casualty classes of business such as excess
tail class of business, any deviation in loss cost trends or in losscasualty, D&O or workers compensation. Set forth below is a
development factors might not be discernible for an extendedsensitivity analysis that estimates the effect on the loss reserve
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period of time subsequent to the recording of the initial loss loss development patterns will be the same as in the past, or that
reserve estimates for any accident year. Thus, there is the they will not deviate by more than the 6 percent or 3.5 percent
potential for the reserves with respect to a number of accident amounts.
years to be significantly affected by changes in the loss cost

Excess Workers Compensation: For excess workers compensation
trends or loss development factors that were initially relied upon

business, loss costs were trended at six percent per annum. After
in setting the reserves. These changes in loss trends or loss

reviewing actual industry loss trends for the past ten years, in
development factors could be attributable to changes in inflation

AIG’s judgment, it is reasonably likely that actual loss cost trends
or in the judicial environment, or in other social or economic

applicable to the year-end 2007 loss reserve review for excess
conditions affecting claims. Thus, there is the potential for

workers compensation will range five percent lower or higher than
variations greater than the amounts cited above, either positively

this estimated loss trend. A five percent change in the assumed
or negatively.

loss cost trend would cause approximately a $425 million
D&O and Related Management Liability Classes of Business: For increase or a $275 million decrease in the net loss reserves for
D&O and related management liability classes of business, the this business. It should be emphasized that the actual loss cost
assumed loss cost trend was approximately four percent. After trend could vary significantly from this assumption, and there can
evaluating the historical loss cost trends from prior accident years be no assurance that actual loss costs will not deviate, perhaps
since the early 1990s, in AIG’s judgment, it is reasonably likely materially, by greater than five percent.
that actual loss cost trends applicable to the year-end 2007 loss For excess workers compensation business, the assumed loss
reserve review for these classes will range from negative development factors are a critical assumption. Excess workers
11 percent to positive 19 percent, or approximately 15 percent compensation is an extremely long-tail class of business, with a
lower or higher than the assumption actually utilized in the year- much greater than normal uncertainty as to the appropriate loss
end 2007 reserve review. A 15 percent change in the assumed development factors for the tail of the loss development. After
loss cost trend for these classes would cause approximately a evaluating the historical loss development factors for prior
$550 million increase or a $500 million decrease in the net loss accident years since the 1980s, in AIG’s judgment, it is
and loss expense reserves for these classes of business. It reasonably likely that actual loss development factors will range
should be emphasized that the 15 percent deviations are not approximately 15 percent lower or higher than those factors
considered the highest possible deviations that might be ex- actually utilized in the year-end 2007 loss reserve review for
pected, but rather what is considered by AIG to reflect a excess workers compensation. If the loss development factor
reasonably likely range of potential deviation. Actual loss cost assumptions were changed by 15 percent, the net loss reserves
trends for these classes in the early 1990s were negative for for excess workers compensation would increase or decrease by
several years, including amounts below the negative 11 percent approximately $600 million. Given the exceptionally long-tail for
cited above, whereas actual loss cost trends in the late 1990s this class of business, there is the potential for actual deviations
ran at nearly 50 percent per year for several years, vastly in the loss development tail to exceed the deviations assumed,
exceeding the 19 percent figure cited above. Because the D&O perhaps materially.
class of business has exhibited highly volatile loss trends from

Primary Workers Compensation: For primary workers compensa-
one accident year to the next, there is the possibility of an

tion, the loss cost trend assumption is not believed to be material
exceptionally high deviation.

with respect to AIG’s loss reserves. This is primarily because
For D&O and related management liability classes of business,

AIG’s actuaries are generally able to use loss development
the assumed loss development factors are also an important

projections for all but the most recent accident year’s reserves,
assumption but less critical than for excess casualty. Because

so there is limited need to rely on loss cost trend assumptions for
these classes are written on a claims made basis, the loss

primary workers compensation business.
reporting and development tail is much shorter than for excess

However, for primary workers compensation business the loss
casualty. However, the high severity nature of the claims does

development factor assumptions are important. Generally, AIG’s
create the potential for significant deviations in loss development

actual historical workers compensation loss development factors
patterns from one year to the next. After evaluating the historical

would be expected to provide a reasonably accurate predictor of
loss development factors for these classes of business for

future loss development. However, workers compensation is a
accident years since the early 1990s, in AIG’s judgment, it is

long-tail class of business, and AIG’s business reflects a very
reasonably likely that actual loss development factors will range

significant volume of losses particularly in recent accident years
approximately 6 percent lower to 3.5 percent higher than those

due to growth of the business. After evaluating the actual
factors actually utilized in the year-end 2007 loss reserve review

historical loss developments since the 1980s for this business, in
for these classes. If the loss development factor assumptions

AIG’s judgment, it is reasonably likely that actual loss develop-
were changed by 6 percent and 3.5 percent, respectively, the net

ment factors will fall within the range of approximately 3.5 percent
loss reserves for these classes would be estimated to decrease

below to 8.25 percent above those actually utilized in the year-end
or increase by approximately $250 million and $125 million,

2007 loss reserve review. If the loss development factor
respectively. As noted above for excess casualty, actual historical

assumptions were changed by 3.5 percent and 8.25 percent,
loss development factors are generally used to project future loss

respectively, the net loss reserves for workers compensation
development. However, there can be no assurance that future
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would decrease or increase by approximately $800 million and Estimation of asbestos and environmental claims loss
reserves is a subjective process and reserves for asbestos and$1.9 billion, respectively. It should be noted that loss emergence
environmental claims cannot be estimated using conventionalin 2006 and 2007 for this class was higher than historical
reserving techniques such as those that rely on historical accidentaverages, resulting in an increase in loss reserves for prior
year loss development factors. The methods used to determineaccident years. During 2007, reserves from prior accident years
asbestos and environmental loss estimates and to establish thedeveloped adversely by approximately $300 million for AIG’s
resulting reserves are continually reviewed and updated byprimary workers compensation business. AIG relies on longer term
management.averages of historical loss development patterns in setting loss

Significant factors which affect the trends that influence thereserves; thus if loss emergence in subsequent years continues
asbestos and environmental claims estimation process are theat the levels observed in 2006 and 2007 there could be
court resolutions and judicial interpretations which broaden the

additional adverse development for this class of business that
intent of the policies and scope of coverage. The current case law

could be more significant than the amount observed in 2007.
can be characterized as still evolving, and there is little likelihood

However, AIG believes it is too soon to ascertain if this increased
that any firm direction will develop in the near future. Additionally,

emergence represents a new trend in the pattern of loss the exposures for cleanup costs of hazardous waste dump sites
development. For this class of business, there can be no involve issues such as allocation of responsibility among poten-
assurance that actual deviations from the expected loss develop- tially responsible parties and the government’s refusal to release
ment factors will not exceed the deviations assumed, perhaps parties from liability.
materially. Due to this uncertainty, it is not possible to determine the

future development of asbestos and environmental claims withOther Casualty Classes of Business: For casualty business other
the same degree of reliability as with other types of claims. Suchthan the classes discussed above, there is generally some
future development will be affected by the extent to which courts

potential for deviation in both the loss cost trend and loss
continue to expand the intent of the policies and the scope of the

development factor assumptions. However, the effect of such
coverage, as they have in the past, as well as by the changes in

deviations is expected to be less material when compared to the
Superfund and waste dump site coverage and liability issues. If

effect on the classes cited above. the asbestos and environmental reserves develop deficiently,
such deficiency would have an adverse effect on AIG’s future

Asbestos and Environmental Reserves results of operations.
With respect to known asbestos and environmental claims, AIGThe estimation of loss reserves relating to asbestos and

established over a decade ago specialized toxic tort and environ-environmental claims on insurance policies written many years
mental claims units, which investigate and adjust all suchago is subject to greater uncertainty than other types of claims
asbestos and environmental claims. These units evaluate thesedue to inconsistent court decisions as well as judicial interpreta-
asbestos and environmental claims utilizing a claim-by-claimtions and legislative actions that in some cases have tended to
approach that involves a detailed review of individual policy termsbroaden coverage beyond the original intent of such policies and
and exposures. Because each policyholder presents differentin others have expanded theories of liability. The insurance
liability and coverage issues, AIG generally evaluates exposure onindustry as a whole is engaged in extensive litigation over these
a policy-by-policy basis, considering a variety of factors such ascoverage and liability issues and is thus confronted with a
known facts, current law, jurisdiction, policy language and othercontinuing uncertainty in its efforts to quantify these exposures.
factors that are unique to each policy. Quantitative techniquesAIG continues to receive claims asserting injuries and dam-
have to be supplemented by subjective considerations, includingages from toxic waste, hazardous substances, and other environ-
management judgment. Each claim is reviewed at least semi-mental pollutants and alleged claims to cover the cleanup costs
annually utilizing the aforementioned approach and adjusted asof hazardous waste dump sites, referred to collectively as
necessary to reflect the current information.environmental claims, and indemnity claims asserting injuries

In both the specialized and dedicated asbestos and environ-from asbestos.
mental claims units, AIG actively manages and pursues earlyThe vast majority of these asbestos and environmental claims
resolution with respect to these claims in an attempt to mitigateemanate from policies written in 1984 and prior years. Commenc-
its exposure to the unpredictable development of these claims.ing in 1985, standard policies contained an absolute exclusion for
AIG attempts to mitigate its known long-tail environmental expo-pollution-related damage and an absolute asbestos exclusion was
sures by utilizing a combination of proactive claim-resolutionalso implemented. The current environmental policies that AIG
techniques, including policy buybacks, complete environmentalunderwrites on a claims-made basis have been excluded from the
releases, compromise settlements, and, where indicated,analysis herein.
litigation.The majority of AIG’s exposures for asbestos and environmen-

With respect to asbestos claims handling, AIG’s specializedtal claims are excess casualty coverages, not primary coverages.
claims staff operates to mitigate losses through proactive han-Thus, the litigation costs are treated in the same manner as
dling, supervision and resolution of asbestos cases. Thus, whileindemnity amounts. That is, litigation expenses are included within
AIG has resolved all claims with respect to miners and majorthe limits of the liability AIG incurs. Individual significant claim
manufacturers (Tier One), its claims staff continues to operateliabilities, where future litigation costs are reasonably determina-
under the same proactive philosophy to resolve claims involvingble, are established on a case-by-case basis.
accounts with products containing asbestos (Tier Two), products
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containing small amounts of asbestos, companies in the distribu- For asbestos, these tests project the losses expected to be
tion process, and parties with remote, ill-defined involvement in reported over the next nineteen years, i.e., from 2008 through
asbestos (Tiers Three and Four). Through its commitment to 2026, based on the actual losses reported through 2007 and the
appropriate staffing, training, and management oversight of asbes- expected future loss emergence for these claims. Three scenarios
tos cases, AIG seeks to mitigate its exposure to these claims. were tested, with a series of assumptions ranging from more

To determine the appropriate loss reserve as of December 31, optimistic to more conservative. In the first scenario, all carried
2007 for its asbestos and environmental exposures, AIG per- asbestos case reserves are assumed to be within ten percent of
formed a series of top-down and ground-up reserve analyses. In their ultimate settlement value. The second scenario relies on an
order to ensure it had the most comprehensive analysis possible, actuarial projection of report year development for asbestos
AIG engaged a third-party actuary to assist in a review of these claims reported from 1993 to the present to estimate case
exposures, including ground-up estimates for asbestos reserves reserve adequacy as of year-end 2007. The third scenario relies
consistent with the 2005 and 2006 reviews as well as a top-down on an actuarial projection of report year claims for asbestos but
report year projection for environmental reserves. Prior to 2005, reflects claims reported from 1989 to the present to estimate
AIG’s reserve analyses for asbestos and environmental exposures case reserve adequacy as of year-end 2007. Based on the results
was focused around a report year projection of aggregate losses of the prior report years for each of the three scenarios described
for both asbestos and environmental reserves. Additional tests above, the report year approach then projects forward to the year
such as market share analyses were also performed. Ground-up 2026 the expected future report year losses, based on AIG’s
analyses take into account policyholder-specific and claim-specific estimate of reasonable loss trend assumptions. These calcula-
information that has been gathered over many years from a tions are performed on losses gross of reinsurance. The IBNR
variety of sources. Ground-up studies can thus more accurately (including a provision for development of reported claims) on a
assess the exposure to AIG’s layers of coverage for each net basis is based on applying a factor reflecting the expected
policyholder, and hence for all policyholders in the aggregate, ratio of net losses to gross losses for future loss emergence.
provided a sufficient sample of the policyholders can be modeled For environmental claims, an analogous series of fre-
in this manner. quency/severity tests are produced. Environmental claims from

In order to ensure its ground-up analysis was comprehensive, future report years, (i.e., IBNR) are projected out nine years, i.e.,
AIG staff produced the information required at policy and claim through the year 2016.
level detail for nearly 1,000 asbestos defendants. This repre- At year-end 2007, AIG considered a number of factors and
sented over 95 percent of all accounts for which AIG had received recent experience in addition to the results of the respective top-
any claim notice of any amount pertaining to asbestos exposure. down and ground-up analyses performed for asbestos and
AIG did not set any minimum thresholds, such as amount of case environmental reserves. AIG considered the significant uncertainty
reserve outstanding, or paid losses to date, that would have that remains as to AIG’s ultimate liability relating to asbestos and
served to reduce the sample size and hence the comprehensive- environmental claims. This uncertainty is due to several factors
ness of the ground-up analysis. The results of the ground-up including:
analysis for each significant account were examined by AIG’s ( The long latency period between asbestos exposure and
claims staff for reasonableness, for consistency with policy disease manifestation and the resulting potential for involve-
coverage terms, and any claim settlement terms applicable. ment of multiple policy periods for individual claims;
Adjustments were incorporated accordingly. The results from the ( The increase in the volume of claims by currently unimpaired
universe of modeled accounts, which as noted above reflects the plaintiffs;
vast majority of AIG’s known exposures, were then utilized to ( Claims filed under the non-aggregate premises or operations
estimate the ultimate losses from accounts or exposures that section of general liability policies;
could not be modeled and to determine an appropriate provision ( The number of insureds seeking bankruptcy protection and the
for unreported claims. effect of prepackaged bankruptcies;

AIG conducted a comprehensive analysis of reinsurance ( Diverging legal interpretations; and
recoverability to establish the appropriate asbestos and environ- ( With respect to environmental claims, the difficulty in estimat-
mental reserve net of reinsurance. AIG determined the amount of ing the allocation of remediation cost among various parties.
reinsurance that would be ceded to insolvent reinsurers or to After carefully considering the results of the ground-up analy-
commuted reinsurance contracts for both reported claims and for sis, which AIG updates on an annual basis, as well as all of the
IBNR. These amounts were then deducted from the indicated above factors, including the recent report year experience, AIG
amount of reinsurance recoverable. The year-end 2007 analysis increased its gross asbestos reserves by $75 million, all of which
reflected an update to the comprehensive analysis of reinsurance was reinsured, resulting in no increase to net reserves. Addition-
recoverability that was first completed in 2005 and updated in ally, during 2007 a reduction in estimated reinsurance recover-
2006. All asbestos accounts for which there was a significant able, partially offset by several large favorable asbestos
change in estimated losses in the 2007 review were analyzed to settlements, resulted in a minor amount of adverse incurred loss
determine the appropriate reserve net of reinsurance. development.

AIG also completed a top-down report year projection of its Based on the environmental top-down report year analysis
indicated asbestos and environmental loss reserves. These performed in the fourth quarter of 2007, a minor increase in both
projections consist of a series of tests performed separately for gross and net reserves was recognized, resulting in the relatively
asbestos and for environmental exposures. minor amount of development shown in the table below.
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A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims
separately and combined at December 31, 2007, 2006 and 2005 appears in the table below. The vast majority of such
claims arise from policies written in 1984 and prior years. The current environmental policies that AIG underwrites on a
claims-made basis have been excluded from the table below.

2007 2006 2005

(in millions) Gross Net Gross(e) Net Gross(e) Net

Asbestos:
Reserve for losses and loss expenses at beginning of year $ 4,523 $1,889 $4,501 $1,840 $2,622 $1,060
Losses and loss expenses incurred(a) 96 5 572 267 2,206(b) 903(b)

Losses and loss expenses paid(a) (755) (440) (550) (218) (327) (123)

Reserve for losses and loss expenses at end of year $ 3,864 $1,454 $4,523 $1,889 $4,501 $1,840

Environmental:
Reserve for losses and loss expenses at beginning of year $ 629 $ 290 $ 969 $ 410 $1,018 $ 451
Losses and loss expenses incurred(a) 10 13 (231) (59) 47(c) 27(c)

Losses and loss expenses paid(a) (124) (66) (109) (61) (96) (68)

Reserve for losses and loss expenses at end of year $ 515 $ 237 $ 629 $ 290 $ 969 $ 410

Combined:
Reserve for losses and loss expenses at beginning of year $ 5,152 $2,179 $5,470 $2,250 $3,640 $1,511
Losses and loss expenses incurred(a) 106 18 341 208 2,253(d) 930(d)

Losses and loss expenses paid(a) (879) (506) (659) (279) (423) (191)

Reserve for losses and loss expenses at end of year $ 4,379 $1,691 $5,152 $2,179 $5,470 $2,250

(a) All amounts pertain to policies underwritten in prior years, primarily to policies issued in 1984 and prior.

(b) Includes increases to gross losses and loss expense reserves of $2.0 billion and increases to net losses and loss expense reserves of $843 million
for the fourth quarter of 2005.

(c) Includes increases to gross losses and loss expense reserves of $56 million and increases to net losses and loss expense reserves of $30 million for
the fourth quarter of 2005.

(d) Includes increases to gross losses and loss expense reserves of $2.0 billion and increases to net losses and loss expense reserves of $873 million
for the fourth quarter of 2005.

(e) Gross amounts were revised from the previous presentation to reflect the inclusion of certain reserves not previously identified as asbestos and
environmental related. This revision had no effect on net reserves.

The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental
claims separately and combined, at December 31, 2007, 2006 and 2005 were estimated as follows:

2007 2006 2005

(in millions) Gross Net Gross* Net Gross* Net

Asbestos $2,701 $1,145 $3,270 $1,469 $3,458 $1,465
Environmental 325 131 378 173 625 266

Combined $3,026 $1,276 $3,648 $1,642 $4,083 $1,731

* Gross amounts were revised from the previous presentation to reflect the inclusion of certain reserves not previously identified as asbestos and
environmental related. This revision had no effect on net reserves.

A summary of asbestos and environmental claims count activity for the years ended December 31, 2007, 2006 and
2005 was as follows:

2007 2006 2005

Asbestos Environmental Combined Asbestos Environmental Combined Asbestos Environmental Combined

Claims at beginning of year 6,878 9,442 16,320 7,293 9,873 17,166 7,575 8,216 15,791
Claims during year:

Opened 656 937 1,593 643 1,383 2,026 854 5,253 6,107
Settled (150) (179) (329) (150) (155) (305) (67) (219) (286)
Dismissed or otherwise

resolved (821) (2,548) (3,369) (908) (1,659) (2,567) (1,069) (3,377) (4,446)

Claims at end of year 6,563 7,652 14,215 6,878 9,442 16,320 7,293 9,873 17,166
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Sur vival Ratios — Asbestos and Environmental and term life, investment linked, universal life and endowments,
personal accident and health products, group products includingThe table below presents AIG’s survival ratios for asbestos and
pension, life and health, and fixed and variable annuities. Theenvironmental claims at December 31, 2007, 2006 and 2005.
Foreign Life Insurance & Retirement Services products are soldThe survival ratio is derived by dividing the current carried loss
through independent producers, career agents, financial institu-reserve by the average payments for the three most recent
tions and direct marketing channels.calendar years for these claims. Therefore, the survival ratio is a

AIG’s Domestic Life Insurance operations offer a broad rangesimplistic measure estimating the number of years it would be
of protection products, such as individual life insurance and groupbefore the current ending loss reserves for these claims would be
life and health products, including disability income products andpaid off using recent year average payments. The December 31,
payout annuities, which include single premium immediate annui-2007 survival ratio is lower than the ratio at December 31, 2006
ties, structured settlements and terminal funding annuities. Thebecause the more recent periods included in the rolling average
Domestic Life Insurance products are sold through independentreflect higher claims payments. In addition, AIG’s survival ratio for
producers, career agents and financial institutions and directasbestos claims was negatively affected by the favorable settle-
marketing channels. Home service operations include an array ofments described above, which reduced gross and net asbestos
life insurance, accident and health and annuity products soldsurvival ratios at December 31, 2007 by approximately 1.3 years
primarily through career agents.and 2.6 years, respectively. Many factors, such as aggressive

AIG’s Domestic Retirement Services operations include groupsettlement procedures, mix of business and level of coverage
retirement products, individual fixed and variable annuities soldprovided, have a significant effect on the amount of asbestos and
through banks, broker-dealers and exclusive sales representa-environmental reserves and payments and the resultant survival
tives, and annuity runoff operations, which include previouslyratio. Moreover, as discussed above, the primary basis for AIG’s
acquired ‘‘closed blocks’’ and other fixed and variable annuitiesdetermination of its reserves is not survival ratios, but instead
largely sold through distribution relationships that have beenthe ground-up and top-down analysis. Thus, caution should be
discontinued.exercised in attempting to determine reserve adequacy for these

In order to better align financial reporting with the manner inclaims based simply on this survival ratio.
which AIG’s chief operating decision makers manage their busi-

AIG’s survival ratios for asbestos and environmental
nesses, commencing in 2007, revenues and operating income

claims, separately and combined were based upon a
related to foreign investment-type contracts, which were histori-

three-year average payment. These ratios for the years
cally reported as a component of the Asset Management

ended December 31, 2007, 2006 and 2005 were as
segment, are now reported as part of Foreign Life Insurance &

follows:
Retirement Services. Prior period amounts have been revised to

Gross* Net conform to the current presentation.
AIG’s Life Insurance & Retirement Services reports its opera-2007

Survival ratios: tions through the following major internal reporting units and legal
Asbestos 7.1 5.6 entities:
Environmental 4.7 3.7
Combined 6.7 5.2 Foreign Life Insurance & Retirement Services

2006
Japan and OtherSurvival ratios:

Asbestos 11.8 12.9 ( American Life Insurance Company (ALICO)
Environmental 5.6 4.5

( AIG Star Life Insurance Co., Ltd. (AIG Star Life)
Combined 10.4 10.3

( AIG Edison Life Insurance Company (AIG Edison Life)
2005

AsiaSurvival ratios:
Asbestos 16.0 19.8 ( American International Assurance Company, Limited, to-
Environmental 7.2 6.2 gether with American International Assurance Company
Combined 13.1 14.2

(Bermuda) Limited (AIA)
* Gross amounts for 2006 and 2005 were revised from the previous ( Nan Shan Life Insurance Company, Ltd. (Nan Shan)

presentation to reflect the inclusion of certain reserves not previously ( American International Reinsurance Company Limited
identified as asbestos and environmental related. This revision had no

(AIRCO)effect on net reserves.
( The Philippine American Life and General Insurance Com-

pany (Philamlife)Life Insurance & Retirement Services
Operations

Domestic Life Insurance
AIG’s Life Insurance & Retirement Services operations offer a ( American General Life Insurance Company (AIG American
wide range of insurance and retirement savings products both General)
domestically and abroad. ( The United States Life Insurance Company in the City of New

AIG’s Foreign Life Insurance & Retirement Services operations York (USLIFE)
include insurance and investment-oriented products such as whole
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( American General Life and Accident Insurance Company (AGLA)

Domestic Retirement Services
( The Variable Annuity Life Insurance Company (VALIC) ( AIG SunAmerica Life Assurance Company (AIG SunAmerica)
( AIG Annuity Insurance Company (AIG Annuity)

Life Insurance & Retirement Services Results

Life Insurance & Retirement Services results for 2007, 2006 and 2005 were as follows:

Premiums Net Net Realized
and Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

2007
Foreign Life Insurance & Retirement Services $26,601 $11,849 $ (187) $38,263 $ 6,197
Domestic Life Insurance 5,836 3,995 (803) 9,028 642
Domestic Retirement Services 1,190 6,497 (1,408) 6,279 1,347

Total $33,627 $22,341 $(2,398) $53,570 $ 8,186

2006
Foreign Life Insurance & Retirement Services* $24,166 $ 9,758 $ 707 $34,631 $ 6,881
Domestic Life Insurance 5,543 3,778 (215) 9,106 917
Domestic Retirement Services 1,057 6,488 (404) 7,141 2,323

Total $30,766 $20,024 $ 88 $50,878 $10,121

2005
Foreign Life Insurance & Retirement Services $23,117 $ 8,718 $ 84 $31,919 $ 5,306
Domestic Life Insurance 5,447 3,733 35 9,215 1,495
Domestic Retirement Services 937 6,226 (277) 6,886 2,164

Total $29,501 $18,677 $ (158) $48,020 $ 8,965

Percentage Increase/(Decrease) 2007 vs. 2006:

Foreign Life Insurance & Retirement Services 10% 21% —% 10% (10)%
Domestic Life Insurance 5 6 — (1) (30)
Domestic Retirement Services 13 — — (12) (42)

Total 9% 12% —% 5% (19)%

Percentage Increase/(Decrease) 2006 vs. 2005:

Foreign Life Insurance & Retirement Services 5% 12% —% 8% 30%
Domestic Life Insurance 2 1 — (1) (39)
Domestic Retirement Services 13 4 — 4 7

Total 4% 7% —% 6% 13%

* Included an out of period UCITS adjustment which increased net investment income by $240 million and operating income by $169 million.

losses resulting from other-than-temporary impairment charges ofThe following table presents the gross insurance in force
$2.8 billion and losses on derivative instruments not qualifying forfor Life Insurance & Retirement Services at December 31,
hedge accounting treatment of $381 million compared to an other-2007, 2006 and 2005:
than-temporary impairment charge of $641 million and gains on

(in millions) 2007 2006 2005
derivative instruments of $268 million in 2006. In addition, net

Foreign* $1,327,251 $1,162,699 $1,027,682 investment income and certain products were negatively affected
Domestic 984,794 907,901 825,151 by the volatile markets. Life Insurance & Retirement Services

Total $2,312,045 $2,070,600 $1,852,833 continued its ongoing project to increase standardization of AIG’s
actuarial systems and processes throughout the world. Significant* Includes increases (decreases) of $55.1 billion, $41.5 billion and

$(76.5) billion related to changes in foreign exchange rates at progress was made on these initiatives, with only a minimal effect
December 31, 2007, 2006 and 2005, respectively. on operating income in this segment. Premiums and other

considerations increased in 2007 compared to 2006 despite a
2007 and 2006 Comparison very competitive marketplace and a relatively flat yield curve for

most of the year.The severe credit market disruption was a key driver of operating
results in 2007 principally due to significant net realized capital
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Life Insurance & Retirement Services total revenues in 2007 enhancements and conversions, resulted in a net increase to
reflect growth in premiums and other considerations compared to operating income of $19 million during 2007. However, this net
2006 due principally to strong life insurance production in the increase resulted from a number of items that had varying effects
Foreign Life Insurance & Retirement Services operations, a on the results of operations of certain operating units and lines of
growing block of U.K. single premium investment-oriented products business. These adjustments resulted in an increase of $183 mil-
and higher policyholder charges related to universal life and sales lion in operating income for Foreign Life Insurance & Retirement
of payout annuities in the Domestic Life Insurance operations. Services and decreases in operating income of $52 million and
Overall growth in premiums and other considerations was damp- $112 million for Domestic Life Insurance and Domestic Retire-
ened by a continuing shift to interest sensitive products and the ment Services, respectively. In addition, the related adjustments
suspension of new sales on certain products in Japan resulting significantly affected both acquisition costs and incurred policy
from an industry wide review by the tax authorities. Net invest- losses and benefits in the Consolidated Statement of Income.
ment income increased in 2007 compared to 2006 due to higher Operating income in 2006 included an increase of $169 mil-
partnership and mutual fund income as well as higher policyholder lion for an out of period adjustment related to the accounting for
investment income and trading gains and losses (together, UCITS and an increase of $163 million for an out-of-period
policyholder trading gains). Policyholder trading gains are offset by adjustment related to corrections of par policyholder dividend
a charge to incurred policy losses and benefits expense. Policy- reserves and allocations between participating and non-participat-
holder trading gains increased due to higher levels of assets and ing accounts, both of which were related to remediation efforts. In
generally reflect the trend in equity markets. Policyholder trading addition, operating income in 2006 included charges to Domestic
gains were $2.9 billion in 2007 compared to $2.0 billion in 2006. Life Insurance operations of $125 million for the adverse Superior
Net investment income in 2006 included an increase of $240 mil- National arbitration ruling, $66 million related to the exit of the
lion for an out of period adjustment related to the accounting for domestic financial institutions credit life business and $55 million
UCITS. related to other litigation.

Operating income in 2007 was significantly adversely affected
by net realized capital losses which totaled $2.4 billion, net of an 2006 and 2005 Comparison
out-of-period adjustment of $158 million related to foreign ex-

Life Insurance & Retirement Services revenues in 2006 increased
change remediation activities, compared to net realized capital

compared to 2005. Growth in premiums and other considerations
gains of $88 million in 2006. Other factors affecting operating

was dampened by the effect of foreign exchange, most notably by
income include trading account losses of $150 million in the U.K.

the weakening Japanese Yen. Net investment income was higher
associated with certain investment-linked products, the adverse

in 2006 compared to 2005 due to higher partnership and mutual
effect of $108 million related to SOP 05-1, which was adopted in

fund income, which in 2006 included a positive out-of-period
2007, additional claim expense of $67 million relating to an

adjustment of $240 million related to the accounting for UCITS.
industry wide regulatory review of claims in Japan (compared to

Operating income grew by $1.2 billion from 2005, reflecting higher
additional claim expense of $26 million in 2006) and a $118 mil-

revenues, including net realized capital gains, and out-of-period
lion charge related to remediation activities in Asia. Incurred

reductions of policy benefits expense of $163 million in 2006
policyholder benefits increased $36 million in 2007 related to a

resulting from corrections of par policyholder dividend reserves
closed block of Japanese business with guaranteed benefits.

and allocations between participating and non-participating ac-
Partially offsetting these factors was a $52 million recovery in

counts, both of which were related to remediation efforts. In
2007 related to the Superior National arbitration. SOP 05-1

addition, operating income in 2006 included charges for Domestic
generally requires DAC related to group contracts to be amortized

Life Insurance of $125 million for the adverse Superior National
over a shorter duration than in prior periods and also requires

arbitration ruling, $66 million related to the exit of the domestic
that DAC be expensed at the time an individual policy is

financial institutions credit life business and $55 million related to
terminated or lapses, even if reinstated shortly thereafter. The

other litigation.
effect of SOP 05-1 was most significant to the group products line
in the Domestic Life Insurance operations.

Changes in actuarial estimates, including DAC unlockings and
refinements to estimates resulting from actuarial valuation system
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Foreign Life Insurance & Retirement Services results on a sub-product basis for 2007, 2006 and 2005 were as follows:

Premiums and Net Net Realized
Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

2007
Life insurance $16,630 $ 7,473 $ 85 $24,188 $ 3,898
Personal accident 6,094 354 (3) 6,445 1,457
Group products 2,979 753 (76) 3,656 263
Individual fixed annuities 438 2,283 (171) 2,550 548
Individual variable annuities 460 986 (22) 1,424 31

Total $26,601 $11,849 $(187) $38,263 $ 6,197

2006
Life insurance(a) $15,732 $ 5,937 $ 574 $22,243 $ 4,247
Personal accident 5,518 285 55 5,858 1,459
Group products 2,226 648 47 2,921 450
Individual fixed annuities 400 2,027 31 2,458 580
Individual variable annuities 290 861 — 1,151 145

Total $24,166 $ 9,758 $ 707 $34,631 $ 6,881

2005
Life insurance $15,643 $ 4,884 $ 94 $20,621 $ 3,195
Personal accident 5,002 255 (30) 5,227 1,292
Group products 1,925 613 (9) 2,529 322
Individual fixed annuities 361 1,728 29 2,118 398
Individual variable annuities 186 1,238 — 1,424 99

Total $23,117 $ 8,718 $ 84 $31,919 $ 5,306

Percentage Increase/(Decrease) 2007 vs. 2006:

Life insurance 6% 26% (85)% 9% (8)%
Personal accident 10 24 — 10 —
Group products 34 16 — 25 (42)
Individual fixed annuities 10 13 — 4 (6)
Individual variable annuities 59 15 — 24 (79)

Total 10% 21% —% 10% (10)%

Percentage Increase/(Decrease) 2006 vs. 2005:

Life insurance 1% 22% —% 8% 33%
Personal accident 10 12 — 12 13
Group products 16 6 — 16 40
Individual fixed annuities 11 17 7 16 46
Individual variable annuities 56 (30) — (19) 46

Total 5% 12% —% 8% 30%

(a) Includes the effect of an out of period UCITS adjustment in 2006, which increased net investment income by $237 million and operating income by
$166 million.

AIG transacts business in most major foreign currencies and considerations for the years ended December 31, 2007 and
therefore premiums and other considerations reported in 2006:
U.S. dollars vary by volume and from changes in foreign currency

2007 2006
translation rates. The following table summarizes the effect of

Growth in original currency* 7.6% 6.5%changes in foreign currency exchange rates on the growth of the
Foreign exchange effect 2.5 (2.0)Foreign Life Insurance & Retirement Services premiums and other

Growth as reported in U.S. dollars 10.1% 4.5%

* Computed using a constant exchange rate each period.
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Japan and Other Results

Japan and Other results on a sub-product basis for 2007, 2006 and 2005 were as follows:

Premiums and Net Net Realized
Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

2007
Life insurance $ 4,999 $2,113 $ (92) $ 7,020 $1,193
Personal accident 4,225 204 (1) 4,428 1,071
Group products 2,318 626 1 2,945 250
Individual fixed annuities 386 2,160 (181) 2,365 500
Individual variable annuities 459 980 (21) 1,418 30

Total $12,387 $6,083 $(294) $18,176 $3,044

2006
Life insurance (a) $ 4,783 $1,749 $ 316 $ 6,848 $1,731
Personal accident 3,957 162 49 4,168 1,122
Group products 1,740 541 13 2,294 272
Individual fixed annuities 337 1,930 28 2,295 553
Individual variable annuities 289 857 — 1,146 143

Total $11,106 $5,239 $ 406 $16,751 $3,821

2005
Life insurance $ 4,864 $1,828 $ (52) $ 6,640 $1,288
Personal accident 3,788 137 (15) 3,910 1,051
Group products 1,473 535 (34) 1,974 191
Individual fixed annuities 292 1,672 29 1,993 390
Individual variable annuities 186 1,234 — 1,420 100

Total $10,603 $5,406 $ (72) $15,937 $3,020

Percentage Increase/(Decrease) 2007 vs. 2006:

Life insurance 5% 21% —% 3% (31)%
Personal accident 7 26 — 6 (5)
Group products 33 16 (92) 28 (8)
Individual fixed annuities 15 12 — 3 (10)
Individual variable annuities 59 14 — 24 (79)

Total 12% 16% —% 9% (20)%

Percentage Increase/(Decrease) 2006 vs. 2005:

Life insurance (2)% (4)% —% 3% 34%
Personal accident 4 18 — 7 7
Group products 18 1 — 16 42
Individual fixed annuities 15 15 (3) 15 42
Individual variable annuities 55 (31) — (19) 43

Total 5% (3)% —% 5% 27%

(a) Includes the effect of an out of period UCITS adjustment in 2006, which increased both net investment income and operating income by $29 million.

2007 and 2006 Comparison estimates, trading account losses of $150 million in the U.K.
associated with certain investment-linked products, $67 million of

Total revenues for Japan and Other in 2007 increased compared
additional claim expense related to the industry wide regulatory

to 2006, primarily due to higher premiums and other considera-
review of claims in Japan and increased incurred policyholder

tions and net investment income partially offset by net realized
benefits of $36 million related to a closed block of Japanese

capital losses. Net investment income increased in 2007 com-
business with guaranteed benefits. These decreases were partially

pared to 2006 due to higher levels of assets under management
offset by the positive effect of foreign exchange rates.

and higher policyholder trading gains partially offset by lower
Life insurance premiums and other considerations increased

partnership and mutual fund income. Operating income decreased
moderately in 2007 compared to 2006. In Japan, single premium

in 2007 compared to 2006 due principally to net realized capital
sales of U.S. dollar denominated interest sensitive whole life

losses, a $187 million charge related to changes in actuarial
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products remained strong. First year premium sales declined, surrender charges from U.S. dollar products in Japan where a
however, due to the suspension in April 2007 of increasing term weak Japanese Yen makes it attractive for certain policyholders to
products pending completion of an industry wide review by the lock-in foreign exchange gains in excess of surrender charges.
National Tax Authority. Although the review was completed with the Surrender charges were $151 million and $98 million in 2007
issue of a draft paper for comment in December 2007, the and 2006, respectively. Net investment income increased due to
product remains suspended pending finalization of the report. In higher average investment yields and higher levels of assets
Europe, growth in premiums and other considerations was driven under management. Operating income declined in 2007 compared
by the growing block of U.K. single premium investment-oriented to 2006 due to realized capital losses in 2007 versus realized
products and the positive effect of foreign exchange rates. The capital gains in 2006.
growth in net investment income was due to growth in underlying Individual variable annuity deposits in 2007 declined compared
invested assets and higher partnership income. Life insurance to 2006 due to the effect of tax law changes in Europe that
operating income declined in 2007 compared to 2006 due to net reduced tax benefits to policyholders, and lower sales in Japan
realized capital losses, compared to net realized capital gains in due to increased competition and the introduction of a new law
2006. In addition, 2007 operating income was negatively affected that increased sales compliance and customer suitability require-
by a $115 million charge related to changes in actuarial ments. Variable annuity sales in Japan began to improve in the
estimates, higher incurred policyholder benefits of $36 million fourth quarter of 2007 as a new product, launched mid-year in
related to a closed block of Japanese business with guaranteed 2007, gained acceptance and banks became more comfortable
benefits and $23 million of additional claim expense related to with the new law. The fees generated from the higher levels of
the claims review in Japan. Operating income in 2006 included assets under management increased premiums and other consid-
the effect of an out of period UCITS adjustment, which increased erations in 2007 compared to 2006. Net investment income
both net investment income and operating income by $29 million. increased due to higher policyholder trading gains in 2007

Personal accident premiums and other considerations grew compared to 2006. Operating income declined in 2007 compared
modestly as strong growth in Europe was offset by lower growth in to 2006 primarily due to $150 million of trading account losses
Japan, particularly from the direct marketing distribution channel. on certain investment-linked products in the U.K. and net realized
Net investment income increased in 2007 compared to 2006 capital losses.
primarily due to growth in invested assets. Operating income
declined in 2007 compared to 2006 due to a net realized capital 2006 and 2005 Comparison
loss, a $42 million charge related to changes in actuarial

Total revenues for Japan and Other increased in 2006 compared
estimates, $42 million of additional claim expense related to the

to 2005. Premiums and other considerations growth rates were
claims review in Japan and $20 million of additional expenses

dampened by the effect of foreign exchange, most notably by the
related to SOP 05-1.

weakening of the Japanese Yen. Net investment income in 2006
Group products premiums and other considerations in 2007

declined compared to 2005 due to lower policyholder trading
increased significantly compared to 2006 primarily due to the

gains in the individual variable annuity line. Total revenues in
growing credit business in Europe. Net investment income

2006 increased compared to 2005 due to realized capital gains
increased in 2007 compared to 2006, primarily due to higher

relating primarily to derivative instruments for transactions that did
assets under management related to the Brazil pension business.

not qualify for hedge accounting treatment under FAS 133.
Operating income in 2007 declined compared to 2006 primarily

Operating income in 2006 increased compared to 2005 due to
due to $19 million of additional expenses related to SOP 05-1

growth in the underlying retirement services businesses and
and lower net realized capital gains.

realized capital gains of $406 million. Operating income in 2006
Individual fixed annuity deposits improved in 2007 primarily

included the effect of an out of period UCITS adjustment which
due to sales in the U.K. and were partially offset by declining

increased net investment income and operating income by
sales in Japan due to the effect of a weak Japanese Yen for most

$32 million. Operating income in 2006 was negatively affected by
of the year as well as the market shift to variable annuity

the weakening of the Japanese Yen against the U.S. dollar and
products. Assets under management, however, continued to grow.

the continued runoff of the older, higher margin in-force busi-
Individual fixed annuities premiums and other considerations

nesses of AIG Star Life and AIG Edison Life.
growth reflects a shift to front-end load products and higher
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Asia Results

Asia results on a sub-product basis for 2007, 2006 and 2005 were as follows:

Premiums Net Net Realized Operating
and Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

2007
Life insurance $ 11,631 $5,360 $ 177 $17,168 $ 2,705
Personal accident 1,869 150 (2) 2,017 386
Group products 661 127 (77) 711 13
Individual fixed annuities 52 123 10 185 48
Individual variable annuities 1 6 (1) 6 1

Total $ 14,214 $5,766 $ 107 $20,087 $ 3,153

2006
Life insurance(a) $ 10,949 $4,188 $ 258 $15,395 $ 2,516
Personal accident 1,561 123 6 1,690 337
Group products 486 107 34 627 178
Individual fixed annuities 63 97 3 163 27
Individual variable annuities 1 4 — 5 2

Total $ 13,060 $4,519 $ 301 $17,880 $ 3,060

2005
Life insurance $ 10,779 $3,056 $ 146 $13,981 $ 1,907
Personal accident 1,214 118 (15) 1,317 241
Group products 452 78 25 555 131
Individual fixed annuities 69 56 — 125 8
Individual variable annuities — 4 — 4 (1)

Total $ 12,514 $3,312 $ 156 $15,982 $ 2,286

Percentage Increase/(Decrease) 2007 vs. 2006:

Life insurance 6% 28% (31)% 12% 8%
Personal accident 20 22 — 19 15
Group products 36 19 — 13 (93)
Individual fixed annuities (17) 27 233 13 78
Individual variable annuities — 50 — 20 (50)

Total 9% 28% (64)% 12% 3%

Percentage Increase/(Decrease) 2006 vs. 2005:

Life insurance 2% 37% 77% 10% 32%
Personal accident 29 4 — 28 40
Group products 8 37 36 13 36
Individual fixed annuities (9) 73 — 30 238
Individual variable annuities — — — 25 —

Total 4% 36% 93% 12% 34%

(a) Includes the effect of an out of period UCITS adjustment in 2006, which increased net investment income and operating income by $208 million and
$137 million, respectively.

2007 and 2006 Comparison income grew due to higher policyholder trading gains, higher
partnership and unit investment trust income and growth in

Total revenues in Asia in 2007 increased compared to 2006
underlying invested assets. Net realized capital gains in 2007

primarily due to higher premiums and other considerations and
were lower compared to 2006 due to an increase in other-than-

net investment income, partially offset by lower net realized
temporary impairment charges and the change in fair value of

capital gains. Premiums and other considerations increased in
derivatives that do not qualify for hedge accounting treatment

2007 compared to 2006, notwithstanding a continued trend
under FAS 133, partially offset by a positive out-of-period

toward investment-oriented products where only a portion of policy
adjustment of $158 million related to foreign exchange remedia-

charges are reported as premiums. Sales of investment-oriented
tion activities. Operating income in 2007 increased compared to

life products have been particularly strong in Hong Kong, Korea
2006. Operating income in 2007 included a $370 million positive

and Singapore and more recently in Taiwan. Net investment
effect of changes in actuarial estimates along with higher
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partnership and UCITS income, partially offset by lower net and sales. However, operating income declined in 2007 compared
realized capital gains and a $118 million charge related to to 2006, primarily due to net realized capital losses resulting from
remediation activity. Operating income in 2006 included an other-than-temporary impairment charges, a $29 million charge
increase of $137 million from an out of period adjustment related related to remediation activity and higher DAC amortization
to UCITS. In addition, operating income in 2006 included the expense.
positive effect of out of period reductions in participating Individual fixed annuities total revenues grew in 2007 com-
policyholder dividend reserves of $163 million, primarily as a pared to 2006 due primarily to higher net investment income and
result of tax remediation adjustments and a correction to expense increased net realized capital gains. Deposits in 2007 declined
allocations between participating and non-participating accounts. compared to 2006 due to increased competition and a market

Life insurance premiums and other considerations in 2007 shift to variable life products, particularly in Korea.
reflected a moderate increase compared to 2006, benefiting from
improved sales in Thailand and the favorable effect of foreign 2006 and 2005 Comparison
exchange rates, partially offset by the shift in product mix from

Revenues for Asia grew in 2006 compared to 2005. Premiums
traditional life insurance products to investment-oriented products.

and other considerations in 2006 were negatively affected by the
Net investment income grew in 2007 compared to 2006 due

trend towards investment-oriented products as only a portion of
primarily to higher policyholder trading gains, the growth in the

the policy charges collected are reported as premiums. Net
underlying invested assets and higher partnership income. Operat-

investment income in 2006 grew compared to 2005 due to higher
ing income increased in 2007 compared to 2006 due to a

policyholder trading gains. Net realized capital gains were signifi-
$322 million positive effect of changes in actuarial estimates,

cantly higher in 2006 compared to 2005 relating primarily to
partially offset by an $86 million charge related to remediation

derivative instruments for transactions that do not qualify for
activity. Operating income in 2006 included the effect of the out

hedge accounting treatment under FAS 133. Revenues and
of period UCITS adjustment and reduction in participating policy-

operating income in 2006 included increases of $208 million and
holder dividend reserves discussed above.

$137 million, respectively, from out of period adjustments related
Personal accident revenues grew in 2007 compared to 2006

to UCITS. In addition, operating income in 2006 increased due to
primarily due to higher premiums and other considerations,

a $163 million out of period adjustment related to participating
particularly in Korea and Taiwan. Operating income reflects the

policyholder dividend reserves primarily as a result of tax
combined effect of premium growth and stable loss ratios and a

remediation adjustments and a correction to expense allocations
$51 million positive effect related to changes in actuarial

between participating and non-participating accounts.
estimates in 2007.

Group products premiums and other considerations grew in
2007 compared to 2006 due to higher pension management fees

Domestic Life Insurance Results
Domestic Life Insurance results, presented on a sub-product basis for 2007, 2006 and 2005, were as follows:

Premiums and Net Net Realized Operating
Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

2007
Life insurance $ 2,352 $1,528 $ (584) $ 3,296 $ 226
Home service 767 640 (100) 1,307 216
Group life/health 842 200 (16) 1,026 67
Payout annuities(a) 1,820 1,153 (67) 2,906 74
Individual fixed and runoff annuities 55 474 (36) 493 59

Total $ 5,836 $3,995 $ (803) $ 9,028 $ 642

2006
Life insurance $ 2,127 $1,377 $ (83) $ 3,421 $ 654
Home service 790 630 (38) 1,382 282
Group life/health 995 213 (8) 1,200 (159)
Payout annuities(a) 1,582 1,004 (51) 2,535 76
Individual fixed and runoff annuities 49 554 (35) 568 64

Total $ 5,543 $3,778 $ (215) $ 9,106 $ 917
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Premiums and Net Net Realized Operating
Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

2005
Life insurance $ 2,041 $1,352 $ 98 $ 3,491 $ 874
Home service 801 605 (2) 1,404 282
Group life/health 1,079 201 (1) 1,279 69
Payout annuities(a) 1,473 912 (34) 2,351 128
Individual fixed and runoff annuities 53 663 (26) 690 142

Total $ 5,447 $3,733 $ 35 $ 9,215 $ 1,495

Percentage Increase/(Decrease) 2007 vs. 2006:

Life insurance 11% 11% —% (4)% (65)%
Home service (3) 2 — (5) (23)
Group life/health (15) (6) — (15) —
Payout annuities 15 15 — 15 (3)
Individual fixed and runoff annuities 12 (14) — (13) (8)

Total 5% 6% —% (1)% (30)%

Percentage Increase/(Decrease) 2006 vs. 2005:

Life insurance 4% 2% —% (2)% (25)%
Home service (1) 4 — (2) —
Group life/health (8) 6 — (6) —
Payout annuities 7 10 — 8 (41)
Individual fixed and runoff annuities (8) (16) — (18) (55)

Total 2% 1% —% (1)% (39)%

(a) Premiums and other considerations include structured settlements, single premium immediate annuities and terminal funding annuities.

2007 and 2006 Comparison benefits due to additional reinsurance recoveries associated with
Superior National.

Total Domestic Life Insurance revenues in 2007 decreased
Life insurance premiums and other considerations increased in

compared to 2006 primarily due to higher net realized capital
2007 compared to 2006 driven by growth in life insurance

losses, partially offset by higher premiums and other considera-
business in force and increased policyholder charges related to

tions and net investment income. Domestic Life Insurance
universal life and whole life products. Net investment income in

premiums and other considerations increased in 2007 compared
2007 compared to 2006 increased due to higher partnership

to 2006 primarily due to the growth in life insurance business in
income, higher call and tender income and positive changes from

force and payout annuity premiums, which were partially offset by
foreign denominated emerging market bonds. Life insurance

a decline in group life/health premiums due to exiting the financial
operating income decreased in 2007 compared to 2006 primarily

institutions credit life business at the end of 2006. Domestic Life
due to higher net realized capital losses and higher mortality in

Insurance operating income decreased in 2007 compared to
2007, although mortality is still within expected ranges. In

2006, primarily due to higher net realized capital losses which
addition, operating income in 2007 included a $25 million

consisted of losses related to sales of securities, other-than-
increase in reserves related to changes in actuarial estimates and

temporary impairment writedowns of fixed income securities as
an $11 million increase in DAC amortization related to SOP 05-1.

well as derivative losses. The higher net realized capital losses in
Home service premiums and other considerations declined in

2007 were partially offset by increases in premiums and other
2007 compared to 2006 as the reduction in premiums in force

considerations and net investment income, and an improvement
from normal lapses and maturities exceeded sales growth. Net

in group life/health results compared to 2006, which included a
investment income in 2007 increased slightly compared to 2006

$125 million charge related to the Superior National workers
due to higher partnership income and positive changes from

compensation arbitration, a $66 million loss related to the exit
foreign denominated emerging market bonds. Home service

from the financial institutions credit life business and a $55 mil-
operating income decreased largely due to higher net realized

lion charge related to litigation reserves. Changes in actuarial
capital losses and an $11 million increase in DAC amortization

estimates, including DAC unlockings and refinements in estimates
related to SOP 05-1, partially offset by continued improvement in

resulting from actuarial valuation system enhancements, resulted
profit margins.

in a net decrease in operating income of $52 million in 2007.
Group life/health premiums and other considerations in 2007

Operating income in 2007 was also negatively affected by a
declined compared to 2006, primarily due to the exit from the

$67 million increase in DAC amortization related to SOP 05-1,
financial institutions credit life business at the end of 2006 and

which was partially offset by a $52 million decrease in policy
tightened pricing and underwriting in the group employer product
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lines. Group life/health operating income increased in 2007 $30 million of increased amortization due to DAC unlocking to
compared to 2006. Operating income in 2007 included a reflect lower in-force amounts.
$52 million decrease in policy benefits from additional reinsurance
recoveries associated with Superior National, offset by an in- 2006 and 2005 Comparison
crease of $45 million in DAC amortization related to SOP 05-1.

Premiums and other considerations for Domestic Life Insurance
The operating loss in 2006 included a $125 million charge

increased in 2006 compared to 2005 and were primarily driven by
resulting from the loss of the Superior National arbitration, a

growth in the life insurance business in-force and payout annuity
$66 million loss related to exiting the financial institutions credit

premiums, partially offset by declining in-force business in the
business and a $25 million charge for litigation reserves.

home service and group life/health lines. Domestic Life Insurance
Payout annuities premiums and other considerations increased

operating income declined in 2006 compared to 2005 due to net
in 2007 compared to 2006 reflecting increased sales of struc-

realized capital losses and several significant transactions de-
tured settlements and terminal funding annuities. Net investment

scribed below in 2006, partially offset by continued growth in life
income increased in 2007 reflecting growth in insurance reserves

insurance and payout annuity business. Operating income in 2006
and an increase in call and tender income on fixed income

included a $125 million charge resulting from the loss of the
securities. Payout annuities operating income decreased slightly in

Superior National arbitration and a $66 million loss related to
2007 as growth in the business was more than offset by higher

exiting the financial institutions credit business both within the
net realized capital losses and by a $30 million out of period

group life/health business. In addition, Domestic Life Insurance
adjustment to increase group annuity reserves for payout annui-

operating income was negatively affected by $55 million in
ties. Operating income in 2006 included a $24 million increase in

litigation accruals, an increase in reserves of $24 million related
reserves as various methodologies and assumptions were en-

to various methodologies and assumptions which were enhanced
hanced for payout annuity reserves.

in the payout annuity business and a DAC unlocking charge of
Individual fixed and runoff annuities net investment income and

$30 million in the individual fixed and runoff annuities line to
operating income decreased in 2007 compared to 2006 reflecting

reflect lower in-force amounts.
declining insurance reserves. Operating income in 2006 included

The following table reflects Domestic Life Insurance periodic premium sales by product for 2007, 2006 and 2005:

Percentage Increase/(Decrease)

(in millions) 2007 2006 2005 2007 vs. 2006 2006 vs. 2005

Periodic Premium Sales By Product*:
Universal life $230 $334 $271 (31)% 23%
Variable universal life 55 56 44 (2) 27
Term life 219 240 229 (9) 5
Whole life/other 9 13 10 (31) 30

Total $513 $643 $554 (20)% 16%

* Periodic premium represents premium from new business expected to be collected over a one-year period.

2007 and 2006 Comparison 2006 and 2005 Comparison

Domestic Life Insurance periodic premium sales declined in Domestic Life Insurance periodic premium sales increased in
2007 compared to 2006 primarily as a result of the repricing of 2006 compared to 2005 primarily reflecting growth in the
certain universal life and term products and the tightening of independent distribution platform. During the second half of 2006,
underwriting standards during the second half of 2006. In the certain universal life products were re-priced and underwriting
second half of 2007, AIG experienced positive sales growth in standards were tightened.
indexed universal life products and the sale of a large private
placement variable universal life case.
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Domestic Retirement Services Results
Domestic Retirement Services results, presented on a sub-product basis for 2007, 2006 and 2005 were as follows:

Premiums and Net Net Realized
Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income

2007
Group retirement products $ 446 $2,280 $ (451) 2,275 $ 696
Individual fixed annuities 96 3,664 (829) 2,931 530
Individual variable annuities 627 166 (45) 748 122
Individual annuities — runoff* 21 387 (83) 325 (1)

Total $ 1,190 $6,497 $(1,408) $ 6,279 $ 1,347

2006
Group retirement products $ 386 $2,279 $ (144) $ 2,521 $ 1,017
Individual fixed annuities 122 3,581 (257) 3,446 1,036
Individual variable annuities 531 202 5 738 193
Individual annuities — runoff* 18 426 (8) 436 77

Total $ 1,057 $6,488 $ (404) $ 7,141 $ 2,323

2005
Group retirement products $ 351 $2,233 $ (67) $ 2,517 $ 1,055
Individual fixed annuities 97 3,346 (214) 3,229 858
Individual variable annuities 467 217 4 688 189
Individual annuities — runoff* 22 430 — 452 62

Total $ 937 $6,226 $ (277) $ 6,886 $ 2,164

Percentage Increase/(Decrease) 2007 vs. 2006:

Group retirement products 16% —% —% (10)% (32)%
Individual fixed annuities (21) 2 — (15) (49)
Individual variable annuities 18 (18) — 1 (37)
Individual annuities — runoff 17 (9) — (25) —

Total 13% —% —% (12)% (42)%

Percentage Increase/(Decrease) 2006 vs. 2005:

Group retirement products 10% 2% —% —% (4)%
Individual fixed annuities 26 7 — 7 21
Individual variable annuities 14 (7) 25 7 2
Individual annuities — runoff (18) (1) — (4) 24

Total 13% 4% —% 4% 7%

* Primarily represents runoff annuity business sold through discontinued distribution relationships.

2007 and 2006 Comparison realized capital losses due to higher other-than-temporary impair-
ment charges and an increase in DAC amortization related to both

Total revenues and operating income for Domestic Retirement
an increase in surrenders and to policy changes adding guaran-

Services declined in 2007 compared to 2006 primarily due to
teed minimum withdrawal benefit riders to existing contracts.

increased net realized capital losses. Net realized capital losses
Operating income was also negatively affected in 2007 by an

for Domestic Retirement Services increased due to higher other-
$18 million adjustment, primarily reflecting changes in actuarial

than-temporary impairment charges of $1.2 billion in 2007
estimates from the conversion to a new valuation system. These

compared to $368 million in 2006 and sales to reposition assets
were partially offset by higher variable annuity fees which resulted

in certain investment portfolios for both group retirement products
from an increase in separate account assets compared to 2006.

and individual fixed annuities, as well as from changes in the
Individual fixed annuities operating income in 2007 decreased

value of certain individual variable annuity product guarantees and
compared to 2006 as a result of net realized capital losses due

related hedges associated with living benefit features. Changes in
to higher other-than-temporary impairment charges partially offset

actuarial estimates, including DAC unlockings and refinements to
by increases in partnership income. The decline in operating

estimates resulting from actuarial valuation system enhance-
income also reflected higher DAC amortization and sales induce-

ments, resulted in a net decrease to operating income of
ment costs related to increased surrenders and a $33 million

$112 million in 2007.
charge reflecting changes in actuarial estimates from the conver-

Group retirement products operating income in 2007 de-
creased compared to 2006 primarily as a result of increased net
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sion to a new valuation system, as well as unlocking future
(in millions) 2007 2006

assumptions and experience updates.
Individual fixed annuitiesIndividual variable annuities operating income decreased in
Balance at beginning of year $ 52,685 $ 53,3312007 compared to 2006 largely due to an increase in DAC

Deposits 5,085 5,331amortization and sales inducement costs related to a $61 million
Surrenders and other withdrawals (7,565) (6,379)adjustment reflecting changes in actuarial estimates. Net realized
Death benefits (1,667) (1,649)capital losses increased due to changes in the value of certain
Net inflows (outflows) (4,147) (2,697)annuity product guarantees and related hedges associated with
Change in fair value of underlyingliving benefit features and higher other-than-temporary impairment

investments, interest credited,charges.
net of fees 1,970 2,051

2006 and 2005 Comparison Balance at end of year $ 50,508 $ 52,685

Individual variable annuitiesTotal Domestic Retirement Services operating income increased in
Balance at beginning of year $ 31,093 $ 28,2672006 compared to 2005 principally due to higher partnership and

Deposits 4,472 4,266yield enhancement income in the individual fixed annuity product
Surrenders and other withdrawals (4,158) (3,894)line. Group retirement products total revenues were flat in 2006
Death benefits (497) (486)as improvements in partnership income and variable annuity fees
Net inflows (outflows) (183) (114)were offset by increased net realized capital losses. The flat
Change in fair value of underlyingrevenues, coupled with higher amortization of deferred acquisition

investments, interest credited,costs related to internal replacements of existing contracts into
net of fees 2,198 2,940new contracts, resulted in a decrease in group retirement

operating income. Individual variable annuity total revenues in- Balance at end of year $ 33,108 $ 31,093
creased in 2006, primarily driven by higher variable annuity fees Total Domestic Retirement Services
resulting from an increase in assets under management. Partially Balance at beginning of year $148,135 $140,910
offsetting these higher fees was an increase in DAC amortization Deposits 17,088 16,422
resulting from increased surrender activity in the first half of Surrenders and other withdrawals (18,274) (16,379)
2006. In 2006, the individual annuities-runoff operating income Death benefits (2,426) (2,387)
increased, even though the underlying reserves decreased due to

Net inflows (outflows) (3,612) (2,344)
increased net spreads as a result of higher investment yields

Change in fair value of underlying
partially offset by increased realized capital losses. investments, interest credited,

net of fees 7,202 9,569The following table presents the account value roll
forward for Domestic Retirement Services by product for Balance at end of year, excluding
2007 and 2006: runoff 151,725 148,135

Individual annuities runoff 5,690 6,326
(in millions) 2007 2006

Balance at end of year $157,415 $154,461
Group retirement products

General and separate accountBalance at beginning of year $ 64,357 $ 59,312
reserves and mutual fundsDeposits — annuities 5,898 5,464
General account reserve $ 88,801 $ 92,070Deposits — mutual funds 1,633 1,361
Separate account reserve 60,461 55,988

Total Deposits 7,531 6,825
Total general and separate accountSurrenders and other withdrawals (6,551) (6,106)

reserves 149,262 148,058Death benefits (262) (252)
Group retirement mutual funds 8,153 6,403

Net inflows (outflows) 718 467
Total reserves and mutual funds $157,415 $154,461Change in fair value of underlying

investments, interest credited,
net of fees 3,034 4,578 2007 and 2006 Comparison

Balance at end of year $ 68,109 $ 64,357
Domestic Retirement Services deposits increased in 2007 com-
pared to 2006 primarily reflecting higher deposits in group
retirement products and individual variable annuities, partially
offset by a decrease in individual fixed annuities. Group retirement
deposits increased 10 percent in 2007 compared to 2006 as a
result of an increased focus on sales management and acquiring
outside deposits. Mutual funds deposits increased 20 percent
while group annuity deposits increased 8 percent. Over time,
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growth in lower margin mutual fund products relative to annuity Surrender rates increased for individual fixed annuities, while
products will result in a gradual reduction in overall profit margins group retirement surrender rates decreased slightly in 2007
of this business. Individual fixed annuity sales continued to face compared to 2006. Although group retirement surrenders in-
increased competition from bank deposit products and money creased compared to 2006, the surrender rate decreased slightly
market funds offering very competitive short-term rates in the as a result of a 6 percent increase in reserves. The increase in
current yield curve environment, and as a result deposits the surrender rate for individual fixed annuities continues to be
decreased 5 percent in 2007 compared to 2006. Individual driven by a relatively flat yield curve and the general aging of the
variable annuity deposits increased 5 percent in 2007 compared in-force block; however, less than 23 percent of the individual
to 2006 despite the discontinuation of a major bank proprietary fixed annuity reserves as of December 31, 2007 were available
product. for surrender without charge. Individual variable annuities surren-

Domestic Retirement Services surrenders and other withdraw- der rates were slightly lower in 2007 compared to 2006.
als increased in 2007 compared to 2006. The increase primarily An increase in the level of surrenders in any of these
reflects higher surrenders in both group retirement products and businesses or in the individual fixed annuities runoff block could
individual fixed annuities. Group retirement surrenders increased accelerate the amortization of DAC and negatively affect fee
as a result of both normal maturing of the business and higher income earned on assets under management.
large group surrenders in 2007 compared to 2006. Individual Higher surrenders in the group retirement and individual fixed
fixed annuity surrenders and withdrawals increased in 2007 due annuity blocks, offset somewhat by increased deposits in group
to both an increasing number of policies coming out of their retirement, resulted in negative net flows in 2007. The continua-
surrender charge period and increased competition from bank tion of the current interest rate and competitive environment
deposit products. AIG expects this trend to continue into 2008 as would prolong this trend.
a significant amount of business comes out of its surrender
charge period.

The following table presents Domestic Retirement Ser-
vices reserves by surrender charge category and surren-
der rates as of December 31, 2007 and 2006:

Group Individual Individual
2007 Retirement Fixed Variable
(in millions) Products* Annuities Annuities

No surrender charge $49,770 $11,316 $13,014
0% – 2% 3,284 3,534 5,381
Greater than 2% – 4% 3,757 7,310 5,133
Greater than 4% 2,280 24,956 9,492
Non-Surrenderable 865 3,392 88

Total Reserves $59,956 $50,508 $33,108

Surrender rates 9.8% 14.6% 12.8%

Group Individual Individual
2006 Retirement Fixed Variable
(in millions) Products* Annuities Annuities

No surrender charge $42,741 $10,187 $11,467
0% – 2% 6,921 4,503 4,869
Greater than 2% – 4% 4,573 6,422 4,830
Greater than 4% 2,842 28,109 9,836
Non-Surrenderable 877 3,464 91

Total Reserves $57,954 $52,685 $31,093

Surrender rates 9.9% 12.0% 13.3%

* Excludes mutual funds of $8.2 billion and $6.4 billion in 2007 and
2006, respectively.
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Life Insurance & Retirement Services Net Investment Income and Net Realized Capital Gains (Losses)

The following table summarizes the components of net investment income for the years ended December 31, 2007,
2006 and 2005:

(in millions) 2007 2006 2005

Foreign Life Insurance & Retirement Services:
Fixed maturities, including short-term investments $ 7,846 $ 6,820 $ 6,059
Equity securities 135 80 51
Interest on mortgage and other loans 466 454 447
Partnership income 128 94 57
Unit investment trusts(a) 439 259 4
Other(b) 275 301 357

Total investment income before policyholder income and trading gains 9,289 8,008 6,975

Policyholder investment income and trading gains (c) 2,899 2,017 2,021

Total investment income 12,188 10,025 8,996

Investment expenses 339 267 278

Net investment income $11,849 $ 9,758 $ 8,718

Domestic Life Insurance:
Fixed maturities, including short-term investments $ 3,528 $ 3,444 $ 3,481
Equity securities (4) (6) (3)
Interest on mortgage and other loans 418 349 327
Partnership income — excluding Synfuels 123 80 135
Partnership loss — Synfuels (101) (107) (143)
Unit investment trusts 3 5 —
Other(b) 77 67 (4)

Total investment income before policyholder income and trading gains 4,044 3,832 3,793

Policyholder investment income and trading gains(c) 4 — —

Total investment income 4,048 3,832 3,793

Investment expenses 53 54 60

Net investment income $ 3,995 $ 3,778 $ 3,733

Domestic Retirement Services:
Fixed maturities, including short-term investments $ 5,376 $ 5,645 $ 5,579
Equity securities 30 38 13
Interest on mortgage and other loans 539 449 401
Partnership income 572 425 224
Other(b) 42 (18) 60

Total investment income 6,559 6,539 6,277

Investment expenses 62 51 51

Net investment income $ 6,497 $ 6,488 $ 6,226
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(in millions) 2007 2006 2005

Total:
Fixed maturities, including short-term investments $16,750 $15,909 $15,119
Equity securities 161 112 61
Interest on mortgage and other loans 1,423 1,252 1,175
Partnership income — excluding Synfuels 823 599 416
Partnership loss — Synfuels (101) (107) (143)
Unit investment trusts(a) 442 264 4
Other(b) 394 350 413

Total investment income before policyholder income and trading gains 19,892 18,379 17,045
Policyholder investment income and trading gains(c) 2,903 2,017 2,021

Total investment income 22,795 20,396 19,066

Investment expenses 454 372 389

Net investment income(d) $22,341 $20,024 $18,677

(a) Includes the effect of an out of period UCITS adjustment in 2006, which increased net investment income by $240 million and operating income by
$169 million.

(b) Includes real estate income, income on non-partnership invested assets, securities lending and Foreign Life Insurance & Retirement Services’ equal
share of the results of AIG Credit Card Company (Taiwan).

(c) Relates principally to assets held in various trading securities accounts that do not qualify for separate account treatment under SOP 03-1. These
amounts are principally offset by an equal change included in incurred policy losses and benefits.

(d) Includes call and tender income.

2007 and 2006 Comparison AIG generates income tax credits as a result of investing in
synthetic fuel production (synfuels) related to the partnership

Net investment income increased $2.3 billion, or 12 percent in
income (loss) shown in the above table and records those

2007 compared to 2006 as the invested asset base grew for
benefits separately from segment operating results in its consoli-

fixed maturities, equity securities and mortgage and other loans.
dated provision for income taxes. The amounts of those income

In addition, yield enhancement activity increased compared to
tax credits were $84 million, $127 million and $203 million for

2006. Net investment income from UCITS in 2006 included a
2007, 2006 and 2005, respectively. These tax credits will no

$240 million out of period increase. Policyholder trading gains in-
longer be generated after December 31, 2007. Synfuel production

creased in 2007 compared to 2006 principally due to an increase
has ceased and the investments have been fully written off as of

in assets under management, partially offset by trading account
December 31, 2007.

losses of $150 million on certain investment-linked products in
the U.K. Net investment income for certain operations include

2006 and 2005 Comparison
investments in structured notes linked to emerging market
sovereign debt that incorporates both interest rate risk and Net investment income increased 7 percent in 2006 compared to
currency risk. These investments generated income of $45 million 2005 as income from fixed maturities, equity securities and
in 2007 compared to losses of $8 million in 2006. In addition, mortgage and other loans income rose as the underlying invested
period to period comparisons of investment income for some asset base grew. Net investment income in 2006 also included
investment activities, particularly partnership income, are affected the out of period increase relating to UCITS of $240 million.
by yield enhancement activity. See Invested Assets for further
information.
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The following table summarizes net realized capital gains (losses) for Life Insurance & Retirement Services by major
category for the years ended December 31, 2007, 2006 and 2005:

(in millions) 2007 2006 2005

Foreign Life Insurance & Retirement Services:
Sales of fixed maturities $ (187) $ (209) $ 191
Sales of equity securities 697 459 281
Other:

Other-than-temporary impairments(a) (1,026) (81) (39)
Foreign exchange transactions(b) 435 106 40
Derivatives instruments (135) 276 (599)
Other(c) 29 156 210

Total Foreign Life Insurance & Retirement Services $ (187) $ 707 $ 84

Domestic Life Insurance:
Sales of fixed maturities $ (114) $ (33) $ 65
Sales of equity securities 5 17 18
Other:

Other-than-temporary impairments(a) (585) (192) (119)
Foreign exchange transactions 11 (6) 11
Derivatives instruments (186) 25 65
Other 66 (26) (5)

Total Domestic Life Insurance $ (803) $ (215) $ 35

Domestic Retirement Services:
Sales of fixed maturities $ (192) $ 1 $ (106)
Sales of equity securities 29 31 115
Other:

Other-than-temporary impairments(a) (1,187) (368) (267)
Foreign exchange transactions 27 (13) —
Derivatives instruments (60) (33) (12)
Other (25) (22) (7)

Total Domestic Retirement Services $ (1,408) $ (404) $ (277)

Total:
Sales of fixed maturities $ (493) $ (241) $ 150
Sales of equity securities 731 507 414
Other:

Other-than-temporary impairments(a) (2,798) (641) (425)
Foreign exchange transactions(b) 473 87 51
Derivatives instruments (381) 268 (546)
Other(c) 70 108 198

Total $ (2,398) $ 88 $ (158)

(a) See Invested Assets — Other-than-temporary impairments for additional information.

(b) Includes a positive out-of-period adjustment of $158 million in 2007 related to foreign exchange remediation activities.

(c) Includes gains (losses) of $(16) million, $88 million and $109 million in 2007, 2006 and 2005, respectively, allocated to participating policyholders.

2007 and 2006 Comparison U.S. dollar against local currencies, and impairments due, in part,
to the recent volatility in the securities markets. Net realized

Net realized capital gains (losses) include normal portfolio capital losses in the Foreign Life Insurance & Retirement Services
transactions as well as derivative gains (losses) for transactions operations in 2007 included losses of $135 million related to
that did not qualify for hedge accounting treatment under FAS derivatives that did not qualify for hedge accounting treatment
133, foreign exchange gains and losses and other-than-temporary under FAS 133 compared to a gain of $276 million in 2006.
impairments. In 2007, Life Insurance & Retirement Services Derivatives in the Foreign Life Insurance & Retirement Services
operations recorded $2.8 billion of other-than-temporary impair- operations are primarily used to economically hedge cash flows
ment charges compared to $641 million in 2006. For Foreign Life related to U.S. dollar bonds back to the respective currency of the
Insurance & Retirement Services operations, these losses were country, principally in Taiwan, Thailand and Singapore. The
related to both the decline in value of U.S. dollar bonds held in corresponding foreign exchange gain or loss with respect to the
Thailand and Singapore, which reflects the depreciation of the economically hedged bond is deferred in accumulated other
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comprehensive income until the bond is sold or deemed to be Deferred Policy Acquisition Costs and Sales Inducement
other-than-temporarily impaired. Assets

For the Domestic Life Insurance and Domestic Retirement
DAC for Life Insurance & Retirement Services products arisesServices operations, the higher net realized capital losses
from the deferral of costs that vary with, and are directly relatedresulted principally from other-than-temporary impairment charges
to, the acquisition of new or renewal business. Policy acquisitionof $1.8 billion in 2007 compared to $560 million in 2006 and
costs for life insurance products are generally deferred andfrom the sale of securities in 2007 to reposition assets in certain
amortized over the premium paying period in accordance withinvestment portfolios. Net realized capital losses in the Domestic
FAS 60. Policy acquisition costs that relate to universal life andLife Insurance operations in 2007 included losses of $186 million
investment-type products are deferred and amortized, with interestrelated to derivatives that did not qualify for hedge accounting
in relation to the incidence of estimated gross profits to betreatment under FAS 133 compared to a gain of $25 million in
realized over the estimated lives of the contracts in accordance2006. Derivatives in the Domestic Life Insurance operations
with FAS 97. Value of Business Acquired (VOBA) is determined atinclude affiliated interest rate swaps used to economically hedge
the time of acquisition and is reported on the consolidatedcash flows on bonds and option contracts used to economically
balance sheet with DAC and amortized over the life of thehedge cash flows on indexed annuity and universal life products.
business, similar to DAC. AIG offers sales inducements toThe corresponding gain or loss with respect to the economically
contract holders (bonus interest) on certain annuity and invest-hedged bond is deferred in accumulated other comprehensive
ment contracts. Sales inducements are recognized as part of theincome until the bond is sold, matures or deemed to be other-
liability for policyholders contract deposits on the consolidatedthan-temporarily impaired. See Invested Assets — Valuation of
balance sheet and are amortized over the life of the contractInvested Assets — Portfolio Review herein.
similar to DAC. Total deferred acquisition and sales inducement
costs increased $549 million in 2007 compared to 2006 primarily

2006 and 2005 Comparison
due to higher production in the Foreign Life Insurance operations

Net realized capital gains (losses) in 2006 improved $246 million partially offset by lower Domestic Life Insurance & Retirement
compared to 2005 primarily due to gains on derivative instru- Services sales. Total amortization expense decreased $328 mil-
ments primarily used to economically hedge cash flows that did lion compared to 2006. Annualized amortization expense levels in
not qualify for hedge accounting treatment under FAS 133 and 2007 and 2006 were approximately 10 percent and 13 percent,
related primarily to the Foreign Life Insurance & Retirement respectively, of the opening DAC balance. The decline in amortiza-
Services operations. tion expense levels relates to changes in actuarial estimates,

which is substantially offset by related adjustments to incurred
policy losses and benefits.
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The following table summarizes the major components of the changes in DAC/Value of Business Acquired (VOBA) and
Sales Inducement Assets (SIA) for 2007 and 2006:

2007 2006

(in millions) DAC/VOBA SIA Total DAC/VOBA SIA Total

Foreign Life Insurance & Retirement Services
Balance at beginning of year $21,153 $ 404 $21,557 $17,638 $ 192 $17,830
Acquisition costs deferred 5,640 241 5,881 4,991 112 5,103
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 117 1 118 5 (3) 2
Related to unlocking future assumptions (17) (2) (19) 102 2 104
All other amortization(a) (1,979) 11 (1,968) (2,399) (4) (2,403)

Change in unrealized gains (losses) on securities 301 16 317 (132) (6) (138)
Increase due to foreign exchange 831 10 841 948 13 961
Other(b) 129 — 129 — 98 98

Balance at end of year(a) $26,175 $ 681 $26,856 $21,153 $ 404 $21,557

Domestic Life Insurance
Balance at beginning of year $ 6,006 $ 46 $ 6,052 $ 5,184 $ 31 $ 5,215
Acquisition costs deferred 895 15 910 1,115 18 1,133
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 13 — 13 23 — 23
Related to unlocking future assumptions 6 (1) 5 (42) (1) (43)
All other amortization(a) (671) (7) (678) (671) (2) (673)

Change in unrealized gains (losses) on securities 162 — 162 398 — 398
Increase (decrease) due to foreign exchange 85 — 85 (1) — (1)
Other(b) (64) — (64) — — —

Balance at end of year $ 6,432 $ 53 $ 6,485 $ 6,006 $ 46 $ 6,052

Domestic Retirement Services
Balance at beginning of year $ 5,651 $ 887 $ 6,538 $ 5,284 $ 871 $ 6,155
Acquisition costs deferred 741 201 942 717 231 948
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 161 41 202 62 19 81
Related to unlocking future assumptions (7) (18) (25) (3) — (3)
All other amortization(a) (990) (174) (1,164) (789) (143) (932)

Change in unrealized gains (losses) on securities 282 54 336 380 (91) 289

Balance at end of year $ 5,838 $ 991 $ 6,829 $ 5,651 $ 887 $ 6,538

Total Life Insurance & Retirement Services
Balance at beginning of year $32,810 $1,337 $34,147 $28,106 $1,094 $29,200
Acquisition costs deferred 7,276 457 7,733 6,823 361 7,184
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 291 42 333 90 16 106
Related to unlocking future assumptions (18) (21) (39) 57 1 58
All other amortization(a) (3,640) (170) (3,810) (3,859) (149) (4,008)

Change in unrealized gains (losses) on securities 745 70 815 646 (97) 549
Increase due to foreign exchange 916 10 926 947 13 960
Other(b) 65 — 65 — 98 98

Balance at end of year $38,445 $1,725 $40,170 $32,810 $1,337 $34,147

(a) In 2007, Foreign Life Insurance & Retirement Services includes lower amortization of $836 million related to changes in actuarial estimates, mostly
offset in incurred policy losses and benefits. Domestic Retirement Services includes a higher amortization of $104 million related to changes in
actuarial estimates.

(b) In 2007, includes $(118) million for the cumulative effect of adoption of SOP 05-1 and $189 million related to balance sheet reclassifications. In
2006, primarily represents a balance sheet reclassification.

Because AIG operates in various global markets, the estimated DAC, VOBA and SIA for insurance-oriented, investment-oriented
gross profits used to amortize DAC, VOBA and sales inducements and retirement services products are reviewed for recoverability,
can be subject to differing market returns and interest rate which involves estimating the future profitability of current busi-
environments in any single period. The combination of market ness. This review involves significant management judgment. If
returns and interest rates may lead to acceleration of amortization actual future profitability is substantially lower than estimated,
in some products and regions and simultaneous deceleration of AIG’s DAC, VOBA and SIA may be subject to an impairment charge
amortization in other products and regions. 
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and AIG’s results of operations could be significantly affected in actuarial estimates, including unlockings, resulted in a net
such future periods. increase to operating income of $19 million during 2007.

However, this net increase resulted from a number of items that
had varying effects on the results of operations of certainFuture Policy Benefit Reserves
operating units and lines of business. These adjustments resulted

Periodically, the net benefit reserves (policy benefit reserves less
in an increase of $183 million in operating income for Foreign Life

DAC) established for Life Insurance & Retirement Services
Insurance & Retirement Services and decreases in operating

companies are tested to ensure that, including consideration of
income of $52 million and $112 million for Domestic Life

future expected premium payments, they are adequate to provide
Insurance and Domestic Retirement Services, respectively. In

for future policyholder benefit obligations. The assumptions used
addition, the related adjustments significantly affected both

to perform the tests are current best-estimate assumptions as to
acquisition costs and incurred policy losses and benefits in the

policyholder mortality, morbidity, terminations, company mainte-
Consolidated Statement of Income due to reclassifications be-

nance expenses and invested asset returns. For long duration
tween DAC and future policy benefits reserves.

traditional business, a ‘‘lock-in’’ principle applies, whereby the
assumptions used to calculate the benefit reserves and DAC are

Taiwan
set when a policy is issued and do not change with changes in
actual experience. These assumptions include margins for ad- Beginning in 2000, the yield available on Taiwanese 10-year
verse deviation in the event that actual experience might deviate government bonds dropped from approximately 6 percent to
from these assumptions. For business in-force outside of North 2.6 percent at December 31, 2007. Yields on most other
America, 45 percent of total policyholder benefit liabilities at invested assets have correspondingly dropped over the same
December 31, 2007 resulted from traditional business where the period. Current sales are focused on products such as:
lock-in principle applies. In most foreign locations, various guaran- ( variable separate account products which do not contain
tees are embedded in policies in force that may remain applicable interest rate guarantees,
for many decades into the future. ( participating products which contain very low implied interest

As experience changes over time, the best-estimate assump- rate guarantees, and
tions are updated to reflect the observed changes. Because of the ( accident and health policies and riders.
long-term nature of many of AIG’s liabilities subject to the lock-in

In developing the reserve adequacy analysis for Nan Shan,principle, small changes in certain of the assumptions may cause
several key best estimate assumptions have been made:large changes in the degree of reserve adequacy. In particular,
( Observed historical mortality improvement trends have beenchanges in estimates of future invested asset return assumptions

projected to 2014;have a large effect on the degree of reserve adequacy.
( Morbidity, expense and termination rates have been updated toDuring 2007, Life Insurance & Retirement Services continued

reflect recent experience;its ongoing project to increase standardization of AIG’s actuarial
( Taiwan government bond rates are expected to remain atsystems and processes throughout the world. In particular, there

current levels for 10 years and gradually increase to bestis an initiative within the Domestic Life Insurance & Retirement
estimate assumptions of a market consensus view of long-termServices operations to consolidate the numerous actuarial valua-
interest rate expectations;tion systems onto common platforms. This initiative began in

( Foreign assets are assumed to comprise 35 percent of2006 and will continue into 2008. In the Foreign Life Insurance
invested assets, resulting in a composite long-term investmentoperations, actuarial reserves for certain blocks of business have
assumption of approximately 4.9 percent; andbeen computed outside of the primary actuarial valuation systems

( The currently permitted practice of offsetting positive mortalityand/or used methodologies that approximate amounts that would
experience with negative interest margins, thus eliminating thehave been reported had these blocks of business been included
need for mortality dividends, will continue.in the primary actuarial valuation systems.

During 2007, Life Insurance & Retirement Services completed
Future results of the reserve adequacy tests will involve

various system migrations, implemented more robust models for
significant management judgment as to mortality, morbidity,

certain blocks of business and refined its method of approxima-
expense and termination rates and investment yields. Adverse

tion on any remaining blocks of business. The majority of these
changes in these assumptions could accelerate DAC amortization

actions occurred in the fourth quarter of 2007 and any resulting
and necessitate reserve strengthening.

changes in actuarial estimates were recorded in the fourth
quarter of 2007 results of operations. The above changes in
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AIG’s Financial Services subsidiaries engage in diversified activities including aircraft and equipment leasing, capital markets, consumer
finance and insurance premium finance.

Financial Services Results

Financial Services results were as follows:

Percentage Increase/(Decrease)

(in millions) 2007 2006 2005 2007 vs. 2006 2006 vs. 2005

Revenues:
Aircraft Leasing(a) $ 4,694 $4,082 $ 3,668 15% 11%
Capital Markets(b) (9,979) (186) 3,260 — —
Consumer Finance(c) 3,655 3,587 3,563 2 1
Other, including intercompany adjustments 321 294 186 9 58

Total $ (1,309) $7,777 $10,677 —% (27)%

Operating income (loss):
Aircraft Leasing(a) $ 873 $ 578 $ 769 51% (25)%
Capital Markets(b) (10,557) (873) 2,661 — —
Consumer Finance(c) 171 668 922 (74) (28)
Other, including intercompany adjustments (2) 10 72 — (86)

Total $ (9,515) $ 383 $ 4,424 —% (91)%

(a) Both revenues and operating income include gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133,
including the related foreign exchange gains and losses. In 2007, 2006 and 2005, the effect was $(37) million, $(73) million and $93 million,
respectively. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of borrowings. In the
second quarter of 2007, ILFC began applying hedge accounting to most of its derivatives hedging interest rate and foreign exchange risks associated
with its floating rate and foreign currency denominated borrowings.

(b) Revenues, shown net of interest expense of $4.6 billion, $3.2 billion and $3.0 billion in 2007, 2006 and 2005, respectively, were primarily from
hedged financial positions entered into in connection with counterparty transactions. Both revenues and operating income include gains (losses) from
hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses. In 2007,
2006 and 2005, the effect was $211 million, $(1.8) billion and $2.0 billion, respectively. The year ended December 31, 2007 includes a $380 million
out of period charge to reverse net gains recognized on transfers of available for sale securities among legal entities consolidated within AIGFP. The
year ended December 31, 2006 includes an out of period charge of $223 million related to the remediation of the material weakness in internal
control over the accounting for certain derivative transactions under FAS 133. In the first quarter of 2007, AIGFP began applying hedge accounting for
certain of its interest rate swaps and foreign currency forward contracts hedging its investments and borrowings. In 2007, both revenues and operating
income (loss) include an unrealized market valuation loss of $11.5 billion on AIGFP’s super senior credit default swap portfolio and an other-than-
temporary impairment charge of $643 million on AIGFP’s available for sale investment securities recorded in other income.

(c) Both revenues and operating income include gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133,
including the related foreign exchange gains and losses. In 2007, 2006 and 2005, the effect was $(20) million, $(94) million and $75 million,
respectively. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of borrowings. In the
second quarter of 2007, AGF began applying hedge accounting to most of its derivatives hedging interest rate and foreign exchange risks associated
with its floating rate and foreign currency denominated borrowings. In 2007, includes a pre-tax charge of $178 million in connection with domestic
consumer finance’s mortgage banking activities.

2007 and 2006 Comparison ILFC generated strong operating income growth in 2007
compared to 2006, driven to a large extent by a larger aircraft

Financial Services reported an operating loss in 2007 compared
fleet, higher lease rates and higher utilization.

to operating income in 2006 primarily due to an unrealized market
In 2007, AIGFP began applying hedge accounting under

valuation loss of $11.5 billion on AIGFP’s super senior credit
FAS 133 to certain of its interest rate swaps and foreign currency

default swap portfolio, an other-than-temporary impairment charge
forward contracts that hedge its investments and borrowings and

on AIGFP’s available for sale investment securities recorded in
AGF and ILFC began applying hedge accounting to most of their

other income, and a decline in operating income for AGF. AGF’s
derivatives that hedge floating rate and foreign currency denomi-

operating income declined in 2007 compared to 2006, due to
nated borrowings. Prior to 2007, hedge accounting was not

reduced residential mortgage origination volumes, lower revenues
applied to any of AIG’s derivatives and related assets and

from its mortgage banking activities and increases in the
liabilities. Accordingly, revenues and operating income were

provision for finance receivable losses. In 2007, AGF’s mortgage
exposed to volatility resulting from differences in the timing of

banking operations also recorded a pre-tax charge of $178 mil-
revenue recognition between the derivatives and the hedged

lion, representing the estimated cost of implementing the Supervi-
assets and liabilities.

sory Agreement entered into with the OTS.
The year ended December 31, 2007 included an out of period

charge of $380 million to reverse net gains recognized on
transfers of available for sale securities among legal entities

AIG 2007 Form 10-K 81



American International Group, Inc. and Subsidiaries

Management’s Discussion and Analysis of
Financial Condition and Results of Operations Continued

consolidated within AIGFP. The year ended December 31, 2006 2006. During 2007, ILFC realized income of $31 million from the
included out of period charges of $223 million related to the sale of its rights against bankrupt airlines. The increase in
remediation of the material weakness in internal control over revenues was partially offset by reduced flight equipment market-
accounting for certain derivative transactions under FAS 133. ing revenues and increases in depreciation and interest expense.

In order to better align financial reporting with the manner in Flight equipment marketing revenues decreased by $40 million
which AIG’s chief operating decision makers manage their busi- compared to 2006 due to fewer aircraft sales. Depreciation
nesses, beginning in 2007, net realized capital gains and losses, expense increased by $166 million, or 11 percent, in line with the
including derivative gains and losses and foreign exchange increase in the size of the aircraft fleet. Interest expense
transaction gains and losses for Financial Services entities other increased by $176 million, or 12 percent, driven by additional
than AIGFP, which were historically reported as a component of borrowings to fund aircraft purchases and the rising cost of funds.
AIG’s Other category, are now reported in Financial Services In 2007 and 2006, the losses from hedging activities that did not
revenues and operating income. Prior period amounts have been qualify for hedge accounting treatment under FAS 133, including
revised to conform to the current presentation. the related foreign exchange gains and losses, were $37 million

and $73 million, respectively, in both revenues and operating
income. During 2006, ILFC recorded charges to income related to2006 and 2005 Comparison
a tax settlement in Australia, increased credit reserves and

Financial Services operating income decreased in 2006 compared
increased lease accruals, all of which totaled $37 million.

to 2005, due primarily to the effect of hedging activities that did
not qualify for hedge accounting treatment under FAS 133.

2006 and 2005 Comparison

ILFC’s operating income decreased in 2006 compared to 2005.Aircraft Leasing
Rental revenues increased by $536 million or 16 percent, driven

Aircraft Leasing operations represent the operations of ILFC, which
by a larger aircraft fleet, increased utilization and higher lease

generates its revenues primarily from leasing new and used
rates. During 2006, ILFC’s fleet subject to operating leases

commercial jet aircraft to foreign and domestic airlines. Revenues
increased by 78 airplanes to a total of 824. The increase in rental

also result from the remarketing of commercial aircraft for ILFC’s own
revenues was offset in part by increases in depreciation expense

account, and remarketing and fleet management services for airlines
and interest expense, charges related to bankrupt airlines, as well

and financial institutions. ILFC finances its aircraft purchases
as the settlement of a tax dispute in Australia related to the

primarily through the issuance of debt instruments. ILFC economically
restructuring of ownership of aircraft. Depreciation expense in-

hedges part of its floating rate and substantially all of its foreign
creased by $200 million, or 14 percent, in line with the increase

currency denominated debt using interest rate and foreign currency
in the size of the aircraft fleet. Interest expense increased by

derivatives. Starting in the second quarter of 2007, ILFC began
$317 million, or 28 percent, driven by rising cost of funds, a

applying hedge accounting to most of its derivatives. All of ILFC’s
weaker U.S. dollar against the Euro and the British Pound and

derivatives are effective economic hedges; however, since hedge
additional borrowings funding aircraft purchases. As noted above,

accounting under FAS 133 was not applied prior to April 2, 2007, the
ILFC’s interest expense did not reflect the benefit of hedging

benefits of using derivatives to hedge these exposures are not
these exposures. In 2006 and 2005, the effect from hedging

reflected in ILFC’s 2006 corporate borrowing rate. The composite
activities that did not qualify for hedge accounting treatment under

borrowing rates at December 31, 2007 and 2006 were 5.16 percent
FAS 133, including the related foreign exchange gains and losses,

and 5.17 percent, respectively.
was a $73 million loss and a $93 million gain, respectively, in
both revenues and operating income.

ILFC typically contracts to re-lease aircraft before the end of
the existing lease term. For aircraft returned before the end of the

Capital Markets
lease term, ILFC has generally been able to re-lease such aircraft

Capital Markets represents the operations of AIGFP, whichwithin two to six months of their return. As a lessor, ILFC
engages as principal in a wide variety of financial transactions,considers an aircraft ‘‘idle’’ or ‘‘off lease’’ when the aircraft is not
including standard and customized financial products involvingsubject to a signed lease agreement or signed letter of intent.
commodities, credit, currencies, energy, equities and rates. TheILFC had no aircraft off lease at December 31, 2007, and all new
credit products include credit protection written through creditaircraft scheduled for delivery through 2008 have been leased.
default swaps on super senior risk tranches of diversified pools of
loans and debt securities. AIGFP also invests in a diversifiedAircraft Leasing Results
portfolio of securities and principal investments and engages in

2007 and 2006 Comparison borrowing activities involving the issuance of standard and
structured notes and other securities, and entering into guaran-ILFC’s operating income increased in 2007 compared to 2006.
teed investment agreements (GIAs).Rental revenues increased by $596 million or 15 percent, driven

As Capital Markets is a transaction-oriented operation, currentby a larger aircraft fleet and higher lease rates. As of Decem-
and past revenues and operating results may not provide a basisber 31, 2007, 900 aircraft in ILFC’s fleet were subject to
for predicting future performance. AIG’s Capital Markets opera-operating leases compared to 824 aircraft as of December 31,
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tions derive a significant portion of their revenues from hedged purchased against the AAA to BBB-rated risk layers on portfolios
financial positions entered into in connection with counterparty of reference obligations. AIGFP experienced higher transaction flow
transactions. AIGFP also participates as a dealer in a wide variety in 2007 in its rate and currency products which contributed to its
of financial derivatives transactions. Revenues and operating revenues.
income of the Capital Markets operations and the percentage The unrealized market valuation losses related to AIGFP’s
change in these amounts for any given period are significantly super senior credit default swap portfolio, the preponderance of
affected by the number, size and profitability of transactions which relates to credit derivatives written on multi-sector CDO
entered into during that period relative to those entered into super senior tranches, were as follows:
during the prior period. Generally, the realization of transaction

Three months ended Year ended
revenues as measured by the receipt of funds is not a significant (in millions) December 31, 2007 December 31, 2007
reporting event as the gain or loss on AIGFP’s trading transactions

Multi-sector CDO $10,894 $11,246
is currently reflected in operating income as the fair values change

Corporate Debt/CLOs 226 226
from period to period.

Total $11,120 $11,472AIGFP’s products generally require sophisticated models and
significant management assumptions to determine fair values and, Included in AIGFP’s net operating loss was a net unrealized
particularly during times of market disruption, the absence of market valuation gain of $401 million on certain credit default
observable market data can result in fair values at any given swaps and embedded credit derivatives in credit-linked notes in
balance sheet date which are not indicative of the ultimate 2007. In these transactions, AIGFP purchased protection at the
settlement values of the products. AAA- to BBB-rated risk layers on portfolios of reference obligations

Beginning in 2007, AIGFP applied hedge accounting under that include multi-sector CDO obligations.
FAS 133 to certain of its interest rate swaps and foreign currency During the fourth quarter of 2007, certain of AIGFP’s available
forward contracts hedging its investments and borrowings. As a for sale investments in super senior and AAA-rated bonds issued
result, AIGFP recognized in earnings the change in the fair value by multi-sector CDOs experienced severe declines in their fair
on the hedged items attributable to the hedged risks substantially value. As a result, AIGFP recorded an other-than-temporary
offsetting the gains and losses on the derivatives designated as impairment charge in other income of $643 million. Notwithstand-
hedges. Prior to 2007, AIGFP did not apply hedge accounting ing AIG’s intent and ability to hold such securities until they
under FAS 133 to any of its derivatives or related assets and recover in value, and despite structures which indicate that a
liabilities. For further information on the effect of FAS 133 on substantial amount of the securities should continue to perform in
AIGFP’s business, see Risk Management — Segment Risk Man- accordance with their original terms, AIG concluded that it could
agement — Financial Services — Capital Markets Derivative Trans- not reasonably assert that the recovery period would be tempo-
actions and Note 8 to Consolidated Financial Statements. rary. See also Invested Assets — Financial Services Invested

Effective January 1, 2008, AIGFP elected to apply the fair Assets and Note 3 to Consolidated Financial Statements.
value option to all eligible assets and liabilities, other than equity The change in fair value of AIGFP’s credit default swaps that
method investments. Electing the fair value option will allow AIGFP reference CDOs and the decline in fair value of its investments in
to more closely align its earnings with the economics of its CDOs were caused by the significant widening in spreads in the
transactions by recognizing the change in fair value on its fourth quarter on asset-backed securities, principally those related
derivatives and the offsetting change in fair value of the assets to U.S. residential mortgages, the severe liquidity crisis affecting
and liabilities being hedged concurrently through earnings. The the structured finance markets and the effects of rating agency
adoption of FAS 159 with respect to elections made by AIGFP is downgrades on those securities. AIG continues to believe that
currently being evaluated for the effect of recently issued draft these unrealized market valuation losses are not indicative of the
guidance by the FASB, anticipated to be issued in final form in losses AIGFP may realize over time on this portfolio. Based upon
early 2008, and its potential effect on AIG’s consolidated financial its most current analyses, AIG believes that any credit impairment
statements. losses realized over time by AIGFP will not be material to AIG’s

consolidated financial condition, although it is possible that such
Capital Markets Results realized losses could be material to AIG’s consolidated results of

operations for an individual reporting period.
2007 and 2006 Comparison

In addition, in 2007 AIGFP recognized a net gain of $211 mil-
Capital Markets reported an operating loss in 2007 compared to lion related to hedging activities that did not qualify for hedge
operating income in 2006, primarily due to fourth quarter 2007 accounting treatment under FAS 133, compared to a net loss of
unrealized market valuation losses related to AIGFP’s super senior $1.82 billion in 2006.
credit default swap portfolio principally written on multi-sector The year ended December 31, 2007 included an out of period
CDOs and an other-than-temporary impairment charge on AIGFP’s charge of $380 million to reverse net gains recognized in previous
investment portfolio of CDOs of ABS. These losses were partially periods on transfers of available for sale securities among legal
offset by the effect of applying hedge accounting to certain entities consolidated within AIGFP, and a $166 million reduction in
hedging activities beginning in 2007, as described below, and net fair value at March 31, 2007 of certain derivatives that were an
unrealized market gains related to certain credit default swaps integral part of, and economically hedge, the structured transac-
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tions that were potentially affected by the proposed regulations lesser extent, the net gain in 2005 was due to the decrease in
issued by the U.S. Treasury Department discussed above in long-term U.S. interest rates, which increased the fair value of
Overview of Operations and Business Results — Outlook. The net derivatives hedging AIGFP’s assets and liabilities.
loss on AIGFP’s derivatives recognized in 2006 included an out of Financial market conditions in 2006 were characterized by a
period charge of $223 million related to the remediation of the general flattening of interest rate yield curves across fixed income
material weakness in internal control over accounting for certain markets globally, tightening of credit spreads, higher equity
derivative transactions under FAS 133. The net loss also reflects valuations and a weaker U.S. dollar.
the effect of increases in U.S. interest rates and a weakening of
the U.S. dollar on derivatives hedging AIGFP’s assets and Consumer Finance
liabilities.

AIG’s Consumer Finance operations in North America are princi-
Financial market conditions in 2007 were characterized by

pally conducted through AGF. AGF derives a substantial portion of
increases in global interest rates, widening of credit spreads,

its revenues from finance charges assessed on outstanding real
higher equity valuations and a slightly weaker U.S. dollar.

estate loans, secured and unsecured non-real estate loans and
The most significant component of Capital Markets operating

retail sales finance receivables and credit-related insurance.
expenses is compensation, which was approximately $423 mil-

AGF’s finance receivables are primarily sourced through its
lion, $544 million and $481 million in 2007, 2006 and 2005,

branches, although many of AGF’s real estate loans are sourced
respectively. The amount of compensation was not affected by

through its centralized real estate operations, which include AGF’s
gains and losses arising from derivatives not qualifying for hedge

mortgage banking activities. The majority of the real estate loans
accounting treatment under FAS 133. In light of the unrealized

originated by AGF’s mortgage banking subsidiary are originated
market valuation loss related to the AIGFP super senior credit

through broker relationships and are sold to investors on a
default swap portfolio, to retain and motivate the affected AIGFP

servicing-released basis. Beginning in July 2003, AGF’s mortgage
employees, a special incentive plan relating to 2007 was

banking subsidiaries originated and sold loans through a services
established. Under this plan, certain AIGFP employees were

arrangement with AIG Federal Savings Bank (AIG Bank), a federally
granted cash awards vesting over two years and payable in 2013.

chartered thrift and non-subsidiary of AGF. The services relation-
The expense related to these awards will be recognized ratably

ship was terminated in the first quarter of 2006. Since terminat-
over the vesting period, beginning in 2008.

ing the services relationship with AIG Bank, AGF’s mortgage
AIG elected to early adopt FAS 155, ‘‘Accounting for Certain

banking subsidiaries have originated these non-conforming real
Hybrid Financial Instruments’’ (FAS 155) in 2006. AIGFP elected

estate loans using their own state licenses.
to apply the fair value option permitted by FAS 155 to its

On June 7, 2007, AIG’s domestic consumer finance opera-
structured notes and other financial liabilities containing embed-

tions, consisting of AIG Bank, AGF’s mortgage banking subsidiary
ded derivatives outstanding as of January 1, 2006. The cumula-

Wilmington Finance, Inc. (WFI) and AGF, entered into a Supervi-
tive effect of the adoption of FAS 155 on these instruments at

sory Agreement with the OTS. The Supervisory Agreement per-
January 1, 2006 was a pre-tax loss of $29 million. AIGFP

tains to certain mortgage loans originated in the name of AIG
recognized a loss of $351 million in 2007 and a loss of

Bank from July 2003 through early May 2006 pursuant to the
$287 million in 2006 on hybrid financial instruments for which it

services agreement between WFI and AIG Bank, which was
applied the fair value option under FAS 155. These amounts were

terminated in the first quarter of 2006. Pursuant to the terms of
largely offset by gains and losses on economic hedge positions

the Supervisory Agreement, AIG Bank, WFI and AGF have
also reflected in AIGFP’s operating income or loss.

implemented a financial remediation program whereby certain
borrowers may be provided loans on more affordable terms

2006 and 2005 Comparison
and/or reimbursed for certain fees. Pursuant to the requirements

Capital Markets reported an operating loss in 2006 compared to of the Supervisory Agreement, the services of an external
operating income in 2005. Improved results, primarily from consultant have been engaged to monitor, evaluate and periodi-
increased transaction flow in AIGFP’s credit, commodity index, cally report to the OTS on compliance with the remediation
energy and equity products, were more than offset by the loss program. The Supervisory Agreement will remain in effect until
resulting from the effect of derivatives not qualifying for hedge terminated, modified, or suspended in writing by the OTS. Failure
accounting treatment under FAS 133. This loss was $1.82 billion to comply with the terms of the Agreement could result in the
in 2006 compared to a gain of $2.01 billion in 2005, a decrease initiation of formal enforcement action by the OTS. Separately, the
of $3.83 billion. A large part of the net loss on AIGFP’s domestic consumer finance operations also committed to donate
derivatives recognized in 2006 was due to the weakening of the $15 million over a three-year period to certain not-for-profit
U.S. dollar, primarily against the British Pound and Euro, resulting organizations to support their efforts to promote financial literacy
in a decrease in the fair value of the foreign currency derivatives and credit counseling.
hedging AIGFP’s available for sale securities. The majority of the Management’s best estimate of the cost of implementing the
net gain on AIGFP’s derivatives in 2005 was due to the financial remediation plan contemplated by the Supervisory Agree-
strengthening of the U.S. dollar, primarily against the British ment, including the $15 million donation, was $178 million which
Pound and Euro, which increased the fair value of the foreign was recorded in 2007. The actual cost of implementing the
currency derivatives hedging available for sale securities. To a financial remediation plan may differ from this estimate.
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AIG’s foreign consumer finance operations are principally Commencing in the second quarter of 2007, AGF began applying
conducted through AIG Consumer Finance Group, Inc. (AIGCFG). hedge accounting.
AIGCFG operates primarily in emerging and developing markets. AGF’s net finance receivables totaled $25.5 billion at Decem-
AIGCFG has operations in Argentina, China, Hong Kong, Mexico, ber 31, 2007, an increase of approximately $1.2 billion compared
Philippines, Poland, Taiwan and Thailand and began operations in to December 31, 2006, including $19.5 billion of real estate
India in 2007 through the acquisition of a majority interest in a secured loans, most of which were underwritten with full income
sales finance lending operation and the acquisition of a mortgage verification. The increase in the net finance receivables resulted in
lending operation. In addition, in 2007, AIGCFG expanded its a similar increase in revenues generated from these assets.
distribution channels in Thailand by acquiring an 80 percent Although real estate loan originations declined in 2007, the
interest in a company with a network of over 130 branches for softening of home price appreciation (reducing the equity custom-
secured consumer lending. AIGCFG is continuously exploring ers may be able to extract from their homes by refinancing)
expansion opportunities in its existing operations as well as new contributed to an increase in non-real estate loans of 11 percent
geographic locations throughout the world. at December 31, 2007 compared to December 31, 2006. Retail

Certain of the AIGCFG operations are partly or wholly owned by sales finance receivables also increased 13 percent compared to
life insurance subsidiaries of AIG. Accordingly, the financial results December 31, 2006 due to increased marketing efforts and
of those companies are allocated between Financial Services and customer demand. AGF’s centralized real estate operations fi-
Life Insurance & Retirement Services according to their ownership nance receivables were essentially unchanged while branch
percentages. While products vary by market, the businesses business segment finance receivables increased by 8 percent
generally provide credit cards, unsecured and secured non-real during 2007.
estate loans, term deposits, savings accounts, retail sales finance AGF’s allowance for finance receivable losses as a percentage
and real estate loans. AIGCFG originates finance receivables of outstanding receivables was 2.36 percent at December 31,
through its branches and direct solicitation. AIGCFG also 2007 compared to 2.01 percent at December 31, 2006.
originates finance receivables indirectly through relationships with Revenues from the foreign consumer finance operations in-
retailers, auto dealers, and independent agents. creased by 29 percent in 2007 compared to 2006. Loan growth,

particularly in Poland, Thailand and Latin America, was the
primary driver of the increased revenues. The increase inConsumer Finance Results
revenues was more than offset by higher expenses associated2007 and 2006 Comparison
with branch expansions, acquisition activities and product promo-

Consumer Finance operating income decreased in 2007 compared tion campaigns. Operating income in 2006 reflects AIGCFG’s
to 2006. Operating income from the domestic consumer finance $47 million share of the allowance for losses related to industry-
operations, which include the operations of AGF and AIG Bank, wide credit deterioration in the Taiwan credit card market.
decreased by $509 million, or 77 percent, in 2007 compared to
2006. In 2007, domestic results were adversely affected by the 2006 and 2005 Comparison
weakening housing market and tighter underwriting guidelines,

Consumer Finance operating income decreased in 2006 comparedwhich resulted in lower originations of real estate loans as well as
to 2005. Operating income from domestic consumer financethe $178 million charge discussed above.
operations declined by $193 million, or 23 percent as a result ofAGF’s revenues decreased $95 million or 3 percent during
decreased originations and purchases of real estate loans and2007 compared to 2006. Revenues from AGF’s mortgage banking
margin compression resulting from increased interest rates andactivities decreased $389 million during 2007 compared to 2006,
flattened yield curves. The foreign operations operating incomewhich includes the charges relating to the Supervisory Agreement.
decreased primarily due to the credit deterioration in the TaiwanThe decrease in revenues also reflects a significantly reduced
credit card market.origination volume, lower yields based on market conditions,

Domestically, the U.S. housing market deteriorated throughouttighter underwriting guidelines, reduced margins on loans sold
2006 and as a result, the real estate loan portfolio decreasedand higher warranty reserves, which cover obligations to repur-
slightly during 2006 due to lower refinancing activity. This lowerchase loans sold to third-party investors should there be a first
refinancing activity also caused a significant decrease in origina-payment default or breach of representations and warranties.
tions and whole loan sales in AGF’s mortgage banking operation,AGF’s revenues in 2007 also included a recovery of $65 million
which resulted in a substantial reduction of revenue and operatingfrom a favorable out of court settlement.
income compared to the prior year. However, softening homeAGF’s operating income decreased in 2007 compared to 2006,
prices (reducing the equity customers are able to extract fromdue to reduced residential mortgage origination volumes, lower
their homes when refinancing) and higher mortgage rates contrib-revenues from its mortgage banking activities and increases in
uted to customers utilizing non-real estate loans, which increasedthe provision for finance receivable losses. AGF’s interest expense
10 percent compared to 2005. Retail sales finance receivablesincreased by $81 million or seven percent as its borrowing rate
also increased 23 percent due to increased marketing efforts andincreased in 2007 compared to 2006. During 2007, AGF recorded
customer demand. Higher revenue resulting from portfolio growtha net loss of $28 million on its derivatives that did not qualify for
was more than offset by higher interest expense. AGF’s short-hedge accounting under FAS 133, including the related foreign
term borrowing rates were 5.14 percent in 2006 compared toexchange losses, compared to a net loss of $89 million in 2006.
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3.58 percent in 2005. AGF’s long-term borrowing rates were than offset, however, by AIGCFG’s $47 million share of the
5.05 percent in 2006 compared to 4.41 percent in 2005. During allowance for losses related to industrywide credit deterioration in
2006, AGF recorded a net loss of $89 million on its derivatives the Taiwan credit card market, increased cost of funds, and higher
that did not qualify for hedge accounting under FAS 133, including operating expenses in connection with expansion into new
the related foreign exchange losses, compared to a net gain of markets and distribution channels and new product promotions,
$69 million in 2005. AGF’s net charge-off ratio improved to resulting in lower operating income in 2006 compared to 2005.
0.95 percent in 2006 from 1.19 percent in 2005. The improve-
ment in the net charge-off ratio in 2006 was primarily due to Asset Management Operations
positive economic fundamentals. The U.S. economy continued to

AIG’s Asset Management operations comprise a wide variety of
expand during the year, and the unemployment rate remained low,

investment-related services and investment products. Such ser-
which improved the credit quality of AGF’s portfolio. AGF’s

vices and products are offered to individuals, pension funds and
delinquency ratio remained relatively low, although it increased to

institutions (including AIG subsidiaries) globally through AIG’s
2.06 percent at December 31, 2006 from 1.93 percent at

Spread-Based Investment business, Institutional Asset Manage-
December 31, 2005. AGF reduced the hurricane Katrina portion of

ment and Brokerage Services and Mutual Funds businesses. Also
its allowance for finance receivable losses to $15 million at

included in Asset Management operations are the results of
December 31, 2006 after the reevaluation of its remaining

certain SunAmerica sponsored partnership investments.
estimated losses. AGF’s allowance ratio was 2.01 percent at

The revenues and operating income for this segment are
December 31, 2006 compared to 2.20 percent at December 31,

affected by the general conditions in the equity and credit
2005.

markets. In addition, net realized gains and performance fees are
Revenues from the foreign consumer finance operations in-

contingent upon various fund closings, maturity levels and market
creased by approximately 13 percent in 2006 compared to 2005.

conditions.
Loan growth, particularly in Poland and Argentina, was the primary
driver behind the higher revenues. Higher revenues were more

Asset Management Results

Asset Management results were as follows:

Percentage Increase/(Decrease)

(in millions) 2007 2006 2005 2007 vs. 2006 2006 vs. 2005

Revenues:
Spread-Based Investment business $2,023 $2,713 $2,973 (25)% (9)%
Institutional Asset Management* 2,900 1,240 1,026 134 21
Brokerage Services and Mutual Funds 322 293 257 10 14
Other Asset Management 380 297 326 28 (9)

Total $5,625 $4,543 $4,582 24% (1)%

Operating income:
Spread-Based Investment business $ (89) $ 732 $1,194 —% (39)%
Institutional Asset Management* 784 438 387 79 13
Brokerage Services and Mutual Funds 100 87 66 15 32
Other Asset Management 369 281 316 31 (11)

Total $1,164 $1,538 $1,963 (24)% (22)%

* Includes the effect of consolidating the revenues and operating loss of warehoused investments totaling $778 million and $164 million, respectively, in
2007, a portion of which is offset in minority interest expense.

in market liquidity and spreads. Partially offsetting these de-2007 and 2006 Comparison
creases were higher partnership income, increased gains on real

Asset Management revenues increased in 2007 compared to estate investments and a gain on the sale of a portion of AIG’s
2006 primarily due to increased partnership income, management investment in Blackstone Group, L.P. in connection with its initial
fees, carried interest and the effect of consolidating several public offering.
warehoused investments. AIG consolidates the operating results In order to better align financial reporting with the manner in
of warehoused investments until such time as they are sold or which AIG’s chief operating decision makers manage their busi-
otherwise divested. nesses, beginning in 2007, net realized capital gains and losses,

Asset Management operating income decreased in 2007 and foreign exchange transaction gains and losses, which were
compared to 2006, due to foreign exchange, interest rate and previously reported as part of AIG’s Other category, are now
credit-related mark to market losses and other-than-temporary included in Asset Management revenues and operating income. In
impairment charges on fixed income investments. These other- addition, revenues and operating income related to foreign
than-temporary impairment charges were due primarily to changes
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investment-type contracts, which were historically reported as a liquidity. See Invested Assets — Other-than-temporary impair-
component of the Spread-Based Investment business, are now ments. These losses were partially offset by an increase in
reported in the Life Insurance & Retirement Services segment. partnership income associated with the GIC. In addition to other-
Also, commencing in 2007, the effect of consolidating  managed than-temporary impairments, unrealized losses on fixed income
partnerships and funds, which were historically reported as a investments were driven by widening credit spreads, partially
component of the Institutional Asset Management business, are offset by gains due to falling interest rates. These unrealized
now reported in the Consolidation and eliminations category. Prior losses are recorded in Accumulated other comprehensive income
period amounts have been revised to conform to the current (loss).
presentation. During 2007, AIG has issued the equivalent of $8.1 billion of

securities to fund the MIP in the Euromarkets and the U.S. public
and private markets compared to $5.3 billion issued in 2006. At2006 and 2005 Comparison
December 31, 2007, total issuances were $13.4 billion.

Asset Management operating income decreased in 2006 compared
The following table illustrates the anticipated runoff of theto 2005 as a decline in Spread-Based Investment operating income

domestic GIC portfolio at December 31, 2007:was partially offset by higher Institutional Asset Management
operating income.

Less Than 1-3 3+-5 Over Five
(in billions) One Year Years Years Years Total

Spread-Based Investment Business Results Domestic GICs $9.4 $6.4 $2.7 $6.8 $25.3
2007 and 2006 Comparison

2006 and 2005 ComparisonThe Spread-Based Investment business reported an operating
loss in 2007 compared to operating income in 2006 due to Operating income related to the Spread-Based Investment busi-
foreign exchange, interest rate and credit-related mark to market ness declined in 2006 compared to 2005 due primarily to the
losses and other-than-temporary impairment charges on fixed continued runoff of GIC balances and spread compression related
income investments, partially offset by increased partnership to increases in short-term interest rates. A significant portion of
income. In 2007, the GIC program incurred foreign exchange the remaining GIC portfolio consists of floating rate obligations.
losses of $526 million on foreign-denominated GIC reserves. AIG has entered into hedges to manage against increases in
Partially offsetting these losses were $269 million of net mark to short-term interest rates. AIG believes these hedges are economi-
market gains on derivative positions. These net gains included cally effective, but they did not qualify for hedge accounting
mark to market gains on foreign exchange derivatives used to treatment. The decline in operating income was partially offset by
economically hedge the effect of foreign exchange rate move- improved partnership income, particularly during the fourth quarter
ments on foreign-denominated GIC reserves and mark to market of 2006.
losses on interest rate hedges that did not qualify for hedge
accounting treatment. Institutional Asset Management Results

The MIP experienced mark to market losses of $193 million
2007 and 2006 Comparisondue to interest rate and foreign exchange derivative positions that,

while partially effective in hedging interest rate and foreign Operating income for Institutional Asset Management increased in
exchange risk, did not qualify for hedge accounting treatment and 2007 compared to 2006 reflecting increased carried interest
an additional $98 million due to credit default swap losses. The revenues driven by higher valuations of portfolio investments that
MIP credit default swaps are comprised of single-name high-grade are generally associated with improved performance in the equity
corporate exposures. AIG enters into hedging arrangements to markets. The increase also reflects a $398 million gain from the
mitigate the effect of changes in currency and interest rates sale of a portion of AIG’s investment in Blackstone Group, L.P. in
associated with the fixed and floating rate and foreign currency connection with its initial public offering. Also contributing to this
denominated obligations issued under these programs. Some of increase were higher base management fees driven by higher
these hedging relationships qualify for hedge accounting treat- levels of third-party assets under management. Partially offsetting
ment, while others do not. Commencing in the first quarter of these increases were the operating losses from warehousing
2007, AIG applied hedge accounting to certain derivative transac- activities. The consolidated warehoused private equity investments
tions related to the MIP. Income or loss from these hedges not are not wholly owned by AIG and thus, a significant portion of the
qualifying for hedge accounting treatment are classified as net effect of consolidating these operating losses is offset in minority
realized capital gains (losses) in AIG’s Consolidated Statement of interest, which is not a component of operating income.
Income. The mark to market losses for 2007 were driven primarily AIG’s unaffiliated client assets under management, including
by a decline in short-term interest rates, the decline in the value retail mutual funds and institutional accounts, increased 26
of the U.S. dollar and widening credit spreads. percent to $94.2 billion at December 31, 2007 compared to

Also contributing to the operating loss were other-than-tempo- December 31, 2006. Additionally, AIG Investments successfully
rary impairment charges on various fixed income investments held launched several new private equity and real estate funds in
in the GIC and MIP portfolios of approximately $836 million as a 2007, which provide both a base management fee and the
result of movements in credit spreads and decreased market opportunity for future incentive fees.
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While unaffiliated client assets under management and the from increased borrowings, higher unallocated corporate expenses
resulting management fees continue to increase, the growth in and foreign exchange losses on foreign-denominated debt, a
operating income has trailed the growth in revenues due to the portion of which was economically hedged but did not qualify for
additional costs associated with warehousing activities as well as hedge accounting treatment under FAS 133. In addition, Net
the costs associated with sales and infrastructure enhancements. realized capital gains (losses) in 2007 included an other-than-
The sales and infrastructure enhancements are associated with temporary impairment charge of $144 million related to an
AIG’s planned expansion of marketing and distribution capabilities, investment in a partially owned company and foreign exchange
combined with technology and operational infrastructure-related losses of $221 million on unhedged debt.
improvements. The operating loss in 2006 for AIG’s Other category included

an out of period charge of $61 million related to the SICO Plans
and a one-time charge related to the Starr tender offer of2006 and 2005 Comparison
$54 million. For a further discussion of these items, see Note 19

Operating income related to Institutional Asset Management
to Consolidated Financial Statements.

increased in 2006 compared to 2005, primarily due to realized
In 2007, no compensation cost was recognized, and compen-

gains on real estate transactions as well as increased manage-
sation cost recognized in 2006 was reversed, with respect to

ment fees. AIG’s unaffiliated client assets under management,
awards under the Partners Plan because the performance

including both retail mutual funds and institutional accounts,
threshold was not met. The amounts earned under the AIG

increased 21 percent from year-end 2005 to $75 billion, resulting
Partners Plan will be determined by the Compensation Committee

in higher management fee income. Partially offsetting this growth
in the first quarter of 2008.

were lower carried interest on private equity investments, and
In order to better align financial reporting with the manner in

higher expenses related to the planned expansion of marketing
which AIG’s chief operating decision makers manage their busi-

and distribution capabilities, combined with technology and opera-
nesses, beginning in 2007, derivative gains and losses and

tional infrastructure-related enhancements.
foreign exchange transaction gains and losses for Asset Manage-
ment and Financial Services entities (other than AIGFP) are now

Other Operations included in Asset Management and Financial Services revenues
and operating income. These amounts were previously reportedThe operating loss of AIG’s Other category for the years
as part of AIG’s Other category. Prior period amounts have beenended December 31, 2007, 2006 and 2005 was as
revised to conform to the current presentation.follows:

2006 and 2005 Comparison(in millions) 2007 2006 2005

Other Operating Income (Loss): Operating loss for AIG’s Other category declined in 2006 com-
Equity earnings in partially pared to 2005, reflecting the regulatory settlement costs of

owned companies $ 157 $ 193 $ (124)
$1.6 billion in 2005, as described under Item 3. Legal Proceed-Interest expense (1,223) (859) (541)
ings, offset by increased interest expense in 2006 as a result ofUnallocated corporate
increased borrowings by the parent holding company and realizedexpenses* (560) (517) (413)

Compensation expense — capital losses of $37 million. These declines were partially offset
SICO Plans (39) (108) (205) by increased equity earnings in certain partially owned companies.

Compensation expense —
Starr tender offer — (54) — Capital Resources and Liquidity

Net realized capital gains
(losses) (409) (37) 269 At December 31, 2007, AIG had total consolidated shareholders’

Regulatory settlement costs — — (1,644) equity of $95.8 billion and total consolidated borrowings of
Other miscellaneous, net (66) (53) (107)

$176.0 billion. At that date, $67.9 billion of such borrowings were
Total Other $(2,140) $(1,435) $(2,765) subsidiary borrowings not guaranteed by AIG.
* Includes expenses of corporate staff not attributable to specific In 2007, AIG issued an aggregate of $5.6 billion of junior

business segments, expenses related to efforts to improve internal subordinated debentures in five series of securities. Substantially
controls, corporate initiatives and certain compensation plan expenses.

all of the proceeds from these sales, net of expenses, are being
used to purchase shares of AIG’s common stock. A total of2007 and 2006 Comparison
76,361,209 shares were purchased during 2007.

The operating loss of AIG’s Other category increased in 2007
compared to 2006 reflecting higher interest expense that resulted
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Total borrowings at December 31, 2007 and 2006 were as follows:

(in millions) 2007 2006

Borrowings issued by AIG:
Notes and bonds payable $ 14,588 $ 8,915
Junior subordinated debt 5,809 —
Loans and mortgages payable 729 841
MIP matched notes and bonds payable 14,267 5,468
Series AIGFP matched notes and bonds payable 874 72

Total AIG borrowings 36,267 15,296

Borrowings guaranteed by AIG:
AIGFP

GIAs 19,908 20,664
Notes and bonds payable 36,676 37,528
Loans and mortgages payable 1,384 —
Hybrid financial instrument liabilities(a) 7,479 8,856

Total AIGFP borrowings 65,447 67,048

AIG Funding, Inc. commercial paper 4,222 4,821

AIGLH notes and bonds payable 797 797

Liabilities connected to trust preferred stock 1,435 1,440

Total borrowings issued or guaranteed by AIG 108,168 89,402

Borrowings not guaranteed by AIG:
ILFC

Commercial paper 4,483 2,747
Junior subordinated debt 999 999
Notes and bonds payable(b) 25,737 25,592

Total ILFC borrowings 31,219 29,338

AGF
Commercial paper and extendible commercial notes 3,801 4,662
Junior subordinated debt 349 —
Notes and bonds payable 22,369 19,261

Total AGF borrowings 26,519 23,923

AIGCFG
Commercial paper 287 227
Loans and mortgages payable 1,839 1,453

Total AIGCFG borrowings 2,126 1,680

AIG Finance Taiwan Limited commercial paper — 26

Other subsidiaries 775 672

Borrowings of consolidated investments:
A.I. Credit(c) 321 880
AIG Investments(d) 1,636 193
AIG Global Real Estate Investment(d) 5,096 2,307
AIG SunAmerica 186 203
ALICO 3 55

Total borrowings of consolidated investments 7,242 3,638

Total borrowings not guaranteed by AIG 67,881 59,277

Consolidated:
Total commercial paper and extendible commercial notes $ 13,114 $ 13,363

Total long-term borrowings 162,935 135,316

Total borrowings $176,049 $148,679

(a) Represents structured notes issued by AIGFP that are accounted for using the fair value option.

(b) Includes borrowings under Export Credit Facility of $2.5 billion and $2.7 billion at December 31, 2007 and 2006, respectively.

(c) Represents commercial paper issued by a variable interest entity secured by receivables of A.I. Credit.

(d) In 2007, increases in borrowings compared to 2006 were principally attributable to warehousing activities.
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At December 31, 2007 and 2006, AIG’s net borrowings amounted to $20.3 billion and $15.4 billion, respectively, as
follows:

(in millions) 2007 2006

AIG’s total borrowings $176,049 $148,679
Less:

Junior subordinated debt 5,809 —
Liabilities connected to trust preferred stock 1,435 1,440
MIP matched notes and bonds payable 14,267 5,468
Series AIGFP matched notes and bonds payable 874 72
AIGFP

GIAs 19,908 20,664
Notes and bonds payable 36,676 37,528
Loans and mortgages payable 1,384 —
Hybrid financial instrument liabilities* 7,479 8,856

Borrowings not guaranteed by AIG 67,881 59,277

AIG’s net borrowings $ 20,336 $ 15,374

* Represents structured notes issued by AIGFP that are accounted for at fair value.

A roll forward of long-term borrowings, excluding borrowings of consolidated investments, for the year ended
December 31, 2007 is as follows:

Balance at Maturities Effect of Balance at
December 31, and Foreign Other December 31,

(in millions) 2006 Issuances Repayments Exchange Changes 2007

AIG
Notes and bonds payable $ 8,915 $ 5,591 $ (165) $ 122 $ 125 $ 14,588
Junior subordinated debt — 5,590 — 218 1 5,809
Loans and mortgages payable 841 600 (724) 12 — 729
MIP matched notes and bonds payable 5,468 8,092 — (4) 711 14,267
Series AIGFP matched notes and bonds payable 72 810 (10) — 2 874

AIGFP
GIAs 20,664 8,830 (10,172) 43 543 19,908
Notes and bonds payable and hybrid financial

instrument liabilities 46,384 50,854 (53,540) 321 136 44,155
Loans and mortgages payable — 1,388 (9) 9 (4) 1,384

AIGLH notes and bonds payable 797 — — — — 797
Liabilities connected to trust preferred stock 1,440 — — — (5) 1,435
ILFC notes and bonds payable 25,592 3,783 (3,938) 295 5 25,737
ILFC junior subordinated debt 999 — — — — 999
AGF notes and bonds payable 19,261 7,481 (4,824) 255 196 22,369
AGF junior subordinated debt — 349 — — — 349
AIGCFG loans and mortgages payable 1,453 3,941 (3,647) 98 (6) 1,839
Other subsidiaries 672 189 (189) 3 100 775

Total $ 132,558 $97,498 $ (77,218) $ 1,372 $ 1,804 $ 156,014

under the medium-term note program, of which $3.2 billion wasAIG (Parent Company)
used for AIG’s general corporate purposes, $873 million was used

AIG intends to continue its customary practice of issuing debt by AIGFP (referred to as ‘‘Series AIGFP’’ in the preceding tables)
securities from time to time to meet its financing needs and those and $3.2 billion was used to fund the MIP. The maturity dates of
of certain of its subsidiaries for general corporate purposes, as these notes range from 2008 to 2052. To the extent deemed
well as for the MIP. As of December 31, 2007, AIG had up to appropriate, AIG may enter into swap transactions to manage its
$17.5 billion of debt securities, preferred stock and other effective borrowing rates with respect to these notes.
securities, and up to $12.0 billion of common stock, registered AIG also maintains a Euro medium-term note program under
and available for issuance under its universal shelf registration which an aggregate nominal amount of up to $20.0 billion of
statement. senior notes may be outstanding at any one time. As of

AIG maintains a medium-term note program under its shelf December 31, 2007, the equivalent of $12.7 billion of notes were
registration statement. As of December 31, 2007, approximately outstanding under the program, of which $9.8 billion were used to
$7.3 billion principal amount of senior notes were outstanding fund the MIP and the remainder was used for AIG’s general
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corporate purposes. The aggregate amount outstanding includes obligations of AIGFP under AIGFP’s notes and bonds and GIA
$1.1 billion loss resulting from foreign exchange translation into borrowings. See Liquidity herein and Note 8 to Consolidated
U.S. dollars, of which $332 million loss relates to notes issued by Financial Statements.
AIG for general corporate purposes and $726 million loss relates AIGFP has a Euro medium-term note program under which an
to notes issued to fund the MIP. AIG has economically hedged the aggregate nominal amount of up to $20.0 billion of notes may be
currency exposure arising from its foreign currency denominated outstanding at any one time. As of December 31, 2007,
notes. $6.2 billion of notes were outstanding under the program. The

During 2007, AIG issued in Rule 144A offerings an aggregate notes issued under this program are guaranteed by AIG and are
of $3.0 billion principal amount of senior notes, of which included in AIGFP’s notes and bonds payable in the table of total
$650 million was used to fund the MIP and $2.3 billion was used borrowings.
for AIG’s general corporate purposes.

AIG maintains a shelf registration statement in Japan, providing AIG Funding
for the issuance of up to Japanese Yen 300 billion principal

AIG Funding, Inc. (AIG Funding) issues commercial paper that is
amount of senior notes, of which the equivalent of $450 million

guaranteed by AIG in order to help fulfill the short-term cash
was outstanding as of December 31, 2007 and was used for

requirements of AIG and its subsidiaries. The issuance of AIG
AIG’s general corporate purposes. AIG also maintains an Austra-

Funding’s commercial paper, including the guarantee by AIG, is
lian dollar debt program under which senior notes with an

subject to the approval of AIG’s Board of Directors or the Finance
aggregate principal amount of up to 5 billion Australian dollars

Committee of the Board if it exceeds certain pre-approved limits.
may be outstanding at any one time. Although as of Decem-

As backup for the commercial paper program and for other
ber 31, 2007 there were no outstanding notes under the

general corporate purposes, AIG and AIG Funding maintain
Australian program, AIG intends to use the program opportunisti-

revolving credit facilities, which, as of December 31, 2007, had
cally to fund the MIP or for AIG’s general corporate purposes.

an aggregate of $9.3 billion available to be drawn and which are
During 2007, AIG issued an aggregate of $5.6 billion of junior

summarized below under Revolving Credit Facilities.
subordinated debentures in five series of securities. Substantially
all of the proceeds from these sales, net of expenses, are being

ILFCused to repurchase shares of AIG’s common stock. In connection
with each series of junior subordinated debentures, AIG entered ILFC fulfills its short-term cash requirements through operating
into a Replacement Capital Covenant (RCC) for the benefit of the cash flows and the issuance of commercial paper. The issuance
holders of AIG’s 6.25 percent senior notes due 2036. The RCCs of commercial paper is subject to the approval of ILFC’s Board of
provide that AIG will not repay, redeem, or purchase the Directors and is not guaranteed by AIG. ILFC maintains syndicated
applicable series of junior subordinated debentures on or before a revolving credit facilities which, as of December 31, 2007, totaled
specified date, unless AIG has received qualifying proceeds from $6.5 billion and which are summarized below under Revolving
the sale of replacement capital securities. Credit Facilities. These facilities are used as back up for ILFC’s

In October 2007, AIG borrowed a total of $500 million on an maturing debt and other obligations.
unsecured basis pursuant to a loan agreement with a third-party As a well-known seasoned issuer, ILFC has filed an automatic
bank. The entire amount of the loan remained outstanding at shelf registration statement with the SEC allowing ILFC immediate
December 31, 2007 and matures in October 2008. access to the U.S. public debt markets. At December 31, 2007,

AIG began applying hedge accounting for certain AIG parent $4.7 billion of debt securities had been issued under this
transactions in the first quarter of 2007. registration statement and $5.9 billion had been issued under a

prior registration statement. In addition, ILFC has a Euro medium-
AIGFP term note program for $7.0 billion, under which $3.8 billion in

notes were outstanding at December 31, 2007. Notes issued
AIGFP uses the proceeds from the issuance of notes and bonds

under the Euro medium-term note program are included in ILFC
and GIA borrowings, as well as the issuance of Series AIGFP

notes and bonds payable in the preceding table of borrowings.
notes by AIG, to invest in a diversified portfolio of securities and

The cumulative foreign exchange adjustment loss for the foreign
derivative transactions. The borrowings may also be temporarily

currency denominated debt resulting from the effect of hedging
invested in securities purchased under agreements to resell.

activities that did not qualify for hedge accounting treatment under
AIGFP’s notes and bonds include structured debt instruments

FAS 133 was $969 million at December 31, 2007 and $733 mil-
whose payment terms are linked to one or more financial or other

lion at December 31, 2006. ILFC has substantially eliminated the
indices (such as an equity index or commodity index or another

currency exposure arising from foreign currency denominated
measure that is not considered to be clearly and closely related to

notes by economically hedging the portion of the note exposure
the debt instrument). These notes contain embedded derivatives

not already offset by Euro-denominated operating lease payments.
that otherwise would be required to be accounted for separately

ILFC had a $4.3 billion Export Credit Facility for use in
under FAS 133. Upon AIG’s early adoption of FAS 155, AIGFP

connection with the purchase of approximately 75 aircraft deliv-
elected the fair value option for these notes. The notes that are

ered through 2001. This facility was guaranteed by various
accounted for using the fair value option are reported separately

European Export Credit Agencies. The interest rate varies from
under hybrid financial instrument liabilities. AIG guarantees the
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5.75 percent to 5.90 percent on these amortizing ten-year corporate purposes and to provide backup for AGF’s commercial
borrowings depending on the delivery date of the aircraft. At paper programs.
December 31, 2007, ILFC had $664 million outstanding under In January 2007, AGF issued junior subordinated debentures in
this facility. The debt is collateralized by a pledge of the shares of an aggregate principal amount of $350 million that mature in
a subsidiary of ILFC, which holds title to the aircraft financed January 2067. The debentures underlie a series of trust preferred
under the facility. securities sold by a trust sponsored by AGF in a Rule 144A/

In May 2004, ILFC entered into a similarly structured Export Regulation S offering. AGF can redeem the debentures at par
Credit Facility for up to a maximum of $2.6 billion for Airbus beginning in January 2017.
aircraft to be delivered through May 31, 2005. The facility was As of December 31, 2007, notes and bonds aggregating
subsequently increased to $3.6 billion and extended to include $22.4 billion were outstanding with maturity dates ranging from
aircraft to be delivered through May 31, 2008. The facility 2008 to 2031 at interest rates ranging from 1.94 percent to
becomes available as the various European Export Credit Agen- 8.45 percent. To the extent deemed appropriate, AGF may enter
cies provide their guarantees for aircraft based on a nine-month into swap transactions to manage its effective borrowing rates
forward-looking calendar, and the interest rate is determined with respect to these notes and bonds. As a well-known seasoned
through a bid process. At December 31, 2007, ILFC had issuer, AGF filed an automatic shelf registration statement with
$1.9 billion outstanding under this facility. Borrowings with the SEC allowing AGF immediate access to the U.S. public debt
respect to these facilities are included in ILFC’s notes and bonds markets. At December 31, 2007, AGF had remaining corporate
payable in the preceding table of borrowings. The debt is authorization to issue up to $8.1 billion of debt securities under
collateralized by a pledge of shares of a subsidiary of ILFC, which its shelf registration statements.
holds title to the aircraft financed under the facility. AGF’s funding sources include a medium-term note program,

From time to time, ILFC enters into funded financing agree- private placement debt, retail note issuances, bank financing and
ments. As of December 31, 2007, ILFC had a total of $1.1 billion securitizations of finance receivables that AGF accounts for as on-
outstanding, which has varying maturities through February 2012. balance-sheet secured financings. In addition, AGF has become an
The interest rates are LIBOR-based, with spreads ranging from established issuer of long-term debt in the international capital
0.30 percent to 1.625 percent. markets.

The proceeds of ILFC’s debt financing are primarily used to In addition to debt refinancing activities, proceeds from the
purchase flight equipment, including progress payments during the collection of finance receivables are used to fund cash needs
construction phase. The primary sources for the repayment of this including the payment of principal and interest on AGF’s debt. AIG
debt and the interest expense thereon are the cash flow from does not guarantee any of the debt obligations of AGF. See also
operations, proceeds from the sale of flight equipment and the Liquidity.
rollover and refinancing of the prior debt. AIG does not guarantee
the debt obligations of ILFC. See also Liquidity herein. AIGCFG

AIGCFG has a variety of funding mechanisms for its variousAGF
markets, including retail and wholesale deposits, short and long-

AGF fulfills most of its short-term cash borrowing requirements term bank loans, securitizations and intercompany subordinated
through the issuance of commercial paper. The issuance of debt. AIG Credit Card Company (Taiwan), a consumer finance
commercial paper is subject to the approval of AGF’s Board of business in Taiwan, and AIG Retail Bank PLC, a full service
Directors and is not guaranteed by AIG. AGF maintains committed consumer bank in Thailand, have issued commercial paper for the
syndicated revolving credit facilities which, as of December 31, funding of their respective operations. AIG does not guarantee any
2007, totaled $4.8 billion and which are summarized below under borrowings for AIGCFG businesses, including this commercial
Revolving Credit Facilities. The facilities can be used for general paper.
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credit facilities on or prior to their expiration. Some of theRevolving Credit Facilities
facilities, as noted below, contain a ‘‘term-out option’’ allowing forAIG, ILFC and AGF maintain committed, unsecured revolving credit
the conversion by the borrower of any outstanding loans atfacilities listed on the table below in order to support their
expiration into one-year term loans.respective commercial paper programs and for general corporate

purposes. AIG, ILFC and AGF expect to replace or extend these
As of December 31, 2007 (in millions)

One-Year
Available Term-Out

Facility Size Borrower(s) Amount Expiration Option

AIG:
364-Day Syndicated Facility $2,125 AIG/AIG Funding(a) $ 2,125 July 2008 Yes

AIG Capital Corporation(a)

5-Year Syndicated Facility 1,625 AIG/AIG Funding(a) 1,625 July 2011 No
AIG Capital Corporation(a)

364-Day Bilateral Facility(b) 3,200 AIG/AIG Funding 210 December 2008 Yes
364-Day Intercompany Facility(c) 5,335 AIG 5,335 September 2008 Yes

Total AIG $12,285 $ 9,295

ILFC:
5-Year Syndicated Facility $2,500 ILFC $ 2,500 October 2011 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2010 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2009 No

Total ILFC $6,500 $ 6,500

AGF:
364-Day Syndicated Facility $2,625 American General Finance Corporation $ 2,625 July 2008 Yes

American General Finance, Inc.(d)

5-Year Syndicated Facility 2,125 American General Finance Corporation 2,125 July 2010 No

Total AGF $4,750 $ 4,750

(a) Guaranteed by AIG.

(b) This facility can be drawn in the form of loans or letters of credit. All drawn amounts shown above are in the form of letters of credit.

(c) Subsidiaries of AIG are the lenders on this facility.

(d) American General Finance, Inc. is an eligible borrower for up to $400 million only.

Credit Ratings

The cost and availability of unsecured financing for AIG and its subsidiaries are generally dependent on their short- and long-term debt
ratings. The following table presents the credit ratings of AIG and certain of its subsidiaries as of February 15, 2008. In parentheses,
following the initial occurrence in the table of each rating, is an indication of that rating’s relative rank within the agency’s rating
categories. That ranking refers only to the generic or major rating category and not to the modifiers appended to the rating by the rating
agencies to denote relative position within such generic or major category.

Short-term Debt Senior Long-term Debt

Moody’s S&P Fitch Moody’s(a) S&P(b) Fitch(c)

AIG P-1 (1st of 3) A-1+ (1st of 6) F1+ (1st of 5) Aa2(e)(2nd of 9) AA (2nd of 8)(f) AA (2nd of 9)(h)

AIG Financial Products Corp.(d) P-1 A-1+ — Aa2(e) AA(f) —
AIG Funding, Inc.(d) P-1 A-1+ F1+ — — —
ILFC P-1 A-1+ F1 (1st of 5) A1 (3rd of 9) AA- (2nd of 8)(g) A+ (3rd of 9)(h)

American General Finance
Corporation P-1 A-1 (1st of 6) F1 A1 A+ (3rd of 8) A+(h)

American General Finance, Inc. P-1 A-1 F1 — — A+(h)

(a) Moody’s Investors Service (Moody’s) appends numerical modifiers 1, 2 and 3 to the generic rating categories to show relative position within rating categories.

(b) Standard & Poor’s, a division of the McGraw-Hill Companies (S&P) ratings may be modified by the addition of a plus or minus sign to show relative
standing within the major rating categories.

(c) Fitch Ratings (Fitch) ratings may be modified by the addition of a plus or minus sign to show relative standing within the major rating categories.

(d) AIG guarantees all obligations of AIG Financial Products Corp. and AIG Funding, Inc.

(e) Negative rating outlook on Senior Unsecured Debt Ratings. A negative outlook by Moody’s indicates that a rating may be lowered but is not necessarily
a precursor of a ratings change.

(f) Negative rating outlook on Counterparty Credit Ratings. A negative outlook by S&P indicates that a rating may be lowered but is not necessarily a
precursor of a ratings change.

(g) Negative rating outlook on Corporate Credit Rating. A negative outlook by S&P indicates that a rating may be lowered but is not necessarily a precursor
of a ratings change.

(h) Issuer Default and Senior Unsecured Debt Ratings on Rating Watch Negative. Rating Watch Negative indicates that a rating has been placed on active
rating watch status.
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These credit ratings are current opinions of the rating agen- downgrades could also trigger the application of termination
cies. As such, they may be changed, suspended or withdrawn at provisions in certain of AIG’s contracts, principally agreements
any time by the rating agencies as a result of changes in, or entered into by AIGFP and assumed reinsurance contracts entered
unavailability of, information or based on other circumstances. into by Transatlantic.
Ratings may also be withdrawn at AIG management’s request. It is estimated that, as of the close of business on Febru-
This discussion of ratings is not a complete list of ratings of AIG ary 14, 2008, based on AIGFP’s outstanding municipal GIAs and
and its subsidiaries. financial derivatives transactions as of such date, a downgrade of

‘‘Ratings triggers’’ have been defined by one independent AIG’s long-term senior debt ratings to ‘Aa3’ by Moody’s or ‘AA – ’
rating agency to include clauses or agreements the outcome of by S&P would permit counterparties to call for approximately
which depends upon the level of ratings maintained by one or $1.39 billion of collateral. Further, additional downgrades could
more rating agencies. ‘‘Ratings triggers’’ generally relate to events result in requirements for substantial additional collateral, which
which (i) could result in the termination or limitation of credit could have a material effect on how AIGFP manages its liquidity.
availability, or require accelerated repayment, (ii) could result in The actual amount of additional collateral that AIGFP would be
the termination of business contracts or (iii) could require a required to post to counterparties in the event of such down-
company to post collateral for the benefit of counterparties. grades depends on market conditions, the fair value of the

AIG believes that any of its own or its subsidiaries’ contractual outstanding affected transactions and other factors prevailing at
obligations that are subject to ‘‘ratings triggers’’ or financial the time of the downgrade. Additional obligations to post collateral
covenants relating to ‘‘ratings triggers’’ would not have a material would increase the demand on AIGFP’s liquidity.
adverse effect on its financial condition or liquidity. Ratings
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Contractual Obligations

Contractual obligations in total, and by remaining maturity at December 31, 2007 were as follows:

Payments due by Period

Total Less Than 1-3 3+-5 Over Five
(in millions) Payments One Year Years Years Years

Borrowings(a) $ 156,014 $ 43,891 $ 32,261 $ 26,032 $ 53,830
Interest payments on borrowings 83,551 5,326 8,899 7,073 62,253
Loss reserves(b) 85,500 23,513 26,078 12,397 23,512
Insurance and investment contract liabilities(c) 645,583 32,359 42,768 42,282 528,174
GIC liabilities(d) 29,797 9,266 8,052 3,458 9,021
Aircraft purchase commitments 20,104 4,174 3,852 2,095 9,983
Operating leases 4,426 747 1,041 693 1,945
Other purchase obligations(e) 1,091 1,056 35 — —

Total(f) $1,026,066 $120,332 $122,986 $ 94,030 $688,718

(a) Excludes commercial paper and borrowings incurred by consolidated investments and includes hybrid financial instrument liabilities recorded at fair value.

(b) Represents future loss and loss adjustment expense payments estimated based on historical loss development payment patterns. Due to the
significance of the assumptions used, the periodic amounts presented could be materially different from actual required payments.

(c) Insurance and investment contract liabilities include various investment-type products with contractually scheduled maturities, including periodic payments
of a term certain nature. Insurance and investment contract liabilities also include benefit and claim liabilities, of which a significant portion represents
policies and contracts that do not have stated contractual maturity dates and may not result in any future payment obligations. For these policies and
contracts (i) AIG is currently not making payments until the occurrence of an insurable event, such as death or disability, (ii) payments are conditional on
survivorship, or (iii) payment may occur due to a surrender or other non-scheduled event out of AIG’s control. AIG has made significant assumptions to
determine the estimated undiscounted cash flows of these contractual policy benefits, which assumptions include mortality, morbidity, future lapse rates,
expenses, investment returns and interest crediting rates, offset by expected future deposits and premium on in-force policies. Due to the significance of
the assumptions used, the periodic amounts presented could be materially different from actual required payments. The amounts presented in this table
are undiscounted and therefore exceed the future policy benefits and policyholder contract deposits included in the balance sheet.

(d) Represents guaranteed maturities under GICs.

(e) Includes a $1.0 billion commitment to purchase shares under AIG’s share repurchase program which was paid in January 2008 and options to acquire
aircraft.

(f) Does not reflect unrecognized tax benefits of $1.3 billion, the timing of which is uncertain. However, it is reasonably possible that $50 million to
$150 million may become payable during 2008. See Note 21 to Consolidated Financial Statements for a discussion on unrecognized tax benefits.

Off Balance Sheet Arrangements and Commercial Commitments

Off Balance Sheet Arrangements and Commercial Commitments in total, and by remaining maturity at December 31,
2007 were as follows:

Amount of Commitment Expiration

Total Amounts Less Than 1-3 3+-5 Over Five
(in millions) Committed One Year Years Years Years

Guarantees:
Liquidity facilities(a) $ 2,495 $ 8 $ 8 $ 1,503 $ 976
Standby letters of credit 1,713 1,485 42 38 148
Construction guarantees(b) 687 — — — 687
Guarantees of indebtedness 1,124 106 83 500 435
All other guarantees 767 249 8 35 475

Commitments:
Investment commitments(c) 9,071 3,527 3,604 1,684 256
Commitments to extend credit 1,325 496 591 238 —
Letters of credit 1,196 910 6 121 159
Investment protection agreements(d) 11,991 3,088 2,094 855 5,954
Maturity shortening puts(e) 2,333 1,234 1,099 — —
Other commercial commitments 1,269 114 111 83 961

Total(f) $ 33,971 $ 11,217 $ 7,646 $ 5,057 $ 10,051

(a) Primarily liquidity facilities provided in connection with certain municipal swap transactions and collateralized bond obligations.

(b) Primarily AIG SunAmerica construction guarantees connected to affordable housing investments.

(c) Includes commitments to invest in limited partnerships, private equity, hedge funds and mutual funds and commitments to purchase and develop real
estate in the United States and abroad.

(d) Written generally with respect to investments in hedge funds and funds of hedge funds.

(e) Represents obligations under 2a-7 Puts to purchase certain multi-sector CDOs at pre-determined contractual prices.
(f) Excludes commitments with respect to pension plans. The annual pension contribution for 2008 is expected to be approximately $118 million for U.S.

and non-U.S. plans.
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(ii) receives a majority of the VIE’s expected residual returns; orArrangements with Variable Interest Entities
(iii) both. For a further discussion of AIG’s involvement with VIEs,

AIG enters into various off-balance-sheet (unconsolidated) arrange- see Note 7 of Notes to Consolidated Financial Statements.
ments with variable interest entities (VIEs) in the normal course of A significant portion of AIG’s overall exposure to VIEs results
business. AIG’s involvement with VIEs ranges from being a from AIG Investment’s real estate and investment funds.
passive investor to designing and structuring, warehousing and In certain instances, AIG Investments acts as the collateral
managing the collateral of VIEs. AIG engages in transactions with manager or general partner of an investment fund, private equity
VIEs as part of its investment activities to obtain funding and to fund or hedge fund. Such entities are typically registered invest-
facilitate client needs. AIG purchases debt securities (rated and ment companies or qualify for the specialized investment company
unrated) and equity interests issued by VIEs, makes loans and accounting in accordance with the AICPA Investment Company
provides other credit support to VIEs, enters into insurance, Audit and Accounting Guide. For investment partnerships, hedge
reinsurance and derivative transactions and leasing arrangements funds and private equity funds, AIG acts as the general partner or
with VIEs, and acts as the warehouse agent and collateral manager of the fund and is responsible for carrying out the
manager for VIEs. investment mandate of the VIE. Often, AIG’s insurance operations

Under FIN 46(R), AIG consolidates a VIE when it is the primary participate in these AIG managed structures as a passive investor
beneficiary of the entity. The primary beneficiary is the party that in the debt or equity issued by the VIE. Typically, AIG does not
either (i) absorbs a majority of the VIE’s expected losses; provide any guarantees to the investors in the VIE.

The following table summarizes, by investment activity, AIG’s involvement with VIEs. Maximum exposure to loss, as detailed in the
table below, is considered to be the notional amount of credit lines, guarantees and other credit support, and liquidity facilities,
notional amounts of credit default swaps and certain total return swaps, and the amount invested in the debt or equity issued by the
VIEs.

Primary Significant Variable
Beneficiary Interest Holder*

(As of December 31,)
Maximum

Total Exposure
Total Assets Assets to Loss

(in billions) 2007 2006 2007 2007

Description
Real estate and investment funds $21.7 $6.1 $139.0 $18.5
Tax planning VIEs 0.5 1.4 12.1 6.3
CLOs/CDOs/CBOs 0.4 — 107.8 9.7
Affordable housing partnerships 2.7 — 0.9 0.9
Other 1.7 1.6 15.3 9.2

Total $27.0 $9.1 $275.1 $44.6

* Includes $2.4 billion of assets held in an unconsolidated SIV sponsored by AIGFP in 2007. As of December 31, 2007, AIGFP’s invested assets included
$1.7 billion of securities purchased under agreements to resell, commercial paper and medium-term and capital notes issued by this entity.

Following is additional information concerning AIG’s involve- credit default contracts, among other assets, that have ratings
ment with collateralized debt obligations and its structured ranging from AAA to unrated. AIGFP’s portfolio of multi-sector
investment vehicle. CDOs and, to a lesser extent, certain AIG insurance subsidiaries’

direct investments in CDOs, have experienced some downgrades
Collateralized Debt Obligations within their asset portfolios. AIG does not expect that it will have

to consolidate any of these structures.
In the normal course of its asset management operations, AIG

These CDOs typically are funded with commercial paper,
manages or sponsors CDOs which issue debt and equity interests

medium and long-term financing and equity with ratings that range
sold to third party investors. AIG’s subsidiaries also invest in the

from AAA to unrated. AIG has no obligation to purchase, and has
debt and equity securities issued by these CDOs as part of their

not purchased, any commercial paper issued by these CDOs or
normal investment activities. AIG also invests in and manages

provided any support to these CDOs in obtaining financing, and
CDOs sponsored by third parties, warehouses assets prior to the

does not intend to do so. However, AIGFP has written the 2a-7
establishment of and sale of the warehoused assets to a CDO,

Puts which are included as part of its multi-sector credit default
enters into derivative contracts with CDOs, including credit default

swap portfolio. Under the terms of these securities the holders
swaps, and acts as an asset manager to CDOs.

are permitted or required, in certain circumstances, on a regular
Categories of assets owned by these CDOs include residential

basis to tender their securities to the issuers at par. If an issuer’s
and commercial mortgage and other asset-backed securities,

remarketing agent is unable to resell
corporate loans, high-yield and high-grade loans and bonds, and
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the securities so tendered within the maximum interest rate Shareholders’ Equity
spread range specified in the terms of the securities, AIGFP must

The changes in AIG’s consolidated shareholders’ equitypurchase the securities at par as long as the securities have not
during 2007 and 2006 follows:experienced a default. During 2007, AIGFP purchased securities

with a principal amount of approximately $754 million in connec- (in millions) 2007 2006
tion with these obligations. In respect of certain of the 2a-7 Puts,

Beginning of year $101,677 $ 86,317
AIGFP has contracted with third parties to provide liquidity for the

Net income 6,200 14,048
securities if they are put to AIGFP for up to a three-year period. Unrealized appreciation (depreciation)
Such liquidity facilities totaled approximately $3 billion at Decem- of investments, net of tax (5,708) 1,735
ber 31, 2007. As of February 26, 2008, AIGFP has not utilized Cumulative translation adjustment,
these liquidity facilities. At December 31, 2007, AIGFP had net of tax 1,185 936
approximately $6.5 billion of notional exposure on these 2a-7 Dividends to shareholders (1,964) (1,690)
Puts. Payments advanced to purchase

shares, net (912) —
Structured Investment Vehicle Share purchases (5,104) —

Other* 427 331AIGFP sponsors one unconsolidated SIV that invests in variable
End of year $ 95,801 $101,677rate, investment-grade debt securities with a weighted average

remaining life of four years at December 31, 2007. Assets of the * Reflects the effects of employee stock transactions and cumulative
SIV totaled $2.4 billion at December 31, 2007. Approximately effect of accounting changes.
$31.9 million of these assets have been downgraded one notch

As indicated in the table above, a significant portion of thefrom Aa3/AA– to A1/A+ by Moody’s and S&P, respectively, since
2007 decrease in AIG’s consolidated equity during 2007 was thethe purchase of these assets by the SIV. The SIV funds its assets
result of share purchases, substantially all of which were fundedby issuing secured financing, commercial paper, and medium-term
from the issuance of hybrid debt securities. The effect of thesenotes that had a weighted-average remaining life of less than six
transactions was to replace high cost equity securities (commonmonths at December 31, 2007. The mismatch between the
stock) with cost efficient hybrid securities, a substantial portion ofweighted average remaining life of the SIV’s assets and liabilities
which is treated as equity capital for the purpose of rating agencyhas been removed through the funding support from AIGFP
leverage calculations.described in the next paragraph. The SIV also issued approxi-

AIG has in the past reinvested most of its unrestrictedmately $300 million of capital notes originally rated Baa2 and
earnings in its operations and believes such continued reinvest-BBB by Moody’s and S&P, respectively, and subsequently down-
ment in the future will be adequate to meet any foreseeablegraded in 2007 to B3 and BB– (credit watch negative), respec-
capital needs. However, AIG may choose from time to time totively, of which AIGFP owns 12 percent. 
raise additional funds through the issuance of additionalAt December 31, 2007, AIGFP had $1.7 billion of balance
securities.sheet exposure to this SIV representing investments in securities

In February 2007, AIG’s Board of Directors adopted a newpurchased under agreements to resell, commercial paper, and
dividend policy, which took effect with the dividend declared in themedium-term and capital notes. During the credit market disrup-
second quarter of 2007, providing that under ordinary circum-tions during the last half of 2007, the SIV experienced difficulty
stances, AIG’s plan will be to increase its common stock dividendattracting purchasers for its commercial paper and medium-term
by approximately 20 percent annually. The payment of anynotes. In January 2008, AIGFP agreed to provide funding support
dividend, however, is at the discretion of AIG’s Board of Directors,to the SIV, as necessary, to allow the SIV to redeem its
and the future payment of dividends will depend on variouscommercial paper and medium-term notes as they become due.
factors, including the performance of AIG’s businesses, AIG’sMoody’s affirmed the SIV’s senior debt ratings of Aaa. S&P
consolidated financial position, results of operations and liquidityaffirmed the SIV’s long term issuer credit rating of AAA with a
and the existence of investment opportunities.negative outlook and downgraded its capital notes from BB– to

CCC– and this rating remains on credit watch negative. AIG does
Share Repurchasesnot believe its management of, and current or future investments

in, the SIV could have any effect on AIG’s debt ratings under any From time to time, AIG may buy shares of its common stock for
circumstances. general corporate purposes, including to satisfy its obligations

under various employee benefit plans. In February 2007, AIG’s
Board of Directors increased AIG’s share repurchase program by
authorizing the purchase of shares with an aggregate purchase
price of $8 billion. In November 2007, AIG’s Board of Directors
authorized the purchase of an additional $8 billion in common
stock. From March through December 31, 2007, AIG entered into
structured share repurchase arrangements providing for the
purchase of shares over time with an aggregate purchase price of
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$7 billion, including a $1.0 billion commitment entered into in carried at amortized cost, assets and liabilities are presented net
December 2007 but not funded until January 2008. of reinsurance, policyholder liabilities are valued using more

A total of 76,361,209 shares were purchased during 2007. conservative assumptions and certain assets are non-admitted.
The portion of the payments advanced by AIG under the In connection with the filing of the 2005 statutory financial
structured share repurchase arrangements that had not yet been statements for AIG’s Domestic General Insurance companies, AIG
utilized to repurchase shares at December 31, 2007, amounting agreed with the relevant state insurance regulators on the
to $912 million, has been recorded as a component of sharehold- statutory accounting treatment of various items. The regulatory
ers’ equity under the caption, Payments advanced to purchase authorities have also permitted certain of the domestic and
shares. Purchases have continued subsequent to December 31, foreign insurance subsidiaries to support the carrying value of
2007, with an additional 12,196,187 shares purchased from their investments in certain non-insurance and foreign insurance
January 1 through February 15, 2008. All shares purchased are subsidiaries by utilizing the AIG audited consolidated financial
recorded as treasury stock at cost. statements to satisfy the requirement that the U.S. GAAP-basis

At February 15, 2008, $10.25 billion was available for equity of such entities be audited. In addition, the regulatory
purchases under the aggregate authorization. AIG does not expect authorities have permitted the Domestic General Insurance com-
to purchase additional shares under its share repurchase program panies to utilize audited financial statements prepared on a basis
for the foreseeable future, other than to meet commitments that of accounting other than U.S. GAAP to value investments in joint
existed at December 31, 2007. ventures, limited partnerships and hedge funds. AIG has received

similar permitted practices authorizations from insurance regula-
tory authorities in connection with the 2007 and 2006 statutoryDividends from Insurance Subsidiaries
financial statements. These permitted practices did not affect the

Payments of dividends to AIG by its insurance subsidiaries are
Domestic General Insurance companies’ compliance with mini-

subject to certain restrictions imposed by regulatory authorities.
mum regulatory capital requirements.

With respect to AIG’s domestic insurance subsidiaries, the
Statutory capital of each company continued to exceed

payment of any dividend requires formal notice to the insurance
minimum company action level requirements following the adjust-

department in which the particular insurance subsidiary is
ments, but AIG nonetheless contributed an additional $750 million

domiciled. Under the laws of many states, an insurer may pay a
of capital into American Home effective September 30, 2005 and

dividend without prior approval of the insurance regulator when
contributed a further $2.25 billion of capital in February 2006 for

the amount of the dividend is below certain regulatory thresholds.
a total of approximately $3 billion of capital into Domestic General

Other foreign jurisdictions, notably Bermuda, Japan, Hong Kong,
Insurance subsidiaries effective December 31, 2005. To enhance

Taiwan, the U.K., Thailand and Singapore, may restrict the ability
their current capital positions, AIG suspended dividends from the

of AIG’s foreign insurance subsidiaries to pay dividends. Largely
DBG companies from the fourth quarter 2005 through 2006,

as a result of these restrictions, approximately 81 percent of the
dividend payments resumed in the first quarter of 2007. AIG

aggregate equity of AIG’s consolidated subsidiaries was restricted
believes it has the capital resources and liquidity to fund any

from immediate transfer to AIG parent at December 31, 2007.
necessary statutory capital contributions.

See Regulation and Supervision herein. AIG cannot predict how
As discussed under Item 3. Legal Proceedings, various regula-

recent regulatory investigations may affect the ability of its
tors have commenced investigations into certain insurance busi-

regulated subsidiaries to pay dividends. To AIG’s knowledge, no
ness practices. In addition, the OTS and other regulators routinely

AIG company is currently on any regulatory or similar ‘‘watch list’’
conduct examinations of AIG and its subsidiaries, including AIG’s

with regard to solvency. See also Liquidity herein, Note 12 to
consumer finance operations. AIG cannot predict the ultimate

Consolidated Financial Statements and Item 1A. Risk Factors —
effect that these investigations and examinations, or any addi-

Liquidity.
tional regulation arising therefrom, might have on its business.
Federal, state or local legislation may affect AIG’s ability to

Regulation and Supervision operate and expand its various financial services businesses, and
changes in the current laws, regulations or interpretations thereofAIG’s insurance subsidiaries, in common with other insurers, are
may have a material adverse effect on these businesses.subject to regulation and supervision by the states and jurisdic-

AIG’s U.S. operations are negatively affected under guaranteetions in which they do business. In the United States, the NAIC
fund assessment laws which exist in most states. As a result ofhas developed Risk-Based Capital (RBC) requirements. RBC
operating in a state which has guarantee fund assessment laws,relates an individual insurance company’s statutory surplus to the
a solvent insurance company may be assessed for certainrisk inherent in its overall operations.
obligations arising from the insolvencies of other insuranceAIG’s insurance subsidiaries file financial statements prepared
companies which operated in that state. AIG generally recordsin accordance with statutory accounting practices prescribed or
these assessments upon notice. Additionally, certain statespermitted by domestic and foreign insurance regulatory authori-
permit at least a portion of the assessed amount to be used as aties. The principal differences between statutory financial state-
credit against a company’s future premium tax liabilities. There-ments and financial statements prepared in accordance with
fore, the ultimate net assessment cannot reasonably be esti-U.S. GAAP for domestic companies are that statutory financial
mated. The guarantee fund assessments net of credits recognizedstatements do not reflect DAC, some bond portfolios may be
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in 2007, 2006 and 2005, respectively, were $87 million, meet its anticipated cash requirements, including the funding of
$97 million and $124 million. increased dividends under AIG’s current dividend policy. See also

AIG is also required to participate in various involuntary pools Item 1A. Risk Factors — Liquidity and Risk Management herein.
(principally workers compensation business) which provide insur-
ance coverage for those not able to obtain such coverage in the Insurance Operations
voluntary markets. This participation is also recorded upon

Insurance operating cash flow is derived from two sources,
notification, as these amounts cannot reasonably be estimated.

underwriting operations and investment operations. Cash flow
A substantial portion of AIG’s General Insurance business and

from underwriting operations includes collections of periodic
a majority of its Life Insurance & Retirement Services business

premiums and policyholders’ contract deposits, and paid loss
are conducted in foreign countries. The degree of regulation and

recoveries, less reinsurance premiums, losses, benefits, and
supervision in foreign jurisdictions varies. Generally, AIG, as well

acquisition and operating expenses. Generally, there is a time lag
as the underwriting companies operating in such jurisdictions,

from when premiums are collected and losses and benefits are
must satisfy local regulatory requirements. Licenses issued by

paid. Investment cash flow is primarily derived from interest and
foreign authorities to AIG subsidiaries are subject to modification

dividends received and includes realized capital gains net of
and revocation. Thus, AIG’s insurance subsidiaries could be

realized capital losses.
prevented from conducting future business in certain of the

Liquid assets include cash and short-term investments, fixed
jurisdictions where they currently operate. AIG’s international

maturities that are not designated as held to maturity, and publicly
operations include operations in various developing nations. Both

traded equity securities. At December 31, 2007 and 2006, AIG’s
current and future foreign operations could be adversely affected

insurance operations had liquid assets of $476.1 billion and
by unfavorable political developments up to and including national-

$428.4 billion, respectively. The portion of liquid assets comprised
ization of AIG’s operations without compensation. Adverse effects

of cash and short-term investments was $45.5 billion and
resulting from any one country may affect AIG’s results of

$19.9 billion at December 31, 2007 and 2006, respectively. At
operations, liquidity and financial condition depending on the

December 31, 2007, $380.9 billion, or 95 percent of the fixed
magnitude of the event and AIG’s net financial exposure at that

maturity investments that were not designated as held to maturity
time in that country.

in AIG’s insurance company general account portfolios were rated
Foreign insurance operations are individually subject to local

investment grade. Given the size and liquidity profile of AIG’s
solvency margin requirements that require maintenance of ade-

investment portfolios, AIG believes that deviations from its pro-
quate capitalization, which AIG complies with by country. In

jected claim experience do not constitute a significant liquidity risk.
addition, certain foreign locations, notably Japan, have estab-

AIG’s asset/liability management process takes into account the
lished regulations that can result in guarantee fund assessments.

expected maturity of investments and expected benefit payments
These have not had a material effect on AIG’s financial condition

and policy surrenders as well as the specific nature and risk profile
or results of operations.

of these liabilities. Historically, there has been no significant
variation between the expected maturities of AIG’s investments andLiquidity
the payment of claims.

AIG manages liquidity at both the subsidiary and parent company See also Operating Review — General Insurance Operations —
levels. At December 31, 2007, AIG’s consolidated invested General Insurance Net Investment Income and Life Insurance &
assets included $65.6 billion in cash and short-term investments. Retirement Services Operations — Life Insurance & Retirement
Consolidated net cash provided from operating activities in 2007 Services Net Investment Income and Realized Capital Gains
amounted to $35.2 billion. At both the subsidiary and parent (Losses) herein.
company level, liquidity management activities are intended to
preserve and enhance funding stability, flexibility, and diversity General Insurance
through a wide range of potential operating environments and

General Insurance operating cash flow is derived from underwriting
market conditions.

and investment activities. With respect to General Insurance
As a result of market disruption in the credit markets, AIG took

operations, if paid losses accelerated beyond AIG’s ability to fund
steps to enhance the liquidity of its portfolios. Cash and short-

such paid losses from current operating cash flows, AIG might
term investments increased in all of AIG’s major operating

need to liquidate a portion of its General Insurance investment
segments. In addition, AIG created an interdisciplinary Liquidity

portfolio and/or arrange for financing. A liquidity strain could
Risk Committee to measure, monitor, control and aggregate

result from the occurrence of several significant catastrophic
liquidity risks across AIG. While this Committee’s responsibilities

events in a relatively short period of time. Additional strain on
are broad, the Committee’s initial focus is on portfolios with

liquidity could occur if the investments liquidated to fund such
shorter-term contractual liabilities, such as securities lending in

paid losses were sold into a depressed market place and/or
the United States and retail deposit-like products in the United

reinsurance recoverable on such paid losses became uncollectible
Kingdom.

or collateral supporting such reinsurance recoverable significantly
Management believes that AIG’s liquid assets, cash provided

decreased in value.
by operations and access to the capital markets will enable it to
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Life Insurance & Retirement Services no liquidity demands with respect to these warehoused invest-
ments. To the extent adverse market conditions prevent AIG

Life Insurance & Retirement Services operating cash flow is
Investments from transferring or otherwise divesting these ware-

derived from underwriting and investment activities. If a substan-
housed investments, repayment of the temporary equity funding

tial portion of the Life Insurance & Retirement Services operations
provided by AIG would be delayed until the investment is

bond portfolio diminished significantly in value and/or defaulted,
transferred or otherwise divested.

AIG might need to liquidate other portions of its Life Insurance &
AIG Investments incurs expenses associated with cash out-

Retirement Services investment portfolio and/or arrange financ-
flows from the operation of its business, including costs related to

ing. Possible events causing such a liquidity strain could include
portfolio management and related back and middle office costs.

economic collapse of a nation or region in which Life Insurance &
In addition, cash is used in association with investment warehous-

Retirement Services operations exist, nationalization, catastrophic
ing activities wherein AIG Investments funds and temporarily holds

terrorist acts, or other economic or political upheaval. In addition,
an investment until transferred, sold or otherwise divested.

a significant rise in interest rates in a particular region or regions
Cash needs for the Spread-Based Investment business are

leading to a major increase in policyholder surrenders could also
principally the result of GIC maturities. Significant blocks of the

create a liquidity strain.
GIC portfolio will mature over the next five years. AIG utilizes
asset liability matching to control liquidity risks associated with

Financial Services
this business. In addition, AIG believes that its products incorpo-
rate certain restrictions which encourage persistency, limiting theAIG’s major Financial Services operating subsidiaries consist of
magnitude of unforeseen early surrenders in the GIC portfolio.AIGFP, ILFC, AGF and AIGCFG. Sources of funds considered in

Liquidity for Asset Management operations can be affected bymeeting the liquidity needs of AIGFP’s operations include GIAs,
significant credit or geopolitical events that might cause a delay inissuance of long- and short-term debt, proceeds from maturities,
fund closings, securitizations or an inability of AIG’s clients tosales of securities available for sale and securities and spot
fund their capital commitments.commodities leased or sold under repurchase agreements. ILFC,

AGF and AIGCFG utilize the commercial paper markets, bank loans
AIG (Parent Company)and bank credit facilities as sources of liquidity. ILFC and AGF

also fund in the domestic and international capital markets
The liquidity of the parent company is principally derived from its

without reliance on any guarantee from AIG. An additional source
subsidiaries. The primary sources of cash flow are dividends and

of liquidity for ILFC is the use of export credit facilities. AIGCFG
other payments from its regulated and unregulated subsidiaries,

also uses wholesale and retail bank deposits as sources of funds.
as well as issuance of debt securities. Primary uses of cash flow

On occasion, AIG has provided equity capital to ILFC, AGF and
are for debt service, subsidiary funding, shareholder dividend

AIGCFG and provides intercompany loans to AIGCFG.
payments and common stock repurchases. In 2007, AIG parent

Financial Services liquidity could be impaired by an inability to
collected $4.9 billion in dividends and other payments from

access the capital markets or by collateral calls. The credit default
subsidiaries (primarily from insurance company subsidiaries),

swaps written by AIGFP on super senior tranches of multi-sector
issued $11.7 billion of debt and retired $865 million of debt,

CDOs require, in most cases, physical settlement following an
excluding MIP and Series AIGFP debt. AIG parent also advanced

event constituting a failure to pay in respect of the underlying
$6 billion for structured share repurchase arrangements. Exclud-

super senior CDO securities. The majority of the other credit
ing MIP and Series AIGFP debt, AIG parent made interest

default swaps are cash settled, whereby AIGFP would be required
payments totaling $550 million, made $5.90 billion in capital

upon an event constituting a failure to pay in respect of the
contributions to subsidiaries, and paid $1.93 billion in dividends

underlying super senior CDO securities to make cash payments to
to shareholders in 2007. In February 2008, AIG contributed

the counterparty equal to any actual losses that attach to the
approximately $445 million in the form of forgiveness of Federal

super senior risk layer, rather than to purchase the reference
income tax recoverables to certain domestic general insurance

obligation. Additionally, certain of the credit default swaps are
subsidiaries and $500 million to certain domestic life insurance

subject to collateral call provisions. In the case of such swaps
subsidiaries, both effective December 31, 2007.

written on CDOs, the amount of the collateral to be posted is
AIG parent funds its short-term working capital needs through

determined based on the value of the CDO securities referenced
commercial paper issued by AIG Funding. As of December 31,

in the documentation for the credit default swaps.
2007, AIG Funding had $4.2 billion of commercial paper outstand-
ing with an average maturity of 29 days. As additional liquidity,

Asset Management
AIG parent and AIG Funding maintain committed revolving credit
facilities that, as of December 31, 2007, had an aggregate ofAsset Management’s sources of funds include cash flows from
$9.3 billion available to be drawn, and which are summarizedinvestment management fees, carried interest and returns on
above under Revolving Credit Facilities.various investments. These investments are financed through the

At the parent company level, liquidity management activitiesissuance of AIG debt in the MIP, the issuance of GICs and funding
are conducted in a manner intended to preserve and enhancefrom AIG. From time to time, AIG Investments utilizes temporary
funding stability, flexibility, and diversity through the full range ofdebt funding from AIG primarily to acquire warehoused invest-

ments. Subsequent to the initial investment, there are generally
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potential operating environments and market conditions. Assess- situation may arise due to circumstances that AIG may be unable
ing liquidity risk involves forecasting of cash inflows and outflows to control, such as a general market disruption or an operational
on both a short- and long-term basis. Corporate Treasury is problem that affects third parties or AIG. Regulatory and other
responsible for formulating the parent company’s liquidity and legal restrictions may limit AIG’s ability to transfer funds freely,
contingency planning efforts, as well as for execution of AIG’s either to or from its subsidiaries. In particular, many of AIG’s
specific funding activities. Through active liquidity management, subsidiaries, including its insurance subsidiaries, are subject to
AIG seeks to retain stable, reliable and cost-effective funding laws and regulations that authorize regulatory bodies to block or
sources. In addition to current liquidity requirements, factors reduce the flow of funds to the parent holding company, or that
which affect funding decisions include market conditions, prevail- prohibit such transfers altogether in certain circumstances. These
ing interest rates and the desired maturity profile of liabilities. The laws and regulations may hinder AIG’s ability to access funds that
objectives of contingency planning are to ensure maintenance of it may need to make payments on its obligations. Because of the
appropriate liquidity during normal and stressed periods, to wide geographic profile of AIG’s regulated subsidiaries, manage-
measure and project funding requirements during periods of ment believes that these cash flows represent a diversified source
stress, and to manage access to funding sources. Diversification of liquidity for AIG. For a further discussion of the regulatory
of funding sources is an important element of AIG’s liquidity risk environment in which AIG subsidiaries operate and other issues
management approach. affecting AIG’s liquidity, see Item 1A. Risk Factors.

AIG’s liquidity could be impaired by an inability to access the
capital markets or by unforeseen significant outflows of cash. This

Invested Assets

The following tables summarize the composition of AIG’s invested assets by segment:
Life

Insurance &
General Retirement Financial Asset

(in millions) Insurance Services Services Management Other Total

2007
Fixed maturities:

Bonds available for sale, at fair value $ 74,057 $294,162 $ 1,400 $27,753 $ — $397,372
Bonds held to maturity, at amortized cost 21,355 1 — 225 — 21,581
Bond trading securities, at fair value — 9,948 — 34 — 9,982

Equity securities:
Common stocks available for sale, at fair value 5,599 11,616 — 609 76 17,900
Common and preferred stocks trading, at fair value 321 21,026 — 29 — 21,376
Preferred stocks available for sale, at fair value 1,885 477 8 — — 2,370

Mortgage and other loans receivable, net of allowance 13 24,851 1,365 7,442 56 33,727
Financial services assets:

Flight equipment primarily under operating leases, net of
accumulated depreciation — — 41,984 — — 41,984

Securities available for sale, at fair value — — 40,305 — — 40,305
Trading securities, at fair value — — 4,197 — — 4,197
Spot commodities — — 238 — — 238
Unrealized gain on swaps, options and forward transactions — — 17,134 — (692) 16,442
Trade receivables — — 6,467 — — 6,467
Securities purchased under agreements to resell, at

contract value — — 20,950 — — 20,950
Finance receivables, net of allowance — 5 31,229 — — 31,234

Securities lending invested collateral, at fair value 5,031 57,471 148 13,012 — 75,662
Other invested assets 11,895 19,015 3,663 17,261 6,989 58,823
Short-term investments, at cost 7,356 25,236 12,249 4,919 1,591 51,351

Total investments and financial services assets as shown on
the balance sheet 127,512 463,808 181,337 71,284 8,020 851,961

Cash 497 1,000 389 269 129 2,284
Investment income due and accrued 1,431 4,728 29 401 (2) 6,587
Real estate, net of accumulated depreciation 349 976 17 89 231 1,662

Total invested assets* $129,789 $470,512 $181,772 $72,043 $8,378 $862,494

* At December 31, 2007, approximately 65 percent and 35 percent of invested assets were held in domestic and foreign investments, respectively.
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Life
Insurance &

General Retirement Financial Asset
(in millions) Insurance Services Services Management Other Total

2006
Fixed maturities:

Bonds available for sale, at fair value $ 67,994 $288,018 $ 1,357 $29,500 $ — $386,869
Bonds held to maturity, at amortized cost 21,437 — — — — 21,437
Bond trading securities, at fair value 1 10,835 — — — 10,836

Equity securities:
Common stocks available for sale, at fair value 4,245 8,705 — 226 80 13,256
Common stocks trading, at fair value 350 14,505 — — — 14,855
Preferred stocks available for sale, at fair value 1,884 650 5 — — 2,539

Mortgage and other loans receivable, net of allowance 17 21,043 2,398 4,884 76 28,418
Financial services assets:

Flight equipment primarily under operating leases, net of
accumulated depreciation — — 39,875 — — 39,875

Securities available for sale, at fair value — — 47,205 — — 47,205
Trading securities, at fair value — — 5,031 — — 5,031
Spot commodities — — 220 — — 220
Unrealized gain on swaps, options and forward transactions — — 19,607 — (355) 19,252
Trade receivables — — 4,317 — — 4,317
Securities purchased under agreements to resell, at

contract value — — 30,291 — — 30,291
Finance receivables, net of allowance — — 29,573 — — 29,573

Securities lending invested collateral, at fair value 5,376 50,099 76 13,755 — 69,306
Other invested assets 9,207 13,962 2,212 13,198 3,532 42,111
Short-term investments, at cost 3,281 15,192 2,807 6,198 5 27,483

Total investments and financial services assets as shown on
the balance sheet 113,792 423,009 184,974 67,761 3,338 792,874

Cash 334 740 390 118 8 1,590
Investment income due and accrued 1,363 4,378 23 326 1 6,091
Real estate, net of accumulated depreciation 570 698 17 75 26 1,386

Total invested assets(a)(b) $116,059 $428,825 $185,404 $68,280 $3,373 $801,941

(a) Certain reclassifications and format changes have been made to prior period amounts to conform to the current period presentation.
(b) At December 31, 2006, approximately 68 percent and 32 percent of invested assets were held in domestic and foreign investments, respectively.

products. At the local operating unit level, the strategies areInvestment Strategy
based on considerations that include the local market, liability
duration and cash flow characteristics, rating agency and regula-AIG’s investment strategies are tailored to the specific business
tory capital considerations, legal investment limitations, taxneeds of each operating unit. The investment objectives are driven
optimization and diversification. In addition to local risk manage-by the business model for each of the businesses: General
ment considerations, AIG’s corporate risk management guidelinesInsurance, Life Insurance, Retirement Services and Asset Manage-
impose limitations on concentrations to promote diversification byment’s Spread-Based Investment business. The primary objectives
industry, asset class and geographic sector.are in terms of preservation of capital, growth of surplus and

generation of investment income to support the insurance
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The amortized cost or cost and estimated fair value of AIG’s available for sale and held to maturity securities at
December 31, 2007 and 2006 were as follows:

December 31, 2007* December 31, 2006

Amortized Gross Gross Amortized Gross Gross
Cost or Unrealized Unrealized Fair Cost or Unrealized Unrealized Fair

(in millions) Cost Gains Losses Value Cost Gains Losses Value

Available for sale:*

U.S. government and government
sponsored entities $ 7,956 $ 333 $ 37 $ 8,252 $ 7,667 $ 221 $ 140 $ 7,748

Obligations of states, municipalities
and political subdivisions 46,087 927 160 46,854 59,785 1,056 210 60,631

Non-U.S. governments 67,023 3,920 743 70,200 62,860 5,461 437 67,884
Corporate debt 239,822 6,216 4,518 241,520 257,383 7,443 2,536 262,290
Mortgage-backed, asset-backed and

collateralized 140,982 1,221 7,703 134,500 104,687 502 362 104,827

Total bonds $501,870 $12,617 $13,161 $501,326 $492,382 $14,683 $3,685 $ 503,380
Equity securities 15,188 5,545 463 20,270 13,147 2,807 159 15,795

Total $517,058 $18,162 $13,624 $521,596 $505,529 $17,490 $3,844 $ 519,175

Held to maturity:*

Bonds — Obligations of states,
municipalities and political
subdivisions $ 21,581 $ 609 $ 33 $ 22,157 $ 21,437 $ 731 $ 14 $ 22,154

* At December 31, 2007 and 2006, fixed maturities held by AIG that were below investment grade or not rated totaled $27.0 billion and $26.6 billion,
respectively.

AIG’s held to maturity and available for sale fixed maturity securities so rated. Approximately five percent were below invest-
investments totaled $523.5 billion at December 31, 2007, ment grade or not rated at that date. A large portion (approxi-
compared to $525.5 billion at December 31, 2006. At Decem- mately one third) of the foreign fixed income portfolio is sovereign
ber 31, 2007, approximately 63 percent of the fixed maturities fixed maturity securities supporting the policy liabilities in the
investments were in domestic portfolios. Approximately 53 per- country of issuance.
cent of such domestic securities were rated AAA by one or more
of the principal rating agencies. Approximately five percent were The credit ratings of AIG’s fixed maturity investments, other
below investment grade or not rated. AIG’s investment decision than those of AIGFP, at December 31, 2007 and 2006 were as
process relies primarily on internally generated fundamental follows:
analysis and internal risk ratings. Third party rating services’ Rating 2007 2006
ratings and opinions provide one source of independent perspec-

AAA 38% 37%tives for consideration in the internal analysis.
AA 28 26A significant portion of the foreign fixed income portfolio is

rated by Moody’s, S&P or similar foreign rating services. Rating A 18 20
services are not available in all overseas locations. The Credit BBB 11 12
Risk Committee (CRC) closely reviews the credit quality of the Below investment grade 4 4
foreign portfolio’s non-rated fixed income investments. At Decem- Non-rated 1 1
ber 31, 2007, approximately 19 percent of the foreign fixed

Total 100% 100%income investments were either rated AAA or, on the basis of
AIG’s internal analysis, were equivalent from a credit standpoint to
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The industry categories of AIG’s available for sale corporate debt
securities at December 31, 2007 were as follows:

Industry Category Percentage

Industrials 47%
Financial Institutions 42
Utilities/Other 11

Total* 100%

* At December 31, 2007 approximately 95% of these investments were
rated investment grade.

The amortized cost, gross unrealized gains (losses) and fair value of AIG’s investments in mortgage-backed, asset-
backed and collateralized securities at December 31, 2007 were as follows:

December 31, 2007
Gross Gross

Amortized Unrealized Unrealized Fair
(in millions) Cost Gains Losses Value

AIG, excluding AIGFP:
RMBS $ 89,851 $ 433 $5,504 $ 84,780
CMBS 23,918 237 1,156 22,999
CDO/ABS 10,844 196 593 10,447

Subtotal, excluding AIGFP 124,613 866 7,253 118,226
Total AIGFP investments in mortgage-backed, asset-backed and collateralized securities 16,369 355 450 16,274

Total $140,982 $1,221 $7,703 $134,500

Investments in Residential Mortgage-Backed Securities

As part of its strategy to diversify its investments, AIG invests in various types of securities, including residential mortgage-backed
securities (RMBS).

The amortized cost, gross unrealized gains (losses) and estimated fair value of AIG’s investments in RMBS securities,
other than those of AIGFP, at December 31, 2007 were as follows:

December 31, 2007
Gross Gross

Amortized Unrealized Unrealized Percent
(in millions) Cost Gains Losses Fair Value of Total

Residential mortgage-backed securities:
U.S. agencies $14,575 $320 $ 70 $14,825 17%
Prime non-agency(a) 21,552 72 550 21,074 25
Alt-A 25,349 17 1,620 23,746 28
Other housing-related(b) 4,301 2 357 3,946 5
Subprime 24,074 22 2,907 21,189 25

Total $89,851 $433 $ 5,504 $84,780 100%

(a) Includes foreign and jumbo RMBS-related securities.

(b) Primarily wrapped second-lien.

AIG’s operations, other than AIGFP, held investments in RMBS by one or more of the principal rating agencies. AIG’s investments
with an estimated fair value of $84.8 billion at December 31, rated BBB or below totaled $621 million, or less than 0.1 percent
2007, or approximately 10 percent of AIG’s total invested assets. of AIG’s total invested assets at December 31, 2007. As of
In addition, AIG’s insurance operations held investments with a February 25, 2008, $3.6 billion of AIG’s RMBS backed primarily
fair value totaling $4.0 billion in CDOs, of which $58 million by subprime collateral had been downgraded as a result of rating
included some level of subprime exposure. AIG’s RMBS invest- agency actions since January 1, 2008, and $6 million of such
ments are predominantly in highly-rated tranches that contain investments had been upgraded. Subsequent to December 31,
substantial protection features through collateral subordination. At 2007, rating agencies have placed on watch for downgrade a
December 31, 2007, approximately 92 percent of these invest- majority of 2006 and 2007 vintage AAA-rated subprime RMBS in
ments were rated AAA, and approximately 6 percent were rated AA the market. For AIG, $9.7 billion was on watch for downgrade.
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The fair value of AIG’s RMBS investments, other than those of AIGFP, at December 31, 2007 by year of vintage and
credit rating were as follows:

Year of Vintage
(in millions) Prior 2003 2004 2005 2006 2007 Total

Rating:
AAA $4,053 $6,202 $7,070 $16,011 $25,392 $18,937 $77,665
AA 63 785 555 1,092 2,117 512 5,124
A 46 242 345 480 248 138 1,499
BBB and below — 53 74 214 114 37 492

Total $4,162 $7,282 $8,044 $17,797 $27,871 $19,624 $84,780

The fair value of AIG’s Alt-A investments included in the RMBS investments above, other than those of AIGFP, at
December 31, 2007 by year of vintage and credit rating were as follows:

Year of Vintage
(in millions) Prior 2003 2004 2005 2006 2007 Total

Rating:
AAA $208 $623 $ 960 $4,899 $9,301 $6,512 $22,503
AA 23 199 150 391 117 11 891
A 1 37 51 137 48 6 280
BBB and below — 11 19 36 6 — 72

Total $232 $870 $1,180 $5,463 $9,472 $6,529 $23,746

The fair value of AIG’s subprime RMBS investments, other than those of AIGFP, at December 31, 2007 by year of
vintage and credit rating were as follows:

Year of Vintage
(in millions) Prior 2003 2004 2005 2006 2007 Total

Rating:
AAA $127 $362 $557 $5,403 $7,926 $4,081 $18,456
AA 6 35 116 277 1,562 357 2,353
A 10 82 100 120 34 26 372
BBB and below — — — 8 — — 8

Total $143 $479 $773 $5,808 $9,522 $4,464 $21,189

AIG’s underwriting practices for investing in RMBS, other asset- provide attractive risk-adjusted after-tax returns. These high quality
backed securities and CDOs take into consideration the quality of municipal investments have an average rating of AA.
the originator, the manager, the servicer, security credit ratings, Fixed income assets held in Foreign General Insurance are of
underlying characteristics of the mortgages, borrower characteris- high quality and short to intermediate duration, averaging
tics, and the level of credit enhancement in the transaction. AIG’s 3.6 years compared to 7.0 years for those in Domestic General
strategy is typically to invest in securities rated AA or better and Insurance.
create diversification across multiple underlying asset classes. While invested assets backing reserves are invested in

conventional fixed income securities in Domestic General Insur-
ance, a modest portion of surplus is allocated to large capitaliza-General Insurance Invested Assets
tion, high-dividend, public equity strategies and to alternative
investments, including private equity and hedge funds. TheseIn AIG’s General Insurance business, the duration of liabilities for
investments have provided a combination of added diversificationlong-tail casualty lines is greater than other lines. As differentiated
and attractive long-term returns.from the Life Insurance & Retirement Services companies, the

General Insurance invested assets grew by $13.7 billion, or 12focus is not on asset-liability matching, but on preservation of
percent, during 2007 as bond holdings grew by $6 billion. Listedcapital and growth of surplus.
equity holdings grew by $1.3 billion.Fixed income holdings of the Domestic General Insurance

companies are comprised primarily of tax-exempt securities, which
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maximum allowable percentage under current local regulation. TheLife Insurance & Retirement Services Invested
majority of Nan Shan’s in-force policy portfolio is traditional lifeAssets
and endowment insurance products with implicit interest rate
guarantees. New business with lower interest rate guarantees areWith respect to Life Insurance & Retirement Services, AIG uses
gradually reducing the overall interest requirements, but assetasset-liability management as a tool worldwide in the life insur-
portfolio yields have declined faster due to the prolonged lowance business to influence the composition of the invested assets
interest rate environment. As a result, although the investmentand appropriate marketing strategies. AIG’s objective is to
margins for a large block of in-force policies are negative, themaintain a matched asset-liability structure. However, in certain
block remains profitable overall because the mortality andmarkets, the absence of long-dated fixed income investment
expense margins presently exceed the negative investmentinstruments may preclude a matched asset-liability position. In
spread. In response to the low interest rate environment and theaddition, AIG may occasionally determine that it is economically
volatile exchange rate of the Taiwanese dollar, Nan Shan isadvantageous to be temporarily in an unmatched position. To the
emphasizing new products with lower implied guarantees, includ-extent that AIG has maintained a matched asset-liability structure,
ing participating endowments and investment-linked products.the economic effect of interest rate fluctuations is partially
Although the risks of a continued low interest rate environmentmitigated.
coupled with a volatile Taiwanese dollar could increase netAIG’s investment strategy for the Life Insurance & Retirement
liabilities and require additional capital to maintain adequate localServices segment is to produce cash flows greater than maturing
solvency margins, Nan Shan currently believes it has adequateinsurance liabilities. AIG actively manages the asset-liability rela-
resources to meet all future policy obligations.tionship in its foreign operations, even though certain territories

AIG actively manages the asset-liability relationship in itslack qualified long-term investments or certain local regulatory
domestic operations. This relationship is more easily managedauthorities may impose investment restrictions. For example, in
through the availability of qualified long-term investments.several Southeast Asian countries, the duration of investments is

A number of guaranteed benefits, such as living benefits orshorter than the effective maturity of the related policy liabilities.
guaranteed minimum death benefits, are offered on certainTherefore, there is risk that the reinvestment of the proceeds at
variable life and variable annuity products. AIG manages itsthe maturity of the initial investments may be at a yield below that
exposure resulting from these long-term guarantees throughof the interest required for the accretion of the policy liabilities.
reinsurance or capital market hedging instruments.Additionally, there exists a future investment risk associated with

AIG invests in equities for various reasons, including diversify-certain policies currently in-force which will have premium receipts
ing its overall exposure to interest rate risk. Available for salein the future. That is, the investment of these future premium
bonds and equity securities are subject to declines in fair value.receipts may be at a yield below that required to meet future
Such declines in fair value are presented in unrealized apprecia-policy liabilities.
tion or depreciation of investments, net of taxes, as a componentAIG actively manages the interest rate assumptions and
of Accumulated other comprehensive income. Declines that arecrediting rates used for its new and in force business. Business
determined to be other-than-temporary are reflected in income instrategies continue to evolve to maintain profitability of the overall
the period in which the intent to hold the securities to recovery nobusiness. In some countries, new products are being introduced
longer exists. See Valuation of Invested Assets herein. Generally,with minimal investment guarantees, resulting in a shift toward
insurance regulations restrict the types of assets in which aninvestment-linked savings products and away from traditional
insurance company may invest. When permitted by regulatorysavings products with higher guarantees.
authorities and when deemed necessary to protect insuranceThe investment of insurance cash flows and reinvestment of
assets, including invested assets, from adverse movements inthe proceeds of matured securities and coupons requires active
foreign currency exchange rates, interest rates and equity prices,management of investment yields while maintaining satisfactory
AIG and its insurance subsidiaries may enter into derivativeinvestment quality and liquidity.
transactions as end users to hedge their exposures. For a furtherAIG may use alternative investments, including equities, real
discussion of AIG’s use of derivatives, see Risk Management —estate and foreign currency denominated fixed income instru-
Credit Risk Management — Derivatives herein.ments in certain foreign jurisdictions where interest rates remain

In certain jurisdictions, significant regulatory and/or foreignlow and there are limited long-dated bond markets to extend the
governmental barriers exist which may not permit the immediateduration or increase the yield of the investment portfolio to more
free flow of funds between insurance subsidiaries or from theclosely match the requirements of the policyholder liabilities and
insurance subsidiaries to AIG parent. For a discussion of theseDAC recoverability. This strategy has been effectively used in
restrictions, see Item 1. Business — Regulation.Japan and more recently by Nan Shan in Taiwan. In Japan, foreign

Life Insurance & Retirement Services invested assets grew byassets, excluding those matched to foreign liabilities, were
$41.7 billion, or 10 percent, during 2007 as bond holdings grewapproximately 31 percent of statutory assets, which is below the
by $5.3 billion, and listed equity holdings grew by $9.3 billion, ormaximum allowable percentage under current local regulation.
39 percent.Foreign assets comprised approximately 33 percent of Nan

Shan’s invested assets at December 31, 2007, slightly below the
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options, forwards and futures. AIGFP’s super senior credit defaultFinancial Services Invested Assets
swaps include structural protection to help minimize risk. For a

Financial Services Securities
further discussion on the use of derivatives by Capital Markets,

Financial Services securities available for sale of $40.3 billion at see Operating Review — Financial Services Operations — Capital
December 31, 2007 is predominantly a diversified portfolio of Markets and Risk Management — Derivatives herein and Note 8
high-grade fixed income securities where the individual securities to Consolidated Financial Statements.
have varying degrees of credit risk. At December 31, 2007, the AIGFP owns inventories in certain commodities in which it
average credit rating of this portfolio was in the AA+ category or trades, and may reduce the exposure to market risk through the
the equivalent thereto as determined through rating agencies or use of swaps, forwards, futures, and option contracts. Physical
internal review. AIGFP has also entered into credit derivative commodities held in AIGFP’s wholly owned broker-dealer subsidi-
transactions to economically hedge its credit risk associated with ary are recorded at fair value. All other commodities are recorded
$82 million of these securities. Securities deemed below invest- at the lower of cost or fair value.
ment grade at December 31, 2007 totalled $797 million in fair Trading securities, at fair value, and securities and spot
value, representing two percent of Financial Services securities commodities sold but not yet purchased, at fair value, are marked
available for sale. There have been no significant downgrades of to fair value daily with the unrealized gain or loss recognized in
these securities through February 15, 2008. income. These trading securities are purchased and sold as

AIGFP’s management objective is to minimize interest rate, necessary to meet the risk management and business objectives
currency, commodity and equity risks associated with its securi- of Capital Markets operations.
ties available for sale. When AIGFP purchases a security for its

The gross unrealized gains and gross unrealized losses of
securities available for sale investment portfolio, it simultaneously

Capital Markets operations included in Financial Services
enters into an offsetting hedge such that the payment terms of

assets and liabilities at December 31, 2007 were as
the hedging transaction offset the payment terms of the invest-

follows:
ment security. This achieves the economic result of converting the

Gross Grossreturn on the underlying security to U.S. dollar LIBOR plus or
Unrealized Unrealizedminus a spread based on the underlying profit on each security on

(in millions) Gains Losses
the initial trade date. The market risk associated with such

Securities available for sale, at fair value $ 939 $ 777hedges is managed on a portfolio basis.
Unrealized gain/loss on swaps, options

Because hedge accounting treatment was not applied in 2006, and forward transactions* 17,134 22,982
the unrealized gains and losses on the derivative transactions with

* These amounts are also presented as the respective balance sheetunaffiliated third parties were reflected in operating income. The
amounts.unrealized gains and losses on the underlying securities available for

sale resulting from changes in interest rates and currency rates and
ILFCcommodity and equity prices were included in accumulated other

comprehensive income (loss), or in operating income, as appropriate. The cash used for the purchase of flight equipment is derived
When a security is sold, the realized gain or loss with respect to this primarily from the proceeds of ILFC’s debt financings. The primary
security is included in operating income. sources for the repayment of this debt and the related interest

Securities purchased under agreements to resell are treated expense are ILFC’s cash flow from operations, proceeds from the
as collateralized financing transactions. AIGFP takes possession sale of flight equipment and the rollover and refinancing of the
of or obtains a security interest in securities purchased under prior debt. During 2007, ILFC acquired flight equipment costing
agreements to resell. $4.7 billion. For a further discussion of ILFC’s borrowings, see

Operating Review — Financial Services Operations — Aircraft Leas-
Capital Markets ing and Capital Resources and Liquidity — Borrowings herein.

At December 31, 2007, ILFC had committed to purchase 234AIGFP uses the proceeds from the issuance of notes and bonds
new aircraft deliverable from 2008 through 2017 for an estimatedand GIAs to invest in a diversified portfolio of securities, including
aggregate purchase price of $20.1 billion. As of February 22,securities available for sale, and derivative transactions. The
2008, ILFC has entered into leases for all of the new aircraft tofunds may also be invested in securities purchased under
be delivered in 2008, and for 65 of 161 of the new aircraft to beagreements to resell. The proceeds from the disposal of the
delivered subsequent to 2008. ILFC will be required to findaforementioned securities available for sale and securities pur-
customers for any aircraft currently on order and any aircraft to bechased under agreements to resell are used to fund the maturing
ordered, and it must arrange financing for portions of theGIAs or other AIGFP financings, or to invest in new assets. For a
purchase price of such equipment. ILFC has been successful tofurther discussion of AIGFP’s borrowings, see Capital Resources
date both in placing its new aircraft on lease or under salesand Liquidity — Borrowings herein.
contract and obtaining adequate financing, but there can be noCapital Markets derivative transactions are carried at fair
assurance that such success will continue in future environments.value. AIGFP reduces its economic risk exposure through similarly

valued offsetting transactions including swaps, trading securities,
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short-term investments. These increases were primarily driven byAsset Management Invested Assets
continued growth of the MIP and the growth of AIG’s Institutional

Asset Management invested assets are primarily comprised of Asset Management business. These increases were partially
assets supporting AIG’s Spread-Based Investment business, offset by the decrease in assets associated with the runoff of the
which includes AIG’s MIP and domestic GIC programs. domestic GIC program.

The Spread-Based Investment business strategy is to generate
spread income from investments yielding returns greater than Securities Lending Activities
AIG’s cost of funds. The asset-liability relationship is actively

AIG’s securities lending program is a centrally managed programmanaged. The goal of the MIP investment strategy is to capture a
facilitated by AIG Investments primarily for the benefit of certain ofspread between income earned on investments and the funding
AIG’s Insurance companies. Securities are loaned to variouscosts of the program while mitigating interest rate and foreign
financial institutions, primarily major banks and brokerage firms.currency exchange rate risk. The invested assets are predomi-
Cash collateral equal to 102 percent of the fair value of thenantly fixed income securities and include U.S. residential mort-
loaned securities is received. The cash collateral is invested ingage-backed securities, asset-backed securities and commercial
highly-rated fixed income securities to earn a net spread.mortgage-backed securities. In addition, the MIP sold credit

AIG’s liability to the borrower for collateral received was $82.0protection by issuing single-name high-grade corporate credit
billion and the fair value of the collateral reinvested was $75.7default swaps in 2007.
billion as of December 31, 2007. In addition to the investedAsset Management invested assets grew by $3.8 billion during
collateral, the securities on loan as well as all of the assets of2007. The growth in invested assets was primarily attributable to
the participating companies are generally available to satisfy thegrowth in other invested assets and mortgage and other loans
liability for collateral received.receivable partially offset by a decrease in bond holdings, and

The composition of the securities lending invested collateral by credit rating at December 31, 2007 was as follows:
BBB/Not Short-

(in millions) AAA AA A Rated Term Total

Corporate debt $ 1,191 $ 9,341 $3,448 $ 160 $ — $ 14,140
Mortgage-backed, asset-backed and collateralized 47,180 2,226 22 82 49,510
Cash and short-term investments — — — — 12,012 12,012

Total $ 48,371 $ 11,567 $3,470 $ 242 $ 12,012 $ 75,662

Participation in the securities lending program by reporting 2007, AIG incurred net realized losses of $1.0 billion on this
unit at December 31, 2007 was as follows: portfolio, predominantly related to other-than-temporary

Percent impairments.
Participation

Domestic Life Insurance and Retirement Services 79% Valuation of Invested Assets
Foreign Life Insurance 10

Traded SecuritiesDomestic General Insurance 3
Foreign General Insurance 4

The valuation of AIG’s investment portfolio involves obtaining aAsset Management 4
fair value for each security. The source for the fair value isTotal 100.0%
generally from market exchanges or dealer quotations, with the

On December 31, 2007, $11.4 billion (or 13.7 percent) of the
exception of nontraded securities. 

liabilities were one-day tenor. These one-day tenor loans do not
have a contractual end date but are terminable by either party on Nontraded Securities
demand. The balance of the liabilities contractually mature within
three months; however, the maturing loans are frequently renewed AIG considers nontraded securities to mean certain fixed income
and rolled over to extended dates. Collateral held for this program investments, certain structured securities, direct private equities,
at December 31, 2007 included interest bearing cash equivalents limited partnerships, and hedge funds.
with overnight maturities of $12.0 billion. The aggregate carrying value of AIG’s nontraded securities at

Liquidity in the securities pool is managed based upon December 31, 2007 was approximately $70 billion. The methodol-
historical experience regarding volatility of daily, weekly and ogy used to estimate fair value of nontraded fixed income
biweekly loan balances. Despite the current environment, the investments is by reference to traded securities with similar
program has not experienced a significant decrease in loan attributes and using a matrix pricing methodology. This methodol-
balances. ogy takes into account such factors as the issuer’s industry, the

In addition, the invested securities are carried at fair value with security’s rating and tenor, its coupon rate, its position in the
unrealized gains and losses recorded in accumulated other capital structure of the issuer, and other relevant factors.
comprehensive income (loss) while net realized gains and losses For certain structured securities, the carrying value is based
are recorded in earnings. The net unrealized loss on the on an estimate of the security’s future cash flows pursuant to the
investments was $5.0 billion as of December 31, 2007. During requirements of Emerging Issues Task Force Issue No. 99-20,
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‘‘Recognition of Interest Income and Impairment on Purchased impairment in value and the amount of any loss recognition
and Retained Beneficial Interests in Securitized Financial Assets.’’ requires the judgment of AIG’s management and a regular review

Hedge funds and limited partnerships in which AIG holds in the of its investments. See Note 1(c) to Consolidated Financial
aggregate less than a five percent interest are carried at fair Statements for further information on AIG’s policy.
value. Once a security has been identified as other-than-temporarily

With respect to hedge funds and limited partnerships in which impaired, the amount of such impairment is determined by
AIG holds in the aggregate a five percent or greater interest, or reference to that security’s contemporaneous fair value and
less than a five percent interest but where AIG has more than a recorded as a charge to earnings.
minor influence over the operations of the investee, AIG accounts In light of the recent significant disruption in the
for these investments using the equity method. U.S. residential mortgage and credit markets, particularly in the

AIG obtains the fair value of its investments in limited fourth quarter, AIG has recognized an other-than-temporary impair-
partnerships and hedge funds from information provided by the ment charge (severity loss) of $2.2 billion (including $643 million
general partner or manager of these investments, the accounts of related to AIGFP’s available for sale investment securities re-
which generally are audited on an annual basis. corded in other income), primarily with respect to certain residen-

Each of these investment categories is regularly tested to tial mortgage-backed securities and other structured securities.
determine if impairment in value exists. Various valuation tech- Even while retaining their investment grade ratings, such securi-
niques are used with respect to each category in this ties were priced at a significant discount to cost. Notwithstanding
determination. AIG’s intent and ability to hold such securities indefinitely, and

For a discussion of accounting policies related to changes in despite structures which indicate that a substantial amount of the
fair value of invested assets, see Note 1 to Consolidated securities should continue to perform in accordance with original
Financial Statements. terms, AIG concluded that it could not reasonably assert that the

recovery period would be temporary.
As a result of AIG’s periodic evaluation of its securities forPortfolio Review

other-than-temporary impairments in value, AIG recorded other-
Other-Than-Temporary Impairments

than-temporary impairment charges of $4.7 billion (including $643
million related to AIGFP recorded on other income), $944 millionAIG assesses its ability to hold any fixed maturity security in an
and $598 million in 2007, 2006 and 2005, respectively.unrealized loss position to its recovery, including fixed maturity

In addition to the above severity losses, AIG recorded other-securities classified as available for sale, at each balance sheet
than-temporary impairment charges in 2007, 2006 and 2005date. The decision to sell any such fixed maturity security
related to:classified as available for sale reflects the judgment of AIG’s
( securities which AIG does not intend to hold until recovery;management that the security sold is unlikely to provide, on a
( declines due to foreign exchange;relative value basis, as attractive a return in the future as
( issuer-specific credit events;alternative securities entailing comparable risks. With respect to
( certain structured securities impaired under EITF No. 99-20;distressed securities, the sale decision reflects management’s

andjudgment that the risk-discounted anticipated ultimate recovery is
( other impairments, including equity securities and partnershipless than the value achievable on sale. 

investments.AIG evaluates its investments for impairments in valuation. The
determination that a security has incurred an other-than-temporary

Net realized capital gains (losses) for the years ended December 31, 2007, 2006 and 2005 were as follows:

(in millions) 2007 2006 2005

Sales of fixed maturities $ (468) $(382) $ 372

Sales of equity securities 1,087 813 643

Sales of real estate and other assets 619 303 88

Other-than-temporary impairments (4,072) (944) (598)

Foreign exchange transactions (643) (382) 701

Derivative instruments (115) 698 (865)

Total $(3,592) $ 106 $ 341

AIGFP other-than-temporary impairments* $ (643) $ — $ —

* Reported as part of other income.
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Other-than-temporary impairment charges for the years ended December 31, 2007, 2006 and 2005 were as follows:

(in millions) 2007 2006 2005

Impairment type:

Severity* $2,200 $ — $ —

Lack of intent to hold to recovery 1,054 619 335

Foreign currency declines 500 — —

Issuer-specific credit events 515 279 257

Adverse projected cash flows on structured securities (EITF 99-20) 446 46 6

Total $4,715 $944 $598

* Includes $643 million related to AIGFP reported in other income.

Other-than-temporary impairment charges for the year ended December 31, 2007 by Reporting Segment were as follows:

Life
Insurance &

General Retirement Financial Asset
(in millions) Insurance Services Services Management Other Total

Impairment Type:

Severity $ 71 $1,070 $643 $416 $ — $2,200

Lack of intent to hold to recovery 91 885 7 71 — 1,054

Foreign currency declines — 500 — — — 500

Issuer-specific credit events 113 177 — 69 156 515

Adverse projected cash flows on structured securities 1 166 — 279 — 446

Total $276 $2,798 $650 $835 $156 $4,715

Other-than-temporary severity-related impairment charges for the year ended December 31, 2007 were as follows:

Rating: RMBS CDO CMBS Other Securities Total

AAA $ 168 $621 $ — $ — $ 789

AA 870 53 6 — 929

A 66 32 77 — 175

BBB and below 28 — 52 — 80

Nonrated — — — 227 227

Total $1,132 $706 $135 $227 $2,200

No other-than-temporary impairment charge with respect to any U.S. loan exposure. At that date, none of the U.S. loans were in
one single credit was significant to AIG’s consolidated financial default or delinquent by 90 days or more. The remaining
condition or results of operations, and no individual other-than- commercial mortgage loans are secured predominantly by proper-
temporary impairment charge exceeded two percent of consoli- ties in Japan. In addition, at December 31, 2007, AIG had
dated net income in 2007. approximately $2.0 billion in residential mortgage loans in

In periods subsequent to the recognition of an other-than- jurisdictions outside the United States, primarily backed by
temporary impairment charge for fixed maturity securities, which is properties in Taiwan and Thailand.
not credit or foreign exchange related, AIG generally accretes into At December 31, 2007, AIG owned $23.9 billion in cost basis
income the discount or amortizes the reduced premium resulting of CMBS. Approximately 78 percent of such holdings were rated
from the reduction in cost basis over the remaining life of the ‘‘AAA’’, approximately 98 percent were rated ‘‘A’’ or higher, and
security. less than 2 percent were rated ‘‘BBB’’ or below. At December 31,

2007, all such securities were current in the payment of principal
and interest and none had default rates on underlying collateral atCommercial Mortgage Loan Exposure
levels viewed by AIG as likely to result in the loss of principal or

At December 31, 2007, AIG had direct commercial mortgage loan
interest.

exposure of $17.1 billion, with $16.3 billion representing
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There have been disruptions in the commercial mortgage adversely affected by market perceptions that underlying mortgage
markets in general, and the CMBS market in particular, with credit defaults will increase. As a result, AIG recognized $135 million of
default swaps indices and quoted prices of securities at levels other-than-temporary impairment charges on CMBS trading at a
consistent with a severe correction in lease rates, occupancy and severe discount to cost, despite the absence of any deterioration
fair value of properties. In addition, spreads in the primary in performance of the underlying credits, because AIG concluded
mortgage market have widened significantly. While this capital that it could not reasonably assert that the recovery period was
market stress has not to date been reflected in the performance temporary. At this time, AIG anticipates full recovery of principal
of commercial mortgage securitization in the form of increased and interest on the securities to which such other-than-temporary
defaults in underlying mortgage pools, pricing of CMBS has been impairment charges were recorded.

An aging of the pre-tax unrealized losses of fixed maturity and equity securities, distributed as a percentage of cost
relative to unrealized loss (the extent by which the fair value is less than amortized cost or cost), including the number
of respective items, was as follows at December 31, 2007:

Less than or equal to Greater than 20% to Greater than 50%
20% of Cost(e) 50% of Cost(e) of Cost(e) Total

Aging(d) Unrealized Unrealized Unrealized Unrealized
(dollars in millions) Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss Items Cost(a) Loss(b) Items

Investment
grade bonds

0-6 months $124,681 $ 5,099 16,539 $ 2,588 $ 681 633 $ $ $127,269 $ 5,780 17,172

7-12 months 53,515 3,078 7,174 3,219 859 1,110 — — — 56,734 3,937 8,284

H12 months 63,146 2,966 9,598 699 180 119 63,845 3,146 9,717

Total $241,342 $11,143 33,311 $ 6,506 $1,720 1,862 $ — $ — — $247,848 $12,863 35,173

Below
investment
grade bonds

0-6 months $ 5,909 $ 147 1,611 $ 68 $ 18 24 $ — $ — — $ 5,977 $ 165 1,635

7-12 months 782 45 246 47 8 14 — — — 829 53 260

H12 months 1,222 61 204 70 19 9 — — — 1,292 80 213

Total $ 7,913 $ 253 2,061 $ 185 $ 45 47 $ — $ — — $ 8,098 $ 298 2,108

Total bonds

0-6 months $130,590 $ 5,246 18,150 $ 2,656 $ 699 657 $ — $ — — $133,246 $ 5,945 18,807

7-12 months 54,297 3,123 7,420 3,266 867 1,124 — — — 57,563 3,990 8,544

H12 months 64,368 3,027 9,802 769 199 128 — — — 65,137 3,226 9,930

Total(c) $249,255 $11,396 35,372 $ 6,691 $1,765 1,909 $ — $ — — $255,946 $13,161 37,281

Equity securities

0-6 months $ 3,603 $ 297 2,051 $ 262 $ 69 39 $ $ $ 3,865 $ 366 2,090

7-12 months 283 33 181 285 64 36 568 97 217

H12 months — — — — — — — — — — — —

Total $ 3,886 $ 330 2,232 $ 547 $ 133 75 $ — $ — — $ 4,433 $ 463 2,307

(a) For bonds, represents amortized cost.

(b) The effect on net income of unrealized losses after taxes will be mitigated upon realization because certain realized losses will be charged to
participating policyholder accounts, or realization will result in current decreases in the amortization of certain DAC.

(c) Includes securities lending invested collateral.

(d) Represents the number of continuous months that fair value has been less than cost by any amount.

(e) Represents the percentage by which fair value is less than cost at the balance sheet date.

2007, aggregate pre-tax unrealized gains for fixed maturity andUnrealized gains and losses
equity securities were $18.1 billion ($11.8 billion after tax).

At December 31, 2007, the fair value of AIG’s fixed maturity and At December 31, 2007, the aggregate pre-tax gross unrealized
equity securities aggregated $587.1 billion. At December 31, losses on fixed maturity and equity securities were $13.6 billion
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($8.9 billion after tax). Additional information about these securi- ( Market risk — the potential loss arising from adverse fluctua-
ties is as follows: tions in interest rates, foreign currencies, equity and commod-
( These securities were valued, in the aggregate, at approxi- ity prices, and their levels of volatility.

mately 95 percent of their current amortized cost. ( Operational risk — the potential loss resulting from inadequate
( Less than three percent of these securities were valued at less or failed internal processes, people, and systems, or from

than 20 percent of their current cost, or amortized cost. external events.
( Less than four percent of the fixed income securities had ( Liquidity risk — the potential inability to meet all payment

issuer credit ratings which were below investment grade. obligations when they become due.
AIG did not consider these securities in an unrealized loss ( General insurance risk — the potential loss resulting from

position to be other-than-temporarily impaired at December 31, inadequate premiums, insufficient reserves and catastrophic
2007, as management has the intent and ability to hold these exposures.
investments until they recover their cost basis. AIG believes the ( Life insurance risk — the potential loss resulting from experi-
securities will generally continue to perform in accordance with ence deviating from expectations for mortality, morbidity and
the original terms, notwithstanding the present price declines. termination rates in the insurance-oriented products and insuffi-

At December 31, 2007, unrealized losses for fixed maturity cient cash flows to cover contract liabilities in the retirement
securities and equity securities did not reflect any significant savings products.
industry concentrations. AIG senior management establishes the framework, principles

In 2007, unrealized losses related to investment grade bonds and guidelines for risk management. The primary focus of risk
increased $9.3 billion ($6.1 billion after tax), reflecting the management is to assess the risk of AIG incurring economic
widening of credit spreads, partially offset by the effects of a losses from the risk categories outlined above. The business
decline in risk-free interest rates. executives are responsible for establishing and implementing risk

management processes and responding to the individual needs
The amortized cost and fair value of fixed maturity

and issues within their business, including risk concentrations
securities available for sale in an unrealized loss position

within their respective businesses with appropriate oversight by
at December 31, 2007, by contractual maturity, is shown

Enterprise Risk Management (ERM).
below:

(in millions) Amortized Cost Fair Value Corporate Risk Management
Due in one year or less $ 9,408 $ 9,300

AIG’s major risks are addressed at the corporate level throughDue after one year through five years 36,032 35,267
ERM, which is headed by AIG’s Chief Risk Officer (CRO). ERM isDue after five years through ten years 54,198 52,394

Due after ten years 56,557 53,578 responsible for assisting AIG’s business leaders, executive man-
Mortgage-backed, asset-backed and agement and the Board of Directors to identify, assess, quantify,

collateralized 99,751 92,246
manage and mitigate the risks incurred by AIG. Through the CRO,

Total $255,946 $242,785
ERM reports to AIG’s Chief Financial Officer, various senior

For the year ended December 31, 2007, the pre-tax realized management committees and the Board of Directors through the
losses incurred with respect to the sale of fixed maturities and Finance and Audit Committees.
equity securities were $1.3 billion. The aggregate fair value of An important goal of ERM is to ensure that once appropriate
securities sold was $38.0 billion, which was approximately governance, authorities, procedures and policies have been
94 percent of amortized cost. The average period of time that established, aggregated risks do not result in inappropriate
securities sold at a loss during 2007 were trading continuously at concentrations. Senior management defines the policies, has
a price below book value was approximately five months. See Risk established general operating parameters for its global busi-
Management — Investments herein for an additional discussion of nesses and has established various oversight committees to
investment risks associated with AIG’s investment portfolio. monitor the risks attendant to its businesses:

( The Financial Risk Committee (FRC) oversees AIG’s market risk
Risk Management exposures to interest rates, foreign exchange and fair values of

shares, partnership interests, real estate and other equityOverview
investments and provides strategic direction for AIG’s asset-

AIG believes that strong risk management practices and a sound liability management. The FRC meets monthly and acts as a
internal control environment are fundamental to its continued central mechanism for AIG senior management to review
success and profitable growth. Failure to manage risk properly comprehensive information on AIG’s financial exposures and to
exposes AIG to significant losses, regulatory issues and a exercise broad control over these exposures. There are two
damaged reputation. subcommittees of the FRC.

The major risks to which AIG is exposed include the following: ( The Foreign Exchange Committee monitors trends in foreign
( Credit risk — the potential loss arising from an obligor’s exchange rates, reviews AIG’s foreign exchange exposures,

inability or unwillingness to meet its obligations to AIG. and provides recommendations on foreign currency asset
allocation and remittance hedging.
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( The Liquidity Risk Committee is responsible for liquidity in some cases, insuring, causing the value of the assets to
policy and implementation at AIG Parent and exercises decline or insured risks to rise; and (ii) as cross-border risk where
oversight and control of liquidity policies at each AIG entity. a country (sovereign government risk) or one or more non-
See Capital Resources and Liquidity herein. sovereign obligors within a country are unable to repay an

( The CRC is responsible for the following: obligation or are unable to provide foreign exchange to service a
( approving credit risk policies and procedures for use credit or equity exposure incurred by another AIG business unit

throughout AIG; located outside that country.
( delegating credit authority to business unit credit officers AIG’s credit risks are managed at the corporate level by the

and select business unit managers; Credit Risk Management department (CRM) whose primary role is
( approving transaction requests and limits for corporate, to support and supplement the work of the CRC. CRM is headed

sovereign and cross-border credit exposures that exceed the by AIG’s Chief Credit Officer (CCO), who reports to AIG’s CRO.
delegated authorities; AIG’s CCO is primarily responsible for the development and

( establishing and maintaining AIG’s risk rating process for maintenance of credit risk policies and procedures approved by
corporate, financial and sovereign obligors; and the CRC. In discharging this function CRM has the following

( conducting regular reviews of credit risk exposures in the responsibilities:
portfolios of all credit-incurring business units. ( Manage the approval process for all requests for credit limits,

( The Derivatives Committee (DC) reviews any proposed deriva- program limits and transactions.
tive transaction or program not otherwise managed by AIGFP. ( Approve delegated credit authorities to CRM credit executives
The DC examines, among other things, the nature and purpose and business unit credit officers.
of the derivative transaction, its potential credit exposure, if ( Aggregate globally all credit exposure data by counterparty,
any, and the estimated benefits. country and industry and report risk concentrations regularly to

( The CSFTC has the authority and responsibility to review and the CRC and the Finance Committee of the Board of Directors.
approve any proposed CSFT. A CSFT is any transaction or ( Administer regular in-depth portfolio credit reviews of all
product that may involve a heightened legal, regulatory, investment, derivative and credit-incurring business units and
accounting or reputational risk that is developed, marketed or recommend any corrective actions where required.
proposed by AIG or a third party. The CSFTC provides guidance ( Develop methodologies for quantification and assessment of
to and monitors the activities of transaction review committees credit risks, including the establishment and maintenance of
(TRCs) which have been established in all major business AIG’s internal risk rating process.
units. TRCs have the responsibility to identify, review and refer ( Approve appropriate credit reserves and methodologies at the
CSFTs to the CSFTC. business unit and enterprise levels.

AIG closely monitors and controls its company-wide credit risk
concentrations and attempts to avoid unwanted or excessive riskCredit Risk Management
accumulations, whether funded or unfunded. To minimize the level

AIG devotes considerable resources, expertise and controls to
of credit risk in certain circumstances, AIG may require third-party

managing its direct and indirect credit exposures, such as
guarantees, collateral, such as letters of credit or trust account

investments, deposits, loans, reinsurance recoverables and
deposits or reinsurance. These guarantees, letters of credit and

leases, as well as counterparty risk in derivatives activities,
reinsurance recoverables are also treated as credit exposure and

cessions of insurance risk to reinsurers and customers and credit
are added to AIG’s risk concentration exposure data.

risk assumed through credit derivatives written and financial
AIG defines its aggregate credit exposures to a counterparty as

guarantees. Credit risk is defined as the risk that AIG’s customers
the sum of its fixed maturities, loans, finance leases, derivatives

or counterparties are unable or unwilling to repay their contractual
(mark to market), deposits (in the case of financial institutions)

obligations when they become due. Credit risk may also be
and the specified credit equivalent exposure to certain insurance

manifested: (i) through the downgrading of credit ratings of
products which embody credit risk.

counterparties whose credit instruments AIG may be holding, or,
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The following table presents AIG’s largest credit exposures at December 31, 2007 as a percentage of total shareholders’ equity:

Credit Exposure
as a Percentage of Total

Category Risk Rating(a) Shareholders’ Equity

Investment Grade:
10 largest combined A+ (weighted 84.8%

average)(b)

Single largest non-sovereign (financial institution) AA– 8.4
Single largest corporate AAA 5.4
Single largest sovereign A 15.7

Non-Investment Grade:
Single largest sovereign BB– 1.8
Single largest non-sovereign B+ 0.5

(a) Risk rating is based on external ratings, or equivalent, based on AIG’s internal risk rating process.

(b) Six of the ten largest credit exposures are to highly-rated financial institutions and three are to investment-grade rated sovereigns; none is rated lower
than BBB+ or its equivalent.

AIG closely controls its aggregate cross-border exposures to senior tranches of CDOs. In addition, AIG Investments invests
avoid excessive concentrations in any one country or regional directly in commercial real estate properties and provides real
group of countries. AIG defines its cross-border exposure to estate commercial mortgage loans.
include both cross-border credit exposures and its large cross- Some of AIG’s exposures are insured (‘‘wrapped’’) by financial
border investments in its own international subsidiaries. Ten guarantor insurance companies, also known as ‘‘monoline insur-
countries had cross-border exposures in excess of 10 percent of ers’’, which at December 31, 2007, provide AIG over $44 billion
total shareholders’ equity; seven are AAA-rated and three are (carrying value) in financial support. The monoline insurers include
AA-rated. MBIA, Ambac, FGIC, and others and provide support predomi-

In addition, AIG closely monitors its industry concentrations, nantly in the United States. AIG does not rely on the monoline
the risks of which are often mitigated by the breadth and scope of insurance as its principal source of repayment when evaluating
AIG’s international operations. securities for purchase. All investment securities are evaluated
( AIG’s single largest industry credit exposure is to the highly- primarily based on the underlying cash flow generation capacities

rated global financial institutions sector, accounting for 87 per- of the issuer or cash flow characteristics of the security.
cent of total shareholders’ equity at December 31, 2007. Approximately 96 percent of the monoline protection is

( Excluding the U.S. residential and commercial mortgage sec- provided on AIG Investments’ fixed maturities exposures, of which
tors, AIG’s other industry credit concentrations in excess of municipal securities represent 74 percent of assets insured,
10 percent of total shareholders’ equity at December 31, 2007 substantially all of which had underlying credit ratings of ‘‘A’’ or
are to the following industries (in descending order by approxi- higher. AIG considers that the monoline wrap for such securities is
mate size): of limited support, as the default rate on single A and higher
– Electric and water utilities; rated municipal bonds has historically been negligible. However,
– Oil and gas; AIG anticipates that the failure of one or more monoline insurers
– European regional financial institutions; may cause price volatility and other disruption in the municipal
– Global telecommunications companies; bond market, as market participants adjust to the absence of
– Global life insurance carriers; monoline credit support. AIG maintains a credit staff to evaluate
– U.S.-based regional financial institutions; its municipal bond holdings, and does not rely on monoline
– Global securities firms and exchanges; and insurers in evaluating securities for its municipal bond portfolios.
– Global reinsurance firms. Approximately four percent of AIG’s monoline insurance sup-
AIG participates in the U.S. residential and commercial ports AIGFP investment exposures.

mortgage markets through AGF, which originates principally first- For the non-municipal assets in the AIG Investments portfolio,
lien mortgage loans and, to a lesser extent, second-lien mortgage at December 31, 2007, AIG owned $9.5 billion in cost basis or
loans to buyers and owners of residential housing; UGC which $8.8 billion in fair value of various types of asset-backed
provides first loss mortgage guaranty insurance for high loan-to- securities wrapped by one or more of the monoline insurers.
value first- and second-lien residential mortgages; AIG Investments Based on internal analysis, approximately $6.7 billion in cost
which invests in mortgage-backed securities and collateralized basis represented holdings with underlying ratings estimated at
debt obligations, on behalf of AIG insurance and financial services BBB or higher. AIG has generally viewed the monoline credit
subsidiaries, in which the underlying collateral comprises residen- support on these securities as significant only to ‘‘tail’’ risk, that
tial or commercial mortgage loans; and AIGFP which invests in is, the risk that as pools of underlying assets amortize, the
highly rated tranches of RMBS, CMBS and CDOs and provides remaining assets, or ‘‘tail’’, may suffer from adverse selection on
credit protection through credit default swaps on certain super prepayments or from a lack of adequate risk diversification. While
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these securities initially had underlying investment grade ratings, capital. Similar to the income statement, AIG’s overall balance
poor pool performance has in some cases resulted in current sheet is net long foreign currencies and net short U.S. dollars.
ratings of below investment grade. The amount of ultimate loss
exposure of these securities to the monoline insurers is a The table below provides an estimate of the sensitivity of
function of the ultimate performance of the collateral pools and shareholders’ equity and net income to 10 percent changes in
cannot be reliably estimated. AIG believes that monoline insurers the value of the U.S. dollar relative to foreign currencies as of
are currently providing payment support on approximately December 31, 2007, assuming a tax rate of 35 percent:
$380 million of such securities.

U.S. dollar up U.S. dollar down
The CRC reviews quarterly concentration reports in all catego- (in millions) 10 percent 10 percent

ries listed above as well as credit trends by risk ratings. The CRC
Shareholders’ equity $(466) $466

may adjust limits to provide reasonable assurance that AIG does Net income $(220) $220
not incur excessive levels of credit risk and that AIG’s credit risk

AIG analyzes market risk using various statistical techniquesprofile is properly calibrated across business units.
including Value at Risk (VaR). VaR is a summary statistical
measure that uses the estimated volatility and correlation ofMarket Risk Management
market factors to calculate the maximum loss that could occur

AIG is exposed to market risks, primarily within its insurance and over a defined period of time with a specified level of statistical
capital markets businesses. These asset-liability exposures are confidence. VaR measures not only the size of individual expo-
predominantly structural in nature, and not the result of specula- sures but also the interaction between different market expo-
tive positioning to take advantage of short-term market opportuni- sures, thereby providing a portfolio approach to measuring market
ties. The Market Risk Management department (MRM), which risk. Similar VaR methodologies are used to determine capital
reports to the CRO, is responsible for control and oversight of requirements for market risk within AIG’s economic capital
market risks in all aspects of AIG’s financial services, insurance, framework.
and investment activities.

Insurance, Asset Management and Non-Trading Financial ServicesAIG’s market exposures arise from the following:
VaR

( AIG is a globally diversified enterprise with capital deployed in a
variety of currencies. Capital deployed in AIG’s overseas AIG performs one comprehensive VaR analysis across all of its
businesses, when converted into U.S. dollars for financial non-trading businesses, and a separate VaR analysis for its
reporting purposes, constitutes a ‘‘long foreign currency/short trading business at AIGFP. The comprehensive VaR is categorized
U.S. dollar’’ market exposure on AIG’s balance sheet. Similarly, by AIG business segment (General Insurance, Life Insurance &
overseas earnings denominated in foreign currency also repre- Retirement Services, Financial Services and Asset Management)
sent a ‘‘long foreign currency/short U.S. dollar’’ market and also by market risk factor (interest rate, currency and equity).
exposure on AIG’s income statement. AIG’s market risk VaR calculations include exposures to bench-

( Much of AIG’s domestic capital is invested in U.S. fixed income mark Treasury or swap interest rates, but do not include
or equity securities, leading to exposures to U.S. yields and exposures to credit-based factors such as credit spreads. AIG’s
equity markets. credit exposures within its invested assets and credit derivative

( Several of AIG’s Foreign Life Insurance subsidiaries operate in portfolios are discussed in Credit Risk Management — Financial
developing markets where maturities on longer-term life insur- Services herein.
ance liabilities exceed the maximum maturities of available For the insurance segments, assets included are invested
local currency assets. assets (excluding direct holdings of real estate) and liabilities
As a globally diversified enterprise, AIG is exposed to a variety included are reserve for losses and loss expenses, reserve for

of foreign currency risks. AIG earns a significant portion of its unearned premiums, future policy benefits for life and accident
income from operations conducted in foreign currencies which and health insurance contracts and other policyholders’ funds. For
must be translated into U.S. dollars for consolidated reporting financial services companies, loans and leases represent the
purposes. Consequently, exchange rate fluctuations can cause majority of assets represented in the VaR calculation, while bonds
volatility in AIG’s reported earnings. When the U.S. dollar weakens and notes issued represent the majority of liabilities.
against other currencies, AIG’s earnings increase. When the AIG calculated the VaR with respect to net fair values as of
U.S. dollar strengthens against other currencies, AIG’s earnings December 31, 2007 and 2006. The VaR number represents the
decline. maximum potential loss as of those dates that could be incurred

The sensitivity of AIG’s consolidated shareholders’ equity to with a 95 percent confidence (i.e., only five percent of historical
foreign exchange volatility is more complex. AIG has significant scenarios show losses greater than the VaR figure) within a one-
capital committed overseas, which rises in value on AIG’s month holding period. AIG uses the historical simulation methodol-
consolidated balance sheet when the U.S. dollar weakens. AIG ogy that entails repricing all assets and liabilities under explicit
also has significant U.S. dollar asset holdings overseas, which changes in market rates within a specific historical time period.
offset the foreign exchange exposure arising from AIG’s overseas AIG uses the most recent three years of historical market

information for interest rates, foreign exchange rates, and equity
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index prices. For each scenario, each transaction was repriced.
Segment and AIG-wide scenario values are then calculated by
netting the values of all the underlying assets and liabilities.

The following table presents the period-end, average, high and low VaRs on a diversified basis and of each component of market risk
for AIG’s non-trading businesses. The diversified VaR is usually smaller than the sum of its components due to correlation effects.

2007 2006

For the Year Ended For the Year Ended
December 31, December 31,

(in millions) As of December 31 Average High Low As of December 31 Average High Low

Total AIG Non-Trading Market Risk:
Diversified $ 5,593 $ 5,316 $ 5,619 $ 5,073 $5,073 $5,209 $5,783 $4,852
Interest rate 4,383 4,600 4,757 4,383 4,577 4,962 5,765 4,498
Currency 785 729 785 685 686 641 707 509
Equity 2,627 2,183 2,627 1,873 1,873 1,754 1,873 1,650

General Insurance:
Diversified $ 1,363 $ 1,637 $ 1,892 $ 1,363 $1,717 $1,697 $1,776 $1,617
Interest rate 1,117 1,492 1,792 1,117 1,541 1,635 1,717 1,541
Currency 255 222 255 205 212 162 212 119
Equity 835 659 835 573 573 551 573 535

Life Insurance &
Retirement Services:

Diversified $ 5,180 $ 4,848 $ 5,180 $ 4,574 $4,574 $4,672 $5,224 $4,307
Interest rate 4,405 4,465 4,611 4,287 4,471 4,563 5,060 4,229
Currency 649 621 678 568 568 538 592 459
Equity 1,810 1,512 1,810 1,293 1,293 1,228 1,299 1,133

Non-Trading Financial Services:
Diversified $ 99 $ 117 $ 170 $ 85 $ 125 $ 165 $ 252 $ 125
Interest rate 95 116 168 76 127 166 249 127
Currency 13 12 13 11 11 8 11 7
Equity 1 1 1 1 1 1 2 1

Asset Management:
Diversified $ 38 $ 49 $ 74 $ 26 $ 64 $ 144 $ 190 $ 64
Interest rate 32 45 72 22 63 145 192 63
Currency 2 3 5 2 3 4 7 3
Equity 13 11 13 8 8 9 13 8

AIG’s total non-trading VaR increased from $5.1 billion at Each business unit is responsible for implementing the
December 31, 2006 to $5.6 billion at December 31, 2007, components of AIG’s operational risk management program to
primarily due to higher exposures to U.S. equity risk. The higher ensure that effective operational risk management practices are
contribution of U.S. equity risk during 2007 was driven by a utilized throughout AIG.
combination of three factors: Upon full implementation, the program will consist of a risk
( increased U.S. equity investment allocation in the General and control self assessment (RCSA) process, risk event data

Insurance and Life Insurance & Retirement Services segments, analysis, key risk indicators and governance. To date, AIG has
( increased volatility in U.S. equity prices, and developed the methodology for performing a combined operational
( rising correlations between U.S. equities and AIG’s structural risk and compliance RCSA in each of AIG’s key business units.

duration exposures in Asia. 
Interest rate and foreign exchange volatilities generally moder- Insurance Risk Management

ated during 2007. Reinsurance

AIG uses reinsurance programs for its insurance risks as follows:Operational Risk Management
( facultative to cover large individual exposures;

AIG’s corporate-level Operational Risk Management department ( quota share treaties to cover specific books of business;
(ORM) oversees AIG’s operational risk management practices. The ( excess of loss treaties to cover large losses;
Director of ORM reports to the CRO. ORM is responsible for ( excess or surplus automatic treaties to cover individual life
establishing the framework, principles and guidelines for opera- risks in excess of stated per-life retention limits; and
tional risk management. ORM also manages compliance with the ( catastrophe treaties to cover specific catastrophes including
requirements of the Sarbanes-Oxley Act of 2002. earthquake, windstorm and flood.
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AIG’s Reinsurance Security Department (RSD) conducts peri- For  2008, AIG purchased a U.S. catastrophe coverage of
odic detailed assessments of the financial status and condition of approximately $1.1 billion in excess of a per occurrence deducti-
current and potential reinsurers, both foreign and domestic. The ble of $1.5 billion. For Life Insurance & Retirement Services,
RSD monitors both the nature of the risks ceded to the reinsurers AIG’s 2008 catastrophe program covers losses of $250 million in
and the aggregation of total reinsurance recoverables ceded to excess of $200 million for Japan and Taiwan only.
reinsurers. Such assessments may include, but are not limited to,
identifying if a reinsurer is appropriately licensed and has Reinsurance Recoverable
sufficient financial capacity, and evaluating the local economic

General reinsurance recoverable assets are comprised of:
environment in which a foreign reinsurer operates.

( balances due from reinsurers for indemnity losses and loss
The RSD reviews the nature of the risks ceded to reinsurers

expenses billed to, but not yet collected from, reinsurers (Paid
and the need for credit risk mitigants. For example, in AIG’s treaty

Losses Recoverable);
reinsurance contracts, AIG frequently includes provisions that

( ultimate ceded reserves for indemnity losses and expenses
require a reinsurer to post collateral when a referenced event

includes reserves for claims reported but not yet paid and
occurs. Furthermore, AIG limits its unsecured exposure to reinsur-

estimates for IBNR (collectively, Ceded Loss Reserves); and
ers through the use of credit triggers, which include, but are not

( Ceded Reserves for Unearned Premiums.
limited to, insurer financial strength rating downgrades, declines in

 At December 31, 2007, general reinsurance assets of
policyholders surplus below predetermined levels, decreases in

$21.5 billion include Paid Losses Recoverable of $1.8 billion and
the NAIC risk-based capital (RBC) ratio or reaching maximum limits

Ceded Loss Reserves of $16.2 billion, and $4.0 billion of Ceded
of reinsurance recoverables. In addition, AIG’s CRC reviews all

Reserves for Unearned Premiums. The methods used to estimate
reinsurer exposures and credit limits and approves most large

IBNR and to establish the resulting ultimate losses involve
reinsurer credit limits that represent actual or potential credit

projecting the frequency and severity of losses over multiple years
concentrations. AIG believes that no exposure to a single

and are continually reviewed and updated by management. Any
reinsurer represents an inappropriate concentration of risk to AIG,

adjustments are reflected in income currently. It is AIG’s belief
nor is AIG’s business substantially dependent upon any single

that the ceded reserves for losses and loss expenses at
reinsurance contract.

December 31, 2007 were representative of the ultimate losses
AIG enters into intercompany reinsurance transactions for its

recoverable. Actual losses may differ from the reserves currently
General Insurance and Life Insurance & Retirement Services

ceded.
operations. AIG enters into these transactions as a sound and

AIG manages the credit risk in its reinsurance relationships by
prudent business practice in order to maintain underwriting

transacting with reinsurers that it considers financially sound, and
control and spread insurance risk among AIG’s various legal

when necessary AIG requires reinsurers to post substantial
entities and to leverage economies of scale with external

collateral in the form of funds, securities and/or irrevocable
reinsurers. When required for statutory recognition, AIG obtains

letters of credit. This collateral can be drawn on for amounts that
letters of credit from third-party financial institutions to collateral-

remain unpaid beyond specified time periods on an individual
ize these intercompany transactions. At December 31, 2007,

reinsurer basis. At December 31, 2007, approximately 55 percent
approximately $8.8 billion of letters of credit were outstanding to

of the general reinsurance assets were from unauthorized reinsur-
cover intercompany reinsurance transactions between

ers. The terms authorized and unauthorized pertain to regulatory
subsidiaries.

categories, not creditworthiness. More than 50 percent of these
Although reinsurance arrangements do not relieve AIG subsidi-

balances were collateralized, permitting statutory recognition.
aries from their direct obligations to insureds, an efficient and

Additionally, with the approval of insurance regulators, AIG posted
effective reinsurance program substantially mitigates AIG’s expo-

approximately $1.8 billion of letters of credit issued by commer-
sure to potentially significant losses. AIG continually evaluates the

cial banks in favor of certain Domestic General Insurance
reinsurance markets and the relative attractiveness of various

companies to permit those companies statutory recognition of
arrangements for coverage, including structures such as catastro-

balances otherwise uncollateralized at December 31, 2007. The
phe bonds, insurance risk securitizations, ‘‘sidecars’’ and similar

remaining 45 percent of the general reinsurance assets were from
vehicles.

authorized reinsurers. At December 31, 2007, approximately
Based on this ongoing evaluation and other factors, effective

87 percent of the balances with respect to authorized reinsurers
December 31, 2007, Lexington and Concord Re Limited agreed to

are from reinsurers rated A (excellent) or better, as rated by A.M.
commute their quota share reinsurance agreement covering

Best, or A (strong) or better, as rated by S&P. These ratings are
U.S. commercial property insurance business written by Lexington

measures of financial strength.
on a risk attaching basis. This agreement was effective in July
2006 and was due to expire on January 15, 2008.
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The following table provides information for each reinsurer representing in excess of five percent of AIG’s reinsurance assets at
December 31, 2007:

Gross Percent of Uncollateralized
A.M. General General General

S&P Best Reinsurance Reinsurance Collateral Reinsurance
(in millions) Rating(a) Rating(a) Assets Assets, Net Held(b) Assets

Reinsurer:
Swiss Reinsurance Group AA- A+ $1,818 8.5% $372 $1,446
Berkshire Hathaway Insurance Group AAA A++ $1,618 7.5% $212 $1,406
Munich Reinsurance Group AA- A+ $1,200 5.6% $430 $ 770
Lloyd’s Syndicates — Lloyd’s of London(c) A+ A $1,089 5.1% $113 $ 976

(a) Rating designations as of February 19, 2008.

(b) Excludes collateral held in excess of applicable treaty balances.

(c) Excludes Equitas gross reinsurance assets that are unrated, which are less than five percent of AIG’s general reinsurance assets.

AIG maintains an allowance for estimated unrecoverable cient cash flows to cover contract liabilities in the retirement
reinsurance of $520 million. At December 31, 2007, AIG had no savings-oriented products. Risks are managed through product
significant reinsurance recoverables due from any individual design, sound medical underwriting, external traditional reinsur-
reinsurer that was financially troubled (i.e., liquidated, insolvent, in ance programs and external catastrophe reinsurance programs.
receivership or otherwise subject to formal or informal regulatory AIG is a major purchaser of reinsurance for its insurance
restriction). operations. The use of reinsurance facilitates insurance risk

management (retention, volatility, concentrations) and capital
planning locally (branch and subsidiary). AIG may purchaseSegment Risk Management
reinsurance on a pooling basis. Pooling of AIG’s reinsurance risks

Other than as described above, AIG manages its business risk
enables AIG to purchase reinsurance more efficiently at a

oversight activities through its business segments.
consolidated level, manage global counterparty risk and relation-
ships and manage global catastrophe risks, both for the General

Insurance Operations Insurance and Life Insurance & Retirement Services businesses.

AIG’s multiple insurance businesses conducted on a global basis
General Insuranceexpose AIG to a wide variety of risks with different time horizons.

These risks are managed throughout the organization, both
In General Insurance, underwriting risks are managed through the

centrally and locally, through a number of procedures, including:
application approval process, exposure limitations as well as

(i) pre-launch approval of product design, development and
through exclusions, coverage limits and reinsurance. The risks

distribution; (ii) underwriting approval processes and authorities;
covered by AIG are managed through limits on delegated under-

(iii) exposure limits with ongoing monitoring; (iv) modeling and
writing authority, the use of sound underwriting practices, pricing

reporting of aggregations and limit concentrations at multiple
procedures and the use of actuarial analysis as part of the

levels (policy, line of business, product group, country, individ-
determination of overall adequacy of provisions for insurance

ual/group, correlation and catastrophic risk events);
contract liabilities.

(v) compliance with financial reporting and capital and solvency
A primary goal of AIG in managing its General Insurance

targets; (vi) extensive use of reinsurance, both internal and third-
operations is to achieve an underwriting profit. To achieve this

party; and (vii) review and establishment of reserves.
goal, AIG must be disciplined in its risk selection, and premiums

AIG closely manages insurance risk by overseeing and control-
must be adequate and terms and conditions appropriate to cover

ling the nature and geographic location of the risks in each line of
the risk accepted.

business underwritten, the terms and conditions of the underwrit-
ing and the premiums charged for taking on the risk. Concentra- Catastrophe Exposures
tions of risk are analyzed using various modeling techniques and

The nature of AIG’s business exposes it to various catastrophicinclude, but are not limited to, wind, flood, earthquake, terrorism
events in which multiple losses across multiple lines of businessand accident.
can occur in any calendar year. In order to control this exposure,AIG has two major categories of insurance risks as follows:
AIG uses a combination of techniques, including setting aggregate( General Insurance — risks covered include property, casualty,
limits in key business units, monitoring and modeling accumulatedfidelity/surety, management liability and mortgage insurance.
exposures, and purchasing catastrophe reinsurance to supple-Risks in the general insurance segment are managed through
ment its other reinsurance protections.aggregations and limitations of concentrations at multiple levels:

Natural disasters such as hurricanes, earthquakes and otherpolicy, line of business, correlation and catastrophic risk events.
catastrophes have the potential to adversely affect AIG’s operat-( Life Insurance & Retirement Services — risks include mortality
ing results. Other risks, such as an outbreak of a pandemicand morbidity in the insurance-oriented products and insuffi-
disease, such as the Avian Influenza A Virus (H5N1), could
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adversely affect AIG’s business and operating results to an extent AIG has revised the catastrophe exposure disclosures
that may be only partially offset by reinsurance programs. presented below from those included in the 2006 Annual Report

AIG evaluates catastrophic events and assesses the probability on Form 10-K to reflect more recent data, as well as reinsurance
of occurrence and magnitude of catastrophic events through the programs in place as of January 31, 2008. The modeled results
use of industry recognized models, among other techniques. AIG provided in the table below were based on the aggregate
updates these models by periodically monitoring the exposure to exceedence probability (AEP) losses which represent total prop-
risks of AIG’s worldwide General Insurance operations and erty, workers compensation, life insurance, and A&H losses that
adjusting such models accordingly. Following is an overview of may occur in any single year from one or more natural events. The
modeled losses associated with the more significant natural life insurance and A&H data include exposures for United States,
perils, which includes exposures for DBG, Personal Lines, Foreign Japan, and Taiwan earthquakes. These represent the largest
General (other than Ascot), and The Hartford Steam Boiler share of life insurance and A&H exposures to earthquake. A&H
Inspection and Insurance Company. Transatlantic and Ascot utilize losses were modeled using December 2006 data, and life
a different model, and their combined results are presented insurance losses were modeled using March 2006 data. Modeled
separately below. Significant life insurance and accident and life insurance results using more recent data will be available by
health (A&H) exposures have been added to these results as well. May 2008. However, management does not believe that changes
The modeled results assume that all reinsurers fulfill their in the life insurance and A&H exposures will materially increase
obligations to AIG in accordance with their terms. AIG’s overall exposures. The updated property exposures were

It is important to recognize that there is no standard generally modeled with exposure data as of June 2007. Lexington
methodology to project the possible losses from total property commercial lines exposure, which represents the largest share of
and workers compensation exposures. Further, there are no the modeled losses, was based on data as of October 2007. All
industry standard assumptions to be utilized in projecting these reinsurance program structures, including both domestic and
losses. The use of different methodologies and assumptions international structures, have also been updated. The values
could materially change the projected losses. Therefore, these provided are based on 100-year return period losses, which have
modeled losses may not be comparable to estimates made by a one percent likelihood of being exceeded in any single year.
other companies. Thus, the model projects that there is a one percent probability

These estimates are inherently uncertain and may not reflect that AIG could incur in any year losses in excess of the modeled
AIG’s maximum exposures to these events. It is highly likely that amounts for these perils. Losses include loss adjustment ex-
AIG’s losses will vary, perhaps significantly, from these estimates. penses and the net values include reinstatement premiums.

Net After % of Consolidated
Net of 2008 Income Shareholders’ Equity at

(in millions) Gross Reinsurance Tax December 31, 2007

Natural Peril:
Earthquake $5,625 $3,397 $2,208 2.3%
Tropical Cyclone* $5,802 $3,430 $2,230 2.3%

* Includes hurricanes, typhoons and other wind-related events.

Gross earthquake and tropical cyclone modeled losses in- AIG could incur from this type of an event in these regions. The
creased $1.9 billion and $1.0 billion, respectively, while net losses associated with the RDSs are included in the table below.
losses increased $923 million and $234 million, respectively. The

Single event modeled property and workers compensationearthquake probable maximum loss for 2007 now includes AIG’s
losses to AIG’s worldwide portfolio of risk for key geographiclife insurance and A&H exposures that were previously not
areas are set forth below. Gross values represent AIG’s liabilityincluded. These changes also reflect overall increased exposure,
after the application of policy limits and deductibles, and netchanges in the Lexington quota share program, the inclusion of
values represent losses after reinsurance is applied and includeloss adjustment expenses, and changes in corporate catastrophe
reinsurance reinstatement premiums. Both gross and net lossesstructure.
include loss adjustment expenses.In addition to the return period loss, AIG evaluates potential

single event earthquake and hurricane losses that may be Net of 2008
incurred. The single events utilized are a subset of potential (in millions) Gross Reinsurance

events identified and utilized by Lloyd’s (as described in Lloyd’s Natural Peril:
Realistic Disaster Scenarios, Scenario Specifications, April 2006) San Francisco Earthquake $6,236 $3,809
and referred to as Realistic Disaster Scenarios (RDSs). The Miami Hurricane $5,829 $3,280

Northeast Hurricane $5,287 $3,739purpose of this analysis is to utilize these RDSs to provide a
Los Angeles Earthquake $5,375 $3,297reference frame and place into context the model results.
Gulf Coast Hurricane $3,730 $2,088However, it is important to note that the specific events used for
Japanese Earthquake $1,109 $ 406

this analysis do not necessarily represent the worst case loss that European Windstorm $ 252 $ 89
Japanese Typhoon $ 177 $ 103
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AIG also monitors key international property risks utilizing actively monitors and controls its aggregate accumulated exposure
modeled statistical return period losses. Based on these simula- within the parameters of the protection provided by the TRIA.
tions, the 100-year return period loss for Japanese Earthquake is
$510 million gross, and $170 million net, the 100-year return Life Insurance & Retirement Services
period loss for European Windstorm is $448 million gross, and

In Life Insurance & Retirement Services, the primary risks are the
$154 million net, and the 100-year return period loss for

following:
Japanese Typhoon is $340 million gross, and $212 million net.

( underwriting, which represents the exposure to loss resulting
The losses provided above do not include Transatlantic and

from the actual policy experience emerging adversely in
Ascot. The combined earthquake and tropical cyclone 100-year

comparison to the assumptions made in the product pricing
return period modeled losses for Ascot and Transatlantic together

associated with mortality, morbidity, termination and expenses;
are estimated to be $1.0 billion, on a gross basis, $749 million,

and
net of reinsurance.

( investment risk which represents the exposure to loss resulting
ACTUAL RESULTS IN ANY PERIOD ARE LIKELY TO VARY, from the cash flows from the invested assets being less than

PERHAPS MATERIALLY, FROM THE MODELED SCENARIOS, AND the cash flows required to meet the obligations of the expected
THE OCCURRENCE OF ONE OR MORE SEVERE EVENTS COULD policy and contract liabilities and the necessary return on
HAVE A MATERIAL ADVERSE EFFECT ON AIG’S FINANCIAL CONDI- investments.
TION, RESULTS OF OPERATIONS AND LIQUIDITY. AIG businesses manage these risks through exposure limita-

tions and the active management of the asset-liability relationship
Measures Implemented to Control Hurricane and Earthquake

in their operations. The emergence of significant adverse experi-
Catastrophic Risk

ence would require an adjustment to DAC and benefit reserves
Catastrophic risk from the earthquake and hurricane perils is that could have a material adverse effect on AIG’s consolidated
proactively managed through reinsurance programs, and aggregate results of operations for a particular period.
accumulation monitoring. Catastrophe reinsurance is purchased by AIG’s Foreign Life Insurance & Retirement Services companies
AIG from financially sound reinsurers. Recoveries under this generally limit their maximum underwriting exposure on life
program, along with other non-catastrophic reinsurance protec- insurance of a single life to approximately $1.7 million of
tions, are reflected in the net values provided in the tables above. coverage. AIG’s Domestic Life Insurance & Retirement Services
In addition to catastrophic reinsurance programs, hurricane and companies limit their maximum underwriting exposure on life
earthquake exposures are controlled by periodically monitoring insurance of a single life to $15 million of coverage in certain
aggregate exposures. The aggregate exposures are calculated by circumstances by using yearly renewable term reinsurance. In Life
compiling total liability within AIG defined hurricane and earth- Insurance & Retirement Services, the reinsurance programs
quake catastrophe risk zones and therefore represent the maxi- provide risk mitigation per policy, per individual life for life and
mum that could be lost in any individual zone. These aggregate group covers and for catastrophic risk events.
accumulations are tracked over time in order to monitor both long-
and short-term trends. AIG’s major property writers, Lexington and Pandemic Influenza
AIG Private Client Group, have also implemented catastrophe-

The potential for a pandemic influenza outbreak has received
related underwriting procedures and manage their books at an

much recent attention. While outbreaks of the Avian Flu continue
account level. Lexington individually models most accounts prior to

to occur among poultry or wild birds in a number of countries in
binding in order to specifically quantify catastrophic risk for each

Asia, Europe, including the U.K., and Africa, transmission to
account.

humans has been rare to date. If the virus mutates to a form that
Terrorism can be transmitted from human to human, it has the potential to

spread rapidly worldwide. If such an outbreak were to take place,
Exposure to loss from terrorist attack is controlled by limiting the

early quarantine and vaccination could be critical to containment.
aggregate accumulation of workers compensation and property

The contagion and mortality rates of any mutated H5N1 virus
insurance that is underwritten within defined target locations.

that can be transmitted from human to human are highly
Modeling is used to provide projections of probable maximum loss

speculative. AIG continues to monitor the developing facts. A
by target location based upon the actual exposures of AIG

significant global outbreak could have a material adverse effect on
policyholders.

Life Insurance & Retirement Services operating results and
Terrorism risk is monitored to manage AIG’s exposure. AIG

liquidity from increased mortality and morbidity rates. AIG contin-
shares its exposures to terrorism risks under the Terrorism Risk

ues to analyze its exposure to this serious threat and has
Insurance Act, which was recently extended through December 31,

engaged an external risk management firm to model loss
2014 by the Terrorism Risk Insurance Program Reauthorization Act

scenarios associated with an outbreak of Avian Flu. For a ‘‘mild’’
of 2007 (TRIA). During 2007, AIG’s deductible under TRIA was

scenario, AIG estimates its after-tax net losses under its life
approximately $4.0 billion, with a 15 percent share of certified

insurance policies due to Avian Flu at approximately 2 percent of
terrorism losses in excess of the deductible. As of January 1,

consolidated shareholders’ equity as of December 31, 2007. This
2008, the deductible increased to $4.2 billion, with a 15 percent

estimate was calculated over a 3-year period, although the
share of certified terrorism losses in excess of the deductible. AIG
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majority of the losses would be incurred in the first year. The In addition, AIGFP utilizes various credit enhancements, includ-
modeled losses calculated were based on 2006 policy data ing letters of credit, guarantees, collateral, credit triggers, credit
representing approximately 92 percent of AIG’s individual life, derivatives and margin agreements to reduce the credit risk
group life and credit life books of business, net of reinsurance. relating to its outstanding financial derivative transactions. AIGFP
This estimate does not include claims that could be made under requires credit enhancements in connection with specific transac-
other policies, such as business interruption or general liability tions based on, among other things, the creditworthiness of the
policies, and does not reflect estimates for losses resulting from counterparties, and the transaction’s size and maturity. Further-
disruption of AIG’s own business operations or asset losses that more, AIGFP generally seeks to enter into agreements that have
may arise out of such a pandemic. The model used to generate the benefit of set-off and close-out netting provisions. These
this estimate has only recently been developed. The reasonable- provisions provide that, in the case of an early termination of a
ness of the model and its underlying assumptions cannot readily transaction, AIGFP can setoff its receivables from a counterparty
be verified by reference to comparable historical events. As a against its payables to the same counterparty arising out of all
result, AIG’s actual losses from a pandemic influenza outbreak covered transactions. As a result, where a legally enforceable
are likely to vary significantly from those predicted by the model. netting agreement exists, the fair value of the transaction with the

counterparty represents the net sum of estimated positive fair
values. The fair value of AIGFP’s interest rate, currency, commod-Financial Services
ity and equity swaps, options, swaptions, and forward commit-

AIG’s Financial Services subsidiaries engage in diversified activi-
ments, futures, and forward contracts approximated

ties including aircraft and equipment leasing, capital markets,
$17.13 billion at December 31, 2007 and $19.61 billion at

consumer finance and insurance premium finance.
December 31, 2006. Where applicable, these amounts have been
determined in accordance with the respective master netting

Capital Markets agreements.
AIGFP evaluates the counterparty credit quality by reference toThe Capital Markets operations of AIG are conducted primarily

ratings from rating agencies or, where such ratings are notthrough AIGFP, which engages as principal in standard and
available, by internal analysis consistent with the risk ratingcustomized interest rate, currency, equity, commodity, energy and
policies of the CRC. In addition, AIGFP’s credit approval processcredit products with top-tier corporations, financial institutions,
involves pre-set counterparty and country credit exposure limitsgovernments, agencies, institutional investors and high-net-worth
and, for particularly credit-intensive transactions, requires approvalindividuals throughout the world.
from the CRC. AIG estimates that the average credit rating ofThe senior management of AIG defines the policies and
Capital Markets derivatives counterparties, measured by referenceestablishes general operating parameters for Capital Markets
to the fair value of its derivative portfolio as a whole, is equivalentoperations. AIG’s senior management has established various
to the AA rating category.oversight committees to monitor on an ongoing basis the various

financial market, operational and credit risk attendant to the At December 31, 2007 and 2006, the fair value of Capital
Capital Markets operations. The senior management of AIGFP Markets derivatives portfolios by counterparty credit rating was
reports the results of its operations to and reviews future as follows:
strategies with AIG’s senior management.

(in millions) 2007 2006AIGFP actively manages its exposures to limit potential eco-
nomic losses, while maximizing the rewards afforded by these Rating:
business opportunities even though some products or derivatives AAA $ 5,069 $ 5,465
may result in operating income volatility. In doing so, AIGFP must AA 5,166 8,321
continually manage a variety of exposures including credit, market, A 4,796 3,690
liquidity, operational and legal risks. BBB 1,801 2,032

Below investment grade 302 99
Derivative Transactions Total $17,134 $19,607

A counterparty may default on any obligation to AIG, including a
derivative contract. Credit risk is a consequence of extending Credit Derivatives
credit and/or carrying trading and investment positions. Credit risk

AIGFP enters into credit derivative transactions in the ordinaryexists for a derivative contract when that contract has a positive
course of its business. The majority of AIGFP’s credit derivativesfair value to AIG. The maximum potential exposure will increase or
require AIGFP to provide credit protection on a designateddecrease during the life of the derivative commitments as a
portfolio of loans or debt securities. AIGFP provides such creditfunction of maturity and market conditions. To help manage this
protection on a ‘‘second loss’’ basis, under which AIGFP’srisk, AIGFP’s credit department operates within the guidelines set
payment obligations arise only after credit losses in the desig-by the CRC. Transactions which fall outside these pre-established
nated portfolio exceed a specified threshold amount or level ofguidelines require the specific approval of the CRC. It is also
‘‘first losses.’’ The threshold amount of credit losses that mustAIG’s policy to establish reserves for potential credit impairment
be realized before AIGFP has any payment obligation is negotiatedwhen necessary.
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by AIGFP for each transaction to provide that the likelihood of any not required to make any payments as part of these terminations
payment obligation by AIGFP under each transaction is remote, and in certain cases was paid a fee upon termination. In light of
even in severe recessionary market scenarios. The underwriting this experience to date and after other comprehensive analyses,
process for these derivatives included assumptions of severely AIG did not recognize an unrealized market valuation adjustment
stressed recessionary market scenarios to minimize the likelihood for this regulatory capital relief portfolio for the year ended
of realized losses under these obligations. December 31, 2007. AIG will continue to assess the valuation of

In certain cases, the credit risk associated with a designated this portfolio and monitor developments in the marketplace. There
portfolio is tranched into different layers of risk, which are then can be no assurance that AIG will not recognize unrealized market
analyzed and rated by the credit rating agencies. Typically, there valuation losses from this portfolio in future periods. In addition
will be an equity layer covering the first credit losses in respect of to writing credit protection on the super senior risk layer on
the portfolio up to a specified percentage of the total portfolio, designated portfolios of loans or debt securities, AIGFP also wrote
and then successive layers ranging from generally a BBB-rated protection on tranches below the super senior risk layer. At
layer to one or more AAA-rated layers. In transactions that are December 31, 2007 the notional amount of the credit default
rated with respect to the risk layer or tranche that is immediately swaps in the regulatory capital relief portfolio written on tranches
junior to the threshold level above which AIGFP’s payment below the super senior risk layer was $5.8 billion, with an
obligation would generally arise, a significant majority are rated estimated fair value of $(25) million.
AAA by the rating agencies. In transactions that are not rated, AIGFP has also written credit protection on the super senior
AIGFP applies the same risk criteria for setting the threshold level risk layer of diversified portfolios of investment grade corporate
for its payment obligations. Therefore, the risk layer assumed by debt, collateralized loan obligations (CLOs) and multi-sector CDOs.
AIGFP with respect to the designated portfolio in these transac- AIGFP is at risk only on the super senior portion related to a
tions is often called the ‘‘super senior’’ risk layer, defined as the diversified portfolio referenced to loans or debt securities. The
layer of credit risk senior to a risk layer that has been rated AAA super senior risk portion is the last tranche to suffer losses after
by the credit rating agencies, or if the transaction is not rated, significant subordination. Credit losses would have to erode all
equivalent thereto. tranches junior to the super senior tranche before AIGFP would

suffer any realized losses. The subordination level required for
At December 31, 2007 the notional amounts and unrealized

each transaction is determined based on internal modeling and
market valuation loss of the super senior credit default swap

analysis of the pool of underlying assets and is not dependent on
portfolio by asset classes were as follows:

ratings determined by the rating agencies. While the credit default
swaps written on corporate debt obligations are cash settled, theNotional Unrealized Market

Amount Valuation Loss majority of the credit default swaps written on CDOs and CLOs
(in billions) (in millions)

require physical settlement. Under a physical settlement arrange-
Corporate loans(a) $230 $ — ment, AIGFP would be required to purchase the referenced super
Prime residential mortgages(a) 149 — senior security at par in the event of a non-payment on that
Corporate Debt/CLOs 70 226 security.
Multi-sector CDO(b) 78 11,246 Certain of these credit derivatives are subject to collateral
Total $527 $11,472 posting provisions. These provisions differ among counterparties

and asset classes. In the case of most of the multi-sector CDO(a) Predominantly represent transactions written to facilitate regulatory
capital relief. transactions, the amount of collateral required is determined

(b) Approximately $61.4 billion in notional amount of the multi-sector CDO based on the change in value of the underlying cash security that
pools include some exposure to U.S. subprime mortgages.

represents the super senior risk layer subject to credit protection,
Approximately $379 billion (consisting of the corporate loans

and not the change in value of the super senior credit derivative.
and prime residential mortgages) of the $527 billion in notional

AIGFP is indirectly exposed to U.S. residential mortgage
exposure of AIGFP’s super senior credit default swap portfolio as

subprime collateral in the CDO portfolios, the majority of which is
of December 31, 2007 represents derivatives written for financial

from 2004 and 2005 vintages. However, certain of the CDOs on
institutions, principally in Europe, for the purpose of providing

which AIGFP provided credit protection permit the collateral
them with regulatory capital relief rather than risk mitigation. In

manager to substitute collateral during the reinvestment period,
exchange for a minimum guaranteed fee, the counterparties

subject to certain restrictions. As a result, in certain transactions,
receive credit protection in respect of diversified loan portfolios

U.S. residential mortgage subprime collateral of 2006 and 2007
they own, thus improving their regulatory capital position. These

vintages has been added to the collateral pools. At December 31,
derivatives are generally expected to terminate at no additional

2007, U.S. residential mortgage subprime collateral of 2006 and
cost to the counterparty upon the counterparty’s adoption of

2007 vintages comprised approximately 4.9 percent of the total
models compliant with the Basel II Accord. AIG expects that the

collateral pools underlying the entire portfolio of CDOs with credit
majority of these transactions will be terminated within the next

protection.
12 to 18 months by AIGFP’s counterparties as they implement

AIGFP has written 2a-7 Puts in connection with certain multi-
models compliant with the new Basel II Accord. As of Febru-

sector CDOs that allow the holders of the securities to treat the
ary 26, 2008, $54 billion in notional exposures have either been

securities as eligible short-term 2a-7 investments under the
terminated or are in the process of being terminated. AIGFP was
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Investment Company Act of 1940. Holders of securities are AIGFP obtained prices on these securities from the CDO collateral
permitted, in certain circumstances, to tender their securities to managers.
the issuers at par. If an issuer’s remarketing agent is unable to The BET model also utilizes diversity scores, weighted average
resell the securities so tendered, AIGFP must purchase the lives, recovery rates and discount rates. The determination of
securities at par as long as the security has not experienced a some of these inputs require the use of judgment and estimates,
default. During 2007, AIGFP repurchased securities with a princi- particularly in the absence of market observable data. AIGFP also
pal amount of approximately $754 million pursuant to these employed a Monte Carlo simulation to assist in quantifying the
obligations. In certain transactions, AIGFP has contracted with effect on valuation of the CDO of the unique features of the
third parties to provide liquidity for the securities if they are put to CDO’s structure such as triggers that divert cash flows to the
AIGFP for up to a three-year period. Such liquidity facilities totaled most senior level of the capital structure.
approximately $3 billion at December 31, 2007. As of Febru- The credit default swaps written by AIGFP cover only the failure
ary 26, 2008, AIGFP has not utilized these liquidity facilities. At of payment on the super senior CDO security. AIGFP does not own
December 31, 2007, AIGFP had approximately $6.5 billion of the securities in the CDO collateral pool. The credit spreads
notional exposure on 2a-7 Puts, included as part of the multi- implied from the market prices of the securities in the CDO
sector CDO portfolio discussed herein. collateral pool incorporate the risk of default (credit risk), the

As of January 31, 2008, a significant majority of AIGFP’s super market’s price for liquidity risk and in distressed markets, the risk
senior exposures continued to have tranches below AIGFP’s aversion costs. Spreads on credit derivatives tend to be narrower
attachment point that have been explicitly rated AAA or, in AIGFP’s because, unlike in the case of investing in a bond, there is no
judgment, would have been rated AAA had they been rated. need to fund the position (except when an actual credit event
AIGFP’s portfolio of credit default swaps undergoes regular occurs). In times of illiquidity, the difference between spreads on
monitoring, modeling and analysis and contains protection through cash securities and derivative instruments (the ‘‘negative basis’’)
collateral subordination. may be even wider for high quality assets. AIGFP was unable to

AIGFP accounts for its credit default swaps in accordance with reliably verify this negative basis due to the accelerating severe
FAS 133 ‘‘Accounting For Derivative Instruments and Hedging dislocation, illiquidity and lack of trading in the asset backed
Activities’’ and Emerging Issues Task Force 02-3, ‘‘Issues Involved securities market during the fourth quarter of 2007 and early
in Accounting for Derivative Contracts Held for Trading Purposes 2008. The valuations produced by the BET model therefore
and Contracts Involved in Energy Trading and Risk Management represent the valuations of the underlying super senior CDO cash
Activities’’ (EITF 02-3). In accordance with EITF 02-3, AIGFP does securities with no recognition of the effect of the basis differential
not recognize income in earnings at the inception of each on that valuation.
transaction because the inputs to value these instruments are not AIGFP also considered the valuation of the super senior CDO
derivable from observable market data. securities provided by third parties, including counterparties to

The valuation of the super senior credit derivatives has these transactions, and made adjustments as necessary.
become increasingly challenging given the limitation on the As described above, AIGFP uses numerous assumptions in
availability of market observable information due to the lack of determining its best estimate of the fair value of the super senior
trading and price transparency in the structured finance market, credit default swap portfolio. The most significant assumption
particularly in the fourth quarter of 2007. These market condi- utilized in developing the estimate is the pricing of the securities
tions have increased the reliance on management estimates and within the CDO collateral pools. If the actual pricing of the
judgments in arriving at an estimate of fair value for financial securities within the collateral pools differs from the pricing used
reporting purposes. Further, disparities in the valuation methodol- in estimating the fair value of the super senior credit default swap
ogies employed by market participants and the varying judgments portfolio, there is potential for significant variation in the fair value
reached by such participants when assessing volatile markets has estimate. A decrease by five points (for example, from 87 cents
increased the likelihood that the various parties to these per dollar to 82 cents per dollar) in the aggregate price of the
instruments may arrive at significantly different estimates as to securities would cause an additional unrealized market valuation
their fair values. loss of approximately $3.7 billion, while an increase in the

AIGFP’s valuation methodologies for the super senior credit aggregate price of the securities by five points (for example, from
default swap portfolio have evolved in response to the deteriorat- 90 cents per dollar to 95 cents per dollar) would reduce the
ing market conditions and the lack of sufficient market observable unrealized market valuation loss by approximately $3 billion. The
information. AIG has sought to calibrate the model to market effect on the unrealized market valuation loss is not proportional
information and to review the assumptions of the model on a to the change in the aggregate price of the securities.
regular basis. In the case of credit default swaps written on investment grade

AIGFP employs a modified version of the BET model to value its corporate debt and CLOs, AIGFP estimated the value of its
super senior credit default swap portfolio, including the 2a-7 Puts. obligations by reference to the relevant market indices or third
The BET model utilizes default probabilities derived from credit party quotes on the underlying super senior tranches where
spreads implied from market prices for the individual securities available.
included in the underlying collateral pools securing the CDOs. AIGFP monitors the underlying portfolios to determine whether

the credit loss experience for any particular portfolio has caused
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the likelihood of AIGFP having a payment obligation under the through the structures of the CDO. No benefit was taken in these
transaction to be greater than super senior risk. stress tests for cash flow diversion features, recoveries upon

As of February 26, 2008, AIGFP had received collateral calls default or other risk mitigant benefits. Based on these analyses
from counterparties in respect of certain super senior credit and stress tests, AIG believes that any losses realized over time
default swaps (including those entered into by counterparties for by AIGFP as a result of meeting its obligations under these
regulatory capital relief purposes and those in respect of derivatives will not be material to AIG’s consolidated financial
corporate debt/CLOs). AIG is aware that valuation estimates made condition, although it is possible that such realized losses could
by certain of the counterparties with respect to certain super be material to AIG’s consolidated results of operations for an
senior credit default swaps or the underlying reference CDO individual reporting period.
securities, for purposes of determining the amount of collateral
required to be posted by AIGFP in connection with such instru- Capital Markets Trading VaR
ments, differ significantly from AIGFP’s estimates. AIGFP has been

AIGFP attempts to minimize risk in benchmark interest rates,
able to successfully resolve some of the differences, including in

equities, commodities and foreign exchange. Market exposures in
certain cases entering into compromise collateral arrangements,

option implied volatilities, correlations and basis risks are also
some of which are for specified periods of time. AIGFP is also in

minimized over time but those are the main types of market risks
discussions with other counterparties to resolve such valuation

that AIGFP manages.
differences. As of February 26, 2008, AIGFP had posted collateral

AIGFP’s minimal reliance on market risk driven revenue is
(or had received collateral, where offsetting exposures on other

reflected in its VaR. AIGFP’s VaR calculation is based on the
transactions resulted in the counterparty posting to AIGFP) based

interest rate, equity, commodity and foreign exchange risk arising
on exposures, calculated in respect of super senior default swaps,

from its portfolio. Credit-related factors, such as credit spreads or
in an aggregate amount of approximately $5.3 billion. Valuation

credit default, are not included in AIGFP’s VaR calculation.
estimates made by counterparties for collateral purposes were

Because the market risk with respect to securities available for
considered in the determination of the fair value estimates of

sale, at market, is substantially hedged, segregation of the
AIGFP’s super senior credit default swap portfolio.

financial instruments into trading and other than trading was not
Both AIG’s ERM department and AIGFP have conducted risk

deemed necessary. AIGFP operates under established market risk
analyses of the super senior multi-sector CDO credit default swap

limits based upon this VaR calculation. In addition, AIGFP
portfolio of AIGFP. There is currently no probable and reasonably

backtests its VaR.
estimable realized loss in this portfolio at December 31, 2007.

In the calculation of VaR for AIGFP, AIG uses the historical
AIG’s analyses have been conducted to assess the risk of

simulation methodology based on estimated changes to the value
incurring net realized losses over the remaining life of the

of all transactions under explicit changes in market rates and
portfolio. In addition to analyses of each individual risk in the

prices within a specific historical time period. AIGFP attempts to
portfolio, AIG conducted certain ratings-based stress tests, which

secure reliable and independent current market prices, such as
centered around scenarios of further stress on the portfolio

published exchange prices, external subscription services such as
resulting from downgrades by the rating agencies from current

Bloomberg or Reuters, or third-party or broker quotes. When such
levels on the underlying collateral in the CDO structures supported

prices are not available, AIGFP uses an internal methodology
by AIGFP’s credit default swaps. These rating actions would be

which includes extrapolation from observable and verifiable prices
prompted by factors such as the worsening beyond current

nearest to the dates of the transactions. Historically, actual
estimates of delinquency and residential housing price deteriora-

results have not deviated from these models in any material
tion in the underlying assets in the collateral securities of the

respect.
CDO structures. The results of these stress tests indicated

AIGFP reports its VaR level using a 95 percent confidence
possible realized losses on a static basis, since the assumptions

interval and a one-day holding period, facilitating risk comparison
of losses in these stress tests assumed immediate realization of

with AIGFP’s trading peers and reflecting the fact that market risks
loss. Actual realized losses would only be experienced over time

can be actively assumed and offset in AIGFP’s trading portfolio.
given the timing of losses incurred in the underlying portfolios and
the timing of breaches of the subordination afforded to AIGFP
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The following table presents the year-end, average, high, and low VaRs* on a diversified basis and of each component of market risk
for Capital Markets operations for the years 2007 and 2006. The diversified VaR is usually smaller than the sum of its components
due to correlation effects.

For the Year Ended For the Year Ended
December 31, 2007 December 31, 2006

(in millions) As of December 31 Average High Low As of December 31 Average High Low

Total AIG trading market risk:
Diversified $5 $5 $8 $4 $4 $4 $7 $3
Interest rate 3 2 3 2 2 2 3 1
Currency 1 1 2 1 1 1 3 1
Equity 3 3 5 2 3 3 4 2
Commodity 3 3 7 2 5 3 5 2

* The VaR calculation has been changed from a 3-year time series to a 5-year time series. The December 31, 2006 VaR reflects this change.

Aircraft Leasing or 2005. ILFC has been able to re-lease the aircraft without
diminution in lease rates that would result in an impairment under

AIG’s Aircraft Leasing operations represent the operations of ILFC,
FAS 144.

which generates its revenues primarily from leasing new and used
commercial jet aircraft to foreign and domestic airlines and

Consumer Finance
companies associated with the airline industry. Risks inherent in
this business, and which are managed at the business unit level, AIG’s Consumer Finance operations provide a wide variety of
include the following: consumer finance products, including real estate and other
( the risk that there will be no market for the aircraft acquired; consumer loans, credit card loans, retail sales finance and credit-
( the risk that aircraft cannot be placed with lessees; related insurance to customers both domestically and overseas,
( the risk of nonperformance by lessees; and particularly in emerging markets. Consumer Finance operations
( the risk that aircraft and related assets cannot be disposed of include AGF as well as AIGCFG. AGF provides a wide variety of

at the time and in a manner desired. consumer finance products, including real estate loans, non-real
The airline industry is sensitive to changes in economic estate loans, retail sales finance and credit-related insurance to

conditions and is cyclical and highly competitive. Airlines and customers in the United States, the U.K., Puerto Rico and the
related companies may be affected by political or economic U.S. Virgin Islands. AIGCFG, through its subsidiaries, is engaged
instability, terrorist activities, changes in national policy, competi- in developing a multi-product consumer finance business with an
tive pressures on certain air carriers, fuel prices and shortages, emphasis on emerging markets.
labor stoppages, insurance costs, recessions, world health issues Many of AGF’s borrowers are non-prime or subprime. The real
and other political or economic events adversely affecting world or estate loans are comprised principally of first-lien mortgages on
regional trading markets. residential real estate generally having a maximum term of

ILFC’s revenues and operating income may be adversely 360 months, and are considered non-conforming. The real estate
affected by the volatile competitive environment in which its loans may be closed-end accounts or open-end home equity lines
customers operate. ILFC is exposed to operating loss and liquidity of credit and are principally fixed rate products. AGF does not
strain through nonperformance of aircraft lessees, through owning offer mortgage products with borrower payment options that allow
aircraft which it is unable to sell or re-lease at acceptable rates at for negative amortization of the principal balance. The secured
lease expiration and, in part, through committing to purchase non-real estate loans are secured by consumer goods, automo-
aircraft which it is unable to lease. biles or other personal property. Both secured and unsecured non-

ILFC manages the risk of nonperformance by its lessees with real estate loans and retail sales finance receivables generally
security deposit requirements, repossession rights, overhaul re- have a maximum term of 60 months.
quirements and close monitoring of industry conditions through its Current economic conditions, such as interest rate and
marketing force. Approximately 90 percent of ILFC’s fleet is leased employment levels, can have a direct effect on the borrowers’
to non-U.S. carriers, and the fleet, comprised of the most efficient ability to repay these loans. AGF manages the credit risk inherent
aircraft in the airline industry, continues to be in high demand in its portfolio by using credit scoring models at the time of credit
from such carriers. applications, established underwriting criteria, and, in certain

Management formally reviews regularly, and no less frequently cases, individual loan reviews. AGF monitors the quality of the
than quarterly, issues affecting ILFC’s fleet, including events and finance receivables portfolio and determines the appropriate level
circumstances that may cause impairment of aircraft values. of the allowance for losses through its Credit Strategy and Policy
Management evaluates aircraft in the fleet as necessary based on Committee. This Committee bases its conclusions on quantitative
these events and circumstances in accordance with Statement of analyses, qualitative factors, current economic conditions and
Financial Accounting Standards No. 144, ‘‘Accounting for the trends, and each Committee member’s experience in the con-
Impairment or Disposal of Long-Lived Assets’’ (FAS 144). ILFC has sumer finance industry.
not recognized any impairment related to its fleet in 2007, 2006
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Through 2007, the overall credit quality of AGF’s finance AIG Global Real Estate is exposed to the general conditions in
receivables portfolio deteriorated modestly primarily due to nega- global real estate markets and the credit markets. Such exposure
tive economic fundamentals, a higher proportion of non-real can subject Asset Management to delays in real estate property
estate loans and retail sales finance loans and the aging of the development and sales, additional carrying costs and in turn
real estate loan portfolio. As of December 31, 2007, the 60-day affect operating results within the segment. These risks are
delinquency rate for the entire portfolio increased by 78 basis mitigated through the underwriting process, transaction and
points to 2.84 percent compared to 2006, while the 60-day contract terms and conditions and portfolio diversification by type
delinquency rate for the real estate loans increased by 88 basis of project, sponsor, real estate market and country. AIG’s
points to 2.64 percent. In 2007, AGF’s net charge-off rate exposure to real estate investments is monitored on an ongoing
increased to 1.16 percent compared to 0.95 percent in 2006, basis by the Asset Management Real Estate Investment
which reflected $6 million of non-recurring recoveries. Further Committee.
weakening in the U.S. housing market or the overall U.S. economy Asset Management is also exposed to market risk with respect
may adversely affect the credit quality of AGF’s finance to the warehoused investing activities of AIG Investments. During
receivables. the warehousing period, AIG bears the cost and risks associated

AIGCFG monitors the quality of its finance receivable portfolio with carrying these investments and consolidates them on its
and determines the appropriate level of the allowance for losses balance sheet and records the operating results until the
through several internal committees. These committees base their investments are transferred, sold or otherwise divested. Changes
conclusions on quantitative analysis, qualitative factors, current in market conditions may negatively affect the fair value of these
economic conditions and trends, political and regulatory implica- warehoused investments. Market conditions may impede AIG from
tions, competition and the judgment of the committees’ members. launching new investment products for which these warehoused

AIG’s Consumer Finance operations are exposed to credit risk assets are being held, which could result in AIG not recovering its
and risk of loss resulting from adverse fluctuations in interest investment upon transfer or divestment. In the event that AIG is
rates and payment defaults. Credit loss exposure is managed unable to transfer or otherwise divest its interest in the
through a combination of underwriting controls, mix of finance warehoused investment to third parties, AIG could be required to
receivables, collateral and collection efficiency. Large product hold these investments indefinitely.
programs are subject to CRC approval.

Over half of the finance receivables are real estate loans which Economic Capital
are collateralized by the related properties. With respect to credit

Since mid-2005, AIG has been developing a firm-wide economic
losses, the allowance for losses is maintained at a level

capital model to improve decision making and to enhance
considered adequate to absorb anticipated credit losses existing

shareholder value. Economic Capital is the amount of capital the
in that portfolio as of the balance sheet date.

organization, its segments, profit centers, products or transac-
tions require to cover potential, unexpected losses within aAsset Management
confidence level consistent with the risk appetite and risk

AIG’s Asset Management operations are exposed to various forms tolerances specified by management. The Economic Capital
of credit, market and operational risks. Asset Management requirement can then be compared with the Economic Capital
complies with AIG’s corporate risk management guidelines and resources available to AIG.
framework and is subject to periodic reviews by the CRC. In The Economic Capital requirement is driven by exposures to
addition, transactions are referred to the Asset Management risks and interrelationships among various types of risks. As a
investment committees for approval of investment decisions. global leader in insurance and financial services, AIG is exposed

The majority of the credit and market risk exposures within to various risks including underwriting, financial and operational
Asset Management results from the Spread-Based Investment risks. The Economic Capital initiative has modeled these risks into
business and the investment activities of AIG Global Real Estate. five major categories: property & casualty insurance risk, life

In the Spread-Based Investment businesses, GIC and MIP, the insurance risk, market risk, credit risk and operational risk. Within
primary risk is investment risk, which represents the exposure to each risk category, there are sub-risks that have been modeled in
loss resulting from the cash flows from the invested assets being greater detail. The Economic Capital initiative also analyzes the
less than the cash flows required to meet the obligations of the interrelationships among various types of risk, aggregate exposure
liabilities and the necessary return on investments. Credit risk is accumulation and concentration, and includes diversification bene-
also a significant component of the investment strategy for these fits within and across risk categories and business segments.
businesses. Market risk is taken in the form of duration and A primary objective of the Economic Capital initiative is to
convexity risk. While AIG generally maintains a matched asset- develop a comprehensive framework to discuss capital and
liability relationship, it may occasionally determine that it is performance on a risk-adjusted basis internally with AIG manage-
economically advantageous to be in an unmatched duration ment and externally with the investment community, credit
position. The risks in the spread-based businesses are managed providers, regulators and rating agencies. Economic Capital analy-
through exposure limitations, active management of the invest- sis provides a framework to validate AIG’s capital adequacy, to
ment portfolios and close oversight of the asset-liability measure more precisely capital efficiency at various levels
relationship. throughout the organization, to allocate capital consistently among
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AIG’s businesses, to quantify the specific areas of diversification businesses, segments, geographies and product lines. Commenc-
benefits and to assess relative economic value added by a ing in 2008, the economic value added for each of AIG’s business
business, product or transaction to AIG as a whole. The Economic segments will be considered as an element, alongside other
Capital initiative will also provide necessary and relevant analyses existing measures, in the evaluation of senior management
and inputs in developing a more efficient capital structure. Other performance. The capital planning and allocation process will
key areas of Economic Capital applications include strategic continue to be enhanced by incorporating the regulatory, rating
decision-making for mergers, acquisitions and divestitures, risk agency and economic capital requirements for business segments
accumulation and concentration, risk retention, reinsurance and as well as the assessment of the mobility of excess economic
hedging strategies and product development and pricing. capital.

During 2006, AIG developed a methodology framework that
incorporates financial services industry best practices, maintains Recent Accounting Standards
consistency with regulatory frameworks and reflects AIG’s distinct Accounting Changes
global business and management strategies. By utilizing stochas-
tic simulation techniques, where appropriate, AIG enhanced In September 2005, the American Institute of Certified Public
existing models or developed new ones through a collaborative Accountants (AICPA) issued Statement of Position 05-1, ‘‘Account-
effort among business executives, actuaries, finance specialists ing by Insurance Enterprises for Deferred Acquisition Costs in
and risk professionals. The initial assessments provided useful Connection with Modifications or Exchanges of Insurance
insight into the overall capital strength of AIG and its segments. Contracts.’’

Throughout 2007, AIG’s focus has been on a wide range of In February 2006, the Financial Accounting Standards Board
business applications of the model together with the continued (FASB)  issued FAS 155, ‘‘Accounting for Certain Hybrid Financial
enhancement of the granularity of the model. Key methodology Instruments — an amendment of FAS 140 and FAS 133.’’
enhancements introduced during 2007 include capital fungibility In July 2006, the FASB issued FASB Interpretation No. 48,
and diversification among legal entities, business units and ‘‘Accounting for Uncertainty in Income Taxes — an interpretation of
geographic regions, consistent economic scenarios in developed FASB Statement No. 109.’’
and developing markets, and extensive catastrophic scenario In July 2006, the FASB issued FASB Staff Position
analysis and stress testing. Furthermore, AIG enhanced its (FSP) No. 13-2, ‘‘Accounting for a Change or Projected Change in
comprehensive set of risk governance structures to support the the Timing of Cash Flows Relating to Income Taxes Generated by
model’s inputs, assumptions and methodologies. Finally, AIG has a Leveraged Lease Transaction.’’
engaged a panel of independent experts to provide further In September 2006, the FASB issued FAS No. 157, ‘‘Fair Value
assurance to AIG’s senior management, business segment execu- Measurements.’’
tives and external constituents as to the validity of the model and In September 2006, the FASB issued FAS 158, ‘‘Employers’
its results for business segments and for AIG in the aggregate. Accounting for Defined Benefit Pension and Other Postretirement

Besides model enhancements and firm-wide capital strength Plans — an amendment of FASB Statements No. 87, 88, 106 and
analysis, during 2007 AIG also incorporated its Economic Capital 132R.’’
model and analysis into a number of specific business issues and In February 2007, the FASB issued FAS No. 159, ‘‘The Fair
in developing new business strategies. For example, economic Value Option for Financial Assets and Financial Liabilities.’’
capital analysis is being incorporated into the assessment phase In June 2007, the AICPA issued Statement of Position
for mergers, acquisitions and divestures, and in the development No. 07-1, ‘‘Clarification of the Scope of the Audit and Accounting
of capital markets solutions. In the reinsurance area, economic Guide ’Audits of Investment Companies’ and Accounting by Parent
capital considerations are fundamental to the development of Companies and Equity Method Investors for Investments in
optimal risk retention and reinsurance strategies and management Investment Companies.’’ (Indefinitely deferred by the FASB)
of credit exposures to reinsurance counterparties. In the Life In December 2007, the FASB issued FAS No. 141 (revised
Insurance & Retirement Services segment, the Economic Capital 2007), ‘‘Business Combinations.’’
model has been used for product development, pricing and In December 2007, the FASB issued FAS No. 160, ‘‘Noncon-
hedging strategies for living benefits in the variable annuity trolling Interests in Consolidated Financial Statements, an amend-
business. For life insurance products in Asian markets, enhanced ment of ARB No. 51.’’
asset-liability management strategies have been formulated for

For further discussion of these recent accounting standards
long duration liability structures and low interest rate environ-

and their application to AIG, see Note 1(hh) to Consolidated
ments in certain markets using the technology developed for AIG’s

Financial Statements.
Economic Capital model.

In 2008, AIG plans to extend the model’s application by
building on the work performed in 2007 for a wider range of
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Consolidated Statement of Comprehensive V – Valuation and Qualifying Accounts at
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Report of Independent Registered Public Accounting Firm
statements, assessing the accounting principles used and signifi-To the Board of Directors and Shareholders of American
cant estimates made by management, and evaluating the overallInternational Group, Inc.:
financial statement presentation. Our audit of internal control over
financial reporting included obtaining an understanding of internalIn our opinion, the consolidated financial statements listed in the
control over financial reporting, assessing the risk that a materialaccompanying index present fairly, in all material respects, the
weakness exists, and testing and evaluating the design andfinancial position of American International Group, Inc. and its
operating effectiveness of internal control based on the assessedsubsidiaries (AIG) at December 31, 2007 and 2006, and the
risk. Our audits also included performing such other proceduresresults of their operations and their cash flows for each of the
as we considered necessary in the circumstances. We believethree years in the period ended December 31, 2007 in conformity
that our audits provide a reasonable basis for our opinions.with accounting principles generally accepted in the United States

As described in Note 1 to the consolidated financial state-of America. In addition, in our opinion, the financial statement
ments, as of January 1, 2007, AIG changed the manner in whichschedules listed in the accompanying index present fairly, in all
it accounts for internal replacements of certain insurance andmaterial respects, the information set forth therein when read in
investment contracts, uncertainty in income taxes, and changes orconjunction with the related consolidated financial statements.
projected changes in the timing of cash flows relating to incomeAlso in our opinion, AIG did not maintain, in all material respects,
taxes generated by leveraged lease transactions.effective internal control over financial reporting as of Decem-

As described in Notes 1 and 17 to the consolidated financialber 31, 2007, based on criteria established in Internal Control —
statements, AIG changed its accounting for certain hybrid financialIntegrated Framework issued by the Committee of Sponsoring
instruments, life settlement contracts and share based compensa-Organizations of the Treadway Commission (COSO) because a
tion as of January 1, 2006, and certain employee benefit plansmaterial weakness in internal control over financial reporting
as of December 31, 2006.related to the AIGFP super senior credit default swap portfolio

A company’s internal control over financial reporting is avaluation process and oversight thereof existed as of that date. A
process designed to provide reasonable assurance regarding thematerial weakness is a deficiency, or a combination of deficien-
reliability of financial reporting and the preparation of financialcies, in internal control over financial reporting, such that there is
statements for external purposes in accordance with generallya reasonable possibility that a material misstatement of the
accepted accounting principles. A company’s internal control overannual or interim financial statements will not be prevented or
financial reporting includes those policies and procedures thatdetected on a timely basis. The material weakness referred to
(i) pertain to the maintenance of records that, in reasonableabove is described in Management’s Report on Internal Control
detail, accurately and fairly reflect the transactions and disposi-Over Financial Reporting appearing under Item 9A. We considered
tions of the assets of the company; (ii) provide reasonablethis material weakness in determining the nature, timing, and
assurance that transactions are recorded as necessary to permitextent of audit tests applied in our audit of the 2007 consolidated
preparation of financial statements in accordance with generallyfinancial statements, and our opinion regarding the effectiveness
accepted accounting principles, and that receipts and expendi-of AIG’s internal control over financial reporting does not affect
tures of the company are being made only in accordance withour opinion on those consolidated financial statements. AIG’s
authorizations of management and directors of the company; andmanagement is responsible for these financial statements and
(iii) provide reasonable assurance regarding prevention or timelyfinancial statement schedules, for maintaining effective internal
detection of unauthorized acquisition, use, or disposition of thecontrol over financial reporting and for its assessment of the
company’s assets that could have a material effect on theeffectiveness of internal control over financial reporting, included
financial statements.in management’s report referred to above. Our responsibility is to

Because of its inherent limitations, internal control overexpress opinions on these financial statements, on the financial
financial reporting may not prevent or detect misstatements. Also,statement schedules, and on AIG’s internal control over financial
projections of any evaluation of effectiveness to future periods arereporting based on our integrated audits. We conducted our audits
subject to the risk that controls may become inadequate becausein accordance with the standards of the Public Company Account-
of changes in conditions, or that the degree of compliance withing Oversight Board (United States). Those standards require that
the policies or procedures may deteriorate.we plan and perform the audits to obtain reasonable assurance

about whether the financial statements are free of material
misstatement and whether effective internal control over financial PricewaterhouseCoopers LLP
reporting was maintained in all material respects. Our audits of New York, New York
the financial statements included examining, on a test basis, February 28, 2008
evidence supporting the amounts and disclosures in the financial
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American International Group, Inc. and Subsidiaries

Consolidated Balance Sheet

December 31,
(in millions) 2007 2006

Assets:
Investments and financial services assets:

Fixed maturities:
Bonds available for sale, at fair value (amortized cost: 2007 — $393,170; 2006 — $377,163) $ 397,372 $386,869
Bonds held to maturity, at amortized cost (fair value: 2007 — $22,157; 2006 — $22,154) 21,581 21,437
Bond trading securities, at fair value (includes hybrid financial instruments: 2007 — $555;

2006 — $522) 9,982 10,836

Equity securities:
Common stocks available for sale, at fair value (cost: 2007 — $12,588; 2006 — $10,662) 17,900 13,256
Common and preferred stocks trading, at fair value 21,376 14,855
Preferred stocks available for sale, at fair value (cost: 2007 — $2,600; 2006 — $2,485) 2,370 2,539

Mortgage and other loans receivable, net of allowance (2007 — $77; 2006 — $64) (includes loans
held for sale: 2007 — $399) 33,727 28,418

Financial services assets:
Flight equipment primarily under operating leases, net of accumulated depreciation (2007 —

$10,499; 2006 — $8,835) 41,984 39,875
Securities available for sale, at fair value (cost: 2007 — $40,157; 2006 — $45,912) 40,305 47,205
Trading securities, at fair value 4,197 5,031
Spot commodities 238 220
Unrealized gain on swaps, options and forward transactions 16,442 19,252
Trade receivables 6,467 4,317
Securities purchased under agreements to resell, at contract value 20,950 30,291
Finance receivables, net of allowance (2007 — $878; 2006 — $737) (includes finance receivables

held for sale: 2007 — $233; 2006 — $1,124) 31,234 29,573
Securities lending invested collateral, at fair value (cost: 2007 — $80,641;  2006 — $69,306) 75,662 69,306
Other invested assets 58,823 42,111
Short-term investments, at cost (approximates fair value) 51,351 27,483

Total investments and financial services assets 851,961 792,874
Cash 2,284 1,590

Investment income due and accrued 6,587 6,091
Premiums and insurance balances receivable, net of allowance (2007 — $662; 2006 — $756) 18,395 17,789
Reinsurance assets, net of allowance (2007 — $520; 2006 — $536) 23,103 23,355
Deferred policy acquisition costs 43,150 37,235
Investments in partially owned companies 654 1,101
Real estate and other fixed assets, net of accumulated depreciation (2007 — $5,446; 2006 — $4,940) 5,518 4,381
Separate and variable accounts 78,684 70,277
Goodwill 9,414 8,628
Other assets 20,755 16,089

Total assets $1,060,505 $979,410

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Consolidated Balance Sheet Continued

December 31,
(in millions, except share data) 2007 2006

Liabilities:
Reserve for losses and loss expenses $ 85,500 $ 79,999
Unearned premiums 28,022 26,271
Future policy benefits for life and accident and health insurance contracts 136,068 121,004
Policyholders’ contract deposits 258,459 248,264
Other policyholders’ funds 12,599 10,986
Commissions, expenses and taxes payable 6,310 5,305
Insurance balances payable 4,878 3,789
Funds held by companies under reinsurance treaties 2,501 2,602
Income taxes payable 3,823 9,546
Financial services liabilities:

Securities sold under agreements to repurchase, at contract value 8,331 19,677
Trade payables 10,568 6,174
Securities and spot commodities sold but not yet purchased, at fair value 4,709 4,076
Unrealized loss on swaps, options and forward transactions 20,613 11,401
Trust deposits and deposits due to banks and other depositors 4,903 5,249

Commercial paper and extendible commercial notes 13,114 13,363
Long-term borrowings 162,935 135,316
Separate and variable accounts 78,684 70,277
Securities lending payable 81,965 70,198
Minority interest 10,422 7,778
Other liabilities (includes hybrid financial instruments at fair value: 2007 — $47; 2006 — $111) 30,200 26,267

Total liabilities 964,604 877,542

Preferred shareholders’ equity in subsidiary companies 100 191

Commitments, Contingencies and Guarantees (See Note 12)

Shareholders’ equity:
Common stock, $2.50 par value; 5,000,000,000 shares authorized; shares issued 2007 and

2006 — 2,751,327,476 6,878 6,878
Additional paid-in capital 2,848 2,590
Payments advanced to purchase shares (912) —
Retained earnings 89,029 84,996
Accumulated other comprehensive income (loss) 4,643 9,110
Treasury stock, at cost; 2007 — 221,743,421; 2006 — 150,131,273 shares of common stock

(including 119,293,487 and 119,278,644 shares, respectively, held by subsidiaries) (6,685) (1,897)

Total shareholders’ equity 95,801 101,677

Total liabilities, preferred shareholders’ equity in subsidiary companies and shareholders’ equity $1,060,505 $ 979,410

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Consolidated Statement of Income

Years Ended December 31,
(in millions, except per share data) 2007 2006 2005

Revenues:
Premiums and other considerations $ 79,302 $ 74,213 $ 70,310
Net investment income 28,619 26,070 22,584
Net realized capital gains (losses) (3,592) 106 341
Unrealized market valuation losses on

AIGFP super senior credit default swap portfolio (11,472) — —
Other income 17,207 12,998 15,546

Total revenues 110,064 113,387 108,781

Benefits and expenses:
Incurred policy losses and benefits 66,115 60,287 64,100
Insurance acquisition and other operating expenses 35,006 31,413 29,468

Total benefits and expenses 101,121 91,700 93,568

Income before income taxes, minority interest and cumulative effect of
accounting changes 8,943 21,687 15,213

Income taxes (benefits):
Current 3,219 5,489 2,587
Deferred (1,764) 1,048 1,671

Total income taxes 1,455 6,537 4,258

Income before minority interest and cumulative effect of accounting changes 7,488 15,150 10,955

Minority interest (1,288) (1,136) (478)

Income before cumulative effect of accounting changes 6,200 14,014 10,477

Cumulative effect of accounting changes, net of tax — 34 —

Net income $ 6,200 $ 14,048 $ 10,477

Earnings per common share:
Basic

Income before cumulative effect of accounting changes $ 2.40 $ 5.38 $ 4.03
Cumulative effect of accounting changes, net of tax — 0.01 —

Net income $ 2.40 $ 5.39 $ 4.03

Diluted
Income before cumulative effect of accounting changes $ 2.39 $ 5.35 $ 3.99
Cumulative effect of accounting changes, net of tax — 0.01 —

Net income $ 2.39 $ 5.36 $ 3.99

Average shares outstanding:
Basic 2,585 2,608 2,597
Diluted 2,598 2,623 2,627

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Consolidated Statement of Shareholders’ Equity

Amounts SharesYears Ended December 31,
(in millions, except share and per share data) 2007 2006 2005 2007 2006 2005

Common stock:
Balance, beginning and end of year $ 6,878 $ 6,878 $ 6,878 2,751,327,476 2,751,327,476 2,751,327,476

Additional paid-in capital:
Balance, beginning of year 2,590 2,339 2,094

Excess of cost over proceeds
of common stock issued under
stock plans (98) (128) (91)

Other 356 379 336
Balance, end of year 2,848 2,590 2,339

Payments advanced to purchase shares:
Balance, beginning of year — — —

Payments advanced (6,000) — —
Shares purchased 5,088 — —

Balance, end of year (912) — —
Retained earnings:

Balance, beginning of year 84,996 72,330 63,468
Cumulative effect of accounting

changes, net of tax (203) 308 —
Adjusted balance, beginning of year 84,793 72,638 63,468
Net income 6,200 14,048 10,477
Dividends to common shareholders

($0.77,$0.65 and $0.63 per share,
respectively) (1,964) (1,690) (1,615)

Balance, end of year 89,029 84,996 72,330
Accumulated other comprehensive

income (loss):
Unrealized appreciation (depreciation) of

investments, net of tax:
Balance, beginning of year 10,083 8,348 10,326

Unrealized appreciation
(depreciation) of investments, net of
reclassification adjustments (8,046) 2,574 (3,577)

Income tax benefit (expense) 2,338 (839) 1,599
Balance, end of year 4,375 10,083 8,348
Foreign currency translation adjustments,

net of tax:
Balance, beginning of year (305) (1,241) (701)

Translation adjustment 1,325 1,283 (926)
Income tax benefit (expense) (140) (347) 386

Balance, end of year 880 (305) (1,241)
Net derivative gains (losses) arising from

cash flow hedging activities:
Balance, beginning of year (27) (25) (53)

Net deferred gains on cash flow
hedges, net of reclassification
adjustments (133) 13 35

Deferred income tax expense 73 (15) (7)
Balance, end of year (87) (27) (25)
Retirement plan liabilities adjustment,

net of taxes:
Balance, beginning of year (641) (115) (128)

Net actuarial loss 197 — —
Prior service credit (24) — —
Minimum pension liability adjustment — 80 81
Deferred income tax benefit (expense) (57) (74) (68)
Adjustment to initially apply FAS 158,

net of tax — (532) —
Balance, end of year (525) (641) (115)
Accumulated other comprehensive

income (loss), end of year 4,643 9,110 6,967
Treasury stock, at cost:

Balance, beginning of year (1,897) (2,197) (2,211) (150,131,273) (154,680,704) (154,904,286)
Cost of shares acquired (5,104) (20) (176) (76,519,859) (288,365) (2,654,272)
Issued under stock plans 305 291 173 4,958,345 4,579,913 2,625,227
Other 11 29 17 (50,634) 257,883 252,627

Balance, end of year (6,685) (1,897) (2,197) (221,743,421) (150,131,273) (154,680,704)
Total shareholders’ equity, end of year $ 95,801 $101,677 $86,317

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Consolidated Statement of Cash Flows

Years Ended December 31,
(in millions) 2007 2006 2005

Summary:
Net cash provided by operating activities $ 35,171 $ 6,287 $ 23,413
Net cash used in investing activities (68,007) (67,952) (61,459)
Net cash provided by financing activities 33,480 61,244 38,097
Effect of exchange rate changes on cash 50 114 (163)

Change in cash 694 (307) (112)
Cash at beginning of year 1,590 1,897 2,009

Cash at end of year $ 2,284 $ 1,590 $ 1,897

Cash flows from operating activities:
Net income $ 6,200 $ 14,048 $ 10,477

Adjustments to reconcile net income to net cash provided by operating activities:
Noncash revenues, expenses, gains and losses included in income:

Unrealized market valuation losses on AIGFP super senior credit default swap portfolio 11,472 — —
Net gains on sales of securities available for sale and other assets (1,349) (763) (1,218)
Foreign exchange transaction (gains) losses (104) 1,795 (3,330)
Net unrealized (gains) losses on non-AIGFP derivative assets and liabilities 116 (713) 878
Equity in income of partially owned companies and other invested assets (4,760) (3,990) (1,421)
Amortization of deferred policy acquisition costs 11,602 11,578 10,693
Amortization of premium and discount on securities and long-term borrowings 580 699 207
Depreciation expenses, principally flight equipment 2,790 2,374 2,200
Provision for finance receivable losses 646 495 435
Other-than-temporary impairments 4,715 944 598

Changes in operating assets and liabilities:
General and life insurance reserves 16,242 12,930 27,045
Premiums and insurance balances receivable and payable — net (207) (1,214) 192
Reinsurance assets 923 1,665 (5,365)
Capitalization of deferred policy acquisition costs (15,846) (15,363) (14,454)
Investment income due and accrued (401) (249) (171)
Funds held under reinsurance treaties (151) (1,612) 770
Other policyholders’ funds 1,374 (498) 811
Income taxes payable (3,709) 2,003 1,543
Commissions, expenses and taxes payable 989 408 140
Other assets and liabilities — net 3,657 (77) 2,863
Bonds, common and preferred stocks trading (3,667) (9,147) (5,581)
Trade receivables and payables — net 2,243 (197) 2,272
Trading securities 835 1,339 (3,753)
Spot commodities (18) (128) 442
Net unrealized (gain) loss on swaps, options and forward transactions 1,413 (1,482) 934
Securities purchased under agreements to resell 9,341 (16,568) 9,953
Securities sold under agreements to repurchase (11,391) 9,552 (12,534)
Securities and spot commodities sold but not yet purchased 633 (1,899) 571
Finance receivables and other loans held for sale — originations and purchases (5,145) (10,786) (13,070)
Sales of finance receivables and other loans — held for sale 5,671 10,602 12,821
Other, net 477 541 (1,535)

Total adjustments 28,971 (7,761) 12,936

Net cash provided by operating activities $ 35,171 $ 6,287 $ 23,413

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Consolidated Statement of Cash Flows Continued

Years Ended December 31,
(in millions) 2007 2006 2005

Cash flows from investing activities:
Proceeds from (payments for)

Sales and maturities of fixed maturity securities available for sale and hybrid investments $132,320 $ 112,894 $ 140,076
Sales of equity securities available for sale 9,616 12,475 11,661
Proceeds from fixed maturity securities held to maturity 295 205 46
Sales of flight equipment 303 697 573
Sales or distributions of other invested assets 14,109 14,084 14,899
Payments received on mortgage and other loans receivable 9,062 5,165 3,679
Principal payments received on finance receivables held for investment 12,553 12,586 12,461
Purchases of fixed maturity securities available for sale and hybrid investments (139,184) (146,465) (175,657)
Purchases of equity securities available for sale (10,933) (14,482) (13,273)
Purchases of fixed maturity securities held to maturity (266) (197) (3,333)
Purchases of flight equipment (4,772) (6,009) (6,193)
Purchases of other invested assets (25,327) (16,040) (15,059)
Acquisitions, net of cash acquired (1,361) — —
Mortgage and other loans receivable issued (12,439) (7,438) (5,310)
Finance receivables held for investment — originations and purchases (15,271) (13,830) (17,276)
Change in securities lending invested collateral (12,303) (9,835) (10,301)
Net additions to real estate, fixed assets, and other assets (870) (1,097) (941)
Net change in short-term investments (23,484) (10,620) 1,801
Net change in non-AIGFP derivative assets and liabilities (55) (45) 688

Net cash used in investing activities $ (68,007) (67,952) (61,459)

Cash flows from financing activities:
Proceeds from (payments for)

Policyholders’ contract deposits $ 64,829 57,197 51,699
Policyholders’ contract withdrawals (58,675) (43,413) (36,339)
Change in other deposits (182) 1,269 (957)
Change in commercial paper and extendible commercial notes (338) 2,960 (702)
Long-term borrowings issued 103,210 71,028 67,061
Repayments on long-term borrowings (79,738) (36,489) (51,402)
Change in securities lending payable 11,757 9,789 10,437
Redemption of subsidiary company preferred stock — — (100)
Issuance of treasury stock 206 163 82
Payments advanced to purchase treasury stock (6,000) — —
Cash dividends paid to shareholders (1,881) (1,638) (1,421)
Acquisition of treasury stock (16) (20) (176)
Other, net 308 398 (85)

Net cash provided by financing activities $ 33,480 $ 61,244 $ 38,097

Supplementary disclosure of cash flow information:
Cash paid during the period for:

Interest $ 8,818 $ 6,539 $ 4,883
Taxes $ 5,163 $ 4,693 $ 2,593

Non-cash financing activities:
Interest credited to policyholder accounts included in financing activities $ 11,628 $ 10,746 $ 9,782
Treasury stock acquired using payments advanced to purchase shares $ 5,088 $ — $ —

Non-cash investing activities:
Debt assumed on acquisitions and warehoused investments $ 791 $ — $ —

See accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Consolidated Statement of Comprehensive Income

Years Ended December 31,
(in millions) 2007 2006 2005

Net income $ 6,200 $14,048 $10,477

Other comprehensive income (loss):
Unrealized (depreciation) appreciation of investments — net of reclassification adjustments (8,046) 2,574 (3,577)

Deferred income tax benefit (expense) on above changes 2,338 (839) 1,599
Foreign currency translation adjustments 1,325 1,283 (926)

Deferred income tax benefit (expense) on above changes (140) (347) 386
Net derivative gains arising from cash flow hedging activities — net of reclassification

adjustments (133) 13 35
Deferred income tax expense on above changes 73 (15) (7)

Change in pension and postretirement unrecognized periodic benefit (cost) 173 80 81
Deferred income tax benefit (expense) on above changes (57) (74) (68)

Other comprehensive income (loss) (4,467) 2,675 (2,477)

Comprehensive income (loss) $ 1,733 $16,723 $ 8,000

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Certain Nontraditional Long-Duration Contracts and for Separate1. Summary of Significant Accounting Policies
Accounts’’ (SOP 03-1) should have been reported as general

Basis of Presentation account assets. Accordingly, the December 31, 2006 consolidated
balance sheet has been revised to reflect the transfer of $2.4 bil-The consolidated financial statements include the accounts of
lion of assets from separate account assets to general accountAIG, its controlled subsidiaries, and variable interest entities in
assets, and the same amount of liabilities from separate accountwhich AIG is the primary beneficiary. Entities that AIG does not
liabilities to policyholders’ contract deposits. This revision had noconsolidate but in which it holds 20 percent to 50 percent of the
effect on consolidated income before income taxes, net income, orvoting rights and/or has the ability to exercise significant influence
shareholders’ equity for any period presented.are accounted for under the equity method.

Certain reclassifications and format changes have been madeCertain of AIG’s foreign subsidiaries included in the consolidated
to prior period amounts to conform to the current periodfinancial statements report on a fiscal year ending November 30.
presentation.The effect on AIG’s consolidated financial condition and results of

operations of all material events occurring between November 30 Out-of-Period Adjustments
and December 31 for all periods presented has been recorded.

During 2007 and 2006, AIG recorded the effects of certain out-of-The accompanying consolidated financial statements have
period adjustments, which (decreased) increased net income bybeen prepared in accordance with U.S. generally accepted
$(399) million and $65 million, respectively. During 2007, out-of-accounting principles (GAAP). All material intercompany accounts
period adjustments collectively decreased pre-tax operating in-and transactions have been eliminated.
come by $372 million ($399 million after tax). The adjustments

Description of Business were comprised of a charge of $380 million ($247 million after
tax) to reverse net gains on transfers of investment securitiesSee Note 2 herein for a description of AIG’s businesses.
among legal entities consolidated within AIGFP and a correspond-

Use of Estimates ing increase to accumulated other comprehensive income (loss);
$156 million of additional income tax expense related to theThe preparation of financial statements in conformity with GAAP
successful remediation of the material weakness in internalrequires management to make estimates and assumptions that
control over income tax accounting; $142 million ($92 millionaffect the reported amounts of assets and liabilities, the
after tax) of additional expense related to insurance reserves anddisclosure of contingent assets and liabilities at the date of the
DAC in connection with improvements in its internal control overfinancial statements and the reported amounts of revenues and
financial reporting and consolidation processes; $42 millionexpenses during the reporting periods. Actual results could differ,
($29 million after tax) of additional expense, primarily related topossibly materially, from those estimates.
other remediation activities; and $192 million ($125 million afterAIG considers its most critical accounting estimates to be
tax) of net realized capital gains related to foreign exchange.those with respect to reserves for losses and loss expenses,

future policy benefits for life and accident and health contracts, Accounting Policies
estimated gross profits for investment-oriented products, recover-

(a) Revenue Recognition and Expenses:ability of deferred policy acquisition costs (DAC), fair value
measurements of certain assets and liabilities, including the Premiums and Other Considerations: Premiums for short duration
super senior credit default swaps written by AIGFP, other-than- contracts and considerations received from retailers in connection
temporary impairments in the value of investments, the allowance with the sale of extended service contracts are earned primarily on a
for finance receivable losses and flight equipment recoverability. pro rata basis over the term of the related coverage. The reserve for

During the second half of 2007, disruption in the global credit unearned premiums includes the portion of premiums written and
markets, coupled with the repricing of credit risk, and the other considerations relating to the unexpired terms of coverage.
U.S. housing market deterioration, particularly in the fourth Premiums for long duration insurance products and life
quarter, created increasingly difficult conditions in the financial contingent annuities are recognized as revenues when due.
markets. These conditions have resulted in greater volatility, less Estimates for premiums due but not yet collected are accrued.
liquidity, widening of credit spreads and a lack of price trans- Consideration for universal life and investment-type products
parency in certain markets and have made it more difficult to consists of policy charges for the cost of insurance, administra-
value certain of AIG’s invested assets and the obligations and tion, and surrenders during the period. Policy charges collected
collateral relating to certain financial instruments issued or held with respect to future services are deferred and recognized in a
by AIG, such as AIGFP’s super senior credit default swap portfolio. manner similar to DAC related to such products.

Revisions and Reclassifications Net Investment Income: Net investment income represents in-
come primarily from the following sources in AIG’s insuranceIn 2007, AIG determined that certain products that were historically
operations:reported as separate account assets under American Institute of
( Interest income and related expenses, including amortization ofCertified Public Accountants (AICPA) Statement of Position

premiums and accretion of discounts on bonds with changes in(SOP) 03-1, ‘‘Accounting and Reporting by Insurance Enterprises for
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American International Group, Inc. and Subsidiaries

( Changes in the fair value of derivatives (excluding the super1. Summary of Significant Accounting Policies
senior credit default swap portfolio). In certain instances, noContinued
initial gain or loss is recognized in accordance with Emerging

the timing and the amount of expected principal and interest
Issues Task Force Issue (EITF) 02-3, ‘‘Issues Involved in

cash flows reflected in the yield, as applicable.
Accounting for Derivative Contracts Held for Trading Purposes

( Dividend income and distributions from common and preferred
and Contracts Involved in Energy Trading and Risk Management

stock and other investments when receivable.
Activities’’ (EITF 02-3). The initial gain or loss is recognized in

( Realized and unrealized gains and losses from investments in
income over the life of the transaction or when observable

trading securities accounted for at fair value.
market data becomes available.

( Earnings from hedge funds and limited partnership investments
( Realized and unrealized gains and losses from trading securi-

accounted for under the equity method.
ties and spot commodities sold but not yet purchased, futures

( The difference between the carrying amount of a life settle-
and hybrid financial instruments.

ment contract and the life insurance proceeds of the underlying
( Realized gains and losses from the sale of available for sale

life insurance policy recorded in income upon the death of the
securities and investments in private equities, joint ventures,

insured.
limited partnerships and other investments.

Realized Capital Gains (Losses): Realized capital gains and losses ( Exchange gains and losses resulting from foreign currency
are determined by specific identification. The realized capital gains transactions.
and losses are generated primarily from the following sources: ( Reductions to the cost basis of securities available for sale for
( Sales of fixed maturity securities and equity securities (except other-than-temporary impairments.

trading securities accounted for at fair value), real estate, ( Earnings from hedge funds and limited partnership investments
investments in joint ventures and limited partnerships and accounted for under the equity method.
other types of investments. Finance charges on consumer loans are recognized as revenue

( Reductions to the cost basis of fixed maturity securities and using the interest method. Revenue ceases to be accrued when
equity securities (except trading securities accounted for at fair contractual payments are not received for four consecutive
value) and other invested assets for other-than-temporary months for loans and retail sales contracts, and for six months for
impairments. revolving retail accounts and private label receivables. Extension

( Changes in fair value of derivatives that are not involved in fees, late charges, and prepayment penalties are recognized as
qualifying hedging activities. revenue when received.

( Exchange gains and losses resulting from foreign currency
Incurred Policy Losses and Benefits: Incurred policy losses for

transactions.
short duration insurance contracts consist of the estimated

Other Income: Other income includes income from flight equip- ultimate cost of settling claims incurred within the reporting
ment, Asset Management operations, the operations of AIGFP and period, including incurred but not reported claims, plus the
finance charges on consumer loans. changes in estimates of current and prior period losses resulting

Income from flight equipment under operating leases is from the continuous review process. Benefits for long duration
recognized over the life of the lease as rentals become receivable insurance contracts consist of benefits paid and changes in future
under the provisions of the lease or, in the case of leases with policy benefits liabilities. Benefits for universal life and investment-
varying payments, under the straight-line method over the noncan- type products primarily consist of interest credited to policy
celable term of the lease. In certain cases, leases provide for account balances and benefit payments made in excess of policy
additional payments contingent on usage. Rental income is account balances.
recognized at the time such usage occurs less a provision for

(b) Income Taxes: Deferred tax assets and liabilities are
future contractual aircraft maintenance. Gains and losses on flight

recorded for the effects of temporary differences between the tax
equipment are recognized when flight equipment is sold and the

basis of an asset or liability and its reported amount in the
risk of ownership of the equipment is passed to the new owner.

consolidated financial statements. AIG assesses its ability to
Income from Asset Management operations is generally recog-

realize deferred tax assets primarily based on the earnings
nized as revenues as services are performed. Certain costs

history, the future earnings potential, the reversal of taxable
incurred in the sale of mutual funds are deferred and subse-

temporary differences, and the tax planning strategies available to
quently amortized.

the legal entities when recognizing deferred tax assets in
Income from the operations of AIGFP included in other income

accordance with Statement of Financial Accounting Standards No.
consists of the following:

(FAS) 109, ‘‘Accounting for Income Taxes’’ (FAS 109). See
( Interest income and related expenses, including amortization of

Note 21 herein for a further discussion of income taxes.
premiums and accretion of discounts on bonds with changes in
the timing and the amount of expected principal and interest (c) Investments in Fixed Maturities and Equity Securities:
cash flows reflected in the yield, as applicable. Bonds held to maturity are principally owned by insurance

( Dividend income and distributions from common and preferred subsidiaries and are carried at amortized cost when AIG has the
stock and other investments when receivable. ability and positive intent to hold these securities until maturity.
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circumstances, the loss is recognized in the period in which the1. Summary of Significant Accounting Policies
intent to hold the securities to recovery no longer existed.Continued

In periods subsequent to the recognition of an other-than-
When AIG does not have the positive intent to hold bonds until

temporary impairment charge for fixed maturity securities, which is
maturity, these securities are classified as available for sale or as

not credit or foreign exchange related, AIG generally accretes the
trading and are carried at fair value.

discount or amortizes the reduced premium resulting from the
Premiums and discounts arising from the purchase of bonds

reduction in cost basis over the remaining life of the security.
classified as held to maturity or available for sale are treated as

For certain investments in beneficial interests in securitized
yield adjustments over their estimated lives, until maturity, or call

financial assets of less than high quality with contractual cash
date, if applicable.

flows, including asset-backed securities, EITF 99-20, ‘‘Recognition
Common and preferred stocks are carried at fair value.

of Interest Income and Impairment on Purchased Beneficial
AIG also enters into dollar roll agreements. These are

Interests and Beneficial Interests that Continued to Be Held by a
agreements to sell mortgage-backed securities and to repurchase

Transferor in Securitized Financial Assets’’ requires periodic
substantially similar securities at a specified price and date in the

updates of AIG’s best estimate of cash flows over the life of the
future. At December 31, 2007 and 2006, there were no dollar roll

security. If the fair value of an investment in beneficial interests in
agreements outstanding.

a securitized financial asset is less than its cost or amortized
For AIG’s insurance subsidiaries, unrealized gains and losses

cost and there has been a decrease in the present value of the
on investments in trading securities are reported in Net invest-

estimated cash flows since the last revised estimate, considering
ment income. Unrealized gains and losses from available for sale

both their timing and amount, an other-than-temporary impairment
investments in equity and fixed maturity securities are reported as

charge is recognized. Interest income is recognized based on
a separate component of Accumulated other comprehensive

changes in the timing and the amount of expected principal and
income (loss), net of deferred income taxes, in consolidated

interest cash flows reflected in the yield.
shareholders’ equity. Investments in fixed maturities and equity

AIG also considers its intent and ability to retain a temporarily
securities are recorded on a trade-date basis.

depressed security until recovery. Estimating future cash flows is
AIG evaluates its investments for other-than-temporary impair-

a quantitative and qualitative process that incorporates informa-
ment. The determination that a security has incurred an other-

tion received from third-party sources along with certain internal
than-temporary impairment in value and the amount of any loss

assumptions and judgments regarding the future performance of
recognized requires the judgment of AIG’s management and a

the underlying collateral. In addition, projections of expected
continual review of its investments.

future cash flows may change based upon new information
AIG evaluates its investments for other-than-temporary impair-

regarding the performance of the underlying collateral.
ment such that a security is considered a candidate for other-than-
temporary impairment if it meets any of the following criteria: (d) Mortgage and Other Loans Receivable — net: Mort-
( Trading at a significant (25 percent or more) discount to par, gage and other loans receivable includes mortgage loans on real

amortized cost (if lower) or cost for an extended period of time estate, policy loans and collateral, commercial and guaranteed
(nine consecutive months or longer); loans. Mortgage loans on real estate and collateral, commercial

( The occurrence of a discrete credit event resulting in (i) the and guaranteed loans are carried at unpaid principal balances
issuer defaulting on a material outstanding obligation; (ii) the less credit allowances and plus or minus adjustments for the
issuer seeking protection from creditors under the bankruptcy accretion or amortization of discount or premium. Interest income
laws or any similar laws intended for court supervised on such loans is accrued as earned.
reorganization of insolvent enterprises; or (iii) the issuer Impairment of mortgage loans on real estate and collateral
proposing a voluntary reorganization pursuant to which credi- and commercial loans is based on certain risk factors and when
tors are asked to exchange their claims for cash or securities collection of all amounts due under the contractual terms is not
having a fair value substantially lower than par value of their probable. This impairment is generally measured based on the
claims; or present value of expected future cash flows discounted at the

( AIG may not realize a full recovery on its investment regardless loan’s effective interest rate subject to the fair value of underlying
of the occurrence of one of the foregoing events. collateral. Interest income on such impaired loans is recognized
The above criteria also consider circumstances of a rapid and as cash is received.

severe market valuation decline, such as that experienced in Policy loans are carried at unpaid principal amount. There is no
current credit markets, in which AIG could not reasonably assert allowance for policy loans because these loans serve to reduce
that the recovery period would be temporary. the death benefit paid when the death claim is made and the

At each balance sheet date, AIG evaluates its securities balances are effectively collateralized by the cash surrender value
holdings with unrealized losses. When AIG does not intend to hold of the policy.
such securities until they have recovered their cost basis, based

(e) Financial Services — Flight Equipment: Flight equipmenton the circumstances at the date of evaluation, AIG records the
is stated at cost, net of accumulated depreciation. Majorunrealized loss in income. If a loss is recognized from a sale
additions, modifications and interest are capitalized. Normalsubsequent to a balance sheet date pursuant to changes in
maintenance and repairs, air frame and engine overhauls and
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through the use of forwards, futures and option contracts. Lower1. Summary of Significant Accounting Policies
of cost or fair value reductions in commodity positions andContinued
unrealized gains and losses in related derivatives are reflected in

compliance with return conditions of flight equipment on lease are
Other income.

provided by and paid for by the lessee. Under the provisions of
most leases for certain air frame and engine overhauls, the lessee (i) Financial Services — Unrealized Gain and Unrealized
is reimbursed for certain costs incurred up to but not exceeding Loss on Swaps, Options and Forward Transactions: Inter-
contingent rentals paid to AIG by the lessee. AIG provides a est rate, currency, equity and commodity swaps (including AIGFP’s
charge to income for such reimbursements based on the expected super senior credit default swap portfolio), swaptions, options and
reimbursements during the life of the lease. For passenger forward transactions are accounted for as derivatives recorded on
aircraft, depreciation is generally computed on the straight-line a trade-date basis, and carried at fair value. Unrealized gains and
basis to a residual value of approximately 15 percent of the cost losses are reflected in income, when appropriate. In certain
of the asset over its estimated useful life of 25 years. For instances, when income is not recognized at inception of the
freighter aircraft, depreciation is computed on the straight-line contract under EITF 02-3, income is recognized over the life of the
basis to a zero residual value over its useful life of 35 years. At contract and as observable market data becomes available.
December 31, 2007, ILFC had twelve freighter aircraft in its fleet.

(j) Financial Services — Trade Receivables and Trade Pay-Aircraft in the fleet are evaluated for impairment in accordance
ables: Trade receivables and Trade payables include optionwith FAS 144. FAS 144 requires long-lived assets to be evaluated
premiums paid and received and receivables from and payables tofor impairment whenever events or changes in circumstances
counterparties that relate to unrealized gains and losses onindicate the carrying amount of an asset may not be recoverable.
futures, forwards, and options and balances due from and due toRecoverability of assets is measured by comparing the carrying
clearing brokers and exchanges.amount of an asset to future undiscounted net cash flows

expected to be generated by the asset. These evaluations for (k) Financial Services — Securities Purchased (Sold)
impairment are significantly affected by estimates of future net Under Agreements to Resell (Repurchase), at contract
cash flows and other factors that involve uncertainty. value: Securities purchased under agreements to resell and

When assets are retired or disposed of, the cost and Securities sold under agreements to repurchase are accounted for
associated accumulated depreciation are removed from the as collateralized borrowing or lending transactions and are
related accounts and the difference, net of proceeds, is recorded recorded at their contracted resale or repurchase amounts, plus
as a gain or loss in Other income. accrued interest. AIG’s policy is to take possession of or obtain a

security interest in securities purchased under agreements to(f) Financial Services — Securities Available for Sale, at
resell.fair value: These securities are held to meet long-term invest-

AIG minimizes the credit risk that counterparties to transac-ment objectives and are accounted for as available for sale,
tions might be unable to fulfill their contractual obligations bycarried at fair values and recorded on a trade-date basis. This
monitoring customer credit exposure and collateral value andportfolio is hedged using interest rate, foreign exchange, commod-
generally requiring additional collateral to be deposited with AIGity and equity derivatives. The market risk associated with such
when necessary.hedges is managed on a portfolio basis, with third-party hedging

transactions executed as necessary. Because hedge accounting (l) Financial Services — Finance Receivables: Finance re-
treatment is not achieved in accordance with FAS 133, ‘‘Account- ceivables, which are reported net of unearned finance charges,
ing for Derivative Instruments and Hedging Activities’’ (FAS 133), are held for both investment purposes and for sale. Finance
the unrealized gains and losses on these securities resulting from receivables held for investment purposes are carried at amortized
changes in interest rates, currency rates and equity prices are cost, which includes accrued finance charges on interest bearing
recorded in Accumulated other comprehensive income (loss) in finance receivables, unamortized deferred origination costs, and
consolidated shareholders’ equity while the unrealized gains and unamortized net premiums and discounts on purchased finance
losses on the hedging instruments are reflected in Other income. receivables. The allowance for finance receivable losses is

established through the provision for finance receivable losses(g) Financial Services — Trading Securities, at fair value:
charged to expense and is maintained at a level consideredTrading securities are held to meet short-term investment objec-
adequate to absorb estimated credit losses in the portfolio. Thetives and to economically hedge other securities. Trading securi-
portfolio is periodically evaluated on a pooled basis and factorsties are recorded on a trade-date basis and carried at fair value.
such as economic conditions, portfolio composition, and loss andRealized and unrealized gains and losses are reflected in Other
delinquency experience are considered in the evaluation of theincome.
allowance.

(h) Financial Services — Spot Commodities: Spot commodi- Direct costs of originating finance receivables, net of
ties held in AIGFP’s wholly owned broker-dealer subsidiary are nonrefundable points and fees, are deferred and included in the
recorded at fair value. All other commodities are recorded at the carrying amount of the related receivables. The amount deferred
lower of cost or fair value. Spot commodities are recorded on a is amortized to income as an adjustment to finance charge
trade-date basis. The exposure to market risk may be reduced revenues using the interest method.
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(p) Cash: Cash represents cash on hand and non-interest1. Summary of Significant Accounting Policies
bearing demand deposits.Continued

Finance receivables originated and intended for sale in the (q) Reinsurance Assets: Reinsurance assets include the bal-
secondary market are carried at the lower of cost or fair value, as ances due from reinsurance and insurance companies under the
determined by aggregate outstanding commitments from investors terms of AIG’s reinsurance agreements for paid and unpaid losses
or current investor yield requirements. American General Finance, and loss expenses, ceded unearned premiums and ceded future
Inc. (AGF) recognizes net unrealized losses through a valuation policy benefits for life and accident and health insurance contracts
allowance by charges to income. and benefits paid and unpaid. Amounts related to paid and unpaid

losses and benefits and loss expenses with respect to these(m) Securities Lending Invested Collateral, at Fair Value
reinsurance agreements are substantially collateralized.and Securities Lending Payable: AIG’s insurance and asset

management operations lend their securities and primarily take (r) Deferred Policy Acquisition Costs:
cash as collateral with respect to the securities lent. Invested Policy acquisition costs represent those costs, including com-
collateral consists of interest-bearing cash equivalents and floating missions, premium taxes and other underwriting expenses that
rate bonds, whose changes in fair value are recorded as a vary with and are primarily related to the acquisition of new
separate component of Accumulated other comprehensive income business.
(loss), net of deferred income taxes. The invested collateral is

General Insurance: Policy acquisition costs are deferred andevaluated for other-than-temporary impairment by applying the
amortized over the period in which the related premiums writtensame criteria used for investments in fixed maturities. Income
are earned. DAC is grouped consistent with the manner in whichearned on invested collateral, net of interest payable to the
the insurance contracts are acquired, serviced and measured forcollateral provider, is recorded in Net investment income.
profitability and is reviewed for recoverability based on theThe fair value of securities pledged under securities lending
profitability of the underlying insurance contracts. Investmentarrangements was $76 billion and $69 billion at December 31,
income is not anticipated in assessing the recoverability of DAC.2007 and 2006, respectively. These securities are included in

bonds available for sale in AIG’s consolidated balance sheet. Life Insurance & Retirement Services: Policy acquisition costs for
traditional life insurance products are generally deferred and(n) Other Invested Assets: Other invested assets consist
amortized over the premium paying period in accordance withprimarily of investments by AIG’s insurance operations in hedge
FAS 60, ‘‘Accounting and Reporting by Insurance Enterprises’’funds, private equity and limited partnerships.
(FAS 60). Policy acquisition costs and policy issuance costsHedge funds and limited partnerships in which AIG’s insurance
related to universal life, participating life, and investment-typeoperations hold in the aggregate less than a five percent interest
products (investment-oriented products) are deferred and amor-are reported at fair value. The change in fair value is recognized
tized, with interest, in relation to the incidence of estimated grossas a component of Accumulated other comprehensive income
profits to be realized over the estimated lives of the contracts in(loss).
accordance with FAS 97, ‘‘Accounting and Reporting by InsuranceWith respect to hedge funds and limited partnerships in which
Enterprises for Certain Long-Duration Contracts and for RealizedAIG holds in the aggregate a five percent or greater interest or
Gains and Losses from the Sale of Investments’’ (FAS 97).less than a five percent interest but in which AIG has more than a
Estimated gross profits are composed of net interest income, netminor influence over the operations of the investee, AIG’s carrying
realized investment gains and losses, fees, surrender charges,value is its share of the net asset value of the funds or the
expenses, and mortality and morbidity gains and losses. Ifpartnerships. The changes in such net asset values, accounted
estimated gross profits change significantly, DAC is recalculatedfor under the equity method, are recorded in Net investment
using the new assumptions. Any resulting adjustment is includedincome.
in income as an adjustment to DAC. DAC is grouped consistentIn applying the equity method of accounting, AIG consistently
with the manner in which the insurance contracts are acquired,uses the most recently available financial information provided by
serviced and measured for profitability and is reviewed forthe general partner or manager of each of these investments,
recoverability based on the current and projected future profitabil-which is one to three months prior to the end of AIG’s reporting
ity of the underlying insurance contracts.period. The financial statements of these investees are generally

The DAC for investment-oriented products is also adjusted withaudited on an annual basis.
respect to estimated gross profits as a result of changes in theAlso included in Other invested assets are real estate held for
net unrealized gains or losses on fixed maturity and equityinvestment, aircraft asset investments held by non-financial
securities available for sale. Because fixed maturity and equityservices subsidiaries and investments in life settlement contracts.
securities available for sale are carried at aggregate fair value, anSee Note 3(g) herein for further information.
adjustment is made to DAC equal to the change in amortization

(o) Short-term Investments: Short-term investments consist that would have been recorded if such securities had been sold at
of interest-bearing cash equivalents, time deposits, and invest- their stated aggregate fair value and the proceeds reinvested at
ments with original maturities within one year from the date of current yields. The change in this adjustment, net of tax, is
purchase, such as commercial paper. included with the change in net unrealized gains/losses on fixed
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(v) Goodwill: Goodwill is the excess of cost over the fair value1. Summary of Significant Accounting Policies
of identifiable net assets acquired. Goodwill is reviewed forContinued
impairment on an annual basis, or more frequently if circum-maturity and equity securities available for sale that is credited or
stances indicate that a possible impairment has occurred. Thecharged directly to Accumulated other comprehensive income
assessment of impairment involves a two-step process whereby(loss). Value of Business Acquired (VOBA) is determined at the
an initial assessment for potential impairment is performed,time of acquisition and is reported in the consolidated balance
followed by a measurement of the amount of impairment, if any.sheet with DAC. This value is based on the present value of future
Impairment testing is performed using the fair value approach,pre-tax profits discounted at yields applicable at the time of
which requires the use of estimates and judgment, at thepurchase. For products accounted for under FAS 60, VOBA is
‘‘reporting unit’’ level. A reporting unit is the operating segment,amortized over the life of the business similar to that for DAC
or a business that is one level below the operating segment ifbased on the assumptions at purchase. For products accounted
discrete financial information is prepared and regularly reviewed byfor under FAS 97, VOBA is amortized in relation to the estimated
management at that level. The determination of a reporting unit’sgross profits to date for each period. As of December 31, 2007
fair value is based on management’s best estimate, whichand 2006, there had been no impairments of VOBA.
generally considers the market-based earning multiples of the

(s) Investments in Partially Owned Companies: Invest- unit’s peer companies or expected future cash flows. If the
ments in partially owned companies represents investments carrying value of a reporting unit exceeds its fair value, an
entered into for strategic purposes and not solely for capital impairment is recognized as a charge against income equal to the
appreciation or for income generation. These investments are excess of the carrying value of goodwill over its fair value. No
accounted for under the equity method. All other equity method impairments were recorded in 2007, 2006 or 2005. Changes in
investments are reported in Other invested assets. At Decem- the carrying amount of goodwill result from business acquisitions,
ber 31, 2007, AIG’s significant investments in partially owned the payment of contingent consideration, foreign currency transla-
companies included its 26.0 percent interest in Tata AIG Life tion adjustments and purchase price adjustments.
Insurance Company, Ltd., its 26.0 percent interest in Tata AIG

(w) Other Assets: Other assets consist of prepaid expenses,General Insurance Company, Ltd. and its 25.4 percent interest in
including deferred advertising costs, sales inducement assets,The Fuji Fire and Marine Insurance Co., Ltd. Dividends received
non-AIGFP derivatives assets carried at fair value, deposits, otherfrom unconsolidated entities in which AIG’s ownership interest is
deferred charges and other intangible assets.less than 50 percent were $30 million, $28 million and

Certain direct response advertising costs are deferred and$146 million for the years ended December 31, 2007, 2006 and
amortized over the expected future benefit period in accordance2005, respectively. The undistributed earnings of unconsolidated
with SOP 93-7, ‘‘Reporting on Advertising Costs.’’ When AIG canentities in which AIG’s ownership interest is less than 50 percent
demonstrate that its customers have responded specifically towere $266 million, $300 million and $179 million at Decem-
direct-response advertising, the primary purpose of which is tober 31, 2007, 2006 and 2005, respectively.
elicit sales to customers, and when it can be shown such

(t) Real Estate and Other Fixed Assets: The costs of advertising results in probable future economic benefits, the
buildings and furniture and equipment are depreciated principally advertising costs are capitalized. Deferred advertising costs are
on the straight-line basis over their estimated useful lives amortized on a cost-pool-by-cost-pool basis over the expected
(maximum of 40 years for buildings and ten years for furniture and future economic benefit period and are reviewed regularly for
equipment). Expenditures for maintenance and repairs are recoverability. Deferred advertising costs totaled $1.35 billion and
charged to income as incurred; expenditures for betterments are $1.05 billion at December 31, 2007 and 2006, respectively. The
capitalized and depreciated. AIG periodically assesses the carrying amount of expense amortized into income was $395 million,
value of its real estate for purposes of determining any asset $359 million and $272 million, for the years ended 2007, 2006,
impairment. and 2005, respectively.

Also included in Real Estate and Other Fixed Assets are AIG offers sales inducements, which include enhanced credit-
capitalized software costs, which represent costs directly related ing rates or bonus payments to contract holders (bonus interest)
to obtaining, developing or upgrading internal use software. Such on certain annuity and investment contract products. Sales
costs are capitalized and amortized using the straight-line method inducements provided to the contractholder are recognized as part
over a period generally not exceeding five years. of the liability for policyholders’ contract deposits in the consoli-

dated balance sheet. Such amounts are deferred and amortized(u) Separate and Variable Accounts: Separate and variable
over the life of the contract using the same methodology andaccounts represent funds for which investment income and
assumptions used to amortize DAC. To qualify for such accountinginvestment gains and losses accrue directly to the policyholders
treatment, the bonus interest must be explicitly identified in thewho bear the investment risk. Each account has specific invest-
contract at inception, and AIG must demonstrate that suchment objectives, and the assets are carried at fair value. The
amounts are incremental to amounts AIG credits on similarassets of each account are legally segregated and are not subject
contracts without bonus interest, and are higher than theto claims that arise out of any other business of AIG. The
contract’s expected ongoing crediting rates for periods after theliabilities for these accounts are equal to the account assets.
bonus period. The deferred bonus interest and other deferred
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unamortized discounts or premiums. See Note 11 herein for1. Summary of Significant Accounting Policies
additional information.Continued

Long-term borrowings also include liabilities connected to trust
sales inducement assets totaled $1.7 billion and $1.3 billion at

preferred stock principally related to outstanding securities issued
December 31, 2007 and 2006, respectively. The amortization

by AIG Life Holdings (US), Inc. (AIGLH), a wholly owned subsidiary
expense associated with these assets is reported within Incurred

of AIG. Cash distributions on such preferred stock are accounted
policy losses and benefits expense in the consolidated statement

for as interest expense.
of income. Such amortization expense totaled $149 million,
$132 million and $127 million for the years ended December 31, (cc) Other Liabilities: Other liabilities consist of other funds on
2007, 2006 and 2005, respectively. deposit, non-AIGFP free-standing derivatives liabilities carried at

See Note 8 herein for a discussion of derivatives. fair value, and other payables. See Note 8 herein for a discussion
of derivatives. AIG has entered into certain insurance and(x) Reserve for Losses and Loss Expenses: Losses and
reinsurance contracts, primarily in its General Insurance segment,

loss expenses are charged to income as incurred. The reserve for
that do not contain sufficient insurance risk to be accounted for

losses and loss expenses represents the accumulation of esti-
as insurance or reinsurance. Accordingly, the premiums received

mates for unpaid reported losses and includes provisions for
on such contracts, after deduction for certain related expenses,

losses incurred but not reported. The methods of determining
are recorded as deposits within Other liabilities in the consoli-

such estimates and establishing resulting reserves, including
dated balance sheet. Net proceeds of these deposits are invested

amounts relating to allowances for estimated unrecoverable
and generate net investment income. As amounts are paid,

reinsurance, are reviewed and updated. If the estimate of
consistent with the underlying contracts, the deposit liability is

reserves is determined to be inadequate or redundant, the
reduced.

increase or decrease is reflected in income. AIG discounts its loss
reserves relating to workers compensation business written by its (dd) Contingent Liabilities: Amounts are accrued for the reso-
U.S. domiciled subsidiaries as permitted by the domiciliary lution of claims that have either been asserted or are deemed
statutory regulatory authorities. probable of assertion if, in the opinion of management, it is both

probable that a liability has been incurred and the amount of the(y) Future Policy Benefits for Life and Accident and
liability can be reasonably estimated. In many cases, it is notHealth Contracts and Policyholders’ Contract Deposits:
possible to determine whether a liability has been incurred or to

The liability for future policy benefits and policyholders’ contract
estimate the ultimate or minimum amount of that liability until

deposits are established using assumptions described in Note 9
years after the contingency arises, in which case, no accrual is

herein. Future policy benefits for life and accident and health
made until that time.

insurance contracts include provisions for future dividends to
participating policyholders, accrued in accordance with all applica- (ee) Preferred Shareholders’ Equity in Subsidiary Compa-
ble regulatory or contractual provisions. Policyholders’ contract nies: Preferred shareholders’ equity in subsidiary companies
deposits include AIG’s liability for certain guarantee benefits relates principally to outstanding preferred stock or interest of
accounted for as embedded derivatives at fair value in accordance ILFC, a wholly owned subsidiary of AIG. Cash distributions on such
with FAS 133. preferred stock or interest are accounted for as interest expense.

(z) Other Policyholders’ Funds: Other policyholders’ funds are (ff) Foreign Currency: Financial statement accounts expressed
reported at cost and include any policyholders’ funds on deposit in foreign currencies are translated into U.S. dollars in accordance
that encompass premium deposits and similar items. with FAS 52, ‘‘Foreign Currency Translation’’ (FAS 52). Under

FAS 52, functional currency assets and liabilities are translated(aa) Financial Services — Securities and Spot Commodi-
into U.S. dollars generally using rates of exchange prevailing atties Sold but not yet Purchased, at Fair Value: Securities
the balance sheet date of each respective subsidiary and the

and spot commodities sold but not yet purchased represent sales
related translation adjustments are recorded as a separate

of securities and spot commodities not owned at the time of sale.
component of Accumulated other comprehensive income (loss),

The obligations arising from such transactions are recorded on a
net of any related taxes, in consolidated shareholders’ equity.

trade-date basis and carried at fair value. Also included are
Functional currencies are generally the currencies of the local

obligations under gold leases, which are accounted for as a debt
operating environment. Income statement accounts expressed in

host with an embedded gold derivative.
functional currencies are translated using average exchange rates

(bb) Commercial Paper and Extendible Commercial Notes during the period. The adjustments resulting from translation of
and Long-Term Borrowings: AIG’s funding is principally ob- financial statements of foreign entities operating in highly inflation-
tained from medium and long-term borrowings and commercial ary economies are recorded in income. Exchange gains and
paper. Commercial paper, when issued at a discount, is recorded losses resulting from foreign currency transactions are recorded in
at the proceeds received and accreted to its par value. Extendible income.
commercial notes are issued by AGF with initial maturities of up to

(gg) Earnings per Share: Basic earnings per share is based
90 days, which AGF may extend to 390 days. Long-term

on the weighted average number of common shares outstanding,
borrowings are carried at the principal amount borrowed, net of

adjusted to reflect all stock dividends and stock splits. Diluted
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representing the difference between the fair value of these hybrid1. Summary of Significant Accounting Policies
financial instruments and the prior carrying value as of Decem-Continued
ber 31, 2005. The effect of adoption on after-tax gross gains and

earnings per share is based on those shares used in basic
losses was $218 million ($336 million pre-tax) and $229 million

earnings per share plus shares that would have been outstanding
($354 million pre-tax), respectively.

assuming issuance of common shares for all dilutive potential
In connection with AIG’s early adoption of FAS 155, structured

common shares outstanding, adjusted to reflect all stock divi-
note liabilities of $8.9 billion, other structured liabilities in

dends and stock splits.
conjunction with equity derivative transactions of $111 million,

(hh) Recent Accounting Standards: and hybrid financial instruments of $522 million at December 31,
2006 are now carried at fair value. The effect on earnings forAccounting Changes
2006, for changes in the fair value of hybrid financial instruments,
was a pre-tax loss of $313 million, of which $287 million wasSOP 05-1
reflected in Other income and was largely offset by gains on

In September 2005, the AICPA issued SOP 05-1, ‘‘Accounting by
economic hedge positions which were also reflected in operating

Insurance Enterprises for Deferred Acquisition Costs in Connection
income, and $26 million was reflected in Net investment income.

with Modifications or Exchanges of Insurance Contracts’’ (SOP 05-
1). SOP 05-1 provides guidance on accounting for internal

FAS 158
replacements of insurance and investment contracts other than
those specifically described in FAS 97. SOP 05-1 defines an In September 2006, the FASB issued FAS 158, ‘‘Employers’
internal replacement as a modification in product benefits, Accounting for Defined Benefit Pension and Other Postretirement
features, rights, or coverage that occurs by the exchange of a Plans — an amendment of FASB Statements No. 87, 88, 106 and
contract for a new contract, or by amendment, endorsement, or 132R’’ (FAS 158). FAS 158 requires AIG to prospectively recognize
rider to a contract, or by the election of a feature or coverage the overfunded or underfunded status of defined benefit postretire-
within a contract. Internal replacements that result in a substan- ment plans as an asset or liability in AIG’s consolidated balance
tially changed contract are accounted for as a termination and a sheet and to recognize changes in that funded status in the year in
replacement contract. which the changes occur through Other comprehensive income. FAS

SOP 05-1 became effective on January 1, 2007 and generally 158 also requires AIG to measure the funded status of plans as of
affects the accounting for internal replacements occurring after the date of its year-end balance sheet, with limited exceptions. AIG
that date. In the first quarter of 2007, AIG recorded a cumulative adopted FAS 158 for the year ended December 31, 2006. The
effect reduction of $82 million, net of tax, to the opening balance cumulative effect, net of deferred income taxes, on AIG’s consoli-
of retained earnings on the date of adoption. This adoption dated balance sheet at December 31, 2006 was a net reduction in
reflected changes in unamortized DAC, VOBA, deferred sales shareholders’ equity through a charge to Accumulated other
inducement assets, unearned revenue liabilities and future policy comprehensive income (loss) of $532 million, with a corresponding
benefits for life and accident and health insurance contracts net decrease of $538 million in total assets, and a net decrease of
resulting from a shorter expected life related to certain group life $6 million in total liabilities. See Note 18 herein for additional
and health insurance contracts and the effect on the gross profits information on the adoption of FAS 158.
of investment-oriented products related to previously anticipated
future internal replacements. This cumulative effect adjustment FIN 48
affected only the Life Insurance & Retirement Services segment.

In July 2006, the FASB issued FASB Interpretation No. (FIN) 48,
FAS 155 ‘‘Accounting for Uncertainty in Income Taxes — an interpretation of

FASB Statement No. 109’’ (FIN 48), which clarifies the accounting
In February, 2006, the Financial Accounting Standards Board

for uncertainty in income tax positions. FIN 48 prescribes a
(FASB) issued FAS 155, ‘‘Accounting for Certain Hybrid Financial

recognition threshold and measurement attribute for the financial
Instruments — an amendment of FAS 140 and FAS 133’’ (FAS

statement recognition and measurement of an income tax position
155). FAS 155 allows AIG to include changes in fair value in

taken or expected to be taken in a tax return. FIN 48 also
earnings on an instrument-by-instrument basis for any hybrid

provides guidance on derecognition, classification, interest and
financial instrument that contains an embedded derivative that

penalties, accounting in interim periods, and additional disclo-
would otherwise be required to be bifurcated and accounted for

sures. AIG adopted FIN 48 on January 1, 2007. Upon adoption,
separately under FAS 133. The election to measure the hybrid

AIG recognized a $71 million increase in the liability for unrecog-
instrument at fair value is irrevocable at the acquisition or

nized tax benefits, which was accounted for as a decrease to
issuance date.

opening retained earnings as of January 1, 2007. See Note 21
AIG elected to early adopt FAS 155 as of January 1, 2006, and

for additional FIN 48 disclosures.
apply FAS 155 fair value measurement to certain structured note
liabilities and structured investments in AIG’s available for sale

FSP 13-2portfolio that existed at December 31, 2005. The effect of this
adoption resulted in an $11 million after-tax ($18 million pre-tax) In July 2006, the FASB issued FASB Staff Position
decrease to opening retained earnings as of January 1, 2006, No. (FSP) FAS 13-2, ‘‘Accounting for a Change or Projected
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also establishes presentation and disclosure requirements for1. Summary of Significant Accounting Policies
similar types of assets and liabilities measured at fair value.Continued
FAS 159 permits the fair value option election on an instru-

Change in the Timing of Cash Flows Relating to Income Taxes
ment-by-instrument basis for eligible items existing at the adoption

Generated by a Leveraged Lease Transaction’’ (FSP 13-2). FSP
date and at initial recognition of an asset or liability or upon an

13-2 addresses how a change or projected change in the timing of
event that gives rise to a new basis of accounting for that

cash flows relating to income taxes generated by a leveraged
instrument.

lease transaction affects the accounting for the lease by the
AIG adopted FAS 159 on January 1, 2008, its required

lessor, and directs that the tax assumptions be consistent with
effective date. The adoption of FAS 159 with respect to elections

any FIN 48 uncertain tax position related to the lease. AIG
made in the Life Insurance & Retirement Services segment is

adopted FSP 13-2 on January 1, 2007. Upon adoption, AIG
expected to result in a decrease to opening 2008 retained

recorded a $50 million decrease in the opening balance of
earnings of approximately $600 million. The adoption of FAS 159

retained earnings, net of tax, to reflect the cumulative effect of
with respect to elections made by AIGFP is currently being

this change in accounting.
evaluated for the effect of recently issued draft guidance by the

As a result of adopting SOP 05-1, FIN 48 and FSP 13-2, AIG FASB, anticipated to be issued in final form in early 2008, and its
recorded a total decrease to opening retained earnings of potential effect on AIG’s consolidated financial statements.
$203 million as of January 1, 2007.

SOP 07-1

Future Application of Accounting Standards In June 2007, the AICPA issued SOP No. 07-1 (SOP 07-1),
‘‘Clarification of the Scope of the Audit and Accounting Guide ‘AuditsFAS 157
of Investment Companies’ and Accounting by Parent Companies and

In September 2006, the FASB issued FAS 157, ‘‘Fair Value Equity Method Investors for Investments in Investment Companies.’’
Measurements’’ (FAS 157). FAS 157 defines fair value, estab- SOP 07-1 amends the guidance for whether an entity may apply the
lishes a framework for measuring fair value and expands disclo- Audit and Accounting Guide, ‘‘Audits of Investment Companies’’ (the
sure requirements regarding fair value measurements but does Guide). In February 2008, the FASB issued an FSP indefinitely
not change existing guidance about whether an instrument is deferring the effective date of SOP 07-1.
carried at fair value. FAS 157 nullifies the guidance in EITF 02-3
that precluded the recognition of a trading profit at the inception FAS 141(R)
of a derivative contract unless the fair value of such contract was

In December 2007, the FASB issued FAS 141 (revised 2007),obtained from a quoted market price or other valuation technique
‘‘Business Combinations’’ (FAS 141(R)). FAS 141(R) changes theincorporating observable market data. FAS 157 also clarifies that
accounting for business combinations in a number of ways,an issuer’s credit standing should be considered when measuring
including broadening the transactions or events that are consid-liabilities at fair value.
ered business combinations, requiring an acquirer to recognizeAIG adopted FAS 157 on January 1, 2008, its required
100 percent of the fair values of assets acquired, liabilitieseffective date. FAS 157 must be applied prospectively, except that
assumed, and noncontrolling interests in acquisitions of less thanthe difference between the carrying amount and fair value of a
a 100 percent controlling interest when the acquisition constitutesstand-alone derivative or hybrid instrument measured using the
a change in control of the acquired entity, recognizing contingentguidance in EITF 02-3 on recognition of a trading profit at the
consideration arrangements at their acquisition-date fair valuesinception of a derivative, is to be applied as a cumulative-effect
with subsequent changes in fair value generally reflected inadjustment to opening retained earnings on January 1, 2008. The
income, and recognizing preacquisition loss and gain contingen-adoption of FAS 157 was not material to AIG’s financial condition.
cies at their acquisition-date fair values, among other changes.However, the adoption of FAS 157 is expected to affect first

FAS 141(R) is required to be adopted for business combina-quarter 2008 earnings, due to changes in the valuation methodol-
tions for which the acquisition date is on or after the beginning ofogy for hybrid financial instrument and derivative liabilities (both
the first annual reporting period beginning on or after Decem-freestanding and embedded) currently carried at fair value. These
ber 15, 2008 (January 1, 2009 for AIG). Early adoption ismethodology changes primarily include the incorporation of AIG’s
prohibited. AIG is evaluating the effect FAS 141(R) will have on itsown credit risk and the inclusion of explicit risk margins, where
consolidated financial statements.appropriate.

FAS 159 FAS 160

In February 2007, the FASB issued FAS 159, ‘‘The Fair Value In December 2007, the FASB issued FAS 160, ‘‘Noncontrolling
Option for Financial Assets and Financial Liabilities’’ (FAS 159). Interests in Consolidated Financial Statements, an amendment of
FAS 159 permits entities to choose to measure at fair value many ARB No. 51’’ (FAS 160). FAS 160 requires noncontrolling (i.e.,
financial instruments and certain other items that are not required minority) interests in partially owned consolidated subsidiaries to
to be measured at fair value. Subsequent changes in fair value for be classified in the consolidated balance sheet as a separate
designated items are required to be reported in income. FAS 159 component of consolidated shareholders’ equity. FAS 160 also
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business written by AIG’s foreign-based insurance subsidiaries.1. Summary of Significant Accounting Policies
The Foreign General Insurance group uses various marketingContinued
methods to write both business and consumer lines insurance

establishes accounting rules for subsequent acquisitions and
with certain refinements for local laws, customs and needs. AIU

sales of noncontrolling interests and how noncontrolling interests
operates in Asia, the Pacific Rim, Europe, including the United

should be presented in the consolidated statement of income.
Kingdom, Africa, the Middle East and Latin America.

The noncontrolling interests’ share of subsidiary income should
Each of the General Insurance sub-segments is comprised of

be reported as a part of consolidated net income with disclosure
groupings of major products and services as follows: DBG is

of the attribution of consolidated net income to the controlling and
comprised of domestic commercial insurance products and ser-

noncontrolling interests on the face of the consolidated statement
vices; Transatlantic is comprised of reinsurance products and

of income.
services sold to other general insurance companies; Personal

FAS 160 is required to be adopted in the first annual reporting
Lines is comprised of general insurance products and services

period beginning on or after December 15, 2008 (January 1,
sold to individuals; Mortgage Guaranty is comprised of products

2009 for AIG) and earlier application is prohibited. FAS 160 must
insuring against losses arising under certain loan agreements;

be adopted prospectively, except that noncontrolling interests
and Foreign General is comprised of general insurance products

should be reclassified from liabilities to a separate component of
sold overseas.

shareholders’ equity and consolidated net income should be
recast to include net income attributable to both the controlling Life Insurance & Retirement Services: AIG’s Life Insurance &
and noncontrolling interests retrospectively. Had AIG adopted Retirement Services subsidiaries offer a wide range of insurance
FAS 160 at December 31, 2007, AIG would have reclassified and retirement savings products both domestically and abroad.
$10.4 billion of minority (i.e., noncontrolling) interests from Insurance-oriented products consist of individual and group life,
liabilities to Shareholders’ equity. payout annuities (including structured settlements), endowment

and accident and health policies. Retirement savings products
2. Segment Information consist generally of fixed and variable annuities. Revenues in the

Life Insurance & Retirement Services segment represent Life
AIG identifies its reportable segments by product line consistent

Insurance & Retirement Services Premiums and other considera-
with its management structure. These segments and their respec-

tions, Net investment income and Net realized capital gains
tive operations are as follows:

(losses).
AIG’s principal Foreign Life Insurance & Retirement ServicesGeneral Insurance: AIG’s General Insurance subsidiaries write

operations are American Life Insurance Company (ALICO), Ameri-substantially all lines of commercial property and casualty
can International Assurance Company, Limited, together withinsurance and various personal lines both domestically and
American International Assurance Company (Bermuda) Limitedabroad. Revenues in the General Insurance segment represent
(AIA), Nan Shan Life Insurance Company, Ltd. (Nan Shan), TheGeneral Insurance net Premiums and other considerations earned,
Philippine American Life and General Insurance Company (Philam-Net investment income and Net realized capital gains (losses).
life), AIG Edison Life Insurance Company (AIG Edison Life) and AIGAIG’s principal General Insurance operations are as follows:
Star Life Insurance Co. Ltd. (AIG Star Life).Domestic Brokerage Group (DBG) writes substantially all

AIG’s principal Domestic Life Insurance & Retirement Servicesclasses of business insurance in the U.S. and Canada, accepting
operations are American General Life Insurance Company (AGsuch business mainly from insurance brokers.
Life), The United States Life Insurance Company in the City ofTransatlantic Holdings, Inc. (Transatlantic) subsidiaries offer
New York (USLIFE), American General Life and Accident Insurancereinsurance on both a treaty and facultative basis to insurers in
Company (AGLA and, collectively with AG Life and USLIFE, thethe U.S. and abroad. Transatlantic structures programs for a full
Domestic Life Insurance internal reporting unit), AIG Annuityrange of property and casualty products with an emphasis on
Insurance Company (AIG Annuity), The Variable Annuity Lifespecialty risks.
Insurance Company (VALIC) and AIG Retirement Services, Inc (AIGAIG’s Personal Lines operations provide automobile insurance
SunAmerica and, collectively with AIG Annuity and VALIC, thethrough aigdirect.com, the newly formed operation resulting from
Domestic Retirement Services internal reporting unit).the merger of AIG Direct and 21st Century Insurance Group (21st

American International Reinsurance Company (AIRCO) actsCentury), and the Agency Auto Division, as well as a broad range
primarily as an internal reinsurance company for AIG’s insuranceof coverages for high net worth individuals through the AIG Private
operations.Client Group.

Life Insurance & Retirement Services is comprised of twoMortgage Guaranty operations provide residential mortgage
major groupings of products and services: insurance-orientedguaranty insurance that covers the first loss for credit defaults on
products and services and retirement savings products andhigh loan-to-value conventional first- and second-lien mortgages for
services.the purchase or refinance of one to four family residences.

AIG’s Foreign General Insurance group accepts risks primarily
Financial Services: AIG’s Financial Services subsidiaries engage

underwritten through American International Underwriters (AIU), a
in diversified activities including aircraft and equipment leasing,

marketing unit consisting of wholly owned agencies and insurance
companies. The Foreign General Insurance group also includes
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include issuing standard and structured notes and other securities2. Segment Information
and entering into guaranteed investment agreements (GIAs).Continued

Consumer Finance operations include American General Fi-
capital markets, consumer finance and insurance premium

nance Inc. (AGF) as well as AIG Consumer Finance Group Inc.
finance.

(AIGCFG). AGF and AIGCFG provide a wide variety of consumer
AIG’s Aircraft Leasing operations represent the operations of

finance products, including non-conforming real estate mortgages,
International Lease Finance Corporation (ILFC), which generates

consumer loans, retail sales finance and credit-related insurance
its revenues primarily from leasing new and used commercial jet

to customers both domestically and overseas, particularly in
aircraft to domestic and foreign airlines. Revenues also result

emerging and developing markets.
from the remarketing of commercial jets for its own account, and
remarketing and fleet management services for airlines and for Asset Management: AIG’s Asset Management operations com-
financial institutions. prise a wide variety of investment-related services and investment

Capital Markets represents the operations of AIGFP, which products. Such services and products are offered to individuals,
engages as principal in a wide variety of financial transactions, pension funds and institutions globally through AIG’s Spread-
including standard and customized financial products involving Based Investment business, Institutional Asset Management, and
commodities, credit, currencies, energy, equities and rates and Brokerage Services and Mutual Funds business. Revenues in the
provides credit protection through credit default swaps on certain Asset Management segment represent investment income with
super senior tranches of collateralized debt obligations (CDOs). respect to spread-based products and management, advisory and
AIGFP also invests in a diversified portfolio of securities and incentive fees.
principal investments and engages in borrowing activities that
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2. Segment Information
Continued

The following table summarizes AIG’s operations by reporting segment for the years ended December 31, 2007, 2006
and 2005:

Operating Segments

Life
Insurance Consolidation

General & Retirement Financial Asset and
(in millions) Insurance Services(a) Services(a) Management(a) Other(a)(b) Total Eliminations(a) Consolidated

2007
Total revenues(c)(d)(e) $ 51,708 $ 53,570 $ (1,309) $ 5,625 $ 457 $ 110,051 $ 13 $ 110,064
Interest expense 29 128 7,794 567 1,170 9,688 — 9,688
Operating income (loss)

before minority interest(d)(e) 10,526 8,186 (9,515) 1,164 (2,140) 8,221 722 8,943
Income taxes (benefits) 2,393 1,494 (3,260) 334 537 1,498 (43) 1,455
Depreciation expense 300 392 1,831 88 179 2,790 — 2,790
Capital expenditures 354 532 4,569 3,557 271 9,283 — 9,283
Year-end identifiable assets 181,708 615,386 203,894 77,274 126,874 1,205,136 (144,631) 1,060,505

2006
Total revenues(c)(d) $ 49,206 $ 50,878 $ 7,777 $ 4,543 $ 483 $ 112,887 $ 500 $ 113,387
Interest expense 23 74 6,005 105 744 6,951 — 6,951
Operating income (loss) 

before minority interest(d) 10,412 10,121 383 1,538 (1,435) 21,019 668 21,687
Income taxes (benefits) 2,351 2,892 (26) 575 719 6,511 26 6,537
Depreciation expense 274 268 1,655 13 164 2,374 — 2,374
Capital expenditures 375 711 6,278 835 244 8,443 — 8,443
Year-end identifiable assets 167,004 550,957 202,485 78,275 107,517 1,106,238 (126,828) 979,410

2005
Total revenues(c)(d) $ 45,174 $ 48,020 $ 10,677 $ 4,582 $ 344 $ 108,797 $ (16) $ 108,781
Interest expense 7 83 5,164 11 408 5,673 — 5,673
Operating income (loss) 

 before minority interest(d) 2,315 8,965 4,424 1,963 (2,765)(f) 14,902 311 15,213
Income taxes (benefits) 169 2,407 1,418 723 (587) 4,130 128 4,258
Depreciation expense 273 268 1,447 43 169 2,200 — 2,200
Capital expenditures 417 590 6,300 25 194 7,526 — 7,526
Year-end identifiable assets 150,667 489,331 161,919 69,584 94,047 965,548 (112,500) 853,048

(a) Beginning in 2007, revenues and operating income related to certain foreign investment contracts, which were historically reported as a component of
the Asset Management segment, are now reported in the Life Insurance & Retirement Services segment, net realized capital gains and losses;
including derivative gains and losses and foreign exchange transaction gains and losses for Financial Services entities other than AIGFP and Asset
Management entities, which were previously reported as part of AIG’s Other category, are now included in Asset Management and Financial Services
revenues and operating income; and revenues and operating income related to consolidated managed partnerships and funds, which were historically
reported in the Asset Management segment, are now being reported in Consolidation and eliminations. All prior periods have been revised to conform
to the current presentation.

(b) Includes AIG Parent and other operations that are not required to be reported separately. The following table presents the operating loss for AIG’s
Other category for the years ended December 31, 2007, 2006 and 2005:

For the Years Ended December 31,
(in millions) 2007 2006 2005

Operating income (loss):
Equity earnings in partially owned companies* $ 157 $ 193 $ (124)
Interest expense (1,223) (859) (541)
Unallocated corporate expenses (560) (517) (413)
Compensation expense — SICO Plans (39) (108) (205)
Compensation expense — Starr tender offer — (54) —
Net realized capital gains (losses) (409) (37) 269
Regulatory settlement costs — — (1,644)
Other miscellaneous, net (66) (53) (107)

Total Other $ (2,140) $ (1,435) $ (2,765)

* Includes current year catastrophe-related losses from unconsolidated entities of $312 million in 2005. There were no significant catastrophe-related
losses from unconsolidated entities in 2007 and 2006.
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2. Segment Information
Continued

(c) Represents the sum of General Insurance net premiums earned, Life Insurance & Retirement Services premiums and other considerations, net
investment income, Financial Services interest, lease and finance charges, Asset Management investment income from spread-based products and
management, advisory and incentive fees, and realized capital gains (losses).

(d) In 2007, 2006 and 2005, includes other-than-temporary impairment charges of $4.7 billion, $944 million and $598 million, respectively.

(e) Both revenues and operating income (loss) include an unrealized market valuation loss of $11.5 billion on AIGFP’s super senior credit default swap
portfolio and an other-than-temporary impairment charge of $643 million on AIGFP’s available for sale investment securities reported in other income.

(f) Includes settlement costs of $1.64 billion as described in Note 12(a) Litigation and Investigations herein.

The following table summarizes AIG’s General Insurance operations by major internal reporting unit for the years ended
December 31, 2007, 2006 and 2005:

General Insurance

Domestic Foreign Total Consolidation Total
Brokerage Personal Mortgage General Reportable and General

(in millions) Group Transatlantic Lines Guaranty Insurance Segment Eliminations Insurance

2007
Total revenues $ 27,653 $ 4,382 $4,924 $1,041 $13,715 $ 51,715 $ (7) $ 51,708
Losses & loss expenses incurred 15,948 2,638 3,660 1,493 6,243 29,982 — 29,982
Underwriting expenses 4,400 1,083 1,197 185 4,335 11,200 — 11,200
Operating income (loss)(a) 7,305 661 67 (637) 3,137 10,533 (7) 10,526
Depreciation expense 97 2 70 6 125 300 — 300
Capital expenditures 93 4 81 21 155 354 — 354
Year-end identifiable assets 112,675 15,484 5,930 4,550 48,728 187,367 (5,659) 181,708

2006
Total revenues(b) $ 27,419 $ 4,050 $4,871 $ 877 $11,999 $ 49,216 $ (10) $ 49,206
Losses & loss expenses incurred 16,779 2,463 3,306 349 5,155 28,052 — 28,052
Underwriting expenses 4,795 998 1,133 200 3,616 10,742 — 10,742
Operating income(a)(b) 5,845 589 432 328 3,228 10,422 (10) 10,412
Depreciation expense 100 2 52 5 115 274 — 274
Capital expenditures 125 2 94 11 143 375 — 375
Year-end identifiable assets 104,866 14,268 5,391 3,604 43,879 172,008 (5,004) 167,004

2005
Total revenues $ 25,171 $ 3,766 $4,848 $ 655 $10,719 $ 45,159 $ 15 $ 45,174
Losses & loss expenses incurred 21,466 2,877 3,566 139 5,043 33,091 — 33,091
Underwriting expenses 4,525 928 1,087 153 3,075 9,768 — 9,768
Operating income (loss)(a)(c) (820)(d) (39) 195 363 2,601 2,300 15 2,315
Depreciation expense 114 2 48 4 105 273 — 273
Capital expenditures 119 2 94 6 196 417 — 417
Year-end identifiable assets 95,829 12,365 5,245 3,165 39,044 155,648 (4,981) 150,667

(a) Catastrophe-related losses in 2007 and 2005 by reporting unit were as follows. There were no significant catastrophe-related losses in 2006.

2007 2005

Insurance Net Reinstatement Insurance Net Reinstatement
(in millions) Related Losses Premium Cost Related Losses Premium Cost

Reporting Unit:
DBG $113 $(13) $1,811 $136
Transatlantic 11 (1) 463 45
Personal Lines 61 14 112 2
Mortgage Guaranty — — 10 —
Foreign General Insurance 90 1 229 80

Total $275 $ 1 $2,625 $263

(b) Includes the effect of out of period adjustments related to the accounting for certain interests in unit investment trusts (UCITS). For DBG, the effect
was an increase of $66 million in both revenues and operating income and for Foreign General Insurance, the effect was an increase of $424 million in
both revenues and operating income.

(c) Includes the fourth quarter 2005 increase in net reserves of approximately $1.8 billion resulting from the annual review of General Insurance loss and
loss adjustment reserves.

(d) Includes $291 million of expenses related to changes in estimates for uncollectible reinsurance and other premium balances, and $100 million of
accrued expenses in connection with certain workers compensation insurance policies written between 1985 and 1996.

150 AIG 2007 Form 10-K



American International Group, Inc. and Subsidiaries

2. Segment Information
Continued

The following table summarizes AIG’s Life Insurance & Retirement Services operations by major internal reporting unit
for the years ended December 31, 2007, 2006 and 2005:

Life Insurance & Retirement Services

Total Life
Domestic Domestic Total Consolidation Insurance &

Japan Life Retirement Reportable and Retirement
(in millions) and Other Asia Insurance Services Segment Eliminations Services

2007
Total revenues(a)(b):

Insurance-oriented products $ 14,393 $ 19,896 $ 8,535 $ — $ 42,824 $ — $ 42,824
Retirement savings products 3,783 191 493 6,279 10,746 — 10,746

Total revenues 18,176 20,087 9,028 6,279 53,570 — 53,570

Operating income(a)(b) 3,044 3,153 642 1,347 8,186 — 8,186
Depreciation expense 110 84 85 113 392 — 392
Capital expenditures 166 232 53 81 532 — 532
Year-end identifiable assets 177,413 132,521 108,908 203,441 622,283 (6,897) 615,386

2006
Total revenues(a)(c):

Insurance-oriented products $ 13,310 $ 17,712 $ 8,538 $ — $ 39,560 $ — $ 39,560
Retirement savings products 3,441 168 568 7,141 11,318 — 11,318

Total revenues 16,751 17,880 9,106 7,141 50,878 — 50,878

Operating income(a)(c) 3,821 3,060 917 2,323 10,121 — 10,121
Depreciation expense 101 70 63 34 268 — 268
Capital expenditures 342 260 71 38 711 — 711
Year-end identifiable assets 152,409 108,850 103,624 192,885 557,768 (6,811) 550,957

2005
Total revenues(a):

Insurance-oriented products $ 12,524 $ 15,853 $ 8,525 $ — $ 36,902 $ — $ 36,902
Retirement savings products 3,413 129 690 6,886 11,118 — 11,118

Total revenues 15,937 15,982 9,215 6,886 48,020 — 48,020

Operating income(a) 3,020 2,286 1,495 2,164 8,965 — 8,965
Depreciation expense 91 81 65 31 268 — 268
Capital expenditures 153 340 71 26 590 — 590
Year-end identifiable assets 124,524 87,491 99,594 185,383 496,992 (7,661) 489,331

(a) In 2007, 2006 and 2005, includes other-than-temporary impairment charges of $2.8 billion, $641 million and $425 million, respectively.

(b) Includes a positive out-of-period adjustment of $158 million related to foreign exchange remediation activities.

(c) Includes the effect of out-of-period adjustments related to the accounting for UCITS in 2006, which increased revenues by $240 million and operating
income by $169 million.
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The following table summarizes AIG’s Financial Services operations by major internal reporting unit for the years ended
December 31, 2007, 2006 and 2005:

Financial Services

Total Consolidation Total
Aircraft Capital Consumer Reportable and Financial

(in millions) Leasing(a) Markets(b) Finance(c) Other Segment Elimination Services

2007
Total revenues(d)(e)(f)(g) $ 4,694 $ (9,979) $ 3,655 $1,471 $ (159) $(1,150) $ (1,309)
Interest expense(e) 1,650 4,644 1,437 63 7,794 — 7,794
Operating income (loss)(e)(f)(g) 873 (10,557) 171 (2) (9,515) — (9,515)
Depreciation expense 1,751 24 41 15 1,831 — 1,831
Capital expenditures 4,164 21 62 322 4,569 — 4,569
Year-end identifiable assets 44,970 115,487 36,822 17,357 214,636 (10,742) 203,894

2006
Total revenues(d)(e) $ 4,082 $ (186) $ 3,587 $ 320 $ 7,803 $ (26) $ 7,777
Interest expense(e) 1,442 3,215 1,303 108 6,068 (63) 6,005
Operating income (loss) 578 (873) 668 10 383 — 383
Depreciation expense 1,584 19 41 11 1,655 — 1,655
Capital expenditures 6,012 15 52 199 6,278 — 6,278
Year-end identifiable assets 41,975 121,243 32,702 12,368 208,288 (5,803) 202,485

2005
Total revenues(d)(e) $ 3,668 $ 3,260 $ 3,563 $ 206 $ 10,697 $ (20) $ 10,677
Interest expense(e) 1,125 3,033 1,005 201 5,364 (200) 5,164
Operating income 769 2,661 922 72 4,424 — 4,424
Depreciation expense 1,384 20 38 5 1,447 — 1,447
Capital expenditures 6,193 3 54 50 6,300 — 6,300
Year-end identifiable assets 37,515 90,090 30,704 7,984 166,293 (4,374) 161,919

(a) Both revenues and operating income include gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133,
including the related foreign exchange gains and losses. In 2007, 2006 and 2005, the effect was $(37) million, $(73) million and $93 million,
respectively. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of borrowings. In the
second quarter of 2007, ILFC began applying hedge accounting to most of its derivatives hedging interest rate and foreign exchange risks associated
with its floating rate and foreign currency denominated borrowings.

(b) Both revenues and operating income include gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133,
including the related foreign exchange gains and losses. In 2007, 2006 and 2005, the effect was $211 million, $(1.82) billion and $2.01 billion,
respectively. The year ended December 31, 2007 includes a $380 million out of period charge to reverse net gains recognized on transfers of available
for sale securities among legal entities consolidated within AIGFP. The year ended December 31, 2006 includes an out of period charge of $223 million
related to the remediation of the material weakness in internal control over the accounting for certain derivative transactions under FAS 133. In the first
quarter of 2007, AIGFP began applying hedge accounting for certain of its interest rate swaps and foreign currency forward contracts hedging its
investments and borrowings.

(c) Both revenues and operating income include gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133,
including the related foreign exchange gains and losses. In 2007, 2006 and 2005, the effect was $(20) million, $(94) million and $75 million,
respectively. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of borrowings. In the
second quarter of 2007, AGF began applying hedge accounting to most of its derivatives hedging interest rate and foreign exchange risks associated
with its floating rate and foreign currency denominated borrowings.

(d) Represents primarily the sum of aircraft lease rentals from ILFC, AIGFP hedged financial positions entered into in connection with counterparty
transactions, the effect of hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange
gains and losses, and finance charges from consumer finance operations.

(e) Interest expense for the Capital Markets business is included in Revenues above and in Other income in the consolidated statement of income.

(f) Both revenues and operating income (loss) include an unrealized market valuation loss of $11.5 billion on AIGFP’s super senior credit default swap
portfolio and an other-than-temporary impairment charge of $643 million on AIGFP’s available for sale investment securities reported in other income.

(g) Includes a pre-tax charge of $178 million in connection with domestic consumer finance’s mortgage banking activities.
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2. Segment Information
Continued

A substantial portion of AIG’s operations is conducted in countries other than the United States and Canada. The
following table summarizes AIG’s operations by major geographic segment. Allocations have been made on the basis of
the location of operations and assets.

Geographic Segments

Other
(in millions) Domestic(a) Far East Foreign Consolidated

2007
Total revenues $46,402 $36,512 $27,150 $110,064
Real estate and other fixed assets, net of accumulated depreciation 3,202 1,404 912 5,518
Flight equipment primarily under operating leases, net of accumulated depreciation(b) 41,984 — — 41,984

2006
Total revenues $57,984 $33,883 $21,520 $113,387
Real estate and other fixed assets, net of accumulated depreciation 2,432 1,082 867 4,381
Flight equipment primarily under operating leases, net of accumulated depreciation(b) 39,875 — — 39,875

2005
Total revenues $59,858 $32,076 $16,847 $108,781
Real estate and other fixed assets, net of accumulated depreciation 1,905 929 807 3,641
Flight equipment primarily under operating leases, net of accumulated depreciation(b) 36,245 — — 36,245

(a) Including revenues from insurance operations in Canada of $1.3 billion, $1.1 billion and $968 million in 2007, 2006 and 2005, respectively.

(b) Approximately 90 percent of ILFC’s fleet is operated by foreign airlines.

(b) Net Investment Income: An analysis of net investment3. Investments
income follows:

(a) Statutory Deposits: Cash and securities with carrying Years Ended December 31,
(in millions) 2007 2006 2005values of $13.6 billion and $14.8 billion were deposited by AIG’s

insurance subsidiaries under requirements of regulatory authori- Fixed maturities(a) $ 22,330 $ 20,393 $ 18,690
ties at December 31, 2007 and 2006, respectively. Equities 2,361 1,733 1,716

Interest on mortgage and
other loans 1,423 1,253 1,177

Partnerships 1,986 1,596 1,056
Mutual funds 650 845 4
Other invested assets(b) 941 1,293 820

Total investment income 29,691 27,113 23,463
Investment expenses 1,072 1,043 879

Net investment income $ 28,619 $ 26,070 $ 22,584

(a) Includes short-term investments.
(b) Includes net investment income from securities lending activities,

representing interest earned on securities lending invested collateral
offset by interest expense on securities lending payable.
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3. Investments
Continued

(c) Net Realized Gains and Losses:

The Net realized capital gains (losses) and increase (decrease) in unrealized appreciation of AIG’s available for sale
investments were as follows:

(in millions) 2007 2006 2005

Net realized capital gains (losses):
Sales of fixed maturities $ (468) $ (382) $ 372
Sales of equity securities 1,087 813 643
Sales of real estate and other assets 619 303 88
Other-than-temporary impairments (4,072) (944) (598)
Foreign exchange transactions (643) (382) 701
Derivative instruments (115) 698 (865)

Total $(3,592) $ 106 $ 341

Increase (decrease) in unrealized appreciation of investments:
Fixed maturities $(5,504) $ (198) $(4,656)
Equity securities 2,440 432 850
Other investments (3,842) 986 2,138
AIGFP investments (1,140) 1,354 (1,909)

Increase (decrease) in unrealized appreciation $(8,046) $ 2,574 $(3,577)

Net unrealized gains (losses) included in the consolidated statement of income from investment securities classified as trading
securities in 2007, 2006 and 2005 were $1.1 billion, $938 million and $1.1 billion, respectively.

The gross realized gains and gross realized losses from sales of AIG’s available for sale securities were as follows:

2007 2006 2005

Gross Gross Gross Gross Gross Gross
Realized Realized Realized Realized Realized Realized

(in millions) Gains Losses Gains Losses Gains Losses

Fixed maturities $ 680 $ 1,148 $ 711 $1,093 $1,586 $1,214
Equity securities 1,368 291 1,111 320 930 354
Preferred stocks 10 — 22 — 101 34

Total $ 2,058 $ 1,439 $1,844 $1,413 $2,617 $1,602

(d) Fair Value of Investment Securities:

The amortized cost or cost and estimated fair value of AIG’s available for sale and held to maturity securities at
December 31, 2007 and 2006 were as follows:

December 31, 2007* December 31, 2006

Amortized Gross Gross Amortized Gross Gross
Cost or Unrealized Unrealized Fair Cost or Unrealized Unrealized Fair

(in millions) Cost Gains Losses Value Cost Gains Losses Value

Available for sale:*

U.S. government and government
sponsored entities $ 7,956 $ 333 $ 37 $ 8,252 $ 7,667 $ 221 $ 140 $ 7,748

Obligations of states, municipalities
and political subdivisions 46,087 927 160 46,854 59,785 1,056 210 60,631

Non-U.S. governments 67,023 3,920 743 70,200 62,860 5,461 437 67,884
Corporate debt 239,822 6,216 4,518 241,520 257,383 7,443 2,536 262,290
Mortgage-backed, asset-backed and

collateralized 140,982 1,221 7,703 134,500 104,687 502 362 104,827

Total bonds $501,870 $12,617 $13,161 $501,326 $492,382 $14,683 $3,685 $ 503,380
Equity securities 15,188 5,545 463 20,270 13,147 2,807 159 15,795

Total $517,058 $18,162 $13,624 $521,596 $505,529 $17,490 $3,844 $ 519,175

Held to maturity:*

Bonds — Obligations of states,
municipalities and political
subdivisions $ 21,581 $ 609 $ 33 $ 22,157 $ 21,437 $ 731 $ 14 $ 22,154

* At December 31, 2007 and 2006, fixed maturities held by AIG that were below investment grade or not rated totaled $27.0 billion and $26.6 billion,
respectively.
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3. Investments
Continued

The following table presents the amortized cost and estimated fair values of AIG’s available for sale and held to
maturity fixed maturity securities at December 31, 2007, by contractual maturity. Actual maturities may differ from
contractual maturities because certain borrowers have the right to call or prepay certain obligations with or without
call or prepayment penalties.

Available for Sale Held to Maturity

Amortized Amortized
(in millions) Cost Fair Value Cost Fair Value

Due in one year or less $ 25,844 $ 25,994 $ 72 $ 69
Due after one year through five years 95,494 97,466 284 277
Due after five years through ten years 121,961 123,196 1,511 1,547
Due after ten years 117,589 120,170 19,714 20,264
Mortgage-backed, asset-backed and collateralized 140,982 134,500 — —

Total available for sale $501,870 $501,326 $ 21,581 $ 22,157

AIG’s available for sale securities are recorded on the consolidated balance sheet at December 31, 2007 and 2006 as
follows:

Fair Value

(in millions) 2007 2006

Bonds available for sale $397,372 $386,869
Common stocks available for sale 17,900 13,256
Preferred stocks available for sale 2,370 2,539
Financial Services securities available for sale 40,305 47,205
Securities lending invested collateral 63,649 69,306

Total $521,596 $519,175

(e) Non-Income Producing Invested Assets: At December 31, 2007, non-income producing invested assets were insignificant.

(f) Gross Unrealized Losses and Estimated Fair Values on Investments:

The following table summarizes the cost basis and gross unrealized losses on AIG’s available for sale securities,
aggregated by major investment category and length of time that individual securities have been in a continuous
unrealized loss position, at December 31, 2007 and 2006:

12 Months or less More than 12 Months Total

Unrealized Unrealized Unrealized
(in millions) Cost(a) Losses Cost(a) Losses Cost(a) Losses

2007
Bonds(b) $190,809 $ 9,935 $65,137 $ 3,226 $255,946 $13,161
Equity securities 4,433 463 — — 4,433 463

Total $195,242 $10,398 $65,137 $ 3,226 $260,379 $13,624

2006
Bonds(b) $ 69,656 $ 1,257 $84,040 $ 2,428 $153,696 $ 3,685
Equity securities 2,734 159 — — 2,734 159

Total $ 72,390 $ 1,416 $84,040 $ 2,428 $156,430 $ 3,844

(a) For bonds, represents amortized cost.

(b) Primarily relates to the corporate debt category.

At December 31, 2007, AIG held 37,281 and 2,307 of AIG recorded other-than-temporary impairment charges of $4.7
individual bond and stock investments, respectively, that were in billion (including $643 million related to AIGFP recorded in Other
an unrealized loss position, of which 9,930 individual investments income), $944 million and $598 million in 2007, 2006 and 2005,
were in an unrealized loss position for a continuous 12 months or respectively. See Note 1(c) herein for AIG’s other-than-temporary
longer. impairment accounting policy.
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was $1.6 billion, and is included in Other invested assets in the3. Investments
consolidated balance sheet. These investments are monitored forContinued
impairment on a contract by contract basis quarterly. During

(g) Other Invested Assets:
2007, income recognized on life settlement contracts previously
held in non-consolidated trusts was $32 million, and is included inOther invested assets at December 31, 2007 and 2006
net investment income in the consolidated statement of income.consisted of the following:

At December 31, Further information regarding life settlement contracts at
(in millions) 2007 2006 December 31, 2007 is as follows:
Partnerships(a) $ 28,938 $21,657 (dollars in millions)
Mutual funds 4,891 4,892 Remaining Life

Expectancy of Number of Carrying Face ValueInvestment real estate(b) 9,877 5,694
Insureds Contracts Value (Death Benefits)Aircraft asset investments(c) 1,689 1,784

Life settlement contracts(d) 1,627 1,090 0 – 1 year 11 $ 7 $ 9
Consolidated managed partnerships 1 – 2 years 34 34 47

and funds(e) 6,614 2,923 2 – 3 years 79 61 98
All other investments 5,187 4,071 3 – 4 years 151 111 210

4 – 5 years 176 130 277Other invested assets $ 58,823 $42,111
Thereafter 2,181 1,284 5,400

(a) Includes private equity partnerships and hedge funds.
Total 2,632 $1,627 $6,041

(b) Net of accumulated depreciation of $548 million and $585 million in
2007 and 2006, respectively.

At December 31, 2007, the anticipated life insurance premi-
(c) Consist primarily of Life Insurance & Retirement Services investments

ums required to keep the life settlement contracts in force,in aircraft equipment.
payable in the ensuing twelve months ending December 31, 2008

(d)  See paragraph (h) below for additional information.
and the four succeeding years ending December 31, 2012 are

(e) Represents AIG managed partnerships and funds that are consolidated. $132 million, $141 million, $149 million, $146 million, and
$152 million, respectively.At December 31, 2007 and 2006, $7.2 billion and $5.3 billion

In June 2006, AIG restructured its ownership of life settlementof Other invested assets related to available for sale investments
contracts with no effect on the economic substance of thesecarried at fair value, with unrealized gains and losses recorded in
investments. At the same time, AIG paid $610 million to itsof Accumulated other comprehensive income (loss), net of
former co-investors to acquire all the remaining interests in lifedeferred taxes, with almost all of the remaining investments being
settlement contracts held in previously non-consolidated trusts.accounted for on the equity method of accounting. All of the
The life insurers for a small portion of AIG’s consolidated lifeinvestments are subject to impairment testing (see Note 1(c)
settlement contracts include AIG subsidiaries. As a result,herein). The gross unrealized loss on the investments accounted
amounts related to life insurance issued by AIG subsidiaries arefor as available for sale at December 31, 2007 was $621 million,
eliminated in consolidation.the majority of which represents investments that have been in a

continuous unrealized loss position for less than 12 months.

(h) Investments in Life Settlement Contracts: At Decem-
ber 31, 2007, the carrying value of AIG’s life settlement contracts

4. Lending activities

Mortgages and other loans receivable at December 31, 2007 and 2006 are comprised of the following:

Years Ended December 31,
(in millions) 2007 2006

Mortgages – commercial $17,105 $15,219
Mortgages – residential* 2,153 1,903
Life insurance policy loans 8,099 7,501
Collateral, guaranteed, and other commercial loans 6,447 3,859

Total mortgage and other loans receivable 33,804 28,482
Allowance for losses (77) (64)

Mortgage and other loans receivable, net $33,727 $28,418

* Primarily consists of foreign mortgage loans.
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4. Lending activities
Continued

Finance receivables, net of unearned finance charges, were as follows:

Years Ended December 31,
(in millions) 2007 2006

Real estate loans $20,023 $20,321
Non-real estate loans 5,447 4,506
Retail sales finance 3,659 3,092
Credit card loans 1,566 1,413
Other loans 1,417 978

Total finance receivables 32,112 30,310
Allowance for losses (878) (737)

Finance receivables, net $31,234 $29,573

ment (retention, volatility, concentrations) and capital planning5. Reinsurance
locally (branch and subsidiary). It also allows AIG to pool its

In the ordinary course of business, AIG’s General Insurance and insurance risks and purchase reinsurance more efficiently at a
Life Insurance companies place reinsurance with other insurance consolidated level, manage global counterparty risk and relation-
companies in order to provide greater diversification of AIG’s ships and manage global life catastrophe risks.
business and limit the potential for losses arising from large
risks. In addition, AIG’s General Insurance subsidiaries assume General Reinsurance
reinsurance from other insurance companies.

General reinsurance is effected under reinsurance treaties and by
Supplemental information for gross loss and benefit negotiation on individual risks. Certain of these reinsurance
reserves net of ceded reinsurance at December 31, 2007 arrangements consist of excess of loss contracts which protect
and 2006 follows: AIG against losses over stipulated amounts. Ceded premiums are

considered prepaid reinsurance premiums and are recognized asAs Net of
(in millions) Reported Reinsurance a reduction of premiums earned over the contract period in

proportion to the protection received. Amounts recoverable from2007
general reinsurers are estimated in a manner consistent with theReserve for losses and loss expenses $ (85,500) $ (69,288)

Future policy benefits for life and claims liabilities associated with the reinsurance and presented
accident and health insurance as a component of reinsurance assets. Assumed reinsurance
contracts (136,068) (134,461) premiums are earned primarily on a pro-rata basis over the terms

Reserve for unearned premiums (28,022) (24,029) of the reinsurance contracts. For both ceded and assumed
Reinsurance assets* 21,811 — reinsurance, risk transfer requirements must be met in order for
2006 reinsurance accounting to apply. If risk transfer requirements are
Reserve for losses and loss expenses $ (79,999) $ (62,630) not met, the contract is accounted for as a deposit, resulting in
Future policy benefits for life and the recognition of cash flows under the contract through a deposit

accident and health insurance asset or liability and not as revenue or expense. To meet risk
contracts (121,004) (119,430) transfer requirements, a reinsurance contract must include both

Reserve for unearned premiums (26,271) (22,759)
insurance risk, consisting of both underwriting and timing risk,

Reinsurance assets* 22,456 —
and a reasonable possibility of a significant loss for the assuming

* Represents gross reinsurance assets, excluding allowances and reinsur- entity. Similar risk transfer criteria are used to determine whether
ance recoverable on paid losses.

directly written insurance contracts should be accounted for as
insurance or as a deposit.AIRCO acts primarily as an internal reinsurance company for

AIG’s insurance operations. This facilitates insurance risk manage-
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Life Insurance assumed represented less than 0.1 percent,5. Reinsurance
0.1 percent and 0.8 percent of gross Life Insurance in force atContinued
December 31, 2007, 2006 and 2005, respectively, and Life

General Insurance premiums written and earned were
Insurance & Retirement Services premiums assumed represented

comprised of the following:
0.1 percent, 0.1 percent and 0.3 percent of gross premiums and

Years Ended December 31, other considerations for the years ended December 31, 2007,
(in millions) 2007 2006 2005 2006 and 2005, respectively.
Premiums written: AIG’s Domestic Life Insurance & Retirement Services opera-

Direct $ 52,055 $ 49,609 $ 46,689 tions utilize internal and third-party reinsurance relationships to
Assumed 6,743 6,671 6,036 manage insurance risks and to facilitate capital management
Ceded (11,731) (11,414) (10,853) strategies. Pools of highly-rated third-party reinsurers are utilized

to manage net amounts at risk in excess of retention limits. AIG’sTotal $ 47,067 $ 44,866 $ 41,872
Domestic Life Insurance companies also cede excess, non-

Premiums earned:
economic reserves carried on a statutory-basis only on certainDirect $ 50,403 $ 47,973 $ 45,794
term and universal life insurance policies and certain fixedAssumed 6,530 6,449 5,921
annuities to an offshore affiliate.Ceded (11,251) (10,971) (10,906)

AIG generally obtains letters of credit in order to obtain
Total $ 45,682 $ 43,451 $ 40,809 statutory recognition of its intercompany reinsurance transactions.

For this purpose, AIG has a $2.5 billion syndicated letter of credit
For the years ended December 31, 2007, 2006 and 2005,

facility outstanding at December 31, 2007, all of which relates to
reinsurance recoveries, which reduced loss and loss expenses

life intercompany reinsurance transactions.
incurred, amounted to $9.0 billion, $8.3 billion and $20.7 billion,

AIG is also a party to a 364-day bilateral revolving credit facility
respectively.

for an aggregate amount of $3.2 billion. The facility can be drawn
in the form of letters of credit with terms of up to eight years. At

Life Reinsurance
December 31, 2007, approximately $3.0 billion principal amount
of letters of credit are outstanding under this facility, of whichLife reinsurance is effected principally under yearly renewable
approximately $2.1 billion relates to life intercompany reinsuranceterm treaties. The premiums with respect to these treaties are
transactions. AIG has also obtained approximately $377 million ofconsidered prepaid reinsurance premiums and are recognized as
letters of credit on a bilateral basis.a reduction of premiums earned over the contract period in

proportion to the protection provided. Amounts recoverable from
Reinsurance Securitylife reinsurers are estimated in a manner consistent with the

assumptions used for the underlying policy benefits and are
AIG’s third-party reinsurance arrangements do not relieve AIG from

presented as a component of reinsurance assets.
its direct obligation to its insureds. Thus, a credit exposure exists
with respect to both general and life reinsurance ceded to theLife Insurance & Retirement Services premiums were
extent that any reinsurer fails to meet the obligations assumedcomprised of the following:
under any reinsurance agreement. AIG holds substantial collateral

Years Ended December 31,
as security under related reinsurance agreements in the form of(in millions) 2007 2006 2005
funds, securities, and/or letters of credit. A provision has been

Gross premiums $34,585 $32,247 $30,818
recorded for estimated unrecoverable reinsurance. AIG has been

Ceded premiums (1,778) (1,481) (1,317)
largely successful in prior recovery efforts.

Premiums $32,807 $30,766 $29,501 AIG evaluates the financial condition of its reinsurers and
establishes limits per reinsurer through AIG’s Credit Risk Commit-

Life Insurance recoveries, which reduced death and other tee. AIG believes that no exposure to a single reinsurer repre-
benefits, approximated $1.1 billion, $806 million and $770 mil- sents an inappropriate concentration of risk to AIG, nor is AIG’s
lion, respectively, for the years ended December 31, 2007, 2006 business substantially dependent upon any single reinsurer.
and 2005.

Life Insurance in-force ceded to other insurance
companies was as follows:

At December 31,
(in millions) 2007 2006 2005

Life Insurance in force
ceded $402,654 $408,970 $365,082
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6. Deferred Policy Acquisition Costs
The following reflects the policy acquisition costs deferred for amortization against future income and the related
amortization charged to income for General Insurance and Life Insurance & Retirement Services operations:

Years Ended December 31,
(in millions) 2007 2006 2005

General Insurance operations:
Balance at beginning of year $ 4,355 $ 4,048 $ 3,998

Acquisition costs deferred 8,661 8,115 7,480
Amortization expense (8,235) (7,866) (7,365)
Increase (decrease) due to foreign exchange and other (138) 58 (65)

Balance at end of year $ 4,643 $ 4,355 $ 4,048

Life Insurance & Retirement Services operations:
Balance at beginning of year $32,810 $28,106 $25,080

Acquisition costs deferred 7,276 6,823 6,513
Amortization expense(a) (3,367) (3,712) (3,328)
Change in net unrealized gains (losses) on securities 745 646 977
Increase (decrease) due to foreign exchange 916 947 (1,136)
Other(b) 65 — —

Subtotal $38,445 $32,810 $28,106

Consolidation and eliminations 62 70 —

Balance at end of year(c) $38,507 $32,880 $28,106

Total deferred policy acquisition costs $43,150 $37,235 $32,154

(a) In 2007, amortization expense was reduced by $733 million related to changes in actuarial estimates, which was mostly offset in incurred policy
losses and benefits.

(b) In 2007, includes the cumulative effect of the adoption of SOP 05-1 of $(118) million and a balance sheet reclassification of $189 million.

(c) Includes $5 million and $(720) million at December 31, 2007 and 2006, respectively, related to the effect of net unrealized gains and losses on
available for sale securities.

Included in the above table is the VOBA, an intangible asset interest or do not have sufficient equity that is at risk which would
recorded during purchase accounting, which is amortized in a allow the entity to finance its activities without additional subordi-
manner similar to DAC. Amortization of VOBA was $213 million, nated financial support. FIN 46R recognizes that consolidation
$239 million and $291 million in 2007, 2006 and 2005, based on majority voting interest should not apply to certain types
respectively, while the unamortized balance was $1.86 billion, of entities that are defined as VIEs. A VIE is consolidated by its
$1.98 billion and $2.14 billion at December 31, 2007, 2006 and primary beneficiary, which is the party that absorbs a majority of
2005, respectively. The percentage of the unamortized balance of the expected losses or a majority of the expected residual returns
VOBA at 2007 expected to be amortized in 2008 through 2012 by of the VIE, or both.
year is: 11.7 percent, 10.2 percent, 8.4 percent, 6.6 percent and AIG, in the normal course of business, is involved with various
5.9 percent, respectively, with 57.2 percent being amortized after VIEs. In some cases, AIG has participated to varying degrees in
five years. These projections are based on current estimates for the design of the entity. AIG’s involvement in VIEs varies from
investment, persistency, mortality and morbidity assumptions. The being a passive investor to managing and structuring the activities
DAC amortization charged to income includes the increase or of the VIE. AIG engages in transactions with VIEs to manage its
decrease of amortization for FAS 97-related realized capital gains investment needs, obtain funding as well as facilitate client needs
(losses), primarily in the Domestic Retirement Services business. through a global network of operating subsidiaries comprising AIG
In 2007, 2006 and 2005, the rate of amortization expense Global Asset Management Holdings Corp. and its subsidiaries and
decreased by $291 million, $90 million and $46 million, affiliated companies (collectively, AIG Investments) and AIGFP. AIG
respectively. purchases debt securities (rated and unrated) and equity interests

There were no impairments of DAC or VOBA for the years issued by VIEs, makes loans and provides other credit support to
ended December 31, 2007, 2006 and 2005. VIEs, enters into insurance and reinsurance transactions with

VIEs, enters into leasing arrangements with VIEs, enters into
derivative transactions with VIEs through AIGFP and acts as the7. Variable Interest Entities
collateral manager of VIEs through AIG Investments and AIGFP.

FIN 46R, ‘‘Consolidation of Variable Interest Entities’’ clarifies the
Obligations to outside interest holders in VIEs consolidated by AIG

consolidation accounting for certain entities in which equity
are reported as liabilities in the consolidated financial statements.

investors do not have the characteristics of a controlling financial
These interest holders generally have recourse only to the assets
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Entities for which AIG is the primary beneficiary and consoli-7. Variable Interest Entities
dates or in which AIG has a significant variable interest areContinued
described below.

and cash flows of the VIEs and do not have recourse to AIG,
except when AIG has provided a guarantee to the VIE’s interest Asset Managementholders.

AIG determines whether an entity is a VIE, who the variable In certain instances, AIG Investments acts as the collateral
interest holders are, and which party is the primary beneficiary of manager or general partner of an investment fund, collateralized
the VIE by performing an analysis of the design of the VIE that debt obligation (CDO), collateralized loan obligation (CLO), private
includes a review of, among other factors, its capital structure, equity fund or hedge fund. Such entities are typically registered
contractual relationships and terms, nature of the entity’s opera- investment companies or qualify for the specialized investment
tions and purpose, nature of the entity’s interests issued, AIG’s company accounting in accordance with the AICPA Audit and
interests in the entity which either create or absorb variability and Accounting Guide - Investment Companies. In CDO and CLO trans-
related party relationships. AIG consolidates a VIE when all of actions, AIG establishes a trust or other special purpose entity
AIG’s interests in the VIE, when combined, absorb a majority of that purchases a portfolio of assets such as bank loans,
the expected losses or a majority of the expected residual returns corporate debt, or non-performing credits and issues trust
of the VIE, or both. Assets held by VIEs which are currently certificates or debt securities that represent interests in the
consolidated because AIG is primary beneficiary (except for those portfolio of assets. These transactions can be cash-based or
VIEs where AIG also owns a majority voting interest), approxi- synthetic and are actively or passively managed. For investment
mated $27.0 billion and $9.1 billion at December 31, 2007 and partnerships, hedge funds and private equity funds, AIG acts as
2006, respectively. These consolidated assets are reflected in the general partner or manager of the fund and is responsible for
AIG’s consolidated balance sheet as Investments and financial carrying out the investment mandate of the VIE. Often, AIG’s
services assets. insurance operations participate in these AIG managed structures

In addition to the VIEs that are consolidated in accordance with as a passive investor in the debt or equity issued by the VIE.
FIN 46R, the Company has significant variable interests in certain Typically, AIG does not provide any guarantees to the investors in
other VIEs that are not consolidated because the Company is not the VIE.
the primary beneficiary. AIG applies quantitative and qualitative AIG Investments is an investor in various real estate invest-
measures in identifying whether it is a primary beneficiary of a VIE ments. These investments are typically with unaffiliated third-party
and whether it holds a significant variable interest in a VIE. developers via a partnership or limited liability company structure.

For all VIEs in which it has a significant variable interest, Some of these entities are VIEs. The activities of these VIEs
including those in which it is the primary beneficiary, AIG principally consist of the development or redevelopment of all
reconsiders if it is the current primary beneficiary whenever a major types of commercial (retail, office, industrial, logistics
VIE’s governing documents or contractual arrangements are parks, mixed use, etc.) and residential real estate. AIG’s involve-
changed in a manner that reallocates between the primary ment varies from being a passive equity investor to actively
beneficiary and other unrelated parties, the obligation to absorb managing the activities of the VIE.
expected losses or right to receive expected residual returns. It In addition to changes in a VIE’s governing documentation or
also reconsiders its role as primary beneficiary when it sells or capitalization structure, AIG reconsiders its decision with respect
otherwise disposes of all or part of its variable interests in a VIE to whether it is the primary beneficiary for these VIEs, when AIG
or when it acquires additional variable interests in a VIE. AIG does purchases, or when a VIE sells or otherwise disposes of, variable
not reconsider whether it is a primary beneficiary solely as the interests in the CDO, CLO, investment, partnership, hedge fund or
result of operating losses incurred by an entity. Assets of VIEs private equity fund to other unrelated parties.
where AIG has a significant variable interest and does not
consolidate the VIE because AIG is not the primary beneficiary, SunAmerica Affordable Housing Partnerships
approximated $275.1 billion at December 31, 2007. AIG’s

SunAmerica Affordable Housing Partners, Inc. (SAAHP) organizesmaximum exposure to loss from its involvement with these
limited partnerships (investment partnerships) that are consideredconsolidated VIEs approximated $44.6 billion at December 31,
to be VIEs, and that are consolidated by AIG when AIG has2007. For this purpose, maximum loss is considered to be the
determined that it is the primary beneficiary. The investmentnotional amount of credit lines, guarantees and other credit
partnerships invest as limited partners in operating partnershipssupport, and liquidity facilities, the notional amounts of credit
that develop and operate affordable housing qualifying for federaldefault swaps and certain total return swaps, and the amount
tax credits and a few market rate properties across the Unitedinvested in the debt or equity issued by the VIEs.
States. The general partners in the operating partnerships are
almost exclusively unaffiliated third-party developers. AIG does not
normally consolidate an operating partnership if the general
partner is an unaffiliated person. Through approximately
1,200 partnerships, SAAHP has invested in developments with
approximately 157,000 apartment units nationwide, and has
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addition, AIG reviews all changes in such VIEs’ governing documen-7. Variable Interest Entities
tation or capitalization structures as part of the determination ofContinued
whether there is a change in the VIEs’ primary beneficiaries.

syndicated over $7 billion in partnership equity since 1991 to
AIGFP is the primary beneficiary of an asset-backed commercial

other investors who will receive, among other benefits, tax credits
paper conduit with which it entered into several total return swaps

under certain sections of the Internal Revenue Code. AIG
covering all the conduit’s assets that absorb the majority of the

Retirement Services, Inc. functions as the general partner in
expected losses of the entity. The assets of the conduit serve as

certain investment partnerships and acts both as a credit
collateral for the conduit’s obligations. AIGFP is also the primary

enhancer in certain transactions, through differing structures with
beneficiary of several structured financing transactions in which

respect to funding development costs for the operating partner-
AIGFP holds the first loss position either by investing in the equity

ships, and as guarantor that investors will receive the tax benefits
of the VIE or implicitly through a lending or derivative arrangement.

projected at the time of syndication. AIG Retirement Services, Inc.
These VIEs are subject to the reconsideration event reviews noted

consolidates these investment partnerships as a result of the
above.

guarantee provided to the investors. As part of their incentive
In certain instances, AIGFP enters into liquidity facilities with

compensation, certain key SAAHP employees have been awarded
various SPEs when AIGFP provides liquidity to the SPE in the form

residual cash flow interests in the partnerships, subject to certain
of a guarantee, derivative, or a letter of credit and does not

vesting requirements. The operating income of SAAHP is reported,
consolidate the VIE. AIGFP also executes various swap and option

along with other SunAmerica partnership income, as a component
transactions with VIEs. Such contractual arrangements are done in

of AIG’s Asset Management segment.
the ordinary course of business. Typically, interest rate derivatives
such as interest rate swaps and options executed with VIEs areInsurance Investments
not deemed to be variable interests or significant variable
interests because the underlying is an observable market interestAs part of its investment activities, AIG’s insurance operations
rate and AIGFP as the derivative counterparty to the VIE is seniorinvest in obligations which include debt and equity securities and
to the debt and equity holders.interests issued by VIEs. These investments include investments

In 2007, AIGFP sponsored its only structured investmentin AIG sponsored and non-sponsored investment funds, hedge
vehicle (SIV) which invests in variable rate, investment-grade debtfunds, private equity funds, and structured financing arrange-
securities. The SIV is a VIE because is does not have sufficientments. The investments in these VIEs allow AIG’s insurance
equity to operate without subordinated capital notes which serveentities to purchase assets permitted by insurance regulations
as equity though they are legally debt instruments. The capitalwhile maximizing their return on these assets. AIG’s insurance
notes absorb losses prior to the senior debt. Based on the sale ofoperations typically are not involved in the design or establish-
more than 88 percent of its capital notes to unrelated third-partyment of the VIE, nor do they actively participate in the manage-
investors and the continued holding by those investors of theirment of the VIE.
capital notes, AIGFP is not the primary beneficiary of the SIV.

In addition to changes in a VIE’s governing documentation or
AIGFP reviews its primary beneficiary position when the governing

capitalization structure, AIG reconsiders its position as to whether
document or capital structure changes or the amount of senior or

it is the primary beneficiary as the result of investments in these
capital note holdings change. Based on a change in the governing

VIEs when AIG purchases or sells VIE issued debt and equity
documents under which AIGFP committed to provide short-term

interests to other unrelated parties.
funding to the SIV, as necessary, a quantitative analysis per-
formed under FIN 46R as of December 31, 2007 showed thatAIGFP AIGFP is not the primary beneficiary. This outcome is a result of
the high credit quality of the assets and the fact that 85 percentThe variable interests that AIGFP may hold in VIEs include debt
of credit losses, if any, would be shared by other capital notesecurities, equity interests, loans, derivative instruments and
holders. At December 31, 2007 assets of this unconsolidated SIVother credit support arrangements. Transactions associated with
totaled $2.4 billion. AIGFP’s invested assets at December 31,VIEs include an asset-backed commercial paper conduit, asset
2007 included $1.7 billion of securities purchased under agree-securitizations, collateralized debt obligations, investment vehicles
ments to resell and commercial paper and medium-term andand other structured financial transactions. AIGFP engages in
capital notes issued by this entity.these transactions to facilitate client needs for investment

AIGFP has entered into transactions with VIEs that are used, inpurposes and to obtain funding.
part, to provide tax planning strategies to investors and/or AIGFPAIGFP invests in preferred securities issued by VIEs. Additionally,
through an enhanced yield investment security. These structuresAIGFP establishes VIEs that issue preferred interests to third
typically provide financing to AIGFP and/or the investor atparties and uses the proceeds to provide financing to AIGFP
enhanced rates. AIGFP may be either the primary beneficiary ofsubsidiaries. In certain instances, AIGFP consolidates these VIEs.
and consolidate the VIE, or may be a significant variable interestConsistent with FIN 46R requirements, AIGFP reviews any changes
holder in the VIE.in its holdings of a VIEs preferred stock investment as part of its

reconsideration review to determine a VIE’s primary beneficiary. In
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Notes to Consolidated Financial Statements Continued

The change in fair value of the derivative that qualifies under8. Derivatives and Hedge Accounting
the requirements of FAS 133 as a fair value hedge is recorded in

AIG uses derivatives and other financial instruments as part of its current period earnings along with the gain or loss on the hedged
financial risk management programs and as part of its investment item for the hedged risk. For interest rate hedges, the adjust-
operations. AIGFP also transacts in derivatives as a dealer. ments to the carrying value of the hedged items are amortized

Derivatives, as defined in FAS 133, are financial arrangements into income using the effective yield method over the remaining
among two or more parties with returns linked to or ‘‘derived’’ life of the hedged item. Amounts excluded from the assessment
from some underlying equity, debt, commodity or other asset, of hedge effectiveness are recognized in current period earnings.
liability, or foreign exchange rate or other index or the occurrence For the year ended December 31, 2007, AIGFP recognized net
of a specified payment event. Derivative payments may be based losses of $0.7 million in earnings, representing hedge ineffective-
on interest rates, exchange rates, prices of certain securities, ness, and also recognized net losses of $456 million related to the
commodities, or financial or commodity indices or other variables. portion of the hedging instruments excluded from the assessment

Unless subject to a scope exclusion, AIG carries all derivatives of hedge effectiveness. 
on the consolidated balance sheet at fair value. The changes in AIGFP’s derivative transactions involving interest rate swap
fair value of the derivative transactions of AIGFP are presented as transactions generally involve the exchange of fixed and floating
a component of AIG’s operating income. rate interest payment obligations without the exchange of the

underlying notional amounts. AIGFP typically becomes a principal
AIGFP in the exchange of interest payments between the parties and,

therefore, is exposed to counterparty credit risk and may beAIGFP, in the ordinary course of operations and as principal,
exposed to loss, if counterparties default. Currency, commodity,structures and enters into derivative transactions to meet the
and equity swaps are similar to interest rate swaps, but involveneeds of counterparties who may be seeking to hedge certain
the exchange of specific currencies or cashflows based on theaspects of such counterparties’ operations or obtain a desired
underlying commodity, equity securities or indices. Also, they mayfinancial exposure. In most cases AIGFP does not hedge its
involve the exchange of notional amounts at the beginning andexposures related to the credit default swaps it has written. AIGFP
end of the transaction. Swaptions are options where the holderalso enters into derivative transactions to mitigate risk in its
has the right but not the obligation to enter into a swapexposures (interest rates, currencies, commodities, credit and
transaction or cancel an existing swap transaction. At Decem-equities) arising from such transactions. Such instruments are
ber 31, 2007, the aggregate notional amount of AIGFP’s outstand-carried at market or fair value, whichever is appropriate, and are
ing swap transactions approximated $2,133 billion, primarilyreflected on the balance sheet in ‘‘Unrealized gain on swaps,
related to interest rate swaps of approximately $1,167 billion.options and forward transactions’’ and ‘‘Unrealized loss on

AIGFP follows a policy of minimizing interest rate, currency,swaps, options and forward contracts.’’
commodity, and equity risks associated with securities availableBeginning in 2007, AIGFP designated certain interest rate
for sale by entering into internal offsetting positions, on a securityswaps as fair value hedges of the benchmark interest rate risk on
by security basis within its derivatives portfolio, thereby offsettingcertain of its interest bearing financial assets and liabilities. In
a significant portion of the unrealized appreciation and deprecia-these hedging relationships, AIG is hedging its fixed rate available
tion. In addition, to reduce its credit risk, AIGFP has entered intofor sale securities and fixed rate borrowings. AIGFP also desig-
credit derivative transactions with respect to $82 million ofnated foreign currency forward contracts as fair value hedges for
securities available for sale to economically hedge its credit risk.changes in spot foreign exchange rates of the non-U.S. dollar
As previously discussed, these economic offsets did not meet thedenominated available for sale debt securities. Under these
hedge accounting requirements of FAS 133 and, therefore, arestrategies, all or portions of individual or multiple derivatives may
recorded in Other income in the Consolidated Statement ofbe designated against a single hedged item.
Income.At inception of each hedging relationship, AIGFP performs and

Notional amount represents a standard of measurement of thedocuments its prospective assessments of hedge effectiveness to
volume of swaps business of Capital Markets operations. Notionaldemonstrate that the hedge is expected to be highly effective. For
amount is not a quantification of market risk or credit risk and ishedges of interest rate risk, AIGFP uses regression to demonstrate
not recorded on the consolidated balance sheet. Notionalthe hedge is highly effective, while it uses the periodic dollar offset
amounts generally represent those amounts used to calculatemethod for its foreign currency hedges. AIGFP uses the periodic
contractual cash flows to be exchanged and are not paid ordollar offset method to assess whether its hedging relationships
received, except for certain contracts such as currency swaps.were highly effective on a retrospective basis. The prospective and

The timing and the amount of cash flows relating to Capitalretrospective assessments are updated on a daily basis. The
Markets foreign exchange forwards and exchange traded futurespassage of time component of the hedging instruments and the
and options contracts are determined by each of the respectiveforward points on foreign currency hedges are excluded from the
contractual agreements.assessment of hedge effectiveness and measurement of hedge

ineffectiveness. AIGFP does not utilize the shortcut, matched terms
or equivalent methods to assess hedge effectiveness.
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8. Derivatives and Hedge Accounting
Continued

The following table presents the notional amounts by remaining maturity of Capital Markets’ interest rate, credit
default and currency swaps and swaptions derivatives portfolio at December 31, 2007 and 2006:

Remaining Life of Notional Amount*

One Two Through Six Through After Ten Total Total
(in millions) Year Five Years Ten Years Years 2007 2006

Interest rate swaps $441,801 $ 554,917 $156,634 $ 14,112 $1,167,464 $1,058,279
Credit default swaps 184,924 286,069 85,792 5,028 561,813 483,648
Currency swaps 38,384 135,187 41,675 9,029 224,275 218,091
Swaptions, equity and commodity swaps 57,709 62,849 35,270 23,139 178,967 180,040

Total $722,818 $1,039,022 $319,371 $ 51,308 $2,132,519 $1,940,058

* Notional amount is not representative of either market risk or credit risk and is not recorded in the consolidated balance sheet.

Futures and forward contracts are contracts that obligate the receives an option premium and then manages the risk of any
holder to sell or purchase foreign currencies, commodities or unfavorable change in the value of the underlying commodity,
financial indices in which the seller/purchaser agrees to currency or index by entering into offsetting transactions with
make/take delivery at a specified future date of a specified third-party market participants. Risks arise as a result of
instrument, at a specified price or yield. Options are contracts that movements in current market prices from contracted prices, and
allow the holder of the option to purchase or sell the underlying the potential inability of the counterparties to meet their obliga-
commodity, currency or index at a specified price and within, or at, tions under the contracts.
a specified period of time. As a writer of options, AIGFP generally

The following table presents Capital Markets futures, forward and option contracts portfolio by maturity and type of
derivative at December 31, 2007 and 2006:

Remaining Life

One Two Through Six Through After Ten Total Total
(in millions) Year Five Years Ten Years Years 2007 2006

Exchange traded futures and options contracts
contractual amount $ 27,588 $1,359 $ — $ — $ 28,947 $ 27,271

Over the counter forward contracts contractual
amount 485,332 5,864 1,850 — 493,046 492,913

Total $512,920 $7,223 $1,850 $ — $521,993 $520,184

AIGFP Credit Default Swaps analyzed and rated by the credit rating agencies. Typically, there
will be an equity layer covering the first credit losses in respect of

AIGFP enters into credit derivative transactions in the ordinary
the portfolio up to a specified percentage of the total portfolio,

course of its business. The majority of AIGFP’s credit derivatives
and then successive layers ranging from generally a BBB-rated

require AIGFP to provide credit protection on a designated
layer to one or more AAA-rated layers. In transactions that are

portfolio of loans or debt securities. AIGFP provides such credit
rated with respect to the risk layer or tranche that is immediately

protection on a ‘‘second loss’’ basis, under which AIGFP’s
junior to the threshold level above which AIGFP’s payment

payment obligations arise only after credit losses in the desig-
obligation would generally arise, a significant majority are rated

nated portfolio exceed a specified threshold amount or level of
AAA by the rating agencies. In transactions that are not rated,

‘‘first losses.’’ The threshold amount of credit losses that must
AIGFP applies the same risk criteria for setting the threshold level

be realized before AIGFP has any payment obligation is negotiated
for its payment obligations. Therefore, the risk layer assumed by

by AIGFP for each transaction to provide that the likelihood of any
AIGFP with respect to the designated portfolio in these transac-

payment obligation by AIGFP under each transaction is remote.
tions is often called the ‘‘super senior’’ risk layer, defined as the

The underwriting process for these derivatives included assump-
layer of credit risk senior to a risk layer that has been rated AAA

tions of severely stressed recessionary market scenarios to
by the credit rating agencies, or if the transaction is not rated,

minimize the likelihood of realized losses under these obligations.
equivalent thereto.

In certain cases, the credit risk associated with a designated
portfolio is tranched into different layers of risk, which are then
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suffer losses after significant subordination. Credit losses would8. Derivatives and Hedge Accounting
have to erode all tranches junior to the super senior trancheContinued
before AIGFP would suffer any realized losses. The subordination

At December 31, 2007 and 2006, the notional amounts and
level required for each transaction is determined based on

unrealized market valuation loss of the super senior credit
internal modeling and analysis of the pool of underlying assets

default swap portfolio by asset classes were as follows:
and is not dependent on ratings determined by the rating

Notional Unrealized Market agencies. While the credit default swaps written on corporate debt
Amount Valuation Loss obligations are cash settled, the majority of the credit default

(in billions) (in millions)
swaps written on CDOs and CLOs require physical settlement.

Corporate loans(a) $230 $ — Under a physical settlement arrangement, AIGFP would be re-
Prime residential mortgages(a) 149 — quired to purchase the referenced super senior note obligation at
Corporate Debt/CLOs 70 226 par in the event of a non-payment on that security.
Multi-sector CDO(b) 78 11,246 Certain of these credit derivatives are subject to collateral
Total $527 $11,472 posting provisions. These provisions differ among counterparties
(a) Predominantly represent transactions written to facilitate regulatory and asset classes. In the case of most of the multi-sector CDO

capital relief. transactions, the amount of collateral required is determined
(b) Approximately $61.4 billion, in notional amount, of the multi-sector

based on the change in value of the underlying cash security thatCDO pools includes some exposure to U.S. subprime mortgages.
represents the super senior risk layer subject to credit protection,

Approximately $379 billion of the $527 billion in notional and not the change in value of the super senior credit derivative.
exposure of AIGFP’s super senior credit default swap portfolio as AIGFP is indirectly exposed to U.S. residential mortgage
of December 31, 2007 represents derivatives written for financial subprime collateral in the CDO portfolios, the majority of which is
institutions, principally in Europe, for the purpose of providing from 2004 and 2005 vintages. However, certain of the CDOs on
them with regulatory capital relief rather than risk mitigation. In which AIGFP provided credit protection permit the collateral
exchange for a minimum guaranteed fee, the counterparties manager to substitute collateral during the reinvestment period,
receive credit protection in respect of portfolios of various debt subject to certain restrictions. As a result, in certain transactions,
securities or loans they own, thus improving their regulatory U.S. residential mortgage subprime collateral of 2006 and 2007
capital position. These derivatives are generally expected to vintages has been added to the collateral pools. At December 31,
terminate at no additional cost to the counterparty upon the 2007, U.S. residential mortgage subprime collateral of 2006 and
counterparty’s adoption of models compliant with the Basel II 2007 vintages comprised approximately 4.9 percent of the total
Accord. AIG expects that the majority of these transactions will collateral pools underlying the entire portfolio of CDOs with credit
terminate within the next 12 to 18 months. As of February 26, protection.
2008, approximately $54 billion in notional exposures have either AIGFP has written maturity-shortening puts that allow the
been terminated or are in the process of being terminated. AIGFP holders of the securities issued by certain multi-sector CDOs to
was not required to make any payments as part of these treat the securities as eligible short-term 2a-7 investments under
terminations and in certain cases was paid a fee upon termina- the Investment Company Act of 1940 (2a-7 Puts). Holders of
tion. In light of this experience to date and after other comprehen- securities are permitted, in certain circumstances, to tender their
sive analyses, AIG did not recognize an unrealized market securities to the issuers at par. If an issuer’s remarketing agent
valuation adjustment for this regulatory capital relief portfolio for is unable to resell the securities so tendered, AIGFP must
the year ended December 31, 2007. AIG will continue to assess purchase the securities at par as long as the securities have not
the valuation of this portfolio and monitor developments in the experienced a default. During 2007, AIGFP repurchased securities
marketplace. There can be no assurance that AIG will not with a principal amount of approximately $754 million pursuant to
recognize unrealized market valuation losses from this portfolio in these obligations. In certain transactions, AIGFP has contracted
future periods. In addition to writing credit protection on the super with third parties to provide liquidity for the notes if they are put
senior risk layer on designated portfolios of loans or debt to AIGFP for up to a three-year period. Such liquidity facilities
securities, AIGFP also wrote protection on tranches below the totaled approximately $3 billion at December 31, 2007. As of
super senior risk layer. At December 31, 2007 the notional February 26, 2008, AIGFP has not utilized these liquidity facilities.
amount of the credit default swaps in the regulatory capital relief At December 31, 2007, AIGFP had approximately $6.5 billion of
portfolio written on tranches below the super senior risk layer was notional exposure on 2a-7 Puts, included as part of the multi-
$5.8 billion, with an estimated fair value of $(25) million. sector CDO portfolio discussed herein.

AIGFP has also written credit protection on the super senior
As of January 31, 2008, a significant majority of AIGFP’s superrisk layer of diversified portfolios of investment grade corporate
senior exposures continued to have tranches below AIGFP’sdebt, collateralized loan obligations (CLOs) and multi-sector CDOs.
attachment point that have been explicitly rated AAA or, in AIGFP’sAIGFP is at risk only on the super senior portion related to a
judgment, would have been rated AAA had they been rated.diversified portfolio of credits referenced to loans or debt
AIGFP’s portfolio of credit default swaps undergoes regularsecurities. The super senior risk portion is the last tranche to
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aversion costs. Spreads on credit derivatives tend to be narrower8. Derivatives and Hedge Accounting
because, unlike in the case of investing in a bond, there is noContinued
need to fund the position (except when an actual credit event

monitoring, modeling and analysis and contains protection through
occurs). In times of illiquidity, the difference between spreads on

collateral subordination.
cash securities and derivative instruments (the ‘‘negative basis’’)

AIGFP accounts for its credit default swaps in accordance with
may be even wider for high quality assets. AIGFP was unable to

FAS 133 ‘‘Accounting For Derivative Instruments and Hedging
reliably verify this negative basis due to the accelerating severe

Activities’’ and Emerging Issues Task Force 02-3, ‘‘Issues Involved
dislocation, illiquidity and lack of trading in the asset backed

in Accounting for Derivative Contracts Held for Trading Purposes
securities market during the fourth quarter of 2007 and early

and Contracts Involved in Energy Trading and Risk Management
2008. The valuations produced by the BET model therefore

Activities’’ (EITF 02-3). In accordance with EITF 02-3, AIGFP does
represent the valuations of the underlying super senior CDO cash

not recognize income in earnings at the inception of each
securities with no recognition of the effect of the basis differential

transaction because the inputs to value these instruments are not
on that valuation.

derivable from observable market data.
AIGFP also considered the valuation of the super senior CDO

The valuation of the super senior credit derivatives has
securities provided by third parties, including counterparties to

become increasingly challenging given the limitation on the
these transactions, and made adjustments as necessary.

availability of market observable information due to the lack of
As described above, AIGFP uses numerous assumptions in

trading and price transparency in the structured finance market,
determining its best estimate of the fair value of the super senior

particularly in the fourth quarter of 2007. These market condi-
credit default swap portfolio. The most significant assumption

tions have increased the reliance on management estimates and
utilized in developing the estimate is the pricing of the securities

judgments in arriving at an estimate of fair value for financial
within the CDO collateral pools. If the actual pricing of the

reporting purposes. Further, disparities in the valuation methodol-
securities within the collateral pools differs from the pricing used

ogies employed by market participants and the varying judgments
in estimating the fair value of the super senior credit default swap

reached by such participants when assessing volatile markets has
portfolio, there is potential for significant variation in the fair value

increased the likelihood that the various parties to these
estimate.

instruments may arrive at significantly different estimates as to
In the case of credit default swaps written on investment grade

their fair values.
corporate debt and CLOs, AIGFP estimated the value of its

AIGFP’s valuation methodologies for the super senior credit
obligations by reference to the relevant market indices or third

default swap portfolio have evolved in response to the deteriorat-
party quotes on the underlying super senior tranches where

ing market conditions and the lack of sufficient market observable
available.

information. AIG has sought to calibrate the model to market
AIGFP monitors the underlying portfolios to determine whether

information and to review the assumptions of the model on a
the credit loss experience for any particular portfolio has caused

regular basis.
the likelihood of AIGFP having a payment obligation under the

AIGFP employs a modified version of the BET model to value its
transaction to be greater than super senior risk.

super senior credit default swap portfolio, including the 2a-7 Puts.
The BET model utilizes default probabilities derived from credit

Other Derivative Usersspreads implied from market prices for the individual securities
included in the underlying collateral pools securing the CDOs. AIG and its subsidiaries (other than AIGFP) also use derivatives
AIGFP obtained prices on these securities from the CDO collateral and other instruments as part of their financial risk management
managers. programs. Interest rate derivatives (such as interest rate swaps)

The BET model also utilizes diversity scores, weighted average are used to manage interest rate risk associated with investments
lives, recovery rates and discount rates. The determination of in fixed income securities, commercial paper issuances, medium-
some of these inputs require the use of judgment and estimates, and long-term note offerings, and other interest rate sensitive
particularly in the absence of market observable data. AIGFP also assets and liabilities. In addition, foreign exchange derivatives
employed a Monte Carlo simulation to assist in quantifying the (principally cross currency swaps, forwards and options) are used
effect on valuation of the CDO of the unique features of the to economically mitigate risk associated with non-U.S. dollar
CDO’s structure such as triggers that divert cash flows to the denominated debt, net capital exposures and foreign exchange
most senior level of the capital structure. transactions. The derivatives are effective economic hedges of the

The credit default swaps written by AIGFP cover only the failure exposures they are meant to offset.
of payment on the super senior CDO security. AIGFP does not own In 2007, AIG and its subsidiaries other than AIGFP designated
the securities in the CDO collateral pool. The credit spreads certain derivatives as either fair value or cash flow hedges of their
implied from the market prices of the securities in the CDO debt. The fair value hedges included (i) interest rate swaps that
collateral pool incorporate the risk of default (credit risk), the were designated as hedges of the change in the fair value of fixed
market’s price for liquidity risk and in distressed markets, the risk
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among other things, credit default swaps, and purchasing invest-8. Derivatives and Hedge Accounting
ments with embedded derivatives, such as equity linked notes andContinued
convertible bonds. All changes in the fair value of these

rate debt attributable to changes in the benchmark interest rate
derivatives are recorded in earnings. AIG bifurcates an embedded

and (ii) foreign currency swaps designated as hedges of the
derivative where: (i) the economic characteristics of the embedded

change in fair value of foreign currency denominated debt
instruments are not clearly and closely related to those of the

attributable to changes in foreign exchange rates and/or the
remaining components of the financial instrument; (ii) the contract

benchmark interest rate. With respect to the cash flow hedges,
that embodies both the embedded derivative instrument and the

(i) interest rate swaps were designated as hedges of the changes
host contract is not remeasured at fair value; and (iii) a separate

in cash flows on floating rate debt attributable to changes in the
instrument with the same terms as the embedded instrument

benchmark interest rate, and (ii) foreign currency swaps were
meets the definition of a derivative under FAS 133.

designated as hedges of changes in cash flows on foreign
currency denominated debt attributable to changes in the bench-

9. Reserve for Losses and Loss Expenses andmark interest rate and foreign exchange rates.
Future Life Policy Benefits and Policyholders’AIG assesses, both at the hedge’s inception and on an
Contract Depositsongoing basis, whether the derivatives used in hedging transac-

tions are highly effective in offsetting changes in fair values or The following analysis provides a reconciliation of the
cash flows of hedged items. Regression analysis is employed to activity in the reserve for losses and loss expenses:
assess the effectiveness of these hedges both on a prospective

Years Ended December 31,
and retrospective basis. AIG does not utilize the shortcut, (in millions) 2007 2006 2005
matched terms or equivalent methods to assess hedge

At beginning of year:effectiveness.
Reserve for losses and loss

The change in fair value of derivatives designated and effective
expenses $79,999 $ 77,169 $ 61,878

as fair value hedges along with the gain or loss on the hedged
Reinsurance recoverable (17,369) (19,693) (14,624)

item are recorded in current period earnings. Upon discontinuation
Total 62,630 57,476 47,254of hedge accounting, the cumulative adjustment to the carrying
Foreign exchange effect 955 741 (628)value of the hedged item resulting from changes in the benchmark
Acquisitions(a) 317 55 —interest rate or exchange rate is amortized into income using the

effective yield method over the remaining life of the hedged item. Losses and loss expenses
Amounts excluded from the assessment of hedge effectiveness incurred:
are recognized in current period earnings. During the year ended Current year 30,261 27,805 28,426
December 31, 2007, AIG recognized a loss of $1 million in Prior years, other than
earnings related to the ineffective portion of the hedging instru- accretion of discount (656) (53) 4,680(b)

Prior years, accretion ofments. During the year ended December 31, 2007, AIG also
discount 327 300 (15)recognized gains of $3 million related to the change in the

hedging instruments forward points excluded from the assess- Total 29,932 28,052 33,091
ment of hedge effectiveness.

Losses and loss expenses
The effective portion of the change in fair value of a derivative

paid:
qualifying as a cash flow hedge is recorded in Accumulated other

Current year 9,684 8,368 7,331
comprehensive income (loss), until earnings are affected by the Prior years 14,862 15,326 14,910
variability of cash flows in the hedged item. The ineffective portion

Total 24,546 23,694 22,241of these hedges is recorded in net realized capital gains (losses).
During the year ended December 31, 2007, AIG recognized gains At end of year:

Net reserve for losses andof $1 million in earnings representing hedge ineffectiveness. At
loss expenses 69,288 62,630 57,476December 31, 2007, $36 million of the deferred net loss in

Reinsurance recoverable 16,212 17,369 19,693Accumulated other comprehensive income is expected to be
recognized in earnings during the next 12 months. All components Total $85,500 $ 79,999 $ 77,169
of the derivatives’ gains and losses were included in the

(a) Reflects the opening balance with respect to the acquisition of WüBaassessment of hedge effectiveness. There were no instances of
and the Central Insurance Co., Ltd. in 2007 and 2006, respectively.

the discontinuation of hedge accounting in 2007.
(b) Includes a fourth quarter charge of $1.8 billion resulting from the

In addition to hedging activities, AIG also uses derivative annual review of General Insurance loss and loss adjustment reserves.
instruments with respect to investment operations, which include,
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including bonuses, 13.0 percent. Less than 1.0 percent of the9. Reserve for Losses and Loss Expenses and
liabilities are credited at a rate greater than 9.0 percent.Future Life Policy Benefits and Policyholders’
Current declared interest rates are generally guaranteed toContract Deposits
remain in effect for a period of one year though some areContinued
guaranteed for longer periods. Withdrawal charges generally

The analysis of the future policy benefits and policyholders’
range from zero percent to 20.0 percent grading to zero over a

contract deposits liabilities follows:
period of zero to 19 years.

( Domestically, guaranteed investment contracts (GICs) haveAt December 31,
(in millions) 2007 2006 market value withdrawal provisions for any funds withdrawn

other than benefit responsive payments. Interest rates creditedFuture policy benefits:
generally range from 2.8 percent to 9.0 percent. The vastLong duration contracts $135,202 $120,138
majority of these GICs mature within five years.Short duration contracts 866 866

( Interest rates on corporate life insurance products are
Total $136,068 $121,004

guaranteed at 4.0 percent and the weighted average rate
Policyholders’ contract deposits: credited in 2007 was 5.2 percent.

Annuities $140,444 $141,826 ( The universal life funds have credited interest rates of
Guaranteed investment contracts 25,321 33,054 1.0 percent to 7.0 percent and guarantees ranging from
Universal life products 27,114 22,497 1.0 percent to 5.5 percent depending on the year of issue.
Variable products 46,407 34,821 Additionally, universal life funds are subject to surrender
Corporate life products 2,124 2,083 charges that amount to 12.0 percent of the aggregate fund
Other investment contracts 17,049 13,983 balance grading to zero over a period not longer than 20 years.

Total $258,459 $248,264 ( For variable products and investment contracts, policy values
are expressed in terms of investment units. Each unit is linked

Long duration contract liabilities included in future policy to an asset portfolio. The value of a unit increases or
benefits, as presented in the preceding table, result primarily from decreases based on the value of the linked asset portfolio. The
life products. Short duration contract liabilities are primarily current liability at any time is the sum of the current unit value
accident and health products. The liability for future life policy of all investment units plus any liability for guaranteed
benefits has been established based upon the following minimum death or withdrawal benefits.
assumptions: Certain products are subject to experience adjustments. These

include group life and group medical products, credit life( Interest rates (exclusive of immediate/terminal funding
contracts, accident and health insurance contracts/ridersannuities), which vary by territory, year of issuance and
attached to life policies and, to a limited extent, reinsuranceproducts, range from 1.0 percent to 12.5 percent within the
agreements with other direct insurers. Ultimate premiums fromfirst 20 years. Interest rates on immediate/terminal funding
these contracts are estimated and recognized as revenue, and theannuities are at a maximum of 11.5 percent and grade to not
unearned portions of the premiums recorded as liabilities.greater than 6.0 percent.
Experience adjustments vary according to the type of contract and( Mortality and surrender rates are based upon actual experience
the territory in which the policy is in force and are subject to localby geographical area modified to allow for variations in policy
regulatory guidance.form. The weighted average lapse rate, including surrenders,

for individual and group life approximated 5.7 percent.
10. Variable Life and Annuity Contracts( The portions of current and prior net income and of current

unrealized appreciation of investments that can inure to the AIG follows American Institute of Certified Public Accountants
benefit of AIG are restricted in some cases by the insurance Statement of Position 03-1 (SOP 03-1), which requires recognition
contracts and by the local insurance regulations of the of a liability for guaranteed minimum death benefits and other
jurisdictions in which the policies are in force. living benefits related to variable annuity and variable life

( Participating life business represented approximately contracts as well as certain disclosures for these products.
12 percent of the gross insurance in force at December 31, AIG reports variable contracts through separate and variable
2007 and 25 percent of gross premiums and other accounts when investment income and investment gains and
considerations in 2007. The amount of annual dividends to be losses accrue directly to, and investment risk is borne by, the
paid is determined locally by the boards of directors. Provisions contract holder (traditional variable annuities), and the separate
for future dividend payments are computed by jurisdiction, account qualifies for separate account treatment under SOP 03-1.
reflecting local regulations. In some foreign jurisdictions, separate accounts are not legally

insulated from general account creditors and therefore do notThe liability for policyholders’ contract deposits has been
qualify for separate account treatment under SOP 03-1. In suchestablished based on the following assumptions:
cases, the variable contracts are reported as general account

( Interest rates credited on deferred annuities, which vary by contracts even though the policyholder bears the risks associated
territory and year of issuance, range from 1.4 percent to, with the performance of the assets. AIG also reports variable

AIG 2007 Form 10-K 167



American International Group, Inc. and Subsidiaries

Notes to Consolidated Financial Statements Continued

The vast majority of AIG’s exposure on guarantees made10. Variable Life and Annuity Contracts
to variable contract holders arises from GMDB. DetailsContinued
concerning AIG’s GMDB exposures at December 31,annuity and life contracts through separate and variable accounts,
2007 and 2006 are as follows:or general accounts when not qualified for separate account

reporting, when AIG contractually guarantees to the contract Net Deposits
Plus a Minimum Highest Contractholder (variable contracts with guarantees) either (a) total deposits

(dollars in billions) Return Value Attained
made to the contract less any partial withdrawals plus a minimum

2007return (and in minor instances, no minimum returns) (Net
Account value(a) $66 $17Deposits Plus a Minimum Return) or (b) the highest contract value
Amount at risk(b) 5 1attained, typically on any anniversary date minus any subsequent
Average attained age ofwithdrawals following the contract anniversary (Highest Contract

contract holders by product 38-69 years 55-72 yearsValue Attained). These guarantees include benefits that are
Range of guaranteedpayable in the event of death, annuitization, or, in other instances,

minimum return rates 3-10%at specified dates during the accumulation period. Such benefits
are referred to as guaranteed minimum death benefits (GMDB), 2006
guaranteed minimum income benefits (GMIB), guaranteed mini- Account value(a) $64 $15
mum withdrawal benefits (GMWB) and guaranteed minimum Amount at risk(b) 6 1
account value benefits (GMAV). For AIG, GMDB is by far the most Average attained age of
widely offered benefit. contract holders by product 38-70 years 56-71 years

The assets supporting the variable portion of both traditional Range of guaranteed
variable annuities and variable contracts with guarantees are minimum return rates 0-10%
carried at fair value and reported as Separate and variable

(a) Included in Policyholders’ contract deposits in the consolidated balanceaccount assets with an equivalent summary total reported as
sheet.

Separate and variable account liabilities when the separate
(b) Represents the amount of death benefit currently in excess of Account

account qualifies for separate account treatment under SOP 03-1. value.
Assets for separate accounts that do not qualify for separate

The following summarizes GMDB liabilities for guaranteesaccount treatment are reported as trading account assets, and
on variable contracts reflected in the general account.liabilities are included in the respective policyholder liability

account of the general account. Amounts assessed against the (in millions) 2007 2006
contract holders for mortality, administrative, and other services

Balance at January 1 $406 $442are included in revenue and changes in liabilities for minimum
Reserve increase 111 35

guarantees are included in incurred policy losses and benefits in
Benefits paid (54) (71)

the consolidated statement of income. Separate and variable
Balance at December 31 $463 $406account net investment income, net investment gains and losses,

and the related liability changes are offset within the same line The GMDB liability is determined each period end by estimating
item in the consolidated statement of income for those accounts the expected value of death benefits in excess of the projected
that qualify for separate account treatment under SOP 03-1. Net account balance and recognizing the excess ratably over the
investment income and gains and losses on trading accounts for accumulation period based on total expected assessments. AIG
contracts that do not qualify for separate account treatment under regularly evaluates estimates used and adjusts the additional
SOP 03-1 are reported in net investment income and are liability balance, with a related charge or credit to benefit
principally offset by amounts reported in incurred policy losses expense, if actual experience or other evidence suggests that
and benefits. earlier assumptions should be revised.

The following assumptions and methodology were used to
determine the GMDB liability at December 31, 2007:
( Data used was up to 1,000 stochastically generated invest-

ment performance scenarios.
( Mean investment performance assumptions ranged from

three percent to approximately ten percent depending on the
block of business.

( Volatility assumptions ranged from eight percent to 23 percent
depending on the block of business.

( Mortality was assumed at between 50 percent and 102 per-
cent of various life and annuity mortality tables.

( For domestic contracts, lapse rates vary by contract type and
duration and ranged from zero percent to 40 percent. For
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annuitization and recognizing the excess ratably over the accumu-10. Variable Life and Annuity Contracts
lation period based on total expected assessments. AIG periodi-Continued
cally evaluates estimates used and adjusts the additional liability

Japan, lapse rates ranged from zero percent to 20 percent
balance, with a related charge or credit to benefit expense, if

depending on the type of contract.
actual experience or other evidence suggests that earlier assump-

( For domestic contracts, the discount rate ranged from 3.25 per-
tions should be revised.

cent to 11 percent. For Japan, the discount rate ranged from
AIG contracts currently include a minimal amount of GMAV and

two percent to seven percent.
GMWB. GMAV and GMWB are considered to be embedded

In addition to GMDB, AIG’s contracts currently include to a derivatives and are recognized at fair value through earnings. AIG
lesser extent GMIB. The GMIB liability is determined each period enters into derivative contracts to economically hedge a portion of
end by estimating the expected value of the annuitization benefits the exposure that arises from GMAV and GMWB.
in excess of the projected account balance at the date of
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11. Debt Outstanding

At December 31, 2007 and 2006, AIG’s total borrowings were as follows:

(in millions) 2007 2006

Total long-term borrowings $162,935 $135,316
Commercial paper and extendible commercial notes 13,114 13,363

Total borrowings $176,049 $148,679

Maturities of Long-term borrowings at December 31, 2007, excluding borrowings of consolidated investments, are as
follows:

(in millions) Total 2008 2009 2010 2011 2012 Thereafter

AIG:
Notes and bonds payable $ 14,588 $ 1,591 $ 1,441 $ 1,349 $ 450 $ 27 $ 9,730
Junior subordinated debt 5,809 — — — — — 5,809
Loans and mortgages payable 729 627 — — — — 102
MIP matched notes and bonds payable 14,267 200 1,218 2,309 3,188 2,039 5,313
Series AIGFP matched notes and bonds payable 874 65 77 32 25 56 619

Total AIG 36,267 2,483 2,736 3,690 3,663 2,122 21,573

AIGFP:
GIAs 19,908 6,370 1,831 1,127 581 660 9,339
Notes and bonds payable 36,676 23,670 4,522 431 403 3,885 3,765
Loans and mortgages payable 1,384 — — — — 160 1,224
Hybrid financial instrument liabilities(a) 7,479 1,581 425 1,739 693 332 2,709

Total AIGFP 65,447 31,621 6,778 3,297 1,677 5,037 17,037

AIGLH notes and bonds payable 797 — — 499 — — 298

Liabilities connected to trust preferred stock 1,435 — — — — — 1,435

ILFC(b):
Notes and bonds payable 22,111 4,065 2,978 3,808 4,021 3,531 3,708
Junior subordinated debt 999 — — — — — 999
Export credit facility(c) 2,542 522 470 356 266 237 691
Bank financings 1,084 25 471 103 160 325 —

Total ILFC 26,736 4,612 3,919 4,267 4,447 4,093 5,398

AGF(b):
Notes and bonds payable 22,369 4,085 4,108 2,200 2,902 2,073 7,001
Junior subordinated debt 349 — — — — — 349

Total AGF 22,718 4,085 4,108 2,200 2,902 2,073 7,350

AIGCFG Loans and mortgages payable(b) 1,839 1,000 542 225 11 7 54
Other subsidiaries(b) 775 90 — — — — 685

Total $156,014 $43,891 $18,083 $14,178 $12,700 $13,332 $53,830

(a) Represents structured notes issued by AIGFP that are accounted for at fair value.

(b) AIG does not guarantee these borrowings.

(c) Reflects future minimum payment for ILFC’s borrowing under Export Credit Facilities.
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was outstanding at December 31, 2007, and was used for AIG’s11. Debt Outstanding
general corporate purposes.Continued

(ii) Junior subordinated debt: During 2007, AIG issued an aggre-
(a) Commercial Paper: gate of $5.6 billion of junior subordinated debentures in five

series of securities. Substantially all of the proceeds from theseAt December 31, 2007, the commercial paper issued and
sales, net of expenses, are being used to repurchase shares ofoutstanding was as follows:
AIG’s common stock. In connection with each series of junior

Unamortized Weighted Weighted subordinated debentures, AIG entered into a Replacement Capital
Net Discount Average Average Covenant (RCC) for the benefit of the holders of AIG’s 6.25 per-

(dollars in Book and Accrued Face Interest Maturity
cent senior notes due 2036. The RCCs provide that AIG will notmillions) Value Interest Amount Rate in Days
repay, redeem, or purchase the applicable series of junior

ILFC $ 4,483 $16 $ 4,499 4.63% 28
subordinated debentures on or before a specified date, unless AIGAGF 3,607 10 3,617 4.85 25
has received qualifying proceeds from the sale of replacementAIG Funding 4,222 15 4,237 4.81 29
capital securities.AIGCC —

Taiwan(a) 151 — 151 2.81 42 (c) AIGFP Borrowings:
AIGF —

(i) Borrowings under Obligations of Guaranteed Investment Agree-Thailand(a) 136 1 137 3.36 50
ments: Borrowings under obligations of guaranteed investmentTotal(b) $12,599 $42 $12,641 — —
agreements (GIAs), which are guaranteed by AIG, are recorded at

(a) Issued in local currencies at prevailing local interest rates. the amount outstanding under each contract. Obligations may be
(b) Excludes $321 million of borrowings of consolidated investments and called at various times prior to maturity at the option of the

$194 million of extendible commercial notes. counterparty. Interest rates on these borrowings are primarily
fixed, vary by maturity, and range up to 9.8 percent.At December 31, 2007, AIG did not guarantee the commercial

Funds received from GIA borrowings are invested in a diversi-paper of any of its subsidiaries other than AIG Funding.
fied portfolio of securities and derivative transactions. At Decem-

(b) AIG Borrowings: ber 31, 2007, the fair value of securities pledged as collateral
with respect to these obligations approximated $14.5 billion.(i) Notes and bonds issued by AIG: AIG maintains a medium-term

note program under its shelf registration statement. At Decem- (ii) Notes and Bonds issued by AIGFP:
ber 31, 2007, approximately $7.3 billion principal amount of

At December 31, 2007, AIGFP’s notes and bonds out-senior notes were outstanding under the medium-term note
standing, the proceeds of which are invested in aprogram, of which $3.2 billion was used for AIG’s general
diversified portfolio of securities and derivative transac-corporate purposes, $873 million was used by AIGFP and
tions, were as follows:$3.2 billion was used to fund the Matched Investment Program

(MIP). The maturity dates of these notes range from 2008 to Range of U.S. Dollar
Maturities Range of Carrying2052. To the extent deemed appropriate, AIG may enter into swap
(dollars in millions) Currency Interest Rates Valuetransactions to manage its effective borrowing rates with respect

to these notes. 2008 - 2054 U.S. dollar 0.26 - 9.00% $ 29,490
2008 - 2049 Euro 1.25 - 6.53 8,819AIG also maintains a Euro medium-term note program under
2008 - 2012 United Kingdom pound 4.67 - 6.31 3,936which an aggregate nominal amount of up to $20.0 billion of
2008 - 2037 Japanese Yen 0.01 - 2.9 2,025senior notes may be outstanding at any one time. At Decem-
2008 - 2024 Swiss francs 0.25 512ber 31, 2007, the equivalent of $12.7 billion of notes were
2008 New Zealand dollar 8.35 386outstanding under the program, of which $9.8 billion were used to
2009 - 2017 Australian dollar 1.14 - 2.65 177fund the MIP and the remainder was used for AIG’s general
2008 - 2017 Other 4.39 - 4.95 194corporate purposes. The aggregate amount outstanding includes a
Total $ 45,539$1.1 billion loss resulting from foreign exchange translation into

U.S. dollars, of which a $332 million loss relates to notes issued
AIGFP economically hedges its notes and bonds. AIG guaran-by AIG for general corporate purposes and a $726 million loss

tees all of AIGFP’s debt.relates to notes issued to fund the MIP.
During 2007, AIG issued in Rule 144A offerings an aggregate (iii) Hybrid financial instrument liabilities: AIGFP’s notes and

of $3.0 billion principal amount of senior notes, of which bonds include structured debt instruments whose payment terms
$650 million was used to fund the MIP and $2.3 billion was used are linked to one or more financial or other indices (such as an
for AIG’s general corporate purposes. equity index or commodity index or another measure that is not

AIG maintains a shelf registration statement in Japan, providing considered to be clearly and closely related to the debt instru-
for the issuance of up to Japanese Yen 300 billion principal ment). These notes contain embedded derivatives that otherwise
amount of senior notes, of which the equivalent of $450 million
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$969 million at December 31, 2007 and $733 million at Decem-11. Debt Outstanding
ber 31, 2006. ILFC has substantially eliminated the currencyContinued
exposure arising from foreign currency denominated notes by

would be required to be accounted for separately under FAS 133.
economically hedging the portion of the note exposure not already

Upon AIG’s early adoption of FAS 155, AIGFP elected the fair
offset by Euro-denominated operating lease payments.

value option for these notes. The notes that are accounted for
using the fair value option are reported separately under hybrid (ii) Junior subordinated debt: In December 2005, ILFC issued two
financial instrument liabilities at fair value. tranches of junior subordinated debt totaling $1.0 billion to underlie

trust preferred securities issued by a trust sponsored by ILFC. Both(d) AIGLH Borrowings: At December 31, 2007, AIGLH notes
tranches mature on December 21, 2065, but each tranche has a

aggregating $797 million were outstanding with maturity dates
different call option. The $600 million tranche has a call date of

ranging from 2010 to 2029 at interest rates from 6.625 percent
December 21, 2010 and the $400 million tranche has a call date

to 7.50 percent. AIG guarantees the notes and bonds of AIGLH.
of December 21, 2015. The note with the 2010 call date has a

(e) Liabilities Connected to Trust Preferred Stock: AIGLH fixed interest rate of 5.90 percent for the first five years. The note
issued Junior Subordinated Debentures (liabilities) to certain with the 2015 call date has a fixed interest rate of 6.25 percent for
trusts established by AIGLH, which represent the sole assets of the first ten years. Both tranches have interest rate adjustments if
the trusts. The trusts have no independent operations. The trusts the call option is not exercised. The new interest rate is a floating
issued mandatory redeemable preferred stock to investors. The quarterly reset rate based on the initial credit spread plus the
interest terms and payment dates of the liabilities correspond to highest of (i) 3 month LIBOR, (ii) 10-year constant maturity treasury
those of the preferred stock. AIGLH’s obligations with respect to and (iii) 30-year constant maturity treasury.
the liabilities and related agreements, when taken together, (iii) Export credit facility: ILFC had a $4.3 billion Export Credit
constitute a full and unconditional guarantee by AIGLH of Facility (ECA) for use in connection with the purchase of
payments due on the preferred securities. AIG guarantees the approximately 75 aircraft delivered through 2001. This facility was
obligations of AIGLH with respect to these liabilities and related guaranteed by various European Export Credit Agencies. The
agreements. The liabilities are redeemable, under certain condi- interest rate varies from 5.75 percent to 5.90 percent on these
tions, at the option of AIGLH on a proportionate basis. amortizing ten-year borrowings depending on the delivery date of

At December 31, 2007, the preferred stock outstanding the aircraft. At December 31, 2007, ILFC had $664 million
consisted of $300 million liquidation value of 8.5 percent outstanding under this facility. The debt is collateralized by a
preferred stock issued by American General Capital II in June pledge of the shares of a subsidiary of ILFC, which holds title to
2000, $500 million liquidation value of 8.125 percent preferred the aircraft financed under the facility.
stock issued by American General Institutional Capital B in March In May 2004, ILFC entered into a similarly structured ECA for
1997, and $500 million liquidation value of 7.57 percent up to a maximum of $2.6 billion for Airbus aircraft to be delivered
preferred stock issued by American General Institutional Capital A through May 31, 2005. The facility was subsequently increased to
in December 1996. $3.6 billion and extended to include aircraft to be delivered
(f) ILFC Borrowings: through May 31, 2008. The facility becomes available as the

various European Export Credit Agencies provide their guarantees(i) Notes and Bonds issued by ILFC: At December 31, 2007,
for aircraft based on a six-month forward-looking calendar, and thenotes aggregating $23.1 billion were outstanding, consisting of
interest rate is determined through a bid process. At Decem-$10.8 billion of term notes, $11.3 billion of medium-term notes
ber 31, 2007, ILFC had $1.9 billion outstanding under this facility.with maturities ranging from 2008 to 2014 and interest rates

ranging from 2.75 percent to 5.75 percent and $1.0 billion of (iv) Bank Financings: From time to time, ILFC enters into various
junior subordinated debt as discussed below. Notes aggregating bank financings. At December 31, 2007, the total funded amount
$5.3 billion are at floating interest rates and the remainder are at was $1.1 billion. The financings mature through 2012. AIG does
fixed rates. To the extent deemed appropriate, ILFC may enter into not guarantee any of the debt obligations of ILFC.
swap transactions to manage its effective borrowing rates with

(g) AGF Borrowings:respect to these notes.
As a well-known seasoned issuer, ILFC has filed an automatic (i) Notes and bonds issued by AGF: At December 31, 2007,

shelf registration statement with the SEC allowing ILFC immediate notes and bonds aggregating $22.4 billion were outstanding with
access to the U.S. public debt markets. At December 31, 2007, maturity dates ranging from 2008 to 2031 at interest rates
$4.7 billion of debt securities had been issued under this registration ranging from 1.94 percent to 8.45 percent. To the extent deemed
statement and $5.9 billion had been issued under a prior registration appropriate, AGF may enter into swap transactions to manage its
statement. In addition, ILFC has a Euro medium term note program effective borrowing rates with respect to these notes.
for $7.0 billion, under which $3.8 billion in notes were outstanding at As a well-known seasoned issuer, AGF has filed an automatic
December 31, 2007. Notes issued under the Euro medium-term note shelf registration statement with the SEC allowing AGF immediate
program are included in ILFC notes and bonds payable in the access to the U.S. public debt markets.
preceding table of borrowings. The cumulative foreign exchange AGF uses the proceeds from the issuance of notes and bonds
adjustment loss for the foreign currency denominated debt was for the funding of its finance receivables.
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of the 1999 settlement of class and derivative litigation involving11. Debt Outstanding
Caremark Rx, Inc. (Caremark). The plaintiffs in the second-filedContinued
action have intervened in the first-filed action, and the second-filed

(ii) Junior subordinated debt: In January 2007, AGF issued junior
action has been dismissed. An excess policy issued by a

subordinated debentures in an aggregate principal amount of
subsidiary of AIG with respect to the 1999 litigation was expressly

$350 million that mature in January 2067. The debentures
stated to be without limit of liability. In the current actions,

underlie a series of trust preferred securities sold by a trust
plaintiffs allege that the judge approving the 1999 settlement was

sponsored by AGF in a Rule 144A/Regulation S offering. AGF can
misled as to the extent of available insurance coverage and would

redeem the debentures at par beginning in January 2017.
not have approved the settlement had he known of the existence

AIG does not guarantee any of the debt obligations of AGF. and/or unlimited nature of the excess policy. They further allege
that AIG, its subsidiaries, and Caremark are liable for fraud and(h) Other Notes, Bonds, Loans and Mortgages Payable at
suppression for misrepresenting and/or concealing the nature andDecember 31, 2007, consisted of the following:
extent of coverage. In addition, the intervenor-plaintiffs allege that
various lawyers and law firms who represented parties in theUncollateralized Collateralized

Notes/Bonds/Loans Loans and underlying class and derivative litigation (the ‘‘Lawyer Defend-
(in millions) Payable Mortgages Payable

ants’’) are also liable for fraud and suppression, misrepresenta-
AIGCFG $1,839 $ — tion, and breach of fiduciary duty. The complaints filed by the
AIG 729 —

plaintiffs and the intervenor-plaintiffs request compensatory dam-Other subsidiaries 600 175
ages for the 1999 class in the amount of $3.2 billion, plusTotal $3,168 $175
punitive damages. AIG and its subsidiaries deny the allegations of
fraud and suppression and have asserted that information(i) Interest Expense for All Indebtedness: Total interest
concerning the excess policy was publicly disclosed months priorexpense for all indebtedness, net of capitalized interest, aggre-
to the approval of the settlement. AIG and its subsidiaries furthergated $9.69 billion in 2007, $6.95 billion in 2006 and $5.7 bil-
assert that the current claims are barred by the statute oflion in 2005. Capitalized interest was $37 million in 2007,
limitations and that plaintiffs’ assertions that the statute was$59 million in 2006 and $64 million in 2005. Cash distributions
tolled cannot stand against the public disclosure of the excesson the preferred shareholders’ equity in subsidiary companies of
coverage. The plaintiffs and intervenor-plaintiffs, in turn, haveILFC and liabilities connected to trust preferred stock of AIGLH
asserted that the disclosure was insufficient to inform them ofsubsidiaries are accounted for as interest expense in the
the nature of the coverage and did not start the running of theconsolidated statement of income. The cash distributions for ILFC
statute of limitations. On November 26, 2007, the trial courtwere approximately $5 million for each of the years ended
issued an order that dismissed the intervenors’ complaint againstDecember 31, 2007, 2006 and 2005. The cash distributions for
the Lawyer Defendants and entered a final judgment in favor ofAIGLH subsidiaries were approximately $107 million, $107 million
the Lawyer Defendants. The intervenors are appealing the dismis-and $112 million for the years ended December 31, 2007, 2006
sal of the Lawyer Defendants and have requested a stay of alland 2005, respectively.
trial court proceedings pending the appeal. If the motion to stay is
granted, no further proceedings at the trial court level will occur12. Commitments, Contingencies and
until the appeal is resolved. If the motion to stay is denied, theGuarantees
next step will be to proceed with class discovery so that the trial

In the normal course of business, various commitments and court can determine, under standards mandated by the Alabama
contingent liabilities are entered into by AIG and certain of its Supreme Court, whether the action should proceed as a class
subsidiaries. In addition, AIG guarantees various obligations of action. AIG cannot reasonably estimate either the likelihood of its
certain subsidiaries. prevailing in these actions or the potential damages in the event

liability is determined.(a) Litigation and Investigations
Litigation Arising from Insurance Operations — Gunderson. A

Litigation Arising from Operations. AIG and its subsidiaries, in subsidiary of AIG has been named as a defendant in a putative
common with the insurance and financial services industries in class action lawsuit in the 14th Judicial District Court for the
general, are subject to litigation, including claims for punitive State of Louisiana. The Gunderson complaint alleges failure to
damages, in the normal course of their business. In AIG’s comply with certain provisions of the Louisiana Any Willing
insurance operations, litigation arising from claims settlement Provider Act (the Act) relating to discounts taken by defendants on
activities is generally considered in the establishment of AIG’s bills submitted by Louisiana medical providers and hospitals that
reserve for losses and loss expenses. However, the potential for provided treatment or services to workers compensation claim-
increasing jury awards and settlements makes it difficult to ants and seeks monetary penalties and injunctive relief. On
assess the ultimate outcome of such litigation. July 20, 2006, the court denied defendants’ motion for summary

Litigation Arising from Insurance Operations — Caremark. AIG judgment and granted plaintiffs’ partial motion for summary
and certain of its subsidiaries have been named defendants in judgment, holding that the AIG subsidiary was a ‘‘group pur-
two putative class actions in state court in Alabama that arise out chaser’’ and, therefore, potentially subject to liability under the
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February 5, 2008, following agreement of the parties, the court12. Commitments, Contingencies and
entered an order staying all proceedings through March 3, 2008.Guarantees
In addition, a similar lawsuit filed by the Minnesota WorkersContinued
Compensation Reinsurance Association and the Minnesota Work-

Act. On November 28, 2006, the court issued an order certifying
ers Compensation Insurers Association is pending. On August 6,

a class of providers and hospitals. In an unrelated action also
2007, AIG moved to dismiss the complaint and that motion is sub

arising under the Act, a Louisiana appellate court ruled that the
judice. A purported class action was filed in South Carolina

district court lacked jurisdiction to adjudicate the claims at issue.
Federal Court on January 25, 2008 against AIG and certain of its

In response, defendants in Gunderson filed an exception for lack
subsidiaries, on behalf of a class of employers that obtained

of subject matter jurisdiction. On January 19, 2007, the court
workers compensation insurance from AIG companies and alleg-

denied the motion, holding that it has jurisdiction over the putative
edly paid inflated premiums as a result of AIG’s alleged underre-

class claims. The AIG subsidiary has appealed the class certifica-
porting of workers compensation premiums. AIG cannot currently

tion and jurisdictional rulings. While the appeal was pending, the
estimate whether the amount ultimately required to settle these

AIG subsidiary settled the lawsuit. On January 25, 2008, plaintiffs
claims will exceed the funds escrowed or otherwise accrued for

and the AIG subsidiary agreed to resolve the lawsuit on a class-
this purpose. AIG has settled litigation that was filed by the

wide basis for approximately $29 million. The court has prelimina-
Minnesota Attorney General with respect to claims by the

rily approved the settlement and will hold a final approval hearing
Minnesota Department of Revenue and the Minnesota Special

on May 29, 2008. In the event that the settlement is not finally
Compensation Fund.

approved, AIG believes that it has meritorious defenses to
The National Association of Insurance Commissioners has

plaintiffs’ claims and expects that the ultimate resolution of this
formed a Market Analysis Working Group directed by the State of

matter will not have a material adverse effect on AIG’s consoli-
Indiana, which has commenced its own investigation into the

dated financial condition or results of operations for any period.
underreporting of workers compensation premium. In early 2008,

2006 Regulatory Settlements. In February 2006, AIG reached
AIG was informed that the Market Analysis Working Group had

a resolution of claims and matters under investigation with the
been disbanded in favor of a multi-state targeted market conduct

United States Department of Justice (DOJ), the Securities and
exam focusing on worker’s compensation insurance.

Exchange Commission (SEC), the Office of the New York Attorney
The remaining escrowed funds, which amounted to $17 million

General (NYAG) and the New York State Department of Insurance
at December 31, 2007, are set aside for settlements for certain

(DOI). AIG recorded an after-tax charge of $1.15 billion relating to
specified AIG policyholders. As of February 20, 2008, eligible

these settlements in the fourth quarter of 2005.
policyholders entitled to receive approximately $359 million (or

The settlements resolved investigations conducted by the SEC,
95 percent) of the excess casualty fund had opted to receive

NYAG and DOI in connection with the accounting, financial
settlement payments in exchange for releasing AIG and its

reporting and insurance brokerage practices of AIG and its
subsidiaries from liability relating to certain insurance brokerage

subsidiaries, as well as claims relating to the underpayment of
practices. Amounts remaining in the excess casualty fund may be

certain workers compensation premium taxes and other assess-
used by AIG to settle claims from other policyholders relating to

ments. These settlements did not, however, resolve investigations
such practices through February 29, 2008 (originally set for

by regulators from other states into insurance brokerage practices
January 31, 2008 and later extended), after which they will be

related to contingent commissions and other broker-related con-
distributed pro rata to participating policyholders.

duct, such as alleged bid rigging. Nor did the settlements resolve
In addition to the escrowed funds, $800 million was deposited

any obligations that AIG may have to state guarantee funds in
into a fund under the supervision of the SEC as part of the

connection with any of these matters.
settlements to be available to resolve claims asserted against AIG

As a result of these settlements, AIG made payments or
by investors, including the shareholder lawsuits described herein.

placed amounts in escrow in 2006 totaling approximately
Also, as part of the settlements, AIG agreed to retain, for a

$1.64 billion, $225 million of which represented fines and
period of three years, an independent consultant to conduct a

penalties. Amounts held in escrow totaling $347 million, including
review that will include, among other things, the adequacy of AIG’s

interest thereon, are included in other assets at December 31,
internal control over financial reporting, the policies, procedures

2007. At that date, approximately $330 million of the funds were
and effectiveness of AIG’s regulatory, compliance and legal

escrowed for settlement of claims resulting from the underpay-
functions and the remediation plan that AIG has implemented as

ment by AIG of its residual market assessments for workers
a result of its own internal review.

compensation. On May 24, 2007, The National Workers Compen-
Other than as described above, at the current time, AIG cannot

sation Reinsurance Pool, on behalf of its participant members,
predict the outcome of the matters described above, or estimate

filed a lawsuit against AIG with respect to the underpayment of
any potential additional costs related to these matters.

such assessments. On August 6, 2007, the court denied AIG’s
motion seeking to dismiss or stay the complaint based on

Private LitigationColorado River abstention or forum non conveniens, or in the
Securities Actions. Beginning in October 2004, a number ofalternative, to transfer to the Southern District of New York. On

putative securities fraud class action suits were filed against AIGDecember 26, 2007, the court denied AIG’s motion to dismiss
and consolidated as In re American International Group, Inc.the complaint. AIG filed its answer on January 22, 2008. On
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General Re; (2) concealed that it marketed and misrepresented its12. Commitments, Contingencies and
control over off-shore entities in order to improve financial results;Guarantees
(3) improperly accounted for underwriting losses as investmentContinued
losses in connection with transactions involving CAPCO Reinsur-

Securities Litigation. Subsequently, a separate, though similar,
ance Company, Ltd. and Union Excess; (4) misled investors about

securities fraud action was also brought against AIG by certain
the scope of government investigations; and (5) engaged in

Florida pension funds. The lead plaintiff in the class action is a
market manipulation through its then Chairman and CEO Mau-

group of public retirement systems and pension funds benefiting
rice R. Greenburg. The complaint asserts claims for violations of

Ohio state employees, suing on behalf of themselves and all
Oregon Securities Law, and seeks compensatory damages in an

purchasers of AIG’s publicly traded securities between Octo-
amount in excess of $15 million, and prejudgment interest and

ber 28, 1999 and April 1, 2005. The named defendants are AIG
costs and fees.

and a number of present and former AIG officers and directors, as
Derivative Actions — Southern District of New York. On

well as Starr, SICO, General Reinsurance Corporation, and
November 20, 2007, two purported shareholder derivative actions

PricewaterhouseCoopers LLP (PwC), among others. The lead
were filed in the Southern District of New York naming as

plaintiff alleges, among other things, that AIG: (1) concealed that
defendants the current directors of AIG and certain senior officers

it engaged in anti-competitive conduct through alleged payment of
of AIG and its subsidiaries. Plaintiffs assert claims for breach of

contingent commissions to brokers and participation in illegal bid-
fiduciary duty, waste of corporate assets and unjust enrichment,

rigging; (2) concealed that it used ‘‘income smoothing’’ products
as well as violations of Section 10(b) of the Exchange Act and

and other techniques to inflate its earnings; (3) concealed that it
Rule 10b-5 promulgated thereunder, and Section 20(a) of the

marketed and sold ‘‘income smoothing’’ insurance products to
Exchange Act, among other things, in connection with AIG’s public

other companies; and (4) misled investors about the scope of
disclosures regarding its exposure to what the lawsuits describe

government investigations. In addition, the lead plaintiff alleges
as the subprime market crisis. The actions were consolidated as

that AIG’s former Chief Executive Officer manipulated AIG’s stock
In re American International Group, Inc. 2007 Derivative Litigation.

price. The lead plaintiff asserts claims for violations of
On February 15, 2008, plaintiffs filed a consolidated amended

Sections 11 and 15 of the Securities Act of 1933, Section 10(b)
complaint alleging the same causes of action. AIG may become

of the Exchange Act, and Rule 10b-5 promulgated thereunder,
subject to litigation with respect to these or similar issues.

Section 20(a) of the Exchange Act, and Section 20A of the
Between October 25, 2004 and July 14, 2005, seven separate

Exchange Act. In April 2006, the court denied the defendants’
derivative actions were filed in the Southern District of New York,

motions to dismiss the second amended class action complaint
five of which were consolidated into a single action. The New York

and the Florida complaint. In December 2006, a third amended
derivative complaint contains nearly the same types of allegations

class action complaint was filed, which does not differ substan-
made in the securities fraud and ERISA actions described above.

tially from the prior complaint. Fact and class discovery is
The named defendants include current and former officers and

currently ongoing. On February 20, 2008, the lead plaintiff filed a
directors of AIG, as well as Marsh & McLennan Companies, Inc.

motion for class certification.
(Marsh), SICO, Starr, ACE Limited and subsidiaries (ACE), General

ERISA Action. Between November 30, 2004 and July 1, 2005,
Reinsurance Corporation, PwC, and certain employees or officers

several Employee Retirement Income Security Act of 1974
of these entity defendants. Plaintiffs assert claims for breach of

(ERISA) actions were filed on behalf of purported class of
fiduciary duty, gross mismanagement, waste of corporate assets,

participants and beneficiaries of three pension plans sponsored
unjust enrichment, insider selling, auditor breach of contract,

by AIG or its subsidiaries. A consolidated complaint filed on
auditor professional negligence and disgorgement from AIG’s

September 26, 2005 alleges a class period between Septem-
former Chief Executive Officer and Chief Financial Officer of

ber 30, 2000 and May 31, 2005 and names as defendants AIG,
incentive-based compensation and AIG share proceeds under

the members of AIG’s Retirement Board and the Administrative
Section 304 of the Sarbanes-Oxley Act, among others. Plaintiffs

Boards of the plans at issue, and four present or former members
seek, among other things, compensatory damages, corporate

of AIG’s Board of Directors. The factual allegations in the
governance reforms, and a voiding of the election of certain AIG

complaint are essentially identical to those in the securities
directors. AIG’s Board of Directors has appointed a special

actions described above. The parties have reached an agreement
committee of independent directors (special committee) to review

in principle to settle this matter for an amount within AIG’s
the matters asserted in the operative consolidated derivative

insurance coverage limits.
complaint. The court has entered an order staying the derivative

Securities Action — Oregon State Court. On Febru-
case in the Southern District of New York pending resolution of

ary 27, 2008, The State of Oregon, by and through the Oregon
the consolidated derivative action in the Delaware Chancery Court

State Treasurer, and the Oregon Public Employee Retirement
(discussed below). The court also has entered an order that

Board, on behalf of the Oregon Public Employee Retirement Fund,
termination of certain named defendants from the Delaware

filed a lawsuit against American International Group, Inc. for
derivative action applies to the New York derivative action without

damages arising out of plaintiffs’ purchase of AIG common stock
further order of the court. On October 17, 2007, plaintiffs and

at prices that allegedly were inflated. Plaintiffs allege, among
those AIG officer and director defendants against whom the

other things, that AIG: (1) made false and misleading statements
shareholder plaintiffs in the Delaware action are no longer

concerning its accounting for a $500 million transaction with
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into contracts with Starr and SICO and their fiduciary duties by12. Commitments, Contingencies and
usurping AIG’s corporate opportunity. The complaint further al-Guarantees
leges that the Starr agencies did not provide any services thatContinued
AIG was not capable of providing itself, and that the diversion of

pursuing claims filed a stipulation providing for all claims in the
commissions to these entities was solely for the benefit of Starr’s

New York action against such defendants to be dismissed with
owners. The complaint also alleged that the service fees and

prejudice. Former directors and officers Maurice R. Greenberg and
rental payments made to SICO and its subsidiaries were improper.

Howard I. Smith have asked the court to refrain from so ordering
Under the terms of a stipulation approved by the Court on

this stipulation.
February 16, 2006, the claims against the outside independent

Derivative Actions — Delaware Chancery Court. From October
directors were dismissed with prejudice, while the claims against

2004 to April 2005, AIG shareholders filed five derivative
the other directors were dismissed without prejudice. On Octo-

complaints in the Delaware Chancery Court. All of these derivative
ber 31, 2005, Defendants Greenberg, Matthews and Smith, SICO

lawsuits were consolidated into a single action as In re American
and Starr filed motions to dismiss the amended complaint. In an

International Group, Inc. Consolidated Derivative Litigation. The
opinion dated June 21, 2006, the Court denied defendants’

amended consolidated complaint named 43 defendants (not
motion to dismiss, except with respect to plaintiff’s challenge to

including nominal defendant AIG) who, like the New York consoli-
payments made to Starr before January 1, 2000. On July 21,

dated derivative litigation, were current and former officers and
2006, plaintiff filed its second amended complaint, which alleges

directors of AIG, as well as other entities and certain of their
that, between January 1, 2000 and May 31, 2005, individual

current and former employees and directors. The factual allega-
defendants breached their duty of loyalty by causing AIG to enter

tions, legal claims and relief sought in the Delaware action are
into contracts with Starr and SICO and breached their fiduciary

similar to those alleged in the New York derivative actions, except
duties by usurping AIG’s corporate opportunity. Starr is charged

that shareholder plaintiffs in the Delaware derivative action assert
with aiding and abetting breaches of fiduciary duty and unjust

claims only under state law. Earlier in 2007, the Court approved
enrichment for its acceptance of the fees. SICO is no longer

an agreement that AIG be realigned as plaintiff, and, on June 13,
named as a defendant. On April 20, 2007, the individual

2007, acting on the direction of the special committee, AIG filed
defendants and Starr filed a motion seeking leave of the Court to

an amended complaint against former directors and officers
assert a cross-claim against AIG and a third-party complaint

Maurice R. Greenberg and Howard I. Smith, alleging breach of
against PwC and the directors previously dismissed from the

fiduciary duty and indemnification. Also on June 13, 2007, the
action, as well as certain other AIG officers and employees. On

special committee filed a motion to terminate the litigation as to
June 13, 2007, the Court denied the individual defendants’

certain defendants, while taking no action as to others. Defend-
motion to file a third-party complaint, but granted the proposed

ants Greenberg and Smith filed answers to AIG’s complaint and
cross-claim against AIG. On June 27, 2007, Starr filed its cross-

brought third-party complaints against certain current and former
claim against AIG, alleging one count that includes contribution,

AIG directors and officers, PwC and Regulatory Insurance Ser-
unjust enrichment and setoff. AIG has filed an answer and moved

vices, Inc. On September 28, 2007, AIG and the shareholder
to dismiss Starr’s cross-claim to the extent it seeks affirmative

plaintiffs filed a combined amended complaint in which AIG
relief, as opposed to a reduction in the judgment amount. On

continued to assert claims against defendants Greenberg and
November 15, 2007, the court granted AIG’s motion to dismiss

Smith and took no position as to the claims asserted by the
the cross-claim by Starr to the extent that it sought affirmative

shareholder plaintiffs in the remainder of the combined amended
relief from AIG. On November 21, 2007, shareholder plaintiff

complaint. In that pleading, the shareholder plaintiffs are no
submitted a motion for leave to file its Third Amended Complaint

longer pursuing claims against certain AIG officers and directors.
in order to add Thomas Tizzio as a defendant. On February 14,

In November 2007, the shareholder plaintiffs moved to sever their
2008, the court granted this motion and allowed Mr. Tizzio until

claims to a separate action. AIG joined the motion to the extent
April 2008 to take additional discovery. Document discovery and

that, among other things, the claims against defendants Green-
depositions are otherwise complete.

berg and Smith would remain in prosecution in the pending action.
Policyholder Actions. After the NYAG filed its complaint against

In addition, a number of parties, including AIG, filed motions to
insurance broker Marsh, policyholders brought multiple federal

stay discovery. On February 12, 2008, the court granted AIG’s
antitrust and Racketeer Influenced and Corrupt Organizations Act

motion to stay discovery pending the resolution of claims against
(RICO) class actions in jurisdictions across the nation against

AIG in the New York consolidated securities action. The court also
insurers and brokers, including AIG and a number of its subsidiar-

denied plaintiff’s motion to sever and directed the parties to
ies, alleging that the insurers and brokers engaged in a broad

coordinate a briefing schedule for the motions to dismiss.
conspiracy to allocate customers, steer business, and rig bids.

A separate derivative lawsuit was filed in the Delaware
These actions, including 24 complaints filed in different federal

Chancery Court against twenty directors and executives of AIG as
courts naming AIG or an AIG subsidiary as a defendant, were

well as against AIG as a nominal defendant that alleges, among
consolidated by the judicial panel on multi-district litigation and

other things, that the directors of AIG breached the fiduciary
transferred to the United States District Court for the District of

duties of loyalty and care by approving the payment of commis-
New Jersey for coordinated pretrial proceedings. The consolidated

sions to Starr and of rental and service fees to SICO and the
actions have proceeded in that court in two parallel actions, In re

executives breached their duty of loyalty by causing AIG to enter
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of New Jersey. On April 5, 2007, Chief Judge Brown granted the12. Commitments, Contingencies and
defendants’ renewed motions to dismiss the First CommercialGuarantees
Complaint and First Employee Benefits Complaint with respect toContinued
the antitrust and RICO claims. The claims were dismissed without

Insurance Brokerage Antitrust Litigation (the First Commercial
prejudice and the plaintiffs were given 30 days, later extended to

Complaint) and In re Employee Benefit Insurance Brokerage
45 days, to file amended complaints. On April 11, 2007, the

Antitrust Litigation (the First Employee Benefits Complaint, and,
Court stayed all proceedings, including all discovery, that are part

together with the First Commercial Complaint, the multi-district
of the multi-district litigation until any renewed motions to dismiss

litigation).
the amended complaints are resolved.

The plaintiffs in the First Commercial Complaint are nineteen
A number of complaints making allegations similar to those in

corporations, individuals and public entities that contracted with
the First Commercial Complaint have been filed against AIG and

the broker defendants for the provision of insurance brokerage
other defendants in state and federal courts around the country.

services for a variety of insurance needs. The broker defendants
The defendants have thus far been successful in having the

are alleged to have placed insurance coverage on the plaintiffs’
federal actions transferred to the District of New Jersey and

behalf with a number of insurance companies named as defend-
consolidated into the multi-district litigation. The AIG defendants

ants, including AIG subsidiaries. The First Commercial Complaint
have also sought to have state court actions making similar

also named ten brokers and fourteen other insurers as defend-
allegations stayed pending resolution of the multi-district litigation

ants (two of which have since settled). The First Commercial
proceeding. In one state court action pending in Florida, the trial

Complaint alleges that defendants engaged in a widespread
court recently decided not to grant an additional stay, but instead

conspiracy to allocate customers through ‘‘bid-rigging’’ and ‘‘steer-
to allow the case to proceed. Defendants filed their motions to

ing’’ practices. The First Commercial Complaint also alleges that
dismiss, and on September 24, 2007, the court denied the

the insurer defendants permitted brokers to place business with
motions with respect to the state antitrust, RICO, and common

AIG subsidiaries through wholesale intermediaries affiliated with
law claims and granted the motions with respect to both the

or owned by those same brokers rather than placing the business
Florida insurance bad faith claim against AIG (with prejudice) and

with AIG subsidiaries directly. Finally, the First Commercial
the punitive damages claim (without prejudice). Discovery in this

Complaint alleges that the insurer defendants entered into
action is ongoing.

agreements with broker defendants that tied insurance place-
Plaintiffs filed amended complaints in both In re Insurance

ments to reinsurance placements in order to provide additional
Brokerage Antitrust Litigation (the Second Commercial Complaint)

compensation to each broker. Plaintiffs assert that the defend-
and In re Employee Benefit Insurance Brokerage Antitrust Litiga-

ants violated the Sherman Antitrust Act, RICO, the antitrust laws
tion (the Second Employee Benefits Complaint) along with revised

of 48 states and the District of Columbia, and are liable under
particularized statements in both actions on May 22, 2007. The

common law breach of fiduciary duty and unjust enrichment
allegations in the Second Commercial Complaint and the Second

theories. Plaintiffs seek treble damages plus interest and attor-
Employee Benefits Complaint are substantially similar to the

neys’ fees as a result of the alleged RICO and Sherman Antitrust
allegations in the First Commercial Complaint and First Employee

Act violations.
Benefits Complaint, respectively. The complaints also attempt to

The plaintiffs in the First Employee Benefits Complaint are nine
add several new parties and delete others; the Second Commer-

individual employees and corporate and municipal employers
cial Complaint adds two new plaintiffs and twenty seven new

alleging claims on behalf of two separate nationwide purported
defendants (including three new AIG defendants), and the Second

classes: an employee class and an employer class that acquired
Employee Benefits Complaint adds eight new plaintiffs and nine

insurance products from the defendants from August 26, 1994 to
new defendants (including two new AIG defendants). The defend-

the date of any class certification. The First Employee Benefits
ants filed motions to dismiss the amended complaints and to

Complaint names AIG, as well as eleven brokers and five other
strike the newly added parties. The Court granted (without leave

insurers, as defendants. The activities alleged in the First
to amend) defendants’ motions to dismiss the federal antitrust

Employee Benefits Complaint, with certain exceptions, track the
and RICO claims on August 31, 2007 and September 28, 2007,

allegations of contingent commissions, bid-rigging and tying made
respectively. The Court declined to exercise supplemental jurisdic-

in the First Commercial Complaint.
tion over the state law claims in the Second Commercial

On October 3, 2006, Judge Hochberg of the District of New
Complaint and therefore dismissed it in its entirety. On Janu-

Jersey reserved in part and denied in part motions filed by the
ary 14, 2008, the court granted defendants’ motion for summary

insurer defendants and broker defendants to dismiss the multi-
judgment on the ERISA claims in the Second Employee Benefits

district litigation. The Court also ordered the plaintiffs in both
Complaint and subsequently dismissed the remaining state law

actions to file supplemental statements of particularity to elabo-
claims without prejudice, thereby dismissing the Second Employee

rate on the allegations in their complaints. Plaintiffs filed their
Benefits Complaint in its entirety. On February 12, 2008, plaintiffs

supplemental statements on October 25, 2006, and the AIG
filed a notice of appeal to the United States Court of Appeals for

defendants, along with other insurer and broker defendants in the
the Third Circuit with respect to the dismissal of the Second

two consolidated actions, filed renewed motions to dismiss on
Employee Benefits Complaint. Plaintiffs previously appealed the

November 30, 2006. On February 16, 2007, the case was
dismissal of the Second Commercial Complaint to the United

transferred to Judge Garrett E. Brown, Chief Judge of the District
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the settlement agreements and continues to deny the allegations.12. Commitments, Contingencies and
Nevertheless, AIG agreed to settle in order to avoid the expenseGuarantees
and uncertainty of protracted litigation. The settlement agree-Continued
ments, which remain subject to court approvals, were reached

States Court of Appeals for the Third Circuit on October 10, 2007.
with the Attorneys General of the States of Florida, Hawaii,

Several similar actions that were consolidated before Chief Judge
Maryland, Michigan, Oregon, Texas and West Virginia, the Com-

Brown are still pending in the District Court. Those actions are
monwealths of Massachusetts and Pennsylvania, and the District

currently stayed pending a decision by the court on whether they
of Columbia, the Florida Department of Financial Services, and

will proceed during the appeal of the dismissal of the Second
the Florida Office of Insurance Regulation. The agreement with the

Commercial Complaint and the Second Employee Benefits
Texas Attorney General also settles allegations of anticompetitive

Complaint.
conduct relating to AIG’s relationship with Allied World Assurance

On August 24, 2007, the Ohio Attorney General filed a
Company and includes an additional settlement payment of

complaint in the Ohio Court of Common Pleas against AIG and a
$500,000 related thereto.

number of its subsidiaries, as well as several other broker and
Wells Notices. AIG understands that some of its employees

insurer defendants, asserting violation of Ohio’s antitrust laws.
have received Wells notices in connection with previously dis-

The complaint, which is similar to the Second Commercial
closed SEC investigations of certain of AIG’s transactions or

Complaint, alleges that AIG and the other broker and insurer
accounting practices. Under SEC procedures, a Wells notice is an

defendants conspired to allocate customers, divide markets, and
indication that the SEC staff has made a preliminary decision to

restrain competition in commercial lines of casualty insurance
recommend enforcement action that provides recipients with an

sold through the broker defendant. The complaint seeks treble
opportunity to respond to the SEC staff before a formal

damages on behalf of Ohio public purchasers of commercial
recommendation is finalized. It is possible that additional current

casualty insurance, disgorgement on behalf of both public and
and former employees could receive similar notices in the future

private purchasers of commercial casualty insurance, as well as a
as the regulatory investigations proceed.

$500 per day penalty for each day of conspiratorial conduct. AIG,
along with other co-defendants, moved to dismiss the complaint

Effect on AIG
on November 16, 2007. Discovery is stayed in the case pending
a ruling on the motion to dismiss or until May 15, 2008, In the opinion of AIG management, AIG’s ultimate liability for the
whichever occurs first. unresolved litigation and investigation matters referred to above is

SICO. In July, 2005, SICO filed a complaint against AIG in the not likely to have a material adverse effect on AIG’s consolidated
Southern District of New York, claiming that AIG had refused to financial condition, although it is possible that the effect would be
provide SICO access to certain artwork and asked the court to material to AIG’s consolidated results of operations for an
order AIG immediately to release the property to SICO. AIG filed individual reporting period.
an answer denying SICO’s allegations and setting forth defenses

(b) Commitmentsto SICO’s claims. In addition, AIG filed counterclaims asserting
breach of contract, unjust enrichment, conversion, breach of Flight Equipment
fiduciary duty, a constructive trust and declaratory judgment,

At December 31, 2007, ILFC had committed to purchase 234 newrelating to SICO’s breach of its commitment to use its AIG shares
aircraft deliverable from 2008 through 2017 at an estimatedonly for the benefit of AIG and AIG employees. Fact and expert
aggregate purchase price of $20.1 billion. ILFC will be required todiscovery has been concluded and SICO’s motion for summary
find customers for any aircraft acquired, and it must arrangejudgment is pending.
financing for portions of the purchase price of such equipment.Regulatory Investigations. Regulators from several states have

commenced investigations into insurance brokerage practices Minimum future rental income on noncancelable operating
related to contingent commissions and other industry wide leases of flight equipment which have been delivered at
practices as well as other broker-related conduct, such as alleged December 31, 2007 was as follows:
bid-rigging. In addition, various federal, state and foreign regula-

(in millions)tory and governmental agencies are reviewing certain transactions
and practices of AIG and its subsidiaries in connection with 2008 $ 4,142
industry wide and other inquiries. AIG has cooperated, and will 2009 3,783
continue to cooperate, in producing documents and other informa- 2010 3,274
tion in response to subpoenas and other requests. On Janu- 2011 2,726

2012 2,075ary 29, 2008, AIG reached settlement agreements with nine
Remaining years after 2012 4,921states and the District of Columbia. The settlement agreements

call for AIG to pay a total of $12.5 million to be allocated among Total $20,921
the ten jurisdictions and also require AIG to continue to maintain

Flight equipment is leased, under operating leases, withcertain producer compensation disclosure and ongoing compliance
remaining terms ranging from 1 to 12 years.initiatives. AIG will also continue to cooperate with these states in

their ongoing investigations. AIG has not admitted liability under
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potential for reserves with respect to a number of years to be12. Commitments, Contingencies and
significantly affected by changes in loss cost trends or lossGuarantees
development factors that were relied upon in setting the reserves.Continued
These changes in loss cost trends or loss development factors

Lease Commitments could be attributable to changes in inflation, in labor and material
costs or in the judicial environment, or in other social or economic

AIG and its subsidiaries occupy leased space in many locations
phenomena affecting claims.

under various long-term leases and have entered into various
Synthetic Fuel Tax Credits. AIG generated income tax credits as

leases covering the long-term use of data processing equipment.
a result of investing in synthetic fuel production. Tax credits

At December 31, 2007, the future minimum lease generated from the production and sale of synthetic fuel under the
payments under operating leases were as follows: Internal Revenue Code were subject to an annual phase-out

provision based on the average wellhead price of domestic crude
(in millions)

oil. The price range within which the tax credits are phased-out
2008 $ 747 was originally established in 1980 and is adjusted annually for
2009 581 inflation. Depending on the price of domestic crude oil for a
2010 460 particular year, all or a portion of the tax credits generated in that
2011 371 year might be eliminated. AIG evaluated the production levels of
2012 322

its synthetic fuel production facilities in light of the risk of phase-
Remaining years after 2012 1,945

out of the associated tax credits. As a result of fluctuating
Total $4,426 domestic crude oil prices, AIG evaluated and adjusted production

levels when appropriate in light of this risk. Under currentRent expense approximated $771 million, $657 million, and
legislation, the opportunity to generate additional tax credits from$597 million for the years ended December 31, 2007, 2006, and
the production and sale of synthetic fuel expired on December 31,2005, respectively.
2007.

Lease Transactions. In June and August, 2007, field agents atOther Commitments
the Internal Revenue Service (IRS) issued Notices of Proposed

In the normal course of business, AIG enters into commitments to Adjustment (NOPAs) relating to a series of lease transactions by
invest in limited partnerships, private equities, hedge funds and an AIG subsidiary. In the NOPAs, the field agents asserted that
mutual funds and to purchase and develop real estate in the U.S. the leasing transactions were ‘‘lease-in lease-out’’ transactions
and abroad. These commitments totaled $9.1 billion at Decem- described in Revenue Ruling 2002-69 and proposed adjustments
ber 31, 2007. to taxable income of approximately $203 million in the aggregate

On June 27, 2005, AIG entered into an agreement pursuant to for the years 1998, 1999, 2001 and 2002.
which AIG agrees, subject to certain conditions, to make any

(d) Guaranteespayment that is not promptly paid with respect to the benefits
accrued by certain employees of AIG and its subsidiaries under AIG and certain of its subsidiaries become parties to derivative
the SICO Plans (as discussed in Note 19 herein). financial instruments with market risk resulting from both dealer

and end-user activities and to reduce currency, interest rate,(c) Contingencies
equity and commodity exposures. These instruments are carriedLoss Reserves
at their estimated fair values in the consolidated balance sheet.

Although AIG regularly reviews the adequacy of the established The vast majority of AIG’s derivative activity is transacted by
reserve for losses and loss expenses, there can be no assurance AIGFP. See also Note 8 herein.
that AIG’s ultimate loss reserves will not develop adversely and AIG has issued unconditional guarantees with respect to the
materially exceed AIG’s current loss reserves. Estimation of prompt payment, when due, of all present and future payment
ultimate net losses, loss expenses and loss reserves is a obligations and liabilities of AIGFP arising from transactions
complex process for long-tail casualty lines of business, which entered into by AIGFP.
include excess and umbrella liability, directors and officers liability SAI Deferred Compensation Holdings, Inc., a wholly owned
(D&O), professional liability, medical malpractice, workers compen- subsidiary of AIG, has established a deferred compensation plan
sation, general liability, products liability and related classes, as for registered representatives of certain AIG subsidiaries, pursu-
well as for asbestos and environmental exposures. Generally, ant to which participants have the opportunity to invest deferred
actual historical loss development factors are used to project commissions and fees on a notional basis. The value of the
future loss development. However, there can be no assurance deferred compensation fluctuates with the value of the deferred
that future loss development patterns will be the same as in the investment alternatives chosen. AIG has provided a full and
past. Moreover, any deviation in loss cost trends or in loss unconditional guarantee of the obligations of SAI Deferred Com-
development factors might not be discernible for an extended pensation Holdings, Inc. to pay the deferred compensation under
period of time subsequent to the recording of the initial loss the plan.
reserve estimates for any accident year. Thus, there is the
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13. Preferred Shareholders’ Equity in Subsidiary 14. Shareholders’ Equity and Earnings Per
Companies Share

At December 31, 2007, preferred shareholders’ equity in subsidi- Shareholders’ Equity
ary companies represents preferred stocks issued by ILFC, a

AIG parent depends on its subsidiaries for cash flow in the form
wholly owned subsidiary of AIG.

of loans, advances, reimbursement for shared expenses, and
At December 31, 2007, the preferred stock consists of

dividends. AIG’s insurance subsidiaries are subject to regulatory
1,000 shares of market auction preferred stock (MAPS) in two

restrictions on the amount of dividends that can be remitted to
series (Series A and B) of 500 shares each. Each of the MAPS

AIG parent. These restrictions vary by jurisdiction. For example,
shares has a liquidation value of $100,000 per share and is not

unless permitted by the New York Superintendent of Insurance,
convertible. The dividend rate, other than the initial rate, for each

general insurance companies domiciled in New York may not pay
dividend period for each series is reset approximately every seven

dividends to shareholders that, in any twelve-month period, exceed
weeks (49 days) on the basis of orders placed in an auction.

the lesser of ten percent of such company’s statutory policyhold-
During 2006, ILFC extended each of the MAPS dividend periods

ers’ surplus or 100 percent of its ‘‘adjusted net investment
for three years. At December 31, 2007, the dividend rate for

income,’’ as defined. Generally, less severe restrictions applicable
Series A MAPS was 4.70 percent and the dividend rate for

to both general and life insurance companies exist in most of the
Series B MAPS was 5.59 percent.

other states in which AIG’s insurance subsidiaries are domiciled.
Certain foreign jurisdictions have restrictions that could delay or
limit the remittance of dividends. There are also various local
restrictions limiting cash loans and advances to AIG by its
subsidiaries. Largely as a result of these restrictions, approxi-
mately 81 percent of the aggregate equity of AIG’s consolidated
subsidiaries was restricted from immediate transfer to AIG parent
at December 31, 2007.

Dividends declared per common share were $0.77, $0.65, and
$0.63 in 2007, 2006, and 2005, respectively.

During 2007 and 2005, AIG repurchased 76 million and
2 million shares of its common stock, respectively, at a total cost
of $5.1 billion and $165 million, respectively. The average price
paid per share for repurchased shares was $66.84 and $66.46 in
2007 and 2005, respectively. During 2006, AIG did not purchase
any shares of its common stock under its existing share
repurchase authorization.

At December 31, 2007, there were 6,000,000 shares of AIG’s
$5 par value serial preferred stock authorized, issuable in series,
none of which were outstanding.
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14. Shareholders’ Equity and Earnings Per Share
Continued

Earnings Per Share
Basic earnings per share is based on the weighted average number of common shares outstanding, adjusted to reflect all stock
dividends and stock splits. Diluted earnings per share is based on those shares used in basic earnings per share plus shares that
would have been outstanding assuming issuance of common shares for all dilutive potential common shares outstanding, adjusted to
reflect all stock dividends and stock splits.

The computation of earnings per share for the years ended December 31, 2007, 2006 and 2005 was as follows:

Years Ended December 31,
(in millions, except per share data) 2007 2006 2005

Numerator for earnings per share:
Income before cumulative effect of an accounting change $ 6,200 $14,014 $10,477
Cumulative effect of an accounting change, net of tax — 34 —

Net income applicable to common stock for basic EPS 6,200 14,048 10,477
Interest on contingently convertible bonds, net of tax — 10 11

Net income applicable to common stock for diluted EPS 6,200 14,058 10,488
Cumulative effect of an accounting change, net of tax — (34) —

Income before cumulative effect of an accounting change applicable to common stock for diluted EPS $ 6,200 $14,024 $10,488

Denominator for earnings per share:
Weighted average shares outstanding used in the computation of EPS:

Common stock issued 2,751 2,751 2,751
Common stock in treasury (179) (153) (155)
Deferred shares 13 10 1

Weighted average shares outstanding — basic 2,585 2,608 2,597
Incremental shares from potential common stock:
Weighted average number of shares arising from outstanding employee stock plans (treasury stock

method)* 13 7 21
Contingently convertible bonds — 8 9

Weighted average shares outstanding — diluted* 2,598 2,623 2,627

Earnings per share:
Basic:

Income before cumulative effect of an accounting change $ 2.40 $ 5.38 $ 4.03
Cumulative effect of an accounting change, net of tax — 0.01 —

Net income $ 2.40 $ 5.39 $ 4.03

Diluted:
Income before cumulative effect of an accounting change $ 2.39 $ 5.35 $ 3.99
Cumulative effect of an accounting change, net of tax — 0.01 —

Net income $ 2.39 $ 5.36 $ 3.99

* Certain shares arising from employee stock plans were not included in the computation of diluted earnings per share if the exercise price of the options
exceeded the average market price and were antidilutive. The number of shares excluded were 8 million, 13 million and 19 million for the years ended
December 31, 2007, 2006 and 2005, respectively.
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value of financial instruments generally correlates with the level of15. Statutory Financial Data
pricing observability. Financial instruments with quoted prices in

Statutory surplus and net income for General Insurance active markets generally have more pricing observability and less
and Life Insurance & Retirement Services operations in judgment is used in measuring fair value. Conversely, financial
accordance with statutory accounting practices were as instruments traded in other than active markets or that do not
follows: have quoted prices have less observability and are measured at

fair value using valuation models or other pricing techniques thatYears Ended December 31,
(in millions) 2007 2006 2005 require more judgment. Pricing observability is affected by a

number of factors, including the type of financial instrument,Statutory surplus(a):
whether the financial instrument is new to the market and not yetGeneral Insurance $37,705 $32,665 $24,508
established, the characteristics specific to the transaction andLife Insurance &
general market conditions.Retirement Services 33,212 35,058 30,739

Statutory net income(a)(b):
Fixed maturities, equity securities, securities available for sale,

General Insurance(c) 8,018 8,010 1,713
trading securities and securities sold under agreements toLife Insurance &
repurchase: AIG maximizes the use of observable inputs andRetirement Services(a) 4,465 5,088 4,762
minimizes the use of unobservable inputs when measuring fair

(a) Statutory surplus and net income with respect to foreign operations are value. AIG obtains market price data to value financial instruments
estimated at November 30. The basis of presentation for branches of

whenever such information is available. Market price data gener-AIA is the Hong Kong statutory filing basis. The basis of presentation
ally is obtained from market exchanges or dealer quotations. Thefor branches of ALICO is the U.S. statutory filing basis. AIG Star Life,

AIG Edison Life, Nan Shan and Philamlife are estimated based on their types of instruments valued based on market price data include G-
respective local country filing basis. 7 government and agency securities, equities listed in active

(b) Includes realized capital gains and losses and taxes. markets, and investments in publicly traded mutual funds with
(c) Includes catastrophe losses, net of tax, of $177 million and $1.9 bil- quoted market prices.

lion in 2007 and 2005, respectively.
AIG estimates the fair value of fixed income instruments not

traded in active markets by referring to traded securities withAIG’s insurance subsidiaries file financial statements prepared
similar attributes and using a matrix pricing methodology. Thisin accordance with statutory accounting practices prescribed or
methodology considers such factors as the issuer’s industry, thepermitted by domestic and foreign insurance regulatory authori-
security’s rating and tenor, its coupon rate, its position in theties. The differences between statutory financial statements and
capital structure of the issuer, and other relevant factors. Thefinancial statements prepared in accordance with U.S. GAAP vary
types of fixed income instruments not traded in active marketsbetween domestic and foreign by jurisdiction. The principal
include non-G-7 government securities, municipal bonds, certaindifferences are that statutory financial statements do not reflect
hybrid financial instruments, most investment-grade and high-yieldDAC, some bond portfolios may be carried at amortized cost,
corporate bonds, and most mortgage- and asset-backed products.assets and liabilities are presented net of reinsurance, policy-

AIG initially estimates the fair value of equity instruments notholder liabilities are generally valued using more conservative
traded in active markets by reference to the transaction price.assumptions and certain assets are non-admitted.
This valuation is adjusted only when changes to inputs andAt December 31, 2007, 2006 and 2005, statutory capital of 
assumptions are corroborated by evidence such as transactions inAIG’s insurance subsidiaries exceeded minimum company action
similar instruments, completed or pending third-party transactionslevel requirements. In 2005, AIG nonetheless contributed an
in the underlying investment or comparable entities, subsequentadditional $750 million of capital into American Home Assurance
rounds of financing, recapitalizations and other transactionsCompany (American Home) effective September 30, 2005 and
across the capital structure, offerings in the equity capitalcontributed a further $2.25 billion of capital in February 2006 for
markets, and changes in financial ratios or cash flows.a total of approximately $3 billion of capital into Domestic General

For equity and fixed income instruments that are not traded inInsurance subsidiaries effective December 31, 2005.
active markets or that are subject to transfer restrictions,
valuations are adjusted to reflect illiquidity and/or non-transferabil-16. Fair Value of Financial Instruments
ity, and such adjustments generally are based on available market

FAS 107, ‘‘Disclosures about Fair Value of Financial Instruments’’ evidence. In the absence of such evidence, management’s best
(FAS 107), requires disclosure of fair value information about estimate is used.
financial instruments for which it is practicable to estimate such

Unrealized gain (loss) on swaps, options and forward transac-fair value. FAS 107 excludes certain financial instruments,
tions: Unrealized gain (loss) on swaps, options and forwardincluding those related to insurance contracts and lease
transactions (derivative assets and liabilities) can be exchange-contracts.
traded or traded over the counter (OTC). AIG generally valuesThe fair value of a financial instrument is the amount that
exchange-traded derivatives within portfolios using models thatwould be received to sell an asset or paid to transfer a liability in
calibrate to market clearing levels and that eliminate timingan orderly transaction between market participants at the mea-

surement date. The degree of judgment used in measuring the fair
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Securities lending invested collateral and securities lending pay-16. Fair Value of Financial Instruments
able: Securities lending collateral are floating rate fixed maturityContinued
securities recorded at fair value. Fair values were based upon

differences between the closing price of the exchange-traded
quoted market prices or internally developed models consistent

derivatives and their underlying instruments.
with the methodology for other fixed maturity securities. The

OTC derivatives are valued using market transactions and other
contract values of securities lending payable approximate fair

market evidence whenever possible, including market-based inputs
value as these obligations are short-term in nature.

to models, model calibration to market clearing transactions,
broker or dealer quotations or alternative pricing sources with Spot commodities: Fair values were based on current market
reasonable levels of price transparency. When models are used, prices of reference spot futures contracts traded on exchanges.
the selection of a particular model to value an OTC derivative

Cash, short-term investments, trade receivables, trade payables,depends on the contractual terms of, and specific risks inherent
securities purchased (sold) under agreements to resell (repur-in, the instrument as well as the availability of pricing information
chase), commercial paper and extendible commercial notes: Thein the market. AIG generally uses similar models to value similar
carrying values of these assets and liabilities approximate fairinstruments. Valuation models require a variety of inputs, includ-
values because of the relatively short period of time betweening contractual terms, market prices and rates, yield curves, credit
origination and expected realization.curves, measures of volatility, prepayment rates and correlations

of such inputs. For OTC derivatives that trade in liquid markets, Other invested assets: Consisting principally of hedge funds and
such as generic forwards, swaps and options, model inputs can limited partnerships. Fair values are determined based on the net
generally be verified and model selection does not involve asset values provided by the general partner or manager of each
significant management judgment. investment. AIG obtains the fair value of its investments in limited

Certain OTC derivatives trade in less liquid markets with partnerships and hedge funds from information provided by the general
limited pricing information, and the determination of fair value for partner or manager of these investments, the accounts of which
these derivatives is inherently more difficult. When AIG does not generally are audited on an annual basis. The transaction price is used
have corroborating market evidence to support significant model as the best estimate of fair value at inception.
inputs and cannot verify the model to market transactions,

Policyholders’ contract deposits: Fair values were estimated usingtransaction price is initially used as the best estimate of fair
discounted cash flow calculations based upon interest ratesvalue. Accordingly, when a pricing model is used to value such an
currently being offered for similar contracts with maturitiesinstrument, the model is adjusted so that the model value at
consistent with those remaining for the contracts being valued.inception equals the transaction price. Subsequent to initial

recognition, AIG updates valuation inputs when corroborated by Securities and spot commodities sold but not yet purchased: The
evidence such as similar market transactions, third-party pricing carrying amounts for the securities and spot commodities sold but not
services and/or broker or dealer quotations, or other empirical yet purchased approximate fair values. Fair values for securities and
market data. When appropriate, valuations are adjusted for spot commodities sold short were based on current market prices.
various factors such as liquidity, bid/offer spreads and credit

Trust deposits and deposits due to banks and other depositors:considerations. Such adjustments are generally based on availa-
To the extent certain amounts are not demand deposits orble market evidence. In the absence of such evidence, manage-
certificates of deposit which mature in more than one year, fairment’s best estimate is used.
values were not calculated as AIG believes it would have to

Mortgage and other loans receivable: When practical, the fair expend excessive costs for the benefits derived.
values of loans on real estate and collateral loans were estimated

Commercial paper and extendible commercial notes: The carryingusing discounted cash flow calculations based upon AIG’s current
amount approximates fair value.incremental lending rates for similar type loans. The fair values of

the policy loans were not calculated as AIG believes it would have Long-term borrowings: When practical, the fair values of these
to expend excessive costs for the benefits derived. obligations were estimated using discounted cash flow calcula-

tions based upon AIG’s current incremental borrowing rates forFinance receivables: Fair values were estimated using discounted
similar types of borrowings with maturities consistent with thosecash flow calculations based upon the weighted average rates
remaining for the debt being valued.currently being offered for similar finance receivables.
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16. Fair Value of Financial Instruments
Continued

The carrying values and fair values of AIG’s financial instruments at December 31, 2007 and 2006 were as follows:

2007 2006

Carrying Fair Carrying Fair
(in millions) Value(a) Value Value(a) Value

Assets:
Fixed maturities $428,935 $429,511 $419,142 $419,859
Equity securities 41,646 41,646 30,650 30,650
Mortgage and other loans receivable 33,727 34,123 28,418 28,655
Securities available for sale 40,305 40,305 47,205 47,205
Trading securities 4,197 4,197 5,031 5,031
Spot commodities 238 238 220 220
Unrealized gain on swaps, options and forward transactions 16,442 16,442 19,252 19,252
Trade receivables 6,467 6,467 4,317 4,317
Securities purchased under agreements to resell 20,950 20,950 30,291 30,291
Finance receivables, net of allowance 31,234 28,693 29,573 26,712
Securities lending invested collateral 75,662 75,662 69,306 69,306
Other invested assets(b) 57,134 57,979 42,111 42,418
Short-term investments 51,351 51,351 27,483 27,483
Cash 2,284 2,284 1,590 1,590

Liabilities:
Policyholders’ contract deposits 258,459 259,045 248,264 243,570
Securities sold under agreements to repurchase 8,331 9,048 19,677 19,677
Trade payables 10,568 10,568 6,174 6,174
Securities and spot commodities sold but not yet purchased 4,709 4,709 4,076 4,076
Unrealized loss on swaps, options and forward transactions 20,613 20,613 11,401 11,401
Trust deposits and deposits due to banks and other depositors 4,903 4,986 5,249 5,261
Commercial paper and extendible commercial notes 13,114 13,114 13,363 13,363
Long-term borrowings 162,935 165,064 135,316 135,605
Securities lending payable 81,965 81,965 70,198 70,198

(a) The carrying value of all other financial instruments approximates fair value.
(b) Excludes aircraft asset investments held by non-Financial Services subsidiaries.

Plan. Although awards granted under all the plans described17. Share-based Employee Compensation Plans
above remained outstanding at December 31, 2007, future grants

During the year ended December 31, 2007, AIG employees had of options, RSUs and performance RSUs can be made only under
received compensation pursuant to awards under seven different the 2007 Plan. AIG currently settles share option exercises and
share-based employee compensation plans: (i) AIG 1999 Stock other share awards to participants by issuing shares it previously
Option Plan, as amended (1999 Plan); (ii) AIG 1996 Employee acquired and holds in its treasury account, except for share
Stock Purchase Plan, as amended (1996 Plan); (iii) AIG 2002 awards made by SICO, which are settled by SICO.
Stock Incentive Plan, as amended (2002 Plan) under which AIG In 2006 and for prior years, AIG’s non-employee directors
has issued time-vested restricted stock units (RSUs) and perform- received share-based compensation in the form of options granted
ance restricted stock units (performance RSUs); (iv) AIG 2007 pursuant to the 1999 Plan and grants of AIG common stock with
Stock Incentive Plan, as amended (2007 Plan); (v) SICO’s delivery deferred until retirement from the Board, pursuant to the
Deferred Compensation Profit Participation Plans (SICO Plans); AIG Director Stock Plan, which was approved by the shareholders
(vi) AIG’s 2005-2006 Deferred Compensation Profit Participation at the 2004 Annual Meeting of Shareholders and which is now a
Plan (AIG DCPPP) and (vii) the AIG Partners Plan. The AIG DCPPP subplan under the 2007 Plan. From and after May 16, 2007, non-
was adopted as a replacement for the SICO Plans for the 2005- employee directors receive deferred stock units (DSUs) under the
2006 period, and the AIG Partners Plan replaced the AIG DCPPP. 2007 Plan with delivery deferred until retirement from the Board.
Share-based employee compensation earned under the AIG DCPPP From January 1, 2003 through December 31, 2005, AIG
was granted as time-vested RSUs under the 2002 Plan. Share- accounted for share-based payment transactions with employees
based employee compensation awarded under the AIG Partners under FAS 123, ‘‘Accounting for Stock-Based Compensation.’’
Plan was granted as performance-based RSUs under the 2002 Share-based employee compensation expense from option awards
Plan, except for the December 2007 grant which was made under was not recognized in the consolidated statement of income in
the 2007 Plan. All future grants will be made under the 2007 prior periods. Effective January 1, 2006, AIG adopted the fair
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proved at the 2003 Annual Meeting of Shareholders. The 199917. Share-based Employee Compensation Plans
Plan superseded the 1991 Employee Stock Option Plan (the 1991Continued
Plan), although outstanding options granted under the 1991 Plan

value recognition provisions of FAS 123R. FAS 123R requires that
continue until exercise or expiration. Options granted under the

companies use a fair value method to value share-based pay-
1999 Plan generally vest over four years (25 percent vesting per

ments and recognize the related compensation expense in net
year) and expire 10 years from the date of grant. The 2007 Plan

earnings. AIG adopted FAS 123R using the modified prospective
supersedes the 1999 Plan.

application method, and accordingly, financial statement amounts
At December 31, 2007, there were no shares reserved for

for the prior periods presented have not been restated to reflect
future grants under the 1999 Plan and 36,363,769 shares

the fair value method of expensing share-based compensation
reserved for issuance under the 1999 and 1991 Plans.

under FAS 123R. The modified prospective application method
requires recognition of the fair value of share-based compensation Deferralsfor shares subscribed for or granted on or after January 1, 2006
and all previously granted but unvested awards at January 1, At December 31, 2007, AIG was obligated to issue
2006. 12,521,342 shares in connection with previous exercises of

The adoption of FAS 123R resulted in share-based compensa- options with delivery deferred.
tion expense of approximately $17 million during 2006, related to
awards that were accounted for under Accounting Principles Board Valuation
Opinion 25, ‘‘Accounting for Stock Issued to Employees.’’

AIG uses a binomial lattice model to calculate the fair value ofFAS 123R also requires AIG to estimate forfeitures in calculating
stock option grants. A more detailed description of the valuationthe expense relating to share-based compensation, rather than
methodology is provided below.recognizing these forfeitures and corresponding reductions in

expense as they occur. The cumulative effect of adoption of The following weighted-average assumptions were used
$46 million was recorded as a cumulative effect of an accounting for stock options granted in 2007, 2006 and 2005:
change, net of tax. FAS 123R requires AIG to reflect the cash

2007 2006 2005savings resulting from excess tax benefits in its financial state-
Expected annual dividend yield(a) 1.39% 0.92% 0.71%ments as cash flow from financing activities, rather than as cash
Expected volatility(b) 32.82% 23.50% 27.30%flow from operating activities as in prior periods. The amount of
Risk-free interest rate(c) 4.08% 4.61% 4.17%this excess tax benefit in 2007 and 2006 was $26.1 million and
Expected term(d) 7 years 7 years 7 years

$27.9 million, respectively.
(a) The dividend yield is determined at the grant date.Included in AIG’s consolidated statement of income for the
(b) In 2007, expected volatility is the average of historical volatility (basedyears ended December 31, 2007 and 2006 was pre-tax share-

on seven years of daily stock price changes) and the implied volatilitybased compensation expense of $275 million ($216 million after
of actively traded options on AIG shares.

tax), and $353 million ($326 million after tax), respectively. Share-
(c) The interest rate curves used in the valuation model were thebased compensation expense in 2006 included a one-time

U.S. Treasury STRIP rates with terms from 3 months to 10 years.
compensation cost of approximately $54 million related to the

(d) The contractual term of the option is generally 10 years with an
Starr tender offer and various out of period adjustments totaling expected term of 7 years calculated based on an analysis of historical

employee exercise behavior and employee turnover (post-vesting termi-$61 million, primarily relating to stock splits and other miscellane-
nations). The early exercise rate is a function of time elapsed since theous items for the SICO Plans. See Note 19 herein for a
grant. Fifteen years of historical data were used to estimate the early

discussion of the Starr tender offer. exercise rate.

1999 Stock Option Plan

The 1999 Plan was approved by the shareholders at the 2000
Annual Meeting of Shareholders, with certain amendments ap-
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17. Share-based Employee Compensation Plans
Continued

Additional information with respect to AIG’s stock option plans at December 31, 2007, and changes for the year then
ended, were as follows:

Weighted
Average

Remaining Aggregate
Weighted Average Contractual Intrinsic Values

Options: Shares Exercise Price Life (in millions)

Outstanding at beginning of year 47,655,720 $ 57.99
Granted 1,738,530 $ 57.43
Exercised* (12,308,493) $ 40.00
Forfeited or expired (721,988) $ 69.00

Outstanding at end of year 36,363,769 $ 63.83 4.81 $59

Options exercisable at end of year 30,703,527 $ 63.98 4.10 $57

Weighted average fair value per share of options granted $ 20.97

* Includes options with respect to 8,489,584 shares exercised with delivery deferred, resulting in obligations to issue 4,138,713 shares.

Vested and expected-to-vest options at December 31, 2007, under the 2002 Plan vest on the fourth anniversary of the date of
included in the table above, totaled 34,349,762, with a weighted grant.
average exercise price of $64.14, a weighted average contractual
life of 4.46 years and an aggregate intrinsic value of $57 million. 2007 Stock Incentive Plan

At December 31, 2007, total unrecognized compensation cost
The 2007 Plan was adopted at the 2007 Annual Meeting of

(net of expected forfeitures) was $100 million and $3 million related
shareholders and amended and restated by AIG’s Board of

to non-vested share-based compensation awards granted under the
Directors on November 14, 2007. The 2007 Plan supersedes the

1999 Plan and the 1996 Plan, respectively, with blended weighted
1999 Plan and the 2002 Plan. During 2007, 7,121,252 RSUs,

average periods of 1.38 years and 0.41 years, respectively. The cost
including performance RSUs were granted under the 2007 Plan.

of awards outstanding under these plans at December 31, 2007 is
Each RSU, performance RSU and DSU awarded reduces the

expected to be recognized over approximately four years and one
number of shares available for future grants by 2.9 shares. At

year, respectively, for the 1999 Plan and the 1996 Plan.
December 31, 2007, there were 157,562,672 shares reserved

The intrinsic value of options exercised during 2007 was
for issuance under the 2007 Plan. A significant majority of the

approximately $360 million. The fair value of options vesting
time-vested RSUs granted in 2007 under the 2007 Plan vest on

during 2007 was approximately $63 million. AIG received
the fourth anniversary of the date of grant.

$482 million and $104 million in cash during 2007 and 2006,
respectively, from the exercise of stock options. The tax benefits

Non-Employee Director Stock Awardsrealized as a result of stock option exercises were $16 million
and $35 million in 2007 and 2006, respectively. The methodology used for valuing employee stock options is also

used to value director stock options. Director stock options vest one
2002 Stock Incentive Plan year after the grant date, but are otherwise the same as employee

stock options. Commencing in 2007, directors no longer receive
The 2002 Plan was adopted at the 2002 Annual Meeting of

awards of options. Options with respect to 40,000 shares and
shareholders and amended and restated by AIG’s Board of

32,500 shares were granted during 2006 and 2005, respectively.
Directors on September 18, 2002. During 2007 and 2006,

In 2007, AIG granted to directors 22,542 DSUs, including DSUs
179,106 and 6,836,785 RSUs, respectively, including perform-

representing dividend-equivalent amounts. AIG also granted to direc-
ance RSUs, were granted under the 2002 Plan. Because the

tors 6,375 shares, 14,000 shares and 6,250 shares, with delivery
2002 Plan has been superseded by the 2007 Plan, there were no

deferred, during 2007, 2006 and 2005, respectively, under the
shares reserved for issuance in connection with future awards at

Director Stock Plan.
December 31, 2007. Substantially all time-vested RSUs granted
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17. Share-based Employee Compensation Plans AIG DCPPP
Continued

In September 2005, AIG adopted the AIG DCPPP to provide share-
based compensation to key AIG employees, including seniorEmployee Stock Purchase Plan
executive officers. The AIG DCPPP was modeled on the SICO
Plans.AIG’s 1996 Plan provides that eligible employees (those employed

The AIG DCPPP contingently allocated a fixed number of time-at least one year) may receive privileges to purchase up to an
vested RSUs to each participant if AIG’s cumulative adjustedaggregate of 10,000,000 shares of AIG common stock, at a price
earnings per share in 2005 and 2006 exceeded that in 2003 andequal to 85 percent of the fair market value on the date of the
2004 as determined by AIG’s Compensation Committee. This goalgrant of the purchase privilege. Purchase privileges are granted
was met, and pursuant to the terms of the DCPPP Plan,quarterly and are limited to the number of whole shares that can
3,696,836 time-vested RSUs were awarded in 2007. These RSUsbe purchased on an annual basis by an amount equal to the
vest in three pre-retirement installments and a final retirementlesser of 10 percent of an employee’s annual salary or $10,000.
installment at age 65.

At December 31, 2007, RSU awards with respect toSICO Plans
3,272,268 shares remained outstanding.

The SICO Plans provide that shares of AIG common stock
currently held by SICO are set aside for the benefit of the AIG Partners Plan
participant and distributed upon retirement. The SICO Board of

On June 26, 2006, AIG’s Compensation Committee approved twoDirectors currently may permit an early payout of shares under
grants under the AIG Partners Plan. The first grant had acertain circumstances. Prior to payout, the participant is not
performance period that ran from January 1, 2006 throughentitled to vote, dispose of or receive dividends with respect to
December 31, 2007. The second grant has a performance periodsuch shares, and shares are subject to forfeiture under certain
that runs from January 1, 2007 through December 31, 2008. Inconditions, including but not limited to the participant’s termina-
December 2007, the Compensation Committee approved a granttion of employment with AIG prior to normal retirement age.
with a performance period from January 1, 2008 throughHistorically, SICO’s Board of Directors could elect to pay a
December 31, 2009. The Compensation Committee will approveparticipant cash in lieu of shares of AIG common stock. On
the performance metrics for this grant in the first quarter ofDecember 9, 2005, SICO notified participants that essentially all
2008. All grants vest 50 percent on the fourth and sixthsubsequent distributions would be made only in shares, and not
anniversaries of the first day of the related performance period.cash. At that date, AIG modified its accounting for the SICO Plans
The Compensation Committee approved the performance metricsfrom variable to fixed measurement accounting. Variable measure-
for the first two grants prior to the date of grant. The measure-ment accounting is used for those few awards for which cash
ment of the first two grants is deemed to have occurred onelections had been made prior to March 2005. At December 9,
June 26, 2006 when there was mutual understanding of the key2005, there were 12,650,292 non-vested AIG shares under the
terms and conditions of the first two grants. In 2007, noSICO Plans with a weighted average fair value per share of
compensation cost was recognized, and compensation cost$61.92. The SICO Plans are also described in Note 19 herein.
recognized in 2006 was reversed, for the first grant under theAlthough none of the costs of the various benefits provided
Partners Plan because the performance threshold for theseunder the SICO Plans have been paid by AIG, AIG has recorded
awards was not met.compensation expense for the deferred compensation amounts

payable to AIG employees by SICO, with an offsetting amount
credited to additional paid-in capital reflecting amounts deemed Valuation
contributed by SICO.

The fair value of each award granted under the plans described
A significant portion of the awards under the SICO Plans vest

above is based on the closing price of AIG stock on the date of
the year after the participant reaches age 65, provided that the

grant.
participant remains employed by AIG through age 65. The portion
of the awards for which early payout is available vest on the
applicable payout date.
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17. Share-based Employee Compensation Plans
Continued

The following table presents a summary of shares relating to outstanding awards unvested under the foregoing plans at
December 31, 2007, and changes for the year then ended*:

Number of Shares Weighted Average Grant-Date Fair Value

Total Total Total Total
Time-vested AIG Partners AIG SICO Time-vested AIG Partners AIG SICO

RSUs DCPPP Plan Plan Plans RSUs DCPPP Plan Plans Plans

Unvested at January 1, 2007 7,181,595 4,590,622 3,607,040 15,379,257 11,443,772 $66.56 $52.09 $56.50 $59.88 $61.72
Granted 4,752,738 — 2,547,620 7,300,358 — 57.90 — 53.93 56.51 —
Vested (168,214) (196,690) (550) (365,454) (1,691,306) 63.82 61.44 66.97 62.55 64.18
Forfeited (422,431) (173,472) (1,212,585) (1,808,488) (282,657) 65.34 53.25 56.83 58.47 59.93

Unvested at December 31,
2007 11,343,688 4,220,460 4,941,525 20,505,673 9,469,809 $63.01 $54.53 $55.08 $59.36 $61.27

* Options and DSUs awarded under the 2007 Plan are not included. For the AIG DCPPP, includes all incremental shares granted or to be granted.

The total unrecognized compensation cost (net of ex- In 2007, AIG acquired the outstanding minority interest of 21st
pected forfeitures) related to non-vested share-based Century. Assets, obligations and costs with respect to 21st
compensation awards granted under the 2002 Plan, the Century’s plans are included herein. The assumptions used by
2007 Plan, the AIG DCPPP, and the SICO Plans at 21st Century in its plans were not significantly different from
December 31, 2007 and the blended weighted-average those used by AIG in AIG’s U.S. plans.
periods over which those costs are expected to be AIG also sponsors several unfunded defined benefit plans for
recognized at December 31, 2007 are as follows: certain employees, including key executives, designed to supple-

ment pension benefits provided by AIG’s other retirement plans.Blended
These include the AIG Excess Retirement Income Plan, whichUnrecognized Weighted-

Compensation Average provides a benefit equal to the reduction in benefits payable to
(in millions) Cost Period certain employees under the AIG U.S. retirement plan as a result

of federal tax limitations on compensation and benefits payable,Time-vested RSUs - 2002 Plan $218 1.35 years
and the Supplemental Executive Retirement Plan (SupplementalTime-vested RSUs - 2007 Plan $209 2.05 years
Plan), which provides additional retirement benefits to designatedAIG DCPPP $146 5.47 years
executives. Under the Supplemental Plan, an annual benefitTotal AIG Plans $573 2.65 years
accrues at a percentage of final average pay multiplied by eachTotal SICO Plans $249 5.93 years
year of credited service, not greater than 60 percent of final

The total cost for awards outstanding at December 31, 2007
average pay, reduced by any benefits from the current and any

under the 2002 Plan, the 2007 Plan, the AIG DCPPP and the
predecessor retirement plans (including the AIG Excess Retire-

SICO Plans is expected to be recognized over approximately
ment Income Plan and any comparable plans), Social Security, if

4 years, 4 years, 32 years and 32 years, respectively.
any, and from any qualified pension plan of prior employers.

Postretirement Plans18. Employee Benefits
AIG and its subsidiaries also provide postretirement medical care

Pension Plans and life insurance benefits in the U.S. and in certain
non-U.S. countries. Eligibility in the various plans is generallyAIG, its subsidiaries and certain affiliated companies, offer
based upon completion of a specified period of eligible servicevarious defined benefit plans to eligible employees based on
and attaining a specified age. Overseas, benefits vary by geo-either completion of a specified period of continuous service or
graphic location.date of hire, subject to age limitations.

U.S. postretirement medical and life insurance benefits areAIG’s U.S. retirement plan is a qualified, noncontributory
defined benefit plan which is subject to the provisions of ERISA. based upon the employee electing immediate retirement and
U.S. employees who are employed by a participating company, having a minimum of ten years of service. Medical benefits are
have attained age 21 and completed twelve months of continuous contributory, while the life insurance benefits are non-contributory.
service are eligible to participate in this plan. Employees generally Retiree medical contributions vary with age and length of service
vest after 5 years of service. Unreduced benefits are paid to and range from requiring no cost for pre-1989 retirees to requiring
retirees at normal retirement (age 65) and are based upon a actual premium payments reduced by certain credits for post-
percentage of final average compensation multiplied by years of 1993 retirees. These contributions are subject to adjustment
credited service, up to 44 years. Non-U.S. defined benefit plans annually. Other cost sharing features of the medical plan include
are generally either based on the employee’s years of credited deductibles, coinsurance and Medicare coordination and a lifetime
service and compensation in the years preceding retirement, or on maximum benefit of $2 million.
points accumulated based on the employee’s job grade and other
factors during each year of service.
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The following table presents the funded status of the plans, reconciled to the amount reported in the consolidated
balance sheet at December 31, 2007 and 2006. The measurement date for some of the non-U.S. defined benefit
pension and postretirement plans is November 30, consistent with the fiscal year end of the sponsoring companies. For
all other plans, measurement occurs as of December 31, 2007.

Pension Postretirement(a)

Non-U.S. Plans(b) U.S. Plans(c) Non-U.S. Plans U.S. Plans

(in millions) 2007 2006 2007 2006 2007 2006 2007 2006

Change in projected benefit obligation:
Benefit obligation, beginning of year $ 1,578 $1,351 $ 3,079 $3,131 $ 53 $ 43 $ 252 $ 205
Service cost 90 78 135 130 5 4 11 6
Interest cost 50 36 186 169 3 2 15 11
Participant contributions 4 1 — — — — — —
Actuarial (gain) loss (12) (40) (159) (245) (2) 5 (3) (1)
Plan amendments and mergers (2) — 17 — — — — 47
Benefits paid:

AIG assets (36) (28) (11) (10) (1) (1) (18) (16)
Plan assets (43) (27) (91) (84) — — — —

Effect of foreign currency fluctuation 78 71 — — 4 — — —
Other 38 136 — (12) 17 — — —

Projected benefit obligation, end of year $ 1,745 $1,578 $ 3,156 $3,079 $ 79 $ 53 $ 257 $ 252

Change in plan assets:
Fair value of plan assets, at beginning of year $ 850 $ 699 $ 2,760 $2,561 $ — $ — $ — $ —
Actual return on plan assets, net of expenses 36 33 162 282 — — — —
AIG contributions 87 69 309 11 1 1 18 16
Participant contributions 4 1 — — — — — —
Benefits paid:

AIG assets (36) (28) (11) (10) (1) (1) (18) (16)
Plan assets (43) (27) (91) (84) — — — —

Effect of foreign currency fluctuation 51 41 — — — — — —
Other 3 62 — — — — — —

Fair value of plan assets, end of year $ 952 $ 850 $ 3,129 $2,760 $ — $ — $ — $ —

Funded status, end of year $ (793) $ (728) $ (27) $ (319) $ (79) $(53) $ (257) $(252)

Amounts recognized in the consolidated balance
sheet:

Assets $ 28 $ 18 $ 228 $ — $ — $ — $ — $ —

Liabilities (821) (746) (255) (319) (79) (53) (257) (252)

Total amounts recognized $ (793) $ (728) $ (27) $ (319) $ (79) $(53) $ (257) $(252)

Amounts recognized in Accumulated other
comprehensive income (loss):

Net loss $ 242 $ 256 $ 513 $ 687 $ 6 $ 7 $ (5) $ 3

Prior service cost (credit) (67) (72) (2) (20) — — 23 22

Total amounts recognized $ 175 $ 184 $ 511 $ 667 $ 6 $ 7 $ 18 $ 25

(a) AIG does not currently fund postretirement benefits.

(b) Includes unfunded plans for which the aggregate pension benefit obligation was $559 million and $494 million at December 2007, and 2006,
respectively. For 2007 and 2006, approximately 83% pertain to Japanese plans, which are not required by local regulation to be funded. The projected
benefit obligation for these plans total $464 million and $414 million, respectively.

(c) Includes non-qualified unfunded plans, for which the aggregate projected benefit obligation was $240 million and $228 million at December 2007 and
2006, respectively.
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Continued

The accumulated benefit obligations for both non-U.S. and U.S. pension benefit plans at December 31, 2007 and 2006
were as follows:

(in millions) 2007 2006

Non-U.S. pension benefit plans $1,504 $1,384
U.S. pension benefit plans $2,752 $2,689

Defined benefit pension plan obligations in which the projected benefit obligation was in excess of the related plan
assets and in which the accumulated benefit obligation was in excess of the related plan assets at December 31,
2007 and 2006 were as follows:

PBO exceeds fair value of plan assets ABO exceeds fair value of plan assets

Non-U.S. Plans U.S. Plans Non-U.S. Plans U.S. Plans

(in millions) 2007 2006 2007 2006 2007 2006 2007 2006

Projected benefit obligation $ 1,676 $1,486 $ 368 $3,079 $ 1,415 $1,465 $ 240 $240
Accumulated benefit obligation 1,462 1,323 317 2,689 1,277 1,311 206 204
Fair value of plan assets 855 740 113 2,760 652 723 — 11

The following table presents the components of net periodic benefit cost recognized in income and other amounts
recognized in Accumulated other comprehensive income (loss) with respect to the defined benefit pension plans and
other postretirement benefit plans for the year ended December 31, 2007 and 2006 (no amounts related to the
adoption of FAS 158 were recognized in Accumulated other comprehensive income (loss) for the year ended 2005):

Pension Postretirement

Non-U.S. Plans U.S. Plans Non-U.S. Plans U.S. Plans

(in millions) 2007 2006 2005 2007 2006 2005 2007 2006 2005 2007 2006 2005

Components of net periodic benefit cost:
Service cost $ 90 $ 78 $ 71 $ 135 $ 130 $ 111 $ 5 $ 4 $ 4 $ 11 $ 6 $ 5

Interest cost 50 36 32 186 169 153 3 2 2 15 11 11
Expected return on assets (36) (28) (21) (216) (201) (180) — — — — — —
Amortization of prior service cost (10) (9) (10) (3) (3) (3) — — — (2) (6) (6)
Amortization of transitional obligation 1 1 1 — — — — — — — — —
Recognition of net actuarial

(gains)/losses 9 16 21 43 75 55 — — — — — —
Other 1 1 7 14 6 1 — — — — — —

Net periodic benefit cost $105 $ 95 $101 $ 159 $ 176 $ 137 $ 8 $ 6 $ 6 $ 24 $ 11 $ 10

Total recognized in Accumulated other
comprehensive income (loss) $ (10) $ 38 — $(155) $ 24 — $ (2) $ — — $ (7) $ — $ —

Total recognized in net periodic benefit cost
and other comprehensive income $ 95 $133 $101 $ 4 $ 200 $ 137 $ 6 $ 6 $ 6 $ 17 $ 11 $ 10

The estimated net loss and prior service credit that will be amortized from Accumulated other comprehensive income into net periodic
benefit cost over the next fiscal year are $31 million and $11 million, respectively, for AIG’s combined defined benefit pension plans. For
the defined benefit postretirement plans, the estimated amortization from Accumulated other comprehensive income for net loss, prior
service credit and transition obligation that will be amortized into net periodic benefit cost over the next fiscal year will be less than
$5 million in the aggregate.
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Assumptions

The weighted average assumptions used to determine the benefit obligations at December 31, 2007 and 2006 are as
follows:

Pension Postretirement

Non-U.S. Plans U.S. Plans Non-U.S. Plans U.S. Plans

2007
Discount rate 2.00 - 11.00% 6.50% 2.75 - 6.50% 6.50%
Rate of compensation increase 1.50 - 9.00% 4.25% 3.00 - 3.50% 4.25%

2006
Discount rate 2.25 - 10.75% 6.00% 4.00 - 5.75% 6.00%
Rate of compensation increase 1.50 - 10.00% 4.25% 3.00% 4.25%

The benefit obligations for non-U.S. plans reflect those assumptions that were most appropriate for the local economic environments of
each of the subsidiaries providing such benefits.

Assumed health care cost trend rates for the U.S. plans were as follows:
2007 2006

Following year:
Medical (before age 65) 9.00% 8.00%
Medical (age 65 and older) 7.00% 6.70%

Ultimate rate to which cost increase is assumed to decline 5.00% 5.00%

Year in which the ultimate trend rate is reached:
Medical (before age 65) 2015 2013
Medical (age 65 and older) 2015 2013

A one percent point change in the assumed healthcare cost trend rate would have the following effect on AIG’s
postretirement benefit obligations at December 31, 2007 and 2006:

One Percent One Percent
Increase Decrease

(in millions) 2007 2006 2007 2006

Non-U.S. plans $12 $10 $(8) $(7)
U.S. plans $ 6 $ 3 $(5) $(3)

AIG’s postretirement plans provide benefits primarily in the form of defined employer contributions rather than defined employer benefits.
Changes in the assumed healthcare cost trend rate are subject to caps for U.S. plans. AIG’s non-U.S. postretirement plans are not
subject to caps.
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The weighted average assumptions used to determine the net periodic benefit costs for the years ended December 31,
2007, 2006 and 2005 were as follows:

Pension Postretirement

Non-U.S. Plans* U.S. Plans Non-U.S. Plans* U.S. Plans

2007
Discount rate 2.25 - 10.75% 6.00% 4.00 - 5.75% 6.00%
Rate of compensation increase 1.50 - 10.00% 4.25% 3.00% 4.25%
Expected return on assets 2.50 - 10.50% 8.00% N/A N/A

2006
Discount rate 1.75 - 12.00% 5.50% 4.50 - 5.50% 5.50%
Rate of compensation increase 1.50 - 10.00% 4.25% 2.50 - 3.00% 4.25%
Expected return on assets 2.50 - 13.50% 8.00% N/A N/A

2005
Discount rate 1.75 - 12.00% 5.75% 4.50 - 6.00% 5.75%
Rate of compensation increase 1.50 - 10.00% 4.25% 3.00% 4.25%
Expected return on assets 2.15 - 13.50% 8.00% N/A N/A

* The benefit obligations for non-U.S. plans reflect those assumptions that were most appropriate for the local economic environments of the subsidiaries
providing such benefits.

Discount Rate Methodology other U.S. plans were not significantly different from those
discussed above.

The projected benefit cash flows under the AIG U.S. Retirement
Both funded and unfunded plans for Japan represent over

Plan were discounted using the spot rates derived from the
62 percent of the liabilities of the non-U.S. pension plans at

Citigroup Pension Discount Curve at December 31, 2007 and
December 31, 2007 and 2006, respectively. The discount rate for

2006 and an equivalent single discount rate was derived resulting
Japan was selected by reference to the published Moody’s/S&P

in the same liability. This single discount rate was rounded to the
AA Corporate Bond Universe at the measurement date having

nearest 25 basis points, namely 6.5 percent and 6.0 percent at
regard to the duration of the plans’ liabilities.

December 31, 2007 and 2006, respectively. The rates applied to

Plan assets
The asset allocation percentage by major asset class for AIG’s plans at December 31, 2007 and 2006, and the target
allocation for 2008 follow:

Non-U.S. Plans-Allocation U.S. Plans-Allocation

Target Actual Actual Target Actual Actual
2008 2007 2006 2008 2007 2006

Asset class:
Equity securities 50% 50% 47% 42% 56% 64%
Debt securities 28 28 32 32 30 26
Other 22 22 21 26 14 10

Total 100% 100% 100% 100% 100% 100%

Other includes cash, insurance contracts, real estate, private The expected rate of return with respect to AIG’s domestic
equity and hedge funds asset classes. pension plan was 8.0 percent for years ended December 31,

No shares of AIG common stock were included in the 2007 and 2006. This rate of return is an aggregation of expected
U.S. plans at December 31, 2007 and 55,680 shares of AIG returns within each asset category that, when combined with
common stock with a value of $4 million were included in the AIG’s contribution to the plan, will maintain the plan’s ability to
U.S. plans at December 31, 2006. meet all required benefit obligations. The return with respect to

The investment strategy with respect to AIG’s pension plan each asset class considers both historical returns and the future
assets is designed to achieve investment returns that will fully expectations for such returns.
fund the pension plan over the long term, while limiting the risk of
under funding over shorter time periods.
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amount credited to additional paid-in capital reflecting amounts18. Employee Benefits
deemed contributed by SICO. The SICO Plans provide that sharesContinued
currently owned by SICO are set aside by SICO for the benefit ofExpected Cash Flows
the participant and distributed upon retirement. The SICO Board

Funding for the U.S. pension plan ranges from the minimum of Directors currently may permit an early payout of units under
amount required by ERISA to the maximum amount that would be certain circumstances. Prior to payout, the participant is not
deductible for U.S. tax purposes. This range is generally not entitled to vote, dispose of or receive dividends with respect to
determined until the fourth quarter. Contributed amounts in such shares, and shares are subject to forfeiture under certain
excess of the minimum amounts are deemed voluntary. Amounts conditions, including but not limited to the participant’s voluntary
in excess of the maximum amount would be subject to an excise termination of employment with AIG prior to normal retirement
tax and may not be deductible under the Internal Revenue Code. age. Under the SICO Plans, SICO’s Board of Directors may elect
Supplemental and excess plans’ payments and postretirement to pay a participant cash in lieu of shares of AIG common stock.
plan payments are deductible when paid. Following notification from SICO to participants in the SICO Plans

During 2007 AIG contributed $396 million to its U.S. and that it will settle specific future awards under the SICO Plans with
non-U.S. pension plans. The annual pension contribution in 2008 shares rather than cash, AIG modified its accounting for the SICO
is expected to be approximately $118 million for U.S. and Plans from variable to fixed measurement accounting. AIG gave
non-U.S. plans. effect to this change in settlement method beginning on Decem-

ber 9, 2005, the date of SICO’s notice to participants in the SICOThe expected future benefit payments, net of partici-
Plans. See also Note 12(a) Commitments herein.pants’ contributions, with respect to the defined benefit

Compensation expense in 2006 included various out of periodpension plans and other postretirement benefit plans, are
adjustments totaling $61 million, primarily relating to stock-splitsas follows:
and other miscellaneous items for the SICO plans. See also

Pension Postretirement Note 17 herein.
Non-U.S. U.S. Non-U.S. U.S. In January 2006, C.V. Starr & Co., Inc. (Starr) completed its

(in millions) Plans Plans Plans Plans tender offer to purchase Starr interests from AIG employees. In
2008 $ 74 $ 135 $ 1 $ 17 conjunction with AIG’s adoption of FAS 123R, Starr is considered
2009 79 130 1 17 to be an ‘‘economic interest holder’’ in AIG. As a result,
2010 79 139 1 18 compensation expense of $54 million was recorded in 2006
2011 85 150 1 18 results with respect to the Starr tender offer.
2012 85 163 2 19

As a result of its changing relationship with Starr and SICO,
2013-2017 474 1,022 10 102

AIG has established new executive compensation plans to replace
the SICO plans and investment opportunities previously providedDefined Contribution Plans
by Starr. See Note 17 for a description of these plans.

In addition to several small defined contribution plans, AIG Compensation expense with respect to the SICO Plans aggre-
sponsors a voluntary savings plan for domestic employees (the gated $39 million, $108 million and $205 million in 2007, 2006
AIG Incentive Savings plan), which provides for salary reduction and 2005, respectively.
contributions by employees and matching contributions by AIG of
up to seven percent of annual salary depending on the employ- 20. Ownership and Transactions With
ees’ years of service. Pre-tax expense associated with this plan Related Parties
was $114 million, $104 million and $96 million in 2007, 2006

(a) Ownership: According to the Schedule 13D filed onand 2005, respectively.
March 20, 2007 by Starr, SICO, Edward E. Matthews, Maurice R.
Greenberg, the Maurice R. and Corinne P. Greenberg Family19. Benefits Provided by Starr International
Foundation, Inc., the Universal Foundation, Inc., the Maurice R.Company, Inc. and C.V. Starr & Co., Inc.
and Corinne P. Greenberg Joint Tenancy Company, LLC and the

SICO has provided a series of two-year Deferred Compensation C.V. Starr & Co., Inc. Trust, these reporting persons could be
Profit Participation Plans (SICO Plans) to certain AIG employees. deemed to beneficially own 354,987,261 shares of AIG’s common
The SICO Plans came into being in 1975 when the voting stock at that date. Based on the shares of AIG’s common stock
shareholders and Board of Directors of SICO, a private holding outstanding at January 31, 2008, this ownership would represent
company whose principal asset is AIG common stock, decided approximately 14.1 percent of the voting stock of AIG. Although
that a portion of the capital value of SICO should be used to these reporting persons have made filings under Section 16 of
provide an incentive plan for the current and succeeding manage- the Exchange Act, reporting sales of shares of common stock, no
ments of all American International companies, including AIG. amendment to the Schedule 13D has been filed to report a

None of the costs of the various benefits provided under the change in ownership subsequent to March 20, 2007.
SICO Plans has been paid by AIG, although AIG has recorded a

(b) Transactions with Related Parties: Prior to the termina-charge to reported earnings for the deferred compensation
tion of their agency relationships with Starr during 2006, AIG andamounts paid to AIG employees by SICO, with an offsetting
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of 2004 amended the federal income tax law to permit life20. Ownership and Transactions With
insurance companies to distribute amounts from their policyhold-Related Parties
ers’ surplus accounts in 2005 and 2006 without incurring federalContinued
income tax on the distributions. In 2005 and 2006, AIG made

its subsidiaries paid commissions to Starr and its subsidiaries for
distributions and eliminated the aggregate balance of $945 million

the production and management of insurance business in the
from its policyholders’ surplus accounts.

ordinary course of business. Payment for the production of
insurance business to Starr aggregated approximately $12 million

Tax Examinationsin 2007, $47 million in 2006, and $214 million in 2005. AIG also
received no rental fees in 2007, approximately $4 million in In December 2007, AIG reached a settlement with the IRS in the
2006, and $23 million in 2005 from Starr, and paid no rental United States Tax Court for SunAmerica, Inc. and Subsidiaries
fees in 2007 or 2006 and approximately $20,000 in 2005 to (‘‘SunAmerica’’) for tax years ended September 30, 1993 and
Starr. AIG also received none in 2007 and 2006 and approxi- September 30, 1994, which are years prior to AIG’s 1999
mately $2 million in 2005, respectively, from SICO, and paid none acquisition of SunAmerica. The terms of this settlement will be
in 2007 and 2006 and approximately $1 million in 2005 to SICO, incorporated into the IRS examinations for tax years of SunAmer-
as reimbursement for services rendered at cost. AIG also paid to ica from September 30, 1995 through December 31, 1998, and
SICO $2 million in 2007, $2 million in 2006, and $3 million in for SunAmerica Life Insurance Company and Subsidiaries for tax
2005 in rental fees. There are no significant receivables year December 31, 1999, to resolve these years. As a result of
from/payables to related parties at December 31, 2007. this settlement, a net refund is due AIG for the periods from 1993

to 1999, the amount of which is immaterial to AIG’s consolidated
21. Federal Income Taxes financial condition. The IRS’s examination of the separate life

consolidated federal return for SunAmerica Life and its subsidiar-Tax Filings
ies for years 2000-2002 was closed in January 2008 with a

AIG and its eligible U.S. subsidiaries file a consolidated signed settlement agreement. An immaterial amount is payable to
U.S. federal income tax return. Prior to 2007, Life Insurance the IRS for these years. AIG is in a net refund position for all
subsidiaries of AIG Life Holdings (US), Inc. (AIGLH), formerly years 1993-2002 for aggregated SunAmerica audits.
known as American General Corporation, also filed a consolidated AIGLH’s tax years prior to 2000 are closed. Although a
U.S. federal income tax return and were not eligible to be included Revenue Agent’s Report has not yet been issued to AIGLH for
in AIG’s consolidated federal income tax return. AIGLH will be years ended December 31, 2000, August 29, 2001, Decem-
included in the 2007 AIG consolidated federal income tax return. ber 31, 2001, and December 31, 2002, AIGLH has received from
Other U.S. subsidiaries included in the consolidated financial the IRS a notice of proposed adjustment for certain items during
statements also file separate U.S. federal income tax returns. that period.
Subsidiaries operating outside the U.S. are taxed, and income tax The statute of limitations for all tax years prior to 1997 has
expense is recorded, based on applicable U.S. and foreign now expired for AIG’s consolidated federal income tax return. In
statutes. June, 2007, AIG filed a refund claim for years 1991-1996. The

refund claim relates to the tax effects of the restatements of
Undistributed Earnings and Distributions from Life Surplus AIG’s 2004 and prior financial statements. A refund claim for the

tax years ending December 31, 1997-2004 will be filed beforeU.S. federal income taxes have not been provided on $1.5 billion
September 30, 2008.of undistributed earnings of certain U.S. subsidiaries that are not

AIG has executed a partial settlement with the IRS for taxincluded in the consolidated AIG U.S. federal income tax return.
years 1997 through 1999. Two issues remain open, neither oneTax planning strategies are available, and would be utilized, to
of which, separately or in total, is material to AIG’s consolidatedeliminate the tax liability related to these earnings. U.S. federal
financial condition. The statute of limitations for these yearsincome taxes have not been provided on the undistributed
expires on March 31, 2008. AIG is currently under examination forearnings of certain non-U.S. subsidiaries to the extent that such
the tax years 2000 through 2002.earnings have been reinvested abroad indefinitely. At Decem-

AIG believes there are substantial arguments in support of theber 31, 2007, the cumulative amount of undistributed earnings in
tax positions taken in its tax returns. Although the final outcomethese subsidiaries approximated $21.2 billion. Determining the
of any issue still outstanding is uncertain, AIG believes that anydeferred tax liability that would arise if these earnings were not
tax obligation, including interest thereon, would not be material topermanently reinvested abroad is not practicable.
AIG’s consolidated financial condition, results of operations, orA component of life insurance surplus accumulated prior to
liquidity.1984 is not taxable unless it exceeds certain statutory limitations

or is distributed to shareholders. The American Jobs Creation Act
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21. Federal Income Taxes
Continued

The pretax components of U.S. and foreign income reflect the locations in which such pretax income was generated.
The pretax U.S. and foreign income was as follows for the years ended December 31, 2007, 2006 and 2005:

(in millions) 2007 2006 2005

U.S. $ (3,957) $ 9,862 $ 6,103
Foreign 12,900 11,825 9,110

Total $ 8,943 $21,687 $15,213

The provision for income taxes for the years ended December 31, 2007, 2006 and 2005 consists of the following:

Years Ended December 31,
(in millions) 2007 2006 2005

Foreign and U.S. components of actual income tax expense:
Foreign:

Current $ 3,157 $ 2,725 $ 974
Deferred 461 933 426

U.S.:
Current 62 2,764 1,613
Deferred (2,225) 115 1,245

Total $ 1,455 $ 6,537 $ 4,258

The U.S. federal income tax rate was 35 percent for 2007, 2006 and 2005. Actual tax expense on income differs from
the ‘‘expected’’ amount computed by applying the federal income tax rate because of the following:

2007 2006 2005

Percent Percent Percent
Years Ended December 31, of Pretax of Pretax of Pretax
(dollars in millions) Amount Income Amount Income Amount Income

U.S. federal income tax at statutory rate $3,130 35.0% $7,591 35.0% $5,325 35.0%
Adjustments:

Tax exempt interest (823) (9.2) (718) (3.3) (566) (3.7)
Partnerships and joint ventures (312) (3.5) (265) (1.2) (85) (0.5)
Synthetic fuel and other tax credits (127) (1.4) (196) (0.9) (296) (1.9)
Effect of foreign operations (294) (3.3) (132) (0.6) (253) (1.7)
Dividends received deduction (129) (1.4) (102) (0.5) (117) (0.8)
State income taxes 45 0.5 59 0.3 86 0.6
Nondeductible compensation 41 0.5 61 0.3 83 0.5
SICO benefit (194) (2.2) — — — —
Other 118 1.3 239 1.0 81 0.5

Actual income tax expense $1,455 16.3% $6,537 30.1% $4,258 28.0%

AIG 2007 Form 10-K 195



American International Group, Inc. and Subsidiaries

Notes to Consolidated Financial Statements Continued

21. Federal Income Taxes
Continued

The components of the net deferred tax liability at December 31, 2007 and 2006 were as follows:

(in millions) 2007 2006

Deferred tax assets:
Loss reserve discount $ 2,249 $ 1,969
Unearned premium reserve reduction 1,743 1,352
Unrealized depreciation of investments 104 —
Loan loss and other reserves 1,408 1,054
Investments in foreign subsidiaries and joint ventures 1,121 420
Adjustment to life policy reserves 3,213 3,584
NOL’s and tax attributes 1,814 222
Accruals not currently deductible, and other 1,305 1,209

Deferred tax assets* 12,957 9,810
Valuation allowance (223) (11)
Net deferred tax assets 12,734 9,799
Deferred tax liabilities:

Deferred policy acquisition costs 11,716 10,396
Flight equipment, fixed assets and intangible assets 5,239 4,377
Unrealized appreciation of investments — 3,370
Other 1,041 508

Total deferred tax liabilities 17,996 18,651
Net deferred tax liability $ 5,262 $ 8,852

* AIG has recorded deferred tax assets for alternative minimum tax credit carry forwards of $101 million and $222 million at December 31, 2007 and 2006,
respectively. In 2007, AIG generated net operating loss carryforwards, unused foreign tax credits and general business tax credits in the amount of
$4.2 billion, $130 million and $125 million, respectively. Net operating loss carryforwards and general business tax credits may be carried forward for
twenty years while foreign tax credits may be carried forward for ten years. Unused minimum tax credits are available for future use without expiration.

A reconciliation of the beginning and ending balances of the total amounts of gross unrecognized tax benefits is as follows:

(in millions) 2007

Gross unrecognized tax benefits at January 1, 2007 $ 1,138
Agreed audit adjustments with taxing authorities

included in the beginning balance (188)
Increases in tax positions for prior years 646
Decreases in tax positions for prior years (189)
Increases in tax positions for current year 82
Lapse in statute of limitations (1)
Settlements (178)

Gross unrecognized tax benefits at December 31, 2007 $ 1,310

At December 31, 2007, AIG’s unrecognized tax benefits, Listed below are the tax years that remain subject to
excluding interest and penalties, were $1.3 billion, which includes examination by major tax jurisdictions:
$299 million related to tax positions the disallowance of which

Major Tax Jurisdictions Open Tax Years
would not affect the annual effective income tax rate. Accordingly,

United States 1997-2006
the amount of unrecognized tax benefits that, if recognized, would United Kingdom 2003-2006

Hong Kong 1997-2006favorably affect the effective tax rate were $1.0 billion.
Malaysia 1999-2006

Interest and penalties related to unrecognized tax benefits are Singapore 1993-2006
Thailand 2001-2006recognized in income tax expense. At January 1, 2007 and
Taiwan 2000-2006December 31, 2007, AIG had accrued $175 million and $281 mil- Japan 2000-2006

lion, respectively, for the payment of interest (net of the federal Korea 2001-2006
France 2003-2006benefit) and penalties. For the year ended December 31, 2007,

AIG recognized $170 million of interest (net of the federal benefit)
The reserve for uncertain tax positions increased in the fourth

and penalties in the Consolidated Statement of Income.
quarter 2007 by $210 million for items attributable to prior

AIG continually evaluates adjustments proposed by taxing restatements, including certain tax positions associated with
authorities. At December 31, 2007, such proposed adjustments compensation deductions. In addition, income tax expense has
would not result in a material change to AIG’s consolidated been reduced by $162 million for interest receivable from the IRS
financial condition. However, AIG believes that it is reasonably attributable to refund claims for prior restatements.
possible that the balance of the unrecognized tax benefits could
decrease by $50 to $150 million within the next twelve months
due to settlements or the expiration of statutes.
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22. Quarterly Financial Information (Unaudited)

The following quarterly financial information for each of the three months ended March 31, June 30, September 30 and
December 31, 2007 and 2006 is unaudited. However, in the opinion of management, all adjustments (consisting only
of normal recurring adjustments) necessary for a fair statement of the results of operations for such periods, have been
made.

Consolidated Statements of Operations
Three Months Ended

March 31, June 30, September 30, December 31,

(in millions, except per share data) 2007 2006 2007 2006 2007* 2006 2007* 2006

Total revenues $30,645 $27,278 $31,150 $26,854 $29,836 $29,247 $18,433 $30,008
Income (loss) before income taxes, minority interest and

cumulative effect of an accounting change 6,172 4,793 6,328 5,241 4,879 6,301 (8,436) 5,352
Income (loss) before cumulative effect of an accounting

change 4,130 3,161 4,277 3,190 3,085 4,224 (5,292) 3,439
Net income (loss) $ 4,130 $ 3,195 $ 4,277 $ 3,190 $ 3,085 $ 4,224 $ (5,292) $ 3,439

Earnings per common share:
Basic

Income (loss) before cumulative effect of an accounting
change $ 1.58 $ 1.21 $ 1.64 $ 1.23 $ 1.20 $ 1.62 $ (2.08) $ 1.32

Cumulative effect of an accounting change, net of tax — 0.01 — — — — — —

Net income (loss) $ 1.58 $ 1.22 $ 1.64 $ 1.23 $ 1.20 $ 1.62 $ (2.08) $ 1.32

Diluted
Income (loss) before cumulative effect of an accounting

change $ 1.58 $ 1.21 $ 1.64 $ 1.21 $ 1.19 $ 1.61 $ (2.08) $ 1.31
Cumulative effect of an accounting change, net of tax — 0.01 — — — — — —

Net income (loss) $ 1.58 $ 1.22 $ 1.64 $ 1.21 $ 1.19 $ 1.61 $ (2.08) $ 1.31

Average shares outstanding:
Basic 2,612 2,605 2,602 2,606 2,576 2,607 2,550 2,610
Diluted 2,621 2,624 2,613 2,625 2,589 2,626 2,550 2,622

* Both revenues and operating income include (i) an unrealized market valuation loss of $352 million and $11.1 billion in the third quarter and fourth
quarter of 2007, respectively, on AIGFP’s super senior credit default swap portfolio and (ii) other-than-temporary impairment charges of $3.3 billion in
the fourth quarter of 2007.
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Notes to Consolidated Financial Statements Continued

23. Information Provided in Connection With Outstanding Debt

The following condensed consolidating financial statements reflect the following:
( AIGLH, formerly known as American General Corporation, is a holding company and a wholly owned subsidiary of AIG. AIG provides a full and

unconditional guarantee of all outstanding debt of AIGLH.

( AIG Liquidity Corp. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all obligations of AIG Liquidity Corp.

( AIG Program Funding, Inc. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all obligations of AIG
Program Funding, Inc., which was established in 2007.

Condensed Consolidating Balance Sheet

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AIGLH Corp. Funding, Inc. Subsidiaries Eliminations AIG

December 31, 2007
Assets:

Investments and financial services
assets $ 14,648 $ 40 $ — $ — $ 859,063 $ (21,790) $ 851,961

Cash 84 1 — — 2,199 — 2,284
Carrying value of subsidiaries and

partially owned companies, at
equity 111,714 24,396 — — 18,542 (153,998) 654

Other assets 9,414 2,592 — — 193,445 155 205,606

Total assets $135,860 $27,029 $ — $ — $1,073,249 $(175,633) $1,060,505

Liabilities:
Insurance liabilities $ 43 $ — $ — $ — $ 534,369 $ (75) $ 534,337
Debt 36,045 2,136 — — 156,003 (18,135) 176,049
Other liabilities 3,971 2,826 — — 250,506 (3,085) 254,218

Total liabilities 40,059 4,962 — — 940,878 (21,295) 964,604

Preferred shareholders’ equity in
subsidiary companies — — — — 100 — 100

Total shareholders’ equity 95,801 22,067 — — 132,271 (154,338) 95,801

Total liabilities, preferred
shareholders’ equity in subsidiary
companies and shareholders’
equity $135,860 $27,029 $ — $ — $1,073,249 $(175,633) $1,060,505

December 31, 2006
Assets:

Investments and financial services
assets $ 7,346 $ — $ * $ — $ 800,350 $ (14,822) $ 792,874

Cash 76 — * — 1,514 — 1,590
Carrying value of subsidiaries and

partially owned companies, at
equity 109,125 27,967 — — 8,436 (144,427) 1,101

Other assets 3,989 2,622 * — 179,183 (1,949) 183,845

Total assets $120,536 $30,589 $ * $ — $ 989,483 $(161,198) $ 979,410

Liabilities:
Insurance liabilities $ 21 $ — $ — $ — $ 498,263 $ (64) $ 498,220
Debt 15,157 2,136 * — 146,206 (14,820) 148,679
Other liabilities 3,681 3,508 * — 224,936 (1,482) 230,643

Total liabilities 18,859 5,644 * $ — 869,405 (16,366) 877,542

Preferred shareholders’ equity in
subsidiary companies — — — — 191 — 191

Total shareholders’ equity 101,677 24,945 * — 119,887 (144,832) 101,677

Total liabilities, preferred
shareholders’ equity in subsidiary
companies and shareholders’
equity $120,536 $30,589 $ * $ — $ 989,483 $(161,198) $ 979,410

* Less than $1 million.
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23. Information Provided in Connection With Outstanding Debt
Continued

Condensed Consolidating Statement of Income

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) Guarantor AIGLH Corp. Funding, Inc. Subsidiaries Eliminations AIG

Year Ended December 31, 2007
Operating income (loss) $ (2,379) $ (152) $  * $ — $11,474 $ — $ 8,943
Equity in undistributed net income

of consolidated subsidiaries 3,121 (27) — — — (3,094) —
Dividend income from consolidated

subsidiaries 4,685 1,358 — — — (6,043) —
Income taxes (benefits) (773) 248 * — 1,980 — 1,455
Minority interest — — — — (1,288) — (1,288)

Net income (loss) $ 6,200 $ 931 $  * $ — $ 8,206 $ (9,137) $ 6,200

Year Ended December 31, 2006
Operating income (loss) $ (786) $ 122 $  * $ — $22,351 $ — $21,687
Equity in undistributed net income

of consolidated subsidiaries 13,308 1,263 — — — (14,571) —
Dividend income from consolidated

subsidiaries 1,689 602 — — — (2,291) —
Income taxes (benefits) 197 (131) * — 6,471 — 6,537
Minority interest — — — — (1,136) — (1,136)
Cumulative effect of an accounting

change 34 — — — — — 34

Net income (loss) $14,048 $2,118 $  * $ — $14,744 $(16,862) $14,048

Year Ended December 31, 2005
Operating income (loss) $ (1,569) $ (200) $  * $ — $16,982 $ — $15,213
Equity in undistributed net income

of consolidated subsidiaries 10,156 2,530 — — — (12,686) —
Dividend income from consolidated

subsidiaries 1,958 — — — — (1,958) —
Income taxes (benefits) 68 (92) * — 4,282 — 4,258
Minority interest — — — — (478) — (478)

Net income (loss) $10,477 $2,422 $  * $ — $12,222 $(14,644) $10,477

* Less than $1 million.
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Notes to Consolidated Financial Statements Continued

23. Information Provided in Connection With Outstanding Debt
Continued

Condensed Consolidating Statements of Cash Flow

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) Guarantor AIGLH Corp. Funding, Inc. Subsidiaries AIG

Year Ended December 31, 2007
Net cash provided by (used in) operating activities $ (770) $ 214 $ * $ — $ 35,727 $ 35,171
Cash flows from investing:

Invested assets disposed 3,057 — — — 175,201 178,258
Invested assets acquired (9,666) — — — (235,729) (245,395)
Other (4,128) — * — 3,258 (870)

Net cash used in investing activities (10,737) — * — (57,270) (68,007)
Cash flows from financing activities:

Issuance of debt 20,582 — — — 82,628 103,210
Repayments of debt (1,253) — — — (78,823) (80,076)
Payments advanced to purchase shares (6,000) — — — — (6,000)
Cash dividends paid to shareholders (1,881) — — — — (1,881)
Other 67 (213) * — 18,373 18,227

Net cash provided by (used in) financing activities 11,515 (213) * — 22,178 33,480
Effect of exchange rate changes on cash — — — — 50 50
Change in cash 8 1 * — 685 694
Cash at beginning of year 76 — — — 1,514 1,590
Cash at end of year $ 84 $ 1 $ * $ — $ 2,199 $ 2,284

Year Ended December 31, 2006
Net cash provided by (used in) operating activities $ (590) $ 258 $ * $ — $ 6,619 $ 6,287

Cash flows from investing:
Invested assets disposed 3,402 — — — 154,704 158,106
Invested assets acquired (8,298) — — — (216,663) (224,961)
Other (2,747) (67) * — 1,717 (1,097)

Net cash used in investing activities (7,643) (67) * — (60,242) (67,952)

Cash flows from financing activities:
Issuance of debt 12,038 — — — 61,950 73,988
Repayments of debt (2,417) — — — (34,072) (36,489)
Cash dividends paid to shareholders (1,638) — — — — (1,638)
Other 136 (191) * — 25,438 25,383

Net cash provided by (used in) financing activities 8,119 (191) * — 53,316 61,244

Effect of exchange rate changes on cash — — — — 114 114
Change in cash (114) — * — (193) (307)
Cash at beginning of year 190 — — — 1,707 1,897

Cash at end of year $ 76 $ — $ * $ — $ 1,514 $ 1,590

Year Ended December 31, 2005
Net cash provided by operating activities $ 1,854 $ 805 $ * $ — $ 20,754 $ 23,413

Cash flows from investing:
Invested assets disposed — — — — 185,884 185,884
Invested assets acquired (598) — — — (245,804) (246,402)
Other (1,083) (247) * — 389 (941)

Net cash used in investing activities (1,681) (247) * — (59,531) (61,459)

Cash flows from financing activities:
Issuance of debt 2,101 — — — 64,960 67,061
Repayments of debt (607) (398) — — (51,099) (52,104)
Cash dividends paid to shareholders (1,421) — — — — (1,421)
Other (73) (160) * — 24,794 24,561

Net cash provided by (used in) financing activities — (558) * — 38,655 38,097

Effect of exchange rate changes on cash — — — (163) (163)
Change in cash 173 — * — (285) (112)
Cash at beginning of year 17 — — — 1,992 2,009

Cash at end of year $ 190 $ — $ * $ — $ 1,707 $ 1,897

* Less than $1 million.
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24. Cash Flows

As part of its ongoing remediation activities, AIG has made certain revisions to the Consolidated Statement of Cash
Flows, primarily relating to the effect of reclassifying certain policyholders’ account balances, the elimination of
certain intercompany balances and revisions related to separate account assets. Accordingly, AIG revised the previous
periods presented to conform to the revised presentation.

The revisions and their effect in the consolidated statement of cash flows for the years ended 2006 and 2005 are presented below:

For the Years Ended
December 31,

(in millions) 2006 2005

Cash flows from operating activities — As previously reported $ 6,829 $ 25,382
Revisions (542) (1,969)

Cash flows from operating activities — As revised $ 6,287 $ 23,413

Cash flows from investing activities — As previously reported $(67,040) $(62,500)
Revisions (912) 1,041

Cash flows from investing activities — As revised $(67,952) $(61,459)

Cash flows from financing activities — As previously reported $ 59,790 $ 37,169
Revisions 1,454 928

Cash flows from financing activities — As revised $ 61,244 $ 38,097

There was no effect on ending cash balances.
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Part II – Other Information

Officer, designed to provide reasonable assurance regarding theItem 9.
reliability of financial reporting and the preparation of AIG’sChanges in and Disagreements With Account-
financial statements for external purposes in accordance withants on Accounting and Financial Disclosure
GAAP.

None. Because of its inherent limitations, internal control over
financial reporting may not prevent or detect misstatements. Also,

Item 9A. projections of any evaluation of effectiveness to future periods are
Controls and Procedures subject to the risk that controls may become inadequate because
Evaluation of Disclosure Controls and of changes in conditions, or that the degree of compliance with
Procedures the policies or procedures may deteriorate.

AIG management conducted an assessment of the effective-
In connection with the preparation of this Annual Report on

ness of AIG’s internal control over financial reporting as of
Form 10-K, an evaluation was carried out by AIG’s management,

December 31, 2007 based on the criteria established in Internal
with the participation of AIG’s Chief Executive Officer and Chief

Control — Integrated Framework issued by the Committee of
Financial Officer, of the effectiveness of AIG’s disclosure controls

Sponsoring Organizations of the Treadway Commission (COSO).
and procedures (as defined in Rules 13a-15(e) and 15d-15(e)

A material weakness is a deficiency, or a combination of
under the Securities Exchange Act of 1934 (Exchange Act)) as of

deficiencies, in internal control over financial reporting, such that
December 31, 2007. Disclosure controls and procedures are

there is a reasonable possibility that a material misstatement of
designed to ensure that information required to be disclosed in

AIG’s annual or interim financial statements will not be prevented
reports filed or submitted under the Exchange Act is recorded,

or detected on a timely basis. AIG management has concluded
processed, summarized and reported within the time periods

that, as of December 31, 2007, the following material weakness
specified in SEC rules and forms and that such information is

existed relating to the fair value valuation of the AIGFP super
accumulated and communicated to management, including the

senior credit default swap portfolio.
Chief Executive Officer and Chief Financial Officer, to allow timely

As of December 31, 2007, controls over the AIGFP super
decisions regarding required disclosures.

senior credit default swap portfolio valuation process and over-
During the evaluation of disclosure controls and procedures as

sight thereof were not effective. AIG had insufficient resources to
of December 31, 2007 conducted during the preparation of AIG’s

design and carry out effective controls to prevent or detect errors
financial statements to be included in this Annual Report on

and to determine appropriate disclosures on a timely basis with
Form 10-K, a material weakness in internal control over financial

respect to the processes and models introduced in the fourth
reporting relating to the fair value valuation of the AIGFP super

quarter of 2007. As a result, AIG had not fully developed its
senior credit default swap portfolio was identified. As a result of

controls to assess, on a timely basis, the relevance to its
this material weakness, described more fully below, AIG’s Chief

valuation of all third party information. Also, controls to permit the
Executive Officer and Chief Financial Officer concluded that, as of

appropriate oversight and monitoring of the AIGFP super senior
December 31, 2007, AIG’s disclosure controls and procedures

credit default swap portfolio valuation process, including timely
were ineffective.

sharing of information at the appropriate levels of the organiza-
As of December 31, 2007 and as described under Remedia-

tion, did not operate effectively. As a result, controls over the
tion of Prior Material Weaknesses in Internal Control Over

AIGFP super senior credit default swap portfolio valuation process
Financial Reporting below, the material weakness relating to the

and oversight thereof were not adequate to prevent or detect
controls over income tax accounting no longer existed.

misstatements in the accuracy of management’s fair value
Notwithstanding the existence of this material weakness in

estimates and disclosures on a timely basis, resulting in adjust-
internal control over financial reporting relating to the fair value

ments for purposes of AIG’s December 31, 2007 consolidated
valuation of the AIGFP super senior credit default swap portfolio,

financial statements. In addition, this deficiency could result in a
AIG believes that the consolidated financial statements in this

misstatement in management’s fair value estimates or disclo-
Annual Report on Form 10-K fairly present, in all material

sures that could be material to AIG’s annual or interim consoli-
respects, AIG’s consolidated financial condition as of Decem-

dated financial statements that would not be prevented or
ber 31, 2007 and 2006, and consolidated results of its

detected on a timely basis.
operations and cash flows for the years ended December 31,

Solely as a result of the material weakness in internal control
2007, 2006 and 2005, in conformity with U.S. generally accepted

over the fair value valuation of the AIGFP super senior credit
accounting principles (GAAP).

default swap portfolio described above, AIG management has
concluded that, as of December 31, 2007, AIG’s internal control

Management’s Report on Internal Control Over Financial
over financial reporting was not effective based on the criteria inReporting
Internal Control — Integrated Framework issued by the COSO.

Management of AIG is responsible for establishing and maintain- The effectiveness of AIG’s internal control over financial
ing adequate internal control over financial reporting. AIG’s reporting as of December 31, 2007 has been audited by
internal control over financial reporting is a process, under the PricewaterhouseCoopers LLP, an independent registered public
supervision of AIG’s Chief Executive Officer and Chief Financial
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accounting firm, as stated in their report, which is included in this
Continuing Remediation

Annual Report on Form 10-K.
AIG is actively engaged in the development and implementation of
a remediation plan to address the material weakness in controlsRemediation of Prior Material Weakness in Internal Control

Over Financial Reporting over the fair value valuation of the AIGFP super senior credit
default swap portfolio and oversight thereof as of December 31,

AIG has been actively engaged in the implementation of
2007. The components of this remediation plan, once imple-

remediation efforts to address the material weakness in controls
mented, are intended to ensure that the key controls over the

over income tax accounting that was in existence at Decem-
valuation process are operating effectively and are sustainable.

ber 31, 2006. These remediation efforts, outlined below, are
These components include assigning dedicated and experienced

specifically designed to address the material weakness identified
resources at AIGFP with the responsibility for valuation, enhancing

by AIG management. As a result of its assessment of the
the technical resources at AIG over the valuation of the super

effectiveness of internal control over financial reporting, AIG
senior credit default swap portfolio and strengthening corporate

management determined that as of December 31, 2007, the
oversight over the valuation methodologies and processes. AIG

material weakness relating to the controls over income tax
management continues to assign the highest priority to AIG’s

accounting no longer existed.
remediation efforts in this area, with the goal of remediating this

AIG’s remediation efforts were governed by a Steering Commit-
material weakness by year-end 2008.

tee, under the direction of AIG’s Chief Risk Officer and included
AIG’S remediation efforts will be governed by a Steering

AIG’s Chief Executive Officer, Chief Financial Officer and Comptrol-
Committee under the direction of AIG’s Chief Risk Officer and also

ler. The status of remediation was reviewed with the Audit
including AIG’s Chief Executive Officer, Chief Financial Officer and

Committee who was advised of issues encountered and key
Comptroller. The status of remediation of the material weakness

decisions reached by AIG management.
will be reviewed with the Audit Committee and this Committee will

As of December 31, 2006, AIG did not maintain effective
be advised of issues encountered and key decisions reached by

controls over the determination and reporting of certain compo-
AIG management relating to the remediation efforts.

nents of the provision for income taxes and related income tax
Notwithstanding the existence of this material weakness in

balances. Specifically, AIG did not maintain effective controls to
internal control over financial reporting relating to the fair value

review and monitor the accuracy of the components of the income
valuation of the AIGFP super senior credit default swap portfolio,

tax provision calculations and related income tax balances and to
due to the substantive alternative procedures performed and

monitor the differences between the income tax basis and the
compensating controls introduced after December 31, 2007, AIG

financial reporting basis of assets and liabilities to effectively
believes that the consolidated financial statements fairly present,

reconcile the differences to the deferred income tax balances.
in all material respects, AIG’s consolidated financial condition as
of December 31, 2007 and 2006, and consolidated results of itsDuring 2007, AIG management took the following actions to
operations and cash flows for the years ended December 31,remediate this material weakness:
2007, 2006 and 2005, in conformity with GAAP.( Implemented standard key controls to review and monitor the

AIG recognizes that continued improvement in its internalincome tax provision and related income tax balances at
controls over financial reporting and consolidation processes,applicable AIG business units globally and parent company, and
investment accounting, reinsurance accounting and income taxconducted testing of these controls to verify their effectiveness,
accounting, is necessary. Over time, AIG intends to reduce its( Completed the evaluation and reconciliation of certain historical
reliance on certain manual controls that have been established.balance sheet income tax accounts at applicable AIG business
AIG is currently developing new systems and processes which willunits globally and parent company, as well as a more detailed
allow it to rely on front-end preventive and detective controlsfinancial statement exposure analysis of income tax balances,
which will be more sustainable over the long term. To accomplish( Hired additional qualified staff, including Tax Directors and Tax
its goals, AIG recognizes its need to continue strengthening andAccountants, at designated business units globally and parent
investing in financial personnel, systems and processes. AIG iscompany, and
committed to continuing the significant investments over the next( Continued the development and dissemination of income tax
several years necessary to make these improvements.accounting training and education programs at parent company

and business unit levels through site visits and training
Changes in Internal Control over Financial Reportingconferences.

AIG continues to develop further enhancements to its controls
Changes in AIG’s internal control over financial reporting during

over income tax accounting at certain business units. Based upon
the quarter ended December 31, 2007 that have materially

the significant actions taken and the testing and evaluation of the
affected, or are reasonably likely to materially affect, AIG’s

effectiveness of the controls, AIG management has concluded the
internal control over financial reporting have been described

material weakness in AIG’s controls over income tax accounting
above.

no longer existed as of December 31, 2007.
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Part II – Other Information Continued

Item 9B.
Other Information

None.

204 AIG 2007 Form 10-K



American International Group, Inc. and Subsidiaries

Part III

Item 10. Item 12.
Directors, Executive Officers and Corporate Security Ownership of Certain Beneficial
Governance Owners and Management and Related

Stockholder Matters
Except for the information provided in Part I under the heading
‘‘Directors and Executive Officers of AIG’’, this item, including This item is omitted because a definitive proxy statement which
information regarding AIG’s audit committee and audit committee involves the election of directors will be filed with the SEC not
financial expert, any material changes to the procedures by which later than 120 days after the close of the fiscal year pursuant to
security holders may recommend nominees to AIG’s board of Regulation 14A.
directors, if any, and information relating to AIG’s code of ethics
that applies to its directors, executive officers and senior financial Item 13.
officers, is omitted because a definitive proxy statement which Certain Relationships and Related Transactions,
involves the election of directors will be filed with the SEC not and Director Independence
later than 120 days after the close of the fiscal year pursuant to

This item is omitted because a definitive proxy statement which
Regulation 14A.

involves the election of directors will be filed with the SEC not
later than 120 days after the close of the fiscal year pursuant toItem 11.
Regulation 14A.Executive Compensation

This item is omitted because a definitive proxy statement which Item 14.
involves the election of directors will be filed with the SEC not Principal Accountant Fees and Services
later than 120 days after the close of the fiscal year pursuant to

This item is omitted because a definitive proxy statement which
Regulation 14A.

involves the election of directors will be filed with the SEC not
later than 120 days after the close of the fiscal year pursuant to
Regulation 14A.

Part IV

Item 15.
Exhibits and Financial Statement Schedules

(a) Financial Statements and Schedules. See accompanying Index
to Financial Statements.

(b) Exhibits. See accompanying Exhibit Index.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended, the Registrant has duly
caused this Annual Report on Form 10-K to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of New
York and State of New York, on the 28th of February, 2008.

AMERICAN INTERNATIONAL GROUP, INC.

By /s/ MARTIN J. SULLIVAN

(Martin J. Sullivan, President and Chief Executive Officer)

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints Martin J.
Sullivan and Steven J. Bensinger, and each of them severally, his or her true and lawful attorney-in-fact, with full power of substitution
and resubstitution, to sign in his or her name, place and stead, in any and all capacities, to do any and all things and execute any and
all instruments that such attorney may deem necessary or advisable under the Securities Exchange Act of 1934, as amended, and any
rules, regulations and requirements of the U.S. Securities and Exchange Commission in connection with this Annual Report on
Form 10-K and any and all amendments hereto, as fully for all intents and purposes as he or she might or could do in person, and
hereby ratifies and confirms all said attorneys-in-fact and agents, each acting alone, and his or her substitute or substitutes, may lawfully
do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this Annual Report on Form 10-K has been
signed below by the following persons in the capacities indicated on the 28th of February, 2008.

Signature Title

President, Chief Executive Officer and Director/s/ MARTIN J. SULLIVAN

(Principal Executive Officer)(Martin J. Sullivan)

/s/ STEVEN J. BENSINGER Executive Vice President and Chief Financial Officer
(Principal Financial Officer)(Steven J. Bensinger)

/s/ DAVID L. HERZOG Senior Vice President and Comptroller
(Principal Accounting Officer)(David L. Herzog)

/s/ STEPHEN F. BOLLENBACH Director
(Stephen F. Bollenbach)

/s/ MARSHALL A. COHEN Director
(Marshall A. Cohen)

/s/ MARTIN S. FELDSTEIN Director
(Martin S. Feldstein)

/s/ ELLEN V. FUTTER Director
(Ellen V. Futter)

/s/ STEPHEN L. HAMMERMAN Director
(Stephen L. Hammerman)

/s/ RICHARD C. HOLBROOKE Director
(Richard C. Holbrooke)
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Signature Title

Director/s/ FRED H. LANGHAMMER

(Fred H. Langhammer)

/s/ GEORGE L. MILES, JR. Director
(George L. Miles, Jr.)

/s/ MORRIS W. OFFIT Director
(Morris W. Offit)

/s/ JAMES F. ORR III Director
(James F. Orr III)

/s/ VIRGINIA M. ROMETTY Director
(Virginia M. Rometty)

/s/ MICHAEL H. SUTTON Director
(Michael H. Sutton)

/s/ EDMUND S.W. TSE Director
(Edmund S.W. Tse)

/s/ ROBERT B. WILLUMSTAD Director
(Robert B. Willumstad)

/s/ FRANK G. ZARB Director
(Frank G. Zarb)
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EXHIBIT INDEX

Exhibit
Number Description Location

2 Plan of acquisition, reorganization, arrangement, liquidation or
succession

Agreement and Plan of Merger, dated as of May 11, Incorporated by reference to Exhibit 2.1(i)(a) to AIG’s
2001, among American International Group, Inc., Registration Statement on Form S-4 (File
Washington Acquisition Corporation and American General No. 333-62688).
Corporation

3(i)(a) Restated Certificate of Incorporation of AIG Incorporated by reference to Exhibit 3(i) to AIG’s Annual
Report on Form 10-K for the year ended December 31,
1996 (File No. 1-8787).

3(i)(b) Certificate of Amendment of Certificate of Incorporation of Incorporated by reference to Exhibit 3(i) to AIG’s Quarterly
AIG, filed June 3, 1998 Report on Form 10-Q for the quarter ended June 30,

1998 (File No. 1-8787).
3(i)(c) Certificate of Merger of SunAmerica Inc. with and into AIG, Incorporated by reference to Exhibit 3(i) to AIG’s Annual

filed December 30, 1998 and effective January 1, 1999 Report on Form 10-K for the year ended December 31,
1998 (File No. 1-8787).

3(i)(d) Certificate of Amendment of Certificate of Incorporation of Incorporated by reference to Exhibit 3(i)(c) to AIG’s
AIG, filed June 5, 2000 Registration Statement on Form S-4 (File

No. 333-45828).
3(ii) Amended and Restated By-laws of AIG Incorporated by reference to Exhibit 3(i) to AIG’s Current

Report on Form 8-K filed with the SEC on January 17,
2008 (File No. 1-8787).

4 Instruments defining the rights of security holders, including Certain instruments defining the rights of holders of long-
indentures term debt securities of AIG and its subsidiaries are

omitted pursuant to Item 601(b)(4)(iii) of Regulation S-K.
AIG hereby undertakes to furnish to the Commission,
upon request, copies of any such instruments.

9 Voting Trust Agreement None.
10 Material contracts*

(1) AIG 1969 Employee Stock Option Plan and Filed as exhibit to AIG’s Registration Statement
Agreement Form (File No. 2-44043) and incorporated herein by reference.

(2) AIG 1972 Employee Stock Option Plan Filed as exhibit to AIG’s Registration Statement
(File No. 2-44702) and incorporated herein by reference.

(3) AIG 1972 Employee Stock Purchase Plan Filed as exhibit to AIG’s Registration Statement
(File No. 2-44043) and incorporated herein by reference.

(4) AIG 1984 Employee Stock Purchase Plan Filed as exhibit to AIG’s Registration Statement
(File No. 2-91945) and incorporated herein by reference.

(5) AIG Amended and Restated 1996 Employee Stock Filed as exhibit to AIG’s Definitive Proxy Statement dated
Purchase Plan April 4, 2003 (File No. 1-8787) and incorporated herein

by reference.
(6) AIG 2003 Japan Employee Stock Purchase Plan Incorporated by reference to Exhibit 4 to AIG’s Registration

Statement on Form S-8 (File No. 333-111737).
(7) AIG 1977 Stock Option and Stock Appreciation Filed as exhibit to AIG’s Registration Statement

Rights Plan (File No. 2-59317) and incorporated herein by reference.
(8) AIG 1982 Employee Stock Option Plan Filed as exhibit to AIG’s Registration Statement

(File No. 2-78291) and incorporated herein by reference.
(9) AIG 1987 Employee Stock Option Plan Filed as exhibit to AIG’s Definitive Proxy Statement dated

April 6, 1987 (File No. 0-4652) and incorporated herein
by reference.

(10) AIG 1991 Employee Stock Option Plan Filed as exhibit to AIG’s Definitive Proxy Statement dated
April 4, 1997 (File No. 1-8787) and incorporated herein
by reference.

* All material contracts are management contracts or compensatory plans or arrangements, except items (66), (67), (68) and (69).
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Exhibit
Number Description Location

(11) AIG Amended and Restated 1999 Stock Option Filed as exhibit to AIG’s Definitive Proxy Statement dated
Plan April 4, 2003 (File No. 1-8787) and incorporated herein

by reference.
(12) Form of Stock Option Grant Agreement under the Incorporated by reference to Exhibit 10(a) to AIG’s Quarterly

AIG Amended and Restated 1999 Stock Option Report on Form 10-Q for the quarter ended
Plan September 30, 2004 (File No. 1-8787).

(13) AIG Amended and Restated 2002 Stock Incentive Incorporated by reference to Exhibit 4(a) to AIG’s
Plan Registration Statement on Form S-8 (File

No. 333-101967).
(14) Form of Restricted Stock Unit Award Agreement Incorporated by reference to Exhibit 10(b) to AIG’s Quarterly

under the AIG Amended and Restated 2002 Stock Report on Form 10-Q for the quarter ended
Incentive Plan September 30, 2004 (File No. 1-8787).

(15) AIG Executive Deferred Compensation Plan Incorporated by reference to Exhibit 4(a) to AIG’s
Registration Statement on Form S-8 (File
No. 333-101640).

(16) AIG Supplemental Incentive Savings Plan Incorporated by reference to Exhibit 4(b) to AIG’s
Registration Statement on Form S-8 (File
No. 333-101640).

(17) AIG Director Stock Plan Filed as an exhibit to AIG’s Definitive Proxy Statement dated
April 5, 2004 (File No. 1-8787) and incorporated herein
by reference.

(18) AIG Chief Executive Officer Annual Compensation Filed as an exhibit to AIG’s Definitive Proxy Statement dated
Plan April 5, 2004 (File No. 1-8787) and incorporated herein

by reference.
(19) AIRCO 1972 Employee Stock Option Plan Incorporated by reference to AIG’s Joint Proxy Statement

and Prospectus (File No. 2-61994).
(20) AIRCO 1977 Stock Option and Stock Appreciation Incorporated by reference to AIG’s Joint Proxy Statement

Rights Plan and Prospectus (File No. 2-61994).
(21) Purchase Agreement between AIA and Mr. E.S.W. Incorporated by reference to Exhibit 10(l) to AIG’s Annual

Tse Report on Form 10-K for the year ended December 31,
1997 (File No. 1-8787).

(22) Retention and Employment Agreement between AIG Incorporated by reference to Exhibit 10(m) to AIG’s Annual
and Jay S. Wintrob Report on Form 10-K for the year ended December 31,

1998 (File No. 1-8787).
(23) SunAmerica Inc. 1988 Employee Stock Plan Incorporated by reference to Exhibit 4(a) to AIG’s

Registration Statement on Form S-8 (File
No. 333-70069).

(24) SunAmerica 1997 Employee Incentive Stock Plan Incorporated by reference to Exhibit 4(b) to AIG’s
Registration Statement on Form S-8 (File
No. 333-70069).

(25) SunAmerica Nonemployee Directors’ Stock Option Incorporated by reference to Exhibit 4(c) to AIG’s
Plan Registration Statement on Form S-8 (File

No. 333-70069).
(26) SunAmerica 1995 Performance Stock Plan Incorporated by reference to Exhibit 4(d) to AIG’s

Registration Statement on Form S-8 (File
No. 333-70069).

(27) SunAmerica Inc. 1998 Long-Term Performance- Incorporated by reference to Exhibit 4(e) to AIG’s
Based Incentive Plan For the Chief Executive Registration Statement on Form S-8 (File
Officer No. 333-70069).

(28) SunAmerica Inc. Long-Term Performance-Based Incorporated by reference to Exhibit 4(f) to AIG’s
Incentive Plan Amended and Restated 1997 Registration Statement on Form S-8 (File

No. 333-70069).
(29) SunAmerica Five Year Deferred Cash Plan Incorporated by reference to Exhibit 4(a) to AIG’s

Registration Statement on Form S-8 (File
No. 333-31346).

(30) SunAmerica Executive Savings Plan Incorporated by reference to Exhibit 4(b) to AIG’s
Registration Statement on Form S-8 (File
No. 333-31346).
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(31)  HSB Group, Inc. 1995 Stock Option Plan Incorporated by reference to Exhibit 10(iii)(f) to HSB’s
Annual Report on Form 10-K for the year ended
December 31, 1999 (File No. 1-13135).

(32) HSB Group, Inc. 1985 Stock Option Plan Incorporated by reference to Exhibit 10(iii)(a) HSB’s
Quarterly Report on Form 10-Q for the quarter ended
September 30, 1998 (File No. 1-13135).

(33) HSB Group, Inc. Employee’s Thrift Incentive Plan Incorporated by reference to Exhibit 4(i)(c) to The Hartford
Steam Boiler Inspection and Insurance Company’s
Registration Statement on Form S-8 (File No. 33-36519).

(34) American General Corporation 1984 Stock and Incorporated by reference to Exhibit 10.1 to American
Incentive Plan General Corporation’s Quarterly Report on Form 10-Q for

the quarter ended June 30, 1998 (File No. 1-7981).
(35) Amendment to American General Corporation 1984 Incorporated by reference to Exhibit 10.2 to American

Stock and Incentive Plan (January 2000) General Corporation’s Annual Report on Form 10-K for
the year ended December 31, 1999 (File No. 1-7981).

(36) American General Corporation 1994 Stock and Incorporated by reference to Exhibit 10.2 to American
Incentive Plan (January 2000) General Corporation’s Quarterly Report on Form 10-Q for

the quarter ended June 30, 1998 (File No. 1-7981).
(37) Amendment to American General Corporation 1994 Incorporated by reference to Exhibit 10.4 to American

Stock and Incentive Plan (January 1999) General Corporation’s Annual Report on Form 10-K for
the year ended December 31, 1999 (File No. 1-7981).

(38) Amendment to American General Corporation 1994 Incorporated by reference to Exhibit 10.5 to American
Stock and Incentive Plan (January 2000) General Corporation’s Annual Report on Form 10-K for

the year ended December 31, 1999 (File No. 1-7981).
(39) Amendment to American General Corporation 1994 Incorporated by reference to Exhibit 10.1 to American

Stock and Incentive Plan (November 2000) General Corporation’s Quarterly Report on Form 10-Q for
the quarter ended September 30, 2000 (File
No. 1-7981).

(40) American General Corporation 1997 Stock and Incorporated by reference to Exhibit 10.3 to American
Incentive Plan General Corporation’s Quarterly Report on Form 10-Q for

the quarter ended June 30, 1998 (File No. 1-7981).
(41) Amendment to American General Corporation 1997 Incorporated by reference to Exhibit 10.7 to American

Stock and Incentive Plan (January 1999) General Corporation’s Annual Report on Form 10-K for
the year ended December 31, 1999 (File No. 1-7981).

(42) Amendment to American General Corporation 1997 Incorporated by reference to Exhibit 10.2 to American
Stock and Incentive Plan (November 2000) General Corporation’s Quarterly Report on Form 10-Q for

the quarter ended September 30, 2000 (File
No. 1-7981).

(43) American General Corporation 1999 Stock and Incorporated by reference to Exhibit 10.4 to American
Incentive Plan General Corporation’s Annual Report on Form 10-K for

the year ended December 31, 1998 (File No. 1-7981).
(44) Amendment to American General Corporation 1999 Incorporated by reference to Exhibit 10.9 to American

Stock and Incentive Plan (January 1999) General Corporation’s Annual Report on Form 10-K for
the year ended December 31, 1999 (File No. 1-7981).

(45) Amendment to American General Corporation 1999 Incorporated by reference to Exhibit 10.3 to American
Stock and Incentive Plan (November 2000) General Corporation’s Quarterly Report on Form 10-Q for

the quarter ended September 30, 2000 (File
No. 1-7981).

(46) Amended and Restated American General Incorporated by reference to Exhibit 10.13 to American
Corporation Deferred Compensation Plan General Corporation’s Annual Report on Form 10-K for
(12/11/00) the year ended December 31, 2000 (File No. 1-7981).
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Number Description Location

(47) Amended and Restated Restoration of Retirement Incorporated by reference to Exhibit 10.14 to American
Income Plan for Certain Employees Participating in General Corporation’s Annual Report on Form 10-K for
the Restated American General Retirement Plan the year ended December 31, 2000 (File No. 1-7981).
(Restoration of Retirement Income Plan)
(12/31/98)

(48) Amended and Restated American General Incorporated by reference to Exhibit 10.15 to American
Supplemental Thrift Plan (12/31/98) General Corporation’s Annual Report on Form 10-K for

the year ended December 31, 2000 (File No. 1-7981).
(49) American General Employees’ Thrift and Incentive Incorporated by reference to Exhibit 4(a) to AIG’s

Plan (restated July 1, 2001) Registration Statement on Form S-8
(File No. 333-68640).

(50) American General Agents’ and Managers’ Thrift Incorporated by reference to Exhibit 4(b) to AIG’s
and Incentive Plan (restated July 1, 2001) Registration Statement on Form S-8

(File No. 333-68640).
(51) CommLoCo Thrift Plan (restated July 1, 2001) Incorporated by reference to Exhibit 4(c) to AIG’s

Registration Statement on Form S-8
(File No. 333-68640).

(52) Western National Corporation 1993 Stock and Incorporated by reference to Exhibit 10.18 to Western
Incentive Plan, as amended National Corporation’s Annual Report on Form 10-K for

the year ended December 31, 1995 (File No. 1-12540).
(53) USLIFE Corporation 1991 Stock Option Plan, as Incorporated by reference to USLIFE Corporation’s Quarterly

amended Report on Form 10-Q for the quarter ended
September 30, 1995 (File No. 1-5683).

(54) Employment Agreement, Amendment to Incorporated by reference to Exhibit 10(xx) to AIG’s Annual
Employment Agreement, and Split-Dollar Report on Form 10-K for the year ended December 31,
Agreement, including Assignment of Life Insurance 2002 (File No. 1-8787).
Policy as Collateral, with Rodney O. Martin, Jr.

(55) Employment Arrangements with Richard W. Scott
(a) Employment Agreement Incorporated by reference to Exhibit 10.3 to American

General Corporation’s Quarterly Report on Form 10-Q for
the quarter ended March 31, 2000 (File No. 1-7981).

(b) Change in Control Severance Agreement Incorporated by reference to Exhibit 10.32 to American
General Corporation’s Annual Report on Form 10-K for
the year ended December 31, 1999 (File No. 1-7981).

(c) Amendment to Employment Arrangements Incorporated by reference to Exhibit 10(zz)(iii) to AIG’s
Annual Report on Form 10-K for the year ended
December 31, 2003 (File No. 1-8787).

(56) Letter from AIG to Martin J. Sullivan, dated Incorporated by reference to Exhibit 10.1 to AIG’s Current
March 16, 2005 Report on Form 8-K filed with the SEC on March 17,

2005 (File No. 1-8787).
(57) Letter from AIG to Steven J. Bensinger, dated Incorporated by reference to Exhibit 10.3 to AIG’s Current

March 16, 2005 Report on Form 8-K filed with the SEC on March 17,
2005 (File No. 1-8787).

(58) Employment Agreement between AIG and Martin J. Incorporated by reference to Exhibit 10(1) to AIG’s Quarterly
Sullivan, dated as of June 27, 2005 Report on Form 10-Q for the quarter ended March 31,

2005 (File No. 1-8787).
(59) Employment Agreement between AIG and Steven J. Incorporated by reference to Exhibit 10(3) to AIG’s Quarterly

Bensinger, dated as of June 27, 2005 Report on Form 10-Q for the quarter ended March 31,
2005 (File No. 1-8787).

(60) Executive Severance Plan, effective as of June 27, Incorporated by reference to Exhibit 10(4) to AIG’s Quarterly
2005 Report on Form 10-Q for the quarter ended March 31,

2005 (File No. 1-8787).
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(61) Assurance Agreement, by AIG in favor of eligible Incorporated by reference to Exhibit 10(6) to AIG’s Quarterly
employees, dated as of June 27, 2005, relating to Report on Form 10-Q for the quarter ended March 31,
certain obligations of Starr International Company, 2005 (File No. 1-8787).
Inc.

(62) 2005/2006 Deferred Compensation Profit Incorporated by reference to Exhibit 10.1 to AIG’s Current
Participation Plan Report on Form 8-K filed with the SEC on September 26,

2005 (File No. 1-8787).
(63) Summary of Director Compensation Incorporated by reference to Exhibit 10.1 to AIG’s Quarterly

Report on Form 10-Q filed with the SEC on August 8,
2007 (File No. 1-8787).

(64) AIG 2005 Senior Partners Plan Incorporated by reference to Exhibit 10.1 to AIG’s Current
Report on Form 8-K filed with the SEC on December 20,
2005 (File No. 1-8787).

(65) AIG Special Restricted Stock Unit Award Agreement Incorporated by reference to Exhibit 10.1 to AIG’s Current
with Steven J. Bensinger, dated January 6, 2006 Report on Form 8-K filed with the SEC on January 9,

2006 (File No. 1-8787).
(66) Agreement with the United States Department of Incorporated by reference to Exhibit 10.1 to AIG’s Current

Justice, dated February 7, 2006 Report on Form 8-K filed with the SEC on February 9,
2006 (File No. 1-8787).

(67) Final Judgment and Consent with the Securities Incorporated by reference to Exhibit 10.2 to AIG’s Current
and Exchange Commission, including the related Report on Form 8-K filed with the SEC on February 9,
complaint, dated February 9, 2006 2006 (File No. 1-8787).

(68) Agreement between the Attorney General of the Incorporated by reference to Exhibit 10.3 to AIG’s Current
State of New York and AIG and its Subsidiaries, Report on Form 8-K filed with the SEC on February 9,
dated January 18, 2006 2006 (File No. 1-8787).

(69) Stipulation with the State of New York Insurance Incorporated by reference to Exhibit 10.4 to AIG’s Current
Department, dated January 18, 2006 Report on Form 8-K filed with the SEC on February 9,

2006 (File No. 1-8787).
(70) AIG Senior Partners Plan (amended and restated) Incorporated by reference to Exhibit 10.1 to AIG’s Current

Report on Form 8-K filed with the SEC on July 21, 2006
(File No. 1-8787).

(71) AIG Partners Plan Incorporated by reference to Exhibit 10.2 to AIG’s Current
Report on Form 8-K filed with the SEC on May 22, 2006
(File No. 1-8787).

(72) AIG Executive Incentive Plan Incorporated by reference to Exhibit 10.1 to AIG’s Current
Report on Form 8-K filed with the SEC on May 22, 2006
(File No. 1-8787).

(73) AIG Amended and Restated 2007 Stock Incentive Incorporated by reference to Exhibit 4 to AIG’s Registration
Plan Statement on Form S-8 (File No. 333-148148).

(74) AIG Form of Stock Option Award Agreement Incorporated by reference to Exhibit 10.A to AIG’s
Registration Statement on Form S-8 (File No. 333-
148148).

(75) AIG Form of Performance RSU Award Agreement Incorporated by reference to Exhibit 10.B to AIG’s
Registration Statement on Form S-8 (File No. 333-
148148).

(76) AIG Form of Time-Vested RSU Award Agreement Incorporated by reference to Exhibit 10.C to AIG’s
Registration Statement on Form S-8 (File No. 333-
148148).

(77) AIG Form of Time-Vested RSU Award Agreement Incorporated by reference to Exhibit 10.D to AIG’s
with Four-Year Pro Rata Vesting Registration Statement on Form S-8 (File No. 333-

148148).
(78) AIG Form of Time-Vested RSU Award Agreement Incorporated by reference to Exhibit 10.E to AIG’s

with Three-Year Pro Rata Vesting Registration Statement on Form S-8 (File No. 333-
148148).

(79) AIG Form of Non-Employee Director Deferred Stock Incorporated by reference to Exhibit 10.F to AIG’s
Units Award Agreement Registration Statement on Form S-8 (File No. 333-

148148).
11 Statement re computation of per share earnings Included in Note 14 to Consolidated Financial Statements.
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12 Computation of Ratios of Earnings to Fixed Charges Filed herewith.
13 Annual report to security holders Not required to be filed.
18 Letter re change in accounting principles None.
21 Subsidiaries of Registrant Filed herewith.
23 Consent of PricewaterhouseCoopers LLP Filed herewith.
24 Power of attorney Included on the signature page hereof.
31 Rule 13a-14(a)/15d-14(a) Certifications Filed herewith.
32 Section 1350 Certifications Filed herewith.
99 Additional exhibits None.
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AMERICAN INTERNATIONAL GROUP, INC. AND SUBSIDIARIES

Summary of Investments — Other than Investments in Related Parties
Schedule I

Amount at
At December 31, 2007 which shown in
(in millions) Cost* Fair Value the Balance Sheet

Fixed maturities:
U.S. government and government-sponsored entities $ 4,291 $ 4,492 $ 4,492
Obligations of states, municipalities and political subdivisions 67,414 68,770 68,182
Non U.S. governments 67,373 70,510 70,514
Public utilities 8,581 8,743 8,743
All other corporate 277,162 276,996 277,004

Total fixed maturities 424,821 429,511 428,935

Equity securities and mutual funds:
Common stocks:

Public utilities 443 562 562
Banks, trust and insurance companies 1,920 3,725 3,725
Industrial, miscellaneous and all other 8,909 12,045 12,045

Total common stocks 11,272 16,332 16,332
Preferred stocks 2,599 2,370 2,370
Mutual Funds 21,012 22,944 22,944

Total equity securities and mutual funds 34,883 41,646 41,646

Mortgage and other loans receivable 33,727 34,123 33,727
Financial services assets:

Securities available for sale, at fair value 40,157 40,305 40,305
Trading securities, at fair value — 4,197 4,197
Spot commodities — 238 238
Unrealized gain on swaps, options and forward transactions — 16,442 16,442
Trade receivables 6,467 6,467 6,467
Securities purchased under agreements to resell, at contract value 20,950 20,950 20,950
Finance receivables, net of allowance 31,234 28,693 31,234

Securities lending invested collateral, at fair value 80,641 75,662 75,662
Other invested assets 57,000 59,668 58,823
Short-term investments, at cost (approximates fair value) 51,351 51,351 51,351

Total investments — — $809,977

* Original cost of equity securities and fixed maturities are reduced by other-than-temporary impairment charges, and, as to fixed maturities, reduced by
repayments and adjusted for amortization of premiums or accrual of discounts.
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AMERICAN INTERNATIONAL GROUP, INC. AND SUBSIDIARIES

Condensed Financial Information of Registrant
Balance Sheet — Parent Company Only

Schedule II

December 31,
(in millions) 2007 2006

Assets:
Cash $ 84 $ 76
Invested assets 14,648 7,346
Carrying value of subsidiaries and partially owned companies, at equity 111,714 109,125
Premiums and insurance balances receivable — net 311 222
Other assets 9,103 3,767

Total assets 135,860 120,536

Liabilities:
Insurance balances payable 43 21
Due to affiliates — net 3,916 1,841
Notes and bonds payable 20,397 8,917
Loans payable 500 700
AIG MIP matched notes and bonds payable 14,274 5,468
Series AIGFP matched notes and bonds payable 874 72
Other liabilities 55 1,840

Total liabilities 40,059 18,859

Shareholders’ equity:
Common stock 6,878 6,878
Additional paid-in capital 1,936 2,590
Retained earnings 89,029 84,996
Accumulated other comprehensive income 4,643 9,110
Treasury stock (6,685) (1,897)

Total shareholders’ equity 95,801 101,677

Total liabilities and shareholders’ equity $135,860 $120,536

See Accompanying Notes to Financial Statements — Parent Company Only.

Statement of Income — Parent Company Only

Years Ended December 31,
(in millions) 2007 2006 2005

Agency income (loss) $ 10 $ 9 $ 3
Financial services income 69 531 507
Asset management income (loss) 99 34 (3)
Cash dividend income from consolidated subsidiaries 4,685 1,689 1,958
Dividend income from partially-owned companies 9 11 127
Equity in undistributed net income of consolidated subsidiaries and partially owned companies 3,121 13,308 10,156
Other expenses, net (2,566) (1,371) (2,203)
Cumulative effect of an accounting change — 34 —

Income before income taxes 5,427 14,245 10,545
Income taxes (benefits) (773) 197 68

Net income $ 6,200 $14,048 $10,477

See Accompanying Notes to Financial Statements — Parent Company Only.
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AMERICAN INTERNATIONAL GROUP, INC. AND SUBSIDIARIES

Condensed Financial Information of Registrant Continued

Statement of Cash Flows — Parent Company Only
Schedule II

Years Ended December 31,
(in millions) 2007 2006 2005

Cash flows from operating activities:
Net income $ 6,200 $ 14,048 $ 10,477

Adjustments to reconcile net income to net cash provided by operating activities:
Noncash revenues, expenses, gains and losses included in income:

Equity in undistributed net income of consolidated subsidiaries and partially owned
companies (9,941) (13,308) (10,156)

Foreign exchange transaction (gains) losses 333 232 —
Changes in operating assets and liabilities:

Change in premiums and insurance balances receivable and payable (44) (423) 15
Loan receivables held for sale — purchases (404) — —
Sales of loan receivables — held for sale 40 — —
Other, net 3,046 (1,139) 1,518

Total adjustments (6,970) (14,638) (8,623)

Net cash provided by (used in) operating activities (770) (590) 1,854

Cash flows from investing activities:
Purchase of investments (7,640) (7,875) —
Sale of investments 3,057 3,402 —
Change in short-term investments (3,631) 414 (598)
Contributions to subsidiaries and investments in partially owned companies (755) (3,017) (966)
Mortgage and other loan receivables — originations and purchases (2,026) (423) —
Payments received on mortgages and other loan receivables 498 15 —
Other, net (240) (159) (117)

Net cash used in investing activities (10,737) (7,643) (1,681)

Cash flows from financing activities:
Notes, bonds and loans issued 20,582 12,038 2,101
Repayments of notes, bonds and loans (1,253) (2,417) (607)
Issuance of treasury stock 217 163 82
Cash dividends paid to shareholders (1,881) (1,638) (1,421)
Payments advanced to purchase shares (6,000) — —
Acquisition of treasury stock (16) (20) (176)
Other, net (134) (7) 21

Net cash (used in) provided by financing activities 11,515 8,119 —

Change in cash 8 (114) 173
Cash at beginning of year 76 190 17

Cash at end of year $ 84 $ 76 $ 190

NOTES TO FINANCIAL STATEMENTS — PARENT COMPANY ONLY
(1) Agency operations conducted in New York through the North American Division of AIU are included in the financial statements of the parent company.

(2) Certain prior period amounts have been reclassified to conform to the current period presentation.

(3) ‘‘Equity in undistributed net income of consolidated subsidiaries and partially owned companies’’ in the accompanying Statement of Income — Parent
Company Only — includes equity in income of the minority-owned insurance operations.

228 AIG 2007 Form 10-K



American International Group, Inc. and Subsidiaries

Supplementary Insurance Information

Schedule III
At December 31, 2007, 2006 and 2005 and for the years then ended

Reserves
for Losses Losses Amortization

Deferred and Loss Reserve Policy Premiums and Loss of Deferred
Policy Expenses, for and and Other Net Expenses Policy Other Net

Acquisition Future Policy Unearned Contract Considerations Investment Incurred, Acquisition Operating Premiums
Segment (in millions) Costs Benefits(a) Premiums Claims(b) Revenue Income Benefits Costs Expenses Written

2007

General Insurance $ 4,643 $ 85,500 $28,022 $ — $45,682 $ 6,132 $29,982 $ 8,235 $2,965 $47,067

Life Insurance & Retirement Services 38,445 136,068 — 3,123 33,627 22,341 36,188 3,367 5,829 —

Other 62 — — — (4) (11) (55) — — —

$43,150 $221,568 $28,022 $3,123 $79,305 $28,462 $66,115 $11,602 $8,794 $47,067

2006

General Insurance $ 4,355 $ 79,999 $26,271 $ — $43,451 $ 5,696 $28,052 $ 7,866 $2,876 $44,866

Life Insurance & Retirement Services 32,810 121,004 — 2,788 30,766 20,024 32,086 3,712 4,959 —

Other 70 — — — (4) 350 149 — — —

$37,235 $201,003 $26,271 $2,788 $74,213 $26,070 $60,287 $11,578 $7,835 $44,866

2005

General Insurance $ 4,048 $ 77,169 $24,243 $ — $40,809 $ 4,031 $33,091 $ 7,365 $2,403 $41,872

Life Insurance & Retirement Services 28,106 107,825 — 2,473 29,501 18,677 31,009 3,328 4,718 —

Other — — — — — (124) — — — —

$32,154 $184,994 $24,243 $2,473 $70,310 $22,584 $64,100 $10,693 $7,121 $41,872

(a) Reserves for losses and loss expenses with respect to the General Insurance operations are net of discounts of $2.43 billion, $2.26 billion and
$2.11 billion at December 31, 2007, 2006 and 2005, respectively.

(b) Reflected in insurance balances payable on the accompanying consolidated balance sheet.
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AMERICAN INTERNATIONAL GROUP, INC. AND SUBSIDIARIES

Reinsurance

Schedule IV
At December 31, 2007, 2006 and 2005 and for the years then ended

Percent of
Ceded to Assumed Amount

Gross Other from Other Assumed
(dollars in millions) Amount Companies Companies Net Amount to Net

2007

Life Insurance in-force $2,311,022 $402,654 $ 1,023 $1,909,391 0.1%

Premiums:

General Insurance $ 52,055 $ 11,731 $ 6,743 $ 47,067 14.3%

Life Insurance & Retirement Services 34,555 1,778 30 32,807* 0.1

Total premiums $ 86,610 $ 13,509 $ 6,773 $ 79,874 8.5%

2006

Life Insurance in-force $2,069,617 $408,970 $ 983 $1,661,630 0.1%

Premiums:

General Insurance $ 49,609 $ 11,414 $ 6,671 $ 44,866 14.9%

Life Insurance & Retirement Services 32,227 1,481 20 30,766* 0.1

Total premiums $ 81,836 $ 12,895 $ 6,691 $ 75,632 8.8%

2005

Life Insurance in-force $1,838,337 $365,082 $14,496 $1,487,751 1.0%

Premiums:

General Insurance $ 46,689 $ 10,853 $ 6,036 $ 41,872 14.4%

Life Insurance & Retirement Services 30,738 1,317 80 29,501* 0.3

Total premiums $ 77,427 $ 12,170 $ 6,116 $ 71,373 8.6%

* Includes accident and health premiums of $6.76 billion, $7.11 billion and $6.51 billion in 2007, 2006 and 2005, respectively.
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American International Group, and Subsidiaries

Valuation and Qualifying Accounts

Schedule V
For the years ended December 31, 2007, 2006 and 2005

Additions

Balance, Charged to
Beginning Costs and Other Balance,

(in millions) of Year Expenses Charge offs Changes(a) End of Year

2007

Allowance for mortgage and other loans receivable $ 64 $ 22 $ (7) $ (2) $ 77

Allowance for finance receivables 737 646 (632) 127 878

Allowance for premiums and insurances balances receivable 756 114 (216) 8 662

Allowance for reinsurance assets 536 131 (62) (85) 520

Overhaul reserve(b) 245 290 — (163) 372

2006

Allowance for mortgage and other loans receivable $ 64 $ 17 $ (11) $ (6) $ 64

Allowance for finance receivables 670 495 (534) 106 737

Allowance for premiums and insurances balances receivable 871 240 (481) 126 756

Allowance for reinsurance assets 999 147 (381) (229) 536

Overhaul reserve(b) 127 264 — (146) 245

2005

Allowance for mortgage and other loans receivable $ 83 $ 1 $ (26) $ 6 $ 64

Allowance for finance receivables 571 435 (414) 78 670

Allowance for premiums and insurances balances receivable 561 418 (104) (4) 871

Allowance for reinsurance assets 846 185 (49) 17 999

Overhaul reserve(b) 68 245 — (186) 127

(a) Includes recoveries of amounts previously charged off and reclassifications to/from other accounts.

(b) Amounts for Overhaul reserve represent reimbursements to lessees for overhauls performed and amounts transferred to buyers for aircraft sold and is
included in Other liabilities in the consolidated balance sheet.
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American International Group, Inc. and Subsidiaries

Computation of Ratios of Earnings to Fixed Charges Exhibit 12

Years Ended December 31,
(in millions, except ratios) 2007 2006 2005 2004 2003

Income before income taxes, minority interest and cumulative effect of
accounting changes $ 8,943 $21,687 $15,213 $14,845 $11,907

Less — Equity income of less than 50% owned companies 160 188 (129) 164 146
Add — Dividends from less than 50% owned companies 30 28 146 22 13

8,813 21,527 15,488 14,703 11,774
Add — Fixed charges 11,470 9,062 7,663 6,049 5,762
Less — Capitalized interest 37 59 64 59 52

Income before income taxes, minority interest, cumulative effect of
accounting changes and fixed charges $20,246 $30,530 $23,087 $20,693 $17,484

Fixed charges:
Interest costs $11,213 $ 8,843 $ 7,464 $ 5,860 $ 5,588
Rental expense* 257 219 199 189 174

Total fixed charges $11,470 $ 9,062 $ 7,663 $ 6,049 $ 5,762

Ratio of earnings to fixed charges 1.77 3.37 3.01 3.42 3.03

Secondary Ratio

Interest credited to GIC and GIA policy and contract holders $ (6,660) $ (5,128) $ (4,760) $ (3,674) $ (3,578)
Total fixed charges excluding interest credited to GIC and GIA policy and

contract holders $ 4,810 $ 3,934 $ 2,903 $ 2,375 $ 2,184

Secondary ratio of earnings to fixed charges 2.82 6.46 6.31 7.17 6.37

* The proportion deemed representative of the interest factor.

The secondary ratio is disclosed for the convenience of fixed principally SunAmerica Life Insurance Company and AIG Financial
income investors and the rating agencies that serve them and is Products Corp. and its subsidiaries, respectively. The proceeds
more comparable to the ratios disclosed by all issuers of fixed from GICs and GIAs are invested in a diversified portfolio of
income securities. The secondary ratio removes interest credited securities, primarily investment grade bonds. The assets acquired
to guaranteed investment contract (GIC) policyholders and guaran- yield rates greater than the rates on the related policyholders
teed investment agreement (GIA) contractholders. Such interest obligation or contract, with the intent of earning a profit from the
expenses are also removed from earnings used in this calculation. spread.
GICs and GIAs are entered into by AIG’s insurance subsidiaries,
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American International Group, Inc. and Subsidiaries

Subsidiaries of Registrant Exhibit 21

Percentage
of Voting

Securities
Jurisdiction of held by

Incorporation or Immediate
As of December 31, 2007 Organization Parent1

American International Group, Inc.(2) Delaware (3)

AIG Capital Corporation Delaware 100
AIG Capital India Private Limited India 99.99(4)

AIG Global Asset Management Company (India) Private Limited India 99(5)

AIG Consumer Finance Group, Inc. Delaware 100
AIG Bank Polska S.A. Poland 99.92
AIG Credit SA Poland 100
Compania Financiera Argentina S.A. Argentina 100

AIG Credit Corp. Delaware 100
A.I. Credit Consumer Discount Company Pennsylvania 100
A.I. Credit Corp. New Hampshire 100
AICCO, Inc. Delaware 100
AICCO, Inc. California 100
AIG Credit Corp. of Canada Canada 100
Imperial Premium Funding, Inc. Delaware 100

AIG Equipment Finance Holdings, Inc. Delaware 100
AIG Commercial Equipment Finance, Inc. Delaware 100

AIG Commercial Equipment Finance Company, Canada Canada 100
AIG Rail Services, Inc. Delaware 100

AIG Finance Holdings, Inc. New York 100
AIG Finance (Hong Kong) Limited Hong Kong 100

American General Finance, Inc. Indiana 100
American General Auto Finance, Inc. Delaware 100
American General Finance Corporation Indiana 100

Merit Life Insurance Co. Indiana 100
MorEquity, Inc. Nevada 100

Wilmington Finance, Inc. Delaware 100
Ocean Finance and Mortgages Limited England 100
Yosemite Insurance Company Indiana 100

CommoLoCo, Inc. Puerto Rico 100
American General Financial Services of Alabama, Inc. Delaware 100

AIG Global Asset Management Holdings Corp. Delaware 100
AIG Asset Management Services, Inc. Delaware 100
AIG Capital Partners, Inc. Delaware 100
AIG Equity Sales Corp. New York 100
AIG Global Investment Corp. New Jersey 100
AIG Global Real Estate Investment Corp. Delaware 100
AIG Securities Lending Corp. Delaware 100
Brazos Capital Management, L.P. Delaware 100

International Lease Finance Corporation California 67.23(6)

AIG Egypt Insurance Company S.A.E. Egypt 90.05(7)

AIG Federal Savings Bank USA 100
AIG Financial Advisor Services, Inc. Delaware 100

AIG Global Investment (Luxembourg) S.A. Luxembourg 100
AIG Financial Products Corp. Delaware 100

AIG Matched Funding Corp. Delaware 100
Banque AIG France 90(8)

AIG Funding, Inc. Delaware 100
AIG Global Trade & Political Risk Insurance Company New Jersey 100
AIG Israel Insurance Company Ltd. Israel 50.01
AIG Kazakhstan Insurance Company Kazakhstan 60
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American International Group, Inc. and Subsidiaries

Subsidiaries of Registrant Continued

Percentage
of Voting

Securities
Jurisdiction of held by

Incorporation or Immediate
As of December 31, 2007 Organization Parent1

AIG Life Holdings (International) LLC Delaware 100
AIG Star Life Insurance Co., Ltd. Japan 100
American International Reinsurance Company, Ltd. Bermuda 100

AIG Edison Life Insurance Company Japan 90(9)

American International Assurance Company, Limited Hong Kong 100
American International Assurance Company (Australia) Limited Australia 100
American International Assurance Company (Bermuda) Limited Bermuda 100

American International Assurance Co. (Vietnam) Limited Vietnam 100
Tata AIG Life Insurance Company Limited India 26

Nan Shan Life Insurance Company, Ltd. Taiwan 95.27
AIG Life Holdings (US), Inc. Texas 100

AGC Life Insurance Company Missouri 100
AIG Annuity Insurance Company Texas 100
AIG Life Holdings (Canada), ULC Canada 100

AIG Assurance Canada Canada 100
AIG Life Insurance Company of Canada Canada 100

AIG Life of Bermuda, Ltd. Bermuda 100
AIG Life Insurance Company Delaware 100
American General Life and Accident Insurance Company Tennessee 100

Volunteer Vermont Holdings, LLC Vermont 100
Volunteer Vermont Reinsurance Company Vermont 100

American General Life Insurance Company Texas 100
AIG Enterprise Services, LLC Delaware 100
American General Annuity Service Corporation Texas 100
American General Life Companies, LLC Delaware 100
The Variable Annuity Life Insurance Company Texas 100

AIG Retirement Services Company Texas 100
American International Life Assurance Company of New York New York 100
American General Bancassurance Services, Inc. Illinois 100
American General Property Insurance Company Tennessee 51.85(10)

American General Property Insurance Company of Florida Florida 100
The United States Life Insurance Company in the City of New York New York 100

American General Assurance Company Illinois 100
American General Indemnity Company Illinois 100

American General Investment Management Corporation Delaware 100
American General Realty Investment Corporation Texas 100
Knickerbocker Corporation Texas 100

AIG Life Insurance Company of Puerto Rico Puerto Rico 100
AIG Life Insurance Company (Switzerland) Ltd. Switzerland 100
AIG Liquidity Corp. Delaware 100
AIG Privat Bank AG Switzerland 100
AIG Property Casualty Group, Inc. Delaware 100

AIG Commercial Insurance Group, Inc. Delaware 100
AIG Aviation, Inc. Georgia 100
AIG Casualty Company Pennsylvania 100
AIG Risk Management, Inc. New York 100
AIU Insurance Company New York 52(11)

AIG General Insurance Company China Limited China 100
AIG General Insurance (Taiwan) Co., Ltd. Taiwan 100
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American International Group, Inc. and Subsidiaries

Subsidiaries of Registrant Continued

Percentage
of Voting

Securities
Jurisdiction of held by

Incorporation or Immediate
As of December 31, 2007 Organization Parent1

American Home Assurance Company New York 100
AIG General Insurance (Malaysia) Berhad Malaysia 100
AIG Hawaii Insurance Company, Inc. Hawaii 100

American Pacific Insurance Company, Inc. Hawaii 100
American International Realty Corp. Delaware 31.5(12)

Pine Street Real Estate Holdings Corp. New Hampshire 31.47(13)

Transatlantic Holdings, Inc. Delaware 33.24(14)

Transatlantic Reinsurance Company New York 100
Putnam Reinsurance Company New York 100
Trans Re Zurich Switzerland 100

American International Surplus Lines Agency, Inc. New Jersey 100
Audubon Insurance Company Louisiana 100

Agency Management Corporation Louisiana 100
The Gulf Agency, Inc. Alabama 100

Audubon Indemnity Company Mississippi 100
Commerce and Industry Insurance Company New York 100

American International Insurance Company New York 50(15)

AIG Advantage Insurance Company Minnesota 100
American International Insurance Company of California, Inc. California 100
American International Insurance Company of New Jersey New Jersey 100

Commerce and Industry Insurance Company of Canada Canada 100
The Insurance Company of the State of Pennsylvania Pennsylvania 100
Landmark Insurance Company California 100
National Union Fire Insurance Company of Pittsburgh, Pa Pennsylvania 100

AIG Domestic Claims, Inc. Delaware 100
American International Specialty Lines Insurance Company Illinois 70(16)

Lexington Insurance Company Delaware 70(17)

AIG Centennial Insurance Company Pennsylvania 100
AIG Auto Insurance Company of New Jersey New Jersey 100
AIG Preferred Insurance Company Pennsylvania 100
AIG Premier Insurance Company Pennsylvania 100

AIG Indemnity Insurance Company Pennsylvania 100
JI Accident & Fire Insurance Company, Ltd. Japan 50

National Union Fire Insurance Company of Louisiana Louisiana 100
National Union Fire Insurance Company of Vermont Vermont 100
21st Century Insurance Group Delaware 32(18)

21st Century Casualty Company California 100
21st Century Insurance Company California 100
21st Century Insurance Company of the Southwest Texas 100

AIG Excess Liability Insurance Company Ltd. Delaware 100
AIG Excess Liability Insurance International Limited Ireland 100

New Hampshire Insurance Company Pennsylvania 100
AI Network Corporation Delaware 100
AIG Europe, S.A. France 70.48(19)

American International Pacific Insurance Company Colorado 100
American International South Insurance Company Pennsylvania 100
Granite State Insurance Company Pennsylvania 100
Illinois National Insurance Co. Illinois 100
New Hampshire Indemnity Company, Inc. Pennsylvania 100

AIG National Insurance Company, Inc. New York 100
New Hampshire Insurance Services, Inc. New Hampshire 100

Risk Specialists Companies, Inc. Delaware 100
HSB Group, Inc. Delaware 100

The Hartford Steam Boiler Inspection and Insurance Company Connecticut 100
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American International Group, Inc. and Subsidiaries

Subsidiaries of Registrant Continued

Percentage
of Voting

Securities
Jurisdiction of held by

Incorporation or Immediate
As of December 31, 2007 Organization Parent1

The Hartford Steam Boiler Inspection and Insurance Company of Connecticut Connecticut 100
HSB Engineering Insurance Limited England 100

The Boiler Inspection and Insurance Company of Canada Canada 100
United Guaranty Corporation North Carolina 36.31(20)

A.I.G. Mortgage Holdings Israel, Ltd. Israel 87.32
E.M.I. - Ezer Mortgage Insurance Company, Ltd. Israel 100

AIG United Guaranty Agenzia Di Assirazione S.R.L Italy 100
AIG United Guaranty Insurance (Asia) Limited Hong Kong 100
AIG United Guaranty Mexico, S.A. Mexico 100
AIG United Guaranty Mortgage Insurance Company Canada Canada 100
AIG United Guaranty Re, Ltd. Ireland 100
United Guaranty Insurance Company North Carolina 100
United Guaranty Mortgage Insurance Company North Carolina 100
United Guaranty Mortgage Insurance Company of North Carolina North Carolina 100
United Guaranty Partners Insurance Company Vermont 100
United Guaranty Residential Insurance Company North Carolina 75.03(21)

United Guaranty Credit Insurance Company North Carolina 100
United Guaranty Commercial Insurance Company of North Carolina North Carolina 100
United Guaranty Mortgage Indemnity Company North Carolina 100

United Guaranty Residential Insurance Company of North Carolina North Carolina 100
United Guaranty Services, Inc. North Carolina 100

AIG Marketing, Inc. Delaware 100
American International Insurance Company of Delaware Delaware 100
Hawaii Insurance Consultants, Ltd. Hawaii 100

AIG Retirement Services, Inc. Delaware 100
SunAmerica Life Insurance Company Arizona 100

SunAmerica Investments, Inc. Georgia 70(22)

AIG Advisor Group, Inc. Maryland 100
AIG Financial Advisors, Inc. Delaware 100
Advantage Capital Corporation New York 100
American General Securities Incorporated Texas 100
FSC Securities Corporation Delaware 100
Royal Alliance Associates, Inc. Delaware 100

AIG SunAmerica Life Assurance Company Arizona 100
AIG SunAmerica Asset Management Corp. Delaware 100

AIG SunAmerica Capital Services, Inc. Delaware 100
First SunAmerica Life Insurance Company New York 100

AIG Global Services, Inc. New Hampshire 100
AIG Trading Group Inc. Delaware 100

AIG International Inc. Delaware 100
AIU Holdings LLC Delaware 100

AIG Central Europe & CIS Insurance Holdings Corporation Delaware 100
AIG Bulgaria Insurance and Reinsurance Company EAD Bulgaria 100
AIG Czech Republic pojistovna, a.s. Czech Republic 100

AIG Memsa Holdings, Inc. Delaware 100
AIG Hayleys Investment Holdings (Private) Ltd. Sri Lanka 80

Hayleys AIG Insurance Company Limited Sri Lanka 100
AIG Iraq, Inc. Delaware 100
AIG Lebanon S.A.L. Lebanon 100
AIG Libya, Inc. Delaware 100
AIG Sigorta A.S. Turkey 100
Tata AIG General Insurance Company Limited India 26
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Subsidiaries of Registrant Continued

Percentage
of Voting

Securities
Jurisdiction of held by

Incorporation or Immediate
As of December 31, 2007 Organization Parent1

AIU Africa Holdings, Inc. Delaware 100
AIG Kenya Insurance Company Limited Kenya 66.67

AIU North America, Inc. New York 100
American International Underwriters Corporation New York 100
American International Underwriters Overseas, Ltd. Bermuda 100

A.I.G. Colombia Seguros Generales S.A. Colombia 94(23)

AIG Brasil Companhia de Seguros S.A. Brazil 50
AIG Europe (Ireland) Limited Ireland 100
AIG General Insurance (Thailand) Ltd. Thailand 100
AIG General Insurance (Vietnam) Company Limited Vietnam 100
AIG MEMSA Insurance Company Limited United Arab Emirates 100
AIG UK Holdings Limited England 82.8(24)

AIG Germany Holding GmbH Germany 100
Wurttembergische und Badische Versicherungs-AG Germany 100

DARAG Deutsche Versicherungs-und Ruckversicherungs-Aktiengesellschaft Germany 100
AIG UK Financing Limited England 100

AIG UK Sub Holdings Limited England 100
AIG UK Limited England 100

AIG UK Services Limited England 100
AIG Takaful - Enaya B.S.C. Bahrain 100
American International Insurance Company of Puerto Rico Puerto Rico 100
Arabian American Insurance Company (Bahrain) E.C. Bahrain 100
La Meridional Compania Argentina de Seguros S.A. Argentina 100
La Seguridad de Centroamerica Compania de Seguros S.A. Guatemala 100
Richmond Insurance Company Limited Bermuda 100
Underwriters Adjustment Company, Inc. Panama 100

American Life Insurance Company Delaware 100
AIG Life Bulgaria Zhivotozastrahovatelna Druzhestvo .A.D. Bulgaria 100
ALICO, S.A. France 100
First American Polish Life Insurance and Reinsurance Company, S.A. Poland 100
Inversiones Interamericana S.A. Chile 99.99
Pharaonic American Life Insurance Company Egypt 74.87(25)

Unibanco AIG Seguros S.A. Brazil 46.06(26)

American Security Life Insurance Company, Ltd. Lichtenstein 100
Delaware American Life Insurance Company Delaware 100
Mt. Mansfield Company, Inc. Vermont 100
The Philippine American Life and General Insurance Company Philippines 99.78

Pacific Union Assurance Company California 100
Philam Equitable Life Assurance Company, Inc. Philippines 95
Philam Insurance Company, Inc. Philippines 100

(1) Percentages include directors’ qualifying shares.

(2) All subsidiaries listed are consolidated in the accompanying financial statements. Certain subsidiaries have been omitted from the tabulation. The
omitted subsidiaries, when considered in the aggregate as a single subsidiary, do not constitute a significant subsidiary.

(3) The common stock is owned approximately 14.1 percent by C.V. Starr & Co., Inc., Edward E. Matthews, Maurice R. and Corinne P. Greenberg Joint
Tenancy Company, LLC, Starr International Company, Inc., The Maurice R. Greenberg and Corinne P. Greenberg Family Foundation, Inc. and the
Universal Foundation, Inc.

(4) Also owned 0.01 percent by AIG Global Investment Corp.

(5) Also owned 1 percent by AIG Capital Corporation.

(6) Also owned 32.77 percent by National Union Fire Insurance Company of Pittsburgh, Pa.

(7) Also owned 4.69 percent by AIG Memsa Holdings, Inc.

(8) Also owned 10 percent by AIG Matched Funding Corp.

(9) Also owned 10 percent by a subsidiary of American Life Insurance Company.

(10) Also owned 48.15 percent by American General Life and Accident Insurance Company.
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American International Group, Inc. and Subsidiaries

Subsidiaries of Registrant Continued

(11) Also owned 8 percent by The Insurance Company of the State of Pennsylvania, 32 percent by National Union Fire Insurance Company of the
Pittsburgh, Pa., and 8 percent by AIG Casualty Company.

(12) Also owned by 11 other AIG subsidiaries.

(13) Also owned by 11 other AIG subsidiaries.

(14) Also owned 25.78 percent by AIG.

(15) Also owned 25 percent by American Home Assurance Company and 25 percent by AIU Insurance Company.

(16) Also owned 20 percent by the Insurance Company of the State of Pennsylvania and 10 percent by AIG Casualty Company.

(17) Also owned 20 percent by the Insurance Company of the State of Pennsylvania and 10 percent by AIG Casualty Company.

(18) Also owned 16.3 percent by American Home Assurance Company, 31.1 percent by Commerce and Industry Insurance Company and 20.6 percent by
New Hampshire Insurance Company.

(19) 100 percent held together with AIG companies.

(20) Also owned 45.88 percent by National Union Fire Insurance Company of Pittsburgh, Pa., 16.95 percent by New Hampshire Insurance Company and
0.86 percent by The Insurance Company of the State of Pennsylvania.

(21) Also owned 24.97 percent by United Guaranty Residential Insurance Company of North Carolina.

(22) Also owned 30 percent by AIG Retirement Services, Inc.

(23) Also owned 3.24 percent by American International Underwriters de Colombia Ltd.

(24) Also owned 5.6 percent by American International Company, Limited, 2.5 percent by AIG Europe (Ireland) Ltd., 8.5 percent by American International
Underwriters Overseas Association and 0.6 percent by New Hampshire Insurance Company.

(25) Also owned 7.5 percent by AIG Egypt Insurance Company.

(26) Also owned 0.92 percent by American International Underwriters Overseas, Ltd.
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American International Group, Inc. and Subsidiaries

Consent of Independent Registered Public Accounting Firm Exhibit 23

We hereby consent to the incorporation by reference in the Registration Statements on Form S-8 and Form S-3 (No. 2-45346,
No. 2-75875, No. 2-78291, No. 2-91945, No. 33-18073, No. 33-57250, No. 333-48639, No. 333-58095, No. 333-70069,
No. 333-83813, No. 333-31346, No. 333-39976, No. 333-45828, No. 333-50198, No. 333-52938, No. 333-68640, No. 333-74187,
No. 333-101640, No. 333-101967, No. 333-108466, No. 333-111737, No. 333-115911, No. 333-106040, No. 333-132561, No. 333-
143992 and No. 333-148148) of American International Group, Inc. of our report dated February 28, 2008, relating to the financial
statements, financial statement schedules, and the effectiveness of internal control over financial reporting, which appears in this
Annual Report on Form 10-K.

PricewaterhouseCoopers LLP

New York, New York
February 28, 2008
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American International Group, Inc. and Subsidiaries

Exhibit 31

CERTIFICATIONS

I, Martin J. Sullivan, certify that:

1. I have reviewed this Annual Report on Form 10-K of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known
to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which
are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: February 28, 2008

/s/ MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer
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American International Group, Inc. and Subsidiaries

CERTIFICATIONS

I, Steven J. Bensinger, certify that:

1. I have reviewed this Annual Report on Form 10-K of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known
to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which
are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: February 28, 2008

/s/ STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer
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Exhibit 32

CERTIFICATION

In connection with this Annual Report on Form 10-K of American International Group, Inc. (the ‘‘Company’’) for the year ended
December 31, 2007, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I, Martin J. Sullivan,
President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act of 1934;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations
of the Company.

Date: February 28, 2008

/s/ MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the Report or
as a separate disclosure document.
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CERTIFICATION

In connection with this Annual Report on Form 10-K of American International Group, Inc. (the ‘‘Company’’) for the year ended
December 31, 2007, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I, Steven J. Bensinger,
Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act of 1934;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations
of the Company.

Date: February 28, 2008

/s/ STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the Report or
as a separate disclosure document.
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American International Group, Inc. and Subsidiaries

Part I – FINANCIAL  INFORMATION

ITEM 1.  Financial  Statements  (unaudited)

CONSOLIDATED BALANCE SHEET

(in millions) (unaudited)

March 31, December 31,
2008 2007

Assets:
Investments and Financial Services assets:

Fixed maturities:

Bonds available for sale, at fair value (amortized cost: 2008 – $396,168; 2007 –

$393,170) $ 395,487 $ 397,372

Bonds held to maturity, at amortized cost (fair value: 2008 – $21,839; 2007 – $22,157) 21,566 21,581

Bond trading securities, at fair value 9,375 9,982

Equity securities:

Common stocks available for sale, at fair value (cost: 2008 – $12,387; 2007 – $12,588) 16,122 17,900

Common and preferred stocks trading, at fair value 21,671 21,376

Preferred stocks available for sale, at fair value (cost: 2008 – $2,609; 2007 – $2,600) 2,451 2,370

Mortgage and other loans receivable, net of allowance (2008 – $87; 2007 – $77) (held for

sale: 2008 – $6; 2007 – $377 (amount measured at fair value: 2008 – $810) 34,373 33,727

Financial Services assets:

Flight equipment primarily under operating leases, net of accumulated depreciation

(2008 – $10,932; 2007 – $10,499) 42,832 41,984

Securities available for sale, at fair value (cost: 2008 – $1,143; 2007 – $40,157) 1,096 40,305

Trading securities, at fair value 35,998 4,197

Spot commodities, at fair value in 2008 728 238

Unrealized gain on swaps, options and forward transactions, at fair value 20,598 16,442

Trade receivables 8,896 6,467

Securities purchased under agreements to resell, at fair value in 2008 19,708 20,950

Finance receivables, net of allowance (2008 – $985; 2007 – $878) (receivables held for

sale: 2008 – $80; 2007 – $233) 32,601 31,234

Securities lending invested collateral, at fair value (cost: 2008 – $73,610; 2007 – $80,641) 64,261 75,662

Other invested assets (amount measured at fair value: 2008 – $21,688; 2007 – $20,827) 61,191 58,823

Short-term investments (amount measured at fair value: 2008 – $2,801) 52,298 51,351

Total Investments and Financial Services assets 841,252 851,961

Cash 2,489 2,284

Investment income due and accrued 6,696 6,587

Premiums and insurance balances receivable, net of allowance (2008 – $638; 2007 – $662) 20,437 18,395

Reinsurance assets, net of allowance (2008 – $526; 2007 – $520) 22,895 23,103

Deferred policy acquisition costs 44,066 43,150

Investments in partially owned companies 710 654

Real estate and other fixed assets, net of accumulated depreciation (2008 – $5,630; 2007 –

$5,446) 5,635 5,518

Separate and variable accounts, at fair value 72,973 78,684

Goodwill 10,182 9,414

Income taxes receivable 2,762 —

Other assets (amount measured at fair value: 2008 – $5,123; 2007 – $4,152) 20,989 20,755

Total assets $1,051,086 $1,060,505

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEET (continued)

(in millions, except share data) (unaudited)

March 31, December 31,
2008 2007

Liabilities:
Reserve for losses and loss expenses $ 86,860 $ 85,500

Unearned premiums 28,889 28,022

Future policy benefits for life and accident and health insurance contracts 143,425 136,068

Policyholders’ contract deposits (amount measured at fair value: 2008 – $4,118; 2007 – $295) 261,264 258,459

Other policyholders’ funds 13,191 12,599

Commissions, expenses and taxes payable 5,523 6,310

Insurance balances payable 5,504 4,878

Funds held by companies under reinsurance treaties 2,505 2,501

Income taxes payable — 3,823

Financial Services liabilities:

Securities sold under agreements to repurchase (amount measured at fair value: 2008 –

$8,271) 9,674 8,331

Trade payables 9,494 10,568

Securities and spot commodities sold but not yet purchased, at fair value 3,806 4,709

Unrealized loss on swaps, options and forward transactions, at fair value 30,376 20,613

Trust deposits and deposits due to banks and other depositors (amount measured at fair value:

2008 – $262) 5,662 4,903

Commercial paper and extendible commercial notes 13,261 13,114

Long-term borrowings (amount measured at fair value: 2008 – $59,254) 158,909 162,935

Separate and variable accounts 72,973 78,684

Securities lending payable 77,775 81,965

Minority interest 10,834 10,422

Other liabilities (amount measured at fair value: 2008 – $6,295; 2007 – $3,262) 31,358 30,200

Total liabilities 971,283 964,604

Preferred shareholders’ equity in subsidiary companies 100 100

Commitments, Contingencies and Guarantees (See Note 6)

Shareholders’ equity:
Common stock, $2.50 par value; 5,000,000,000 shares authorized; shares issued 2008 and

2007 – 2,751,327,476 6,878 6,878

Additional paid-in capital 2,938 2,848

Payments advanced to purchase shares (179) (912)

Retained earnings 79,732 89,029

Accumulated other comprehensive income (loss) (1,271) 4,643

Treasury stock, at cost; 2008 – 255,499,218; 2007 – 221,743,421 shares of common stock (8,395) (6,685)

Total shareholders’ equity 79,703 95,801

Total liabilities, preferred shareholders’ equity in subsidiary companies and shareholders’ equity $1,051,086 $1,060,505

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF INCOME (LOSS)

(in millions, except per share data) (unaudited)

Three Months
Ended March 31,

2008 2007

Revenues:
Premiums and other considerations $ 20,672 $19,642

Net investment income 4,954 7,124

Net realized capital gains (losses) (6,089) (70)

Unrealized market valuation losses on AIGFP super senior credit default swap portfolio (9,107) —

Other income 3,601 3,949

Total revenues 14,031 30,645

Benefits and expenses:
Incurred policy losses and benefits 15,882 16,146

Insurance acquisition and other operating expenses 9,413 8,327

Total benefits and expenses 25,295 24,473

Income (loss) before income taxes (benefits) and minority interest (11,264) 6,172

Income taxes (benefits) (3,537) 1,726

Income (loss) before minority interest (7,727) 4,446

Minority interest (78) (316)

Net income (loss) $ (7,805) $ 4,130

Earnings (loss) per common share:
Basic $ (3.09) $ 1.58

Diluted $ (3.09) $ 1.58

Dividends declared per common share $ 0.200 $ 0.165

Average shares outstanding:
Basic 2,528 2,612

Diluted 2,528 2,621

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS

(in millions) (unaudited)

Three Months
Ended March 31,

2008 2007

Summary:
Net cash provided by operating activities $ 8,293 $ 9,930

Net cash provided by (used in) investing activities 3,529 (18,024)

Net cash provided by (used in) financing activities (11,675) 8,216

Effect of exchange rate changes on cash 58 (10)

Change in cash 205 112

Cash at beginning of year period 2,284 1,590

Cash at end of year period $ 2,489 $ 1,702

Cash flows from operating activities:
Net income (loss) $ (7,805) $ 4,130

Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Noncash revenues, expenses, gains and losses included in income (loss):

Unrealized market valuation losses on AIGFP super senior credit default swap portfolio 9,107 —

Net gains on sales of securities available for sale and other assets (245) (250)

Foreign exchange transaction (gains) losses 996 305

Net unrealized (gains) losses on non-AIGFP derivatives and other assets and liabilities 2,124 61

Equity in income of partially owned companies and other invested assets (79) (1,329)

Amortization of deferred policy acquisition costs 3,156 2,868

Depreciation and other amortization 885 824

Provision for mortgage, other loans and finance receivables 251 87

Other-than-temporary impairments 5,642 467

Changes in operating assets and liabilities:
General and life insurance reserves 4,855 4,380

Premiums and insurance balances receivable and payable – net (1,588) (1,192)

Reinsurance assets 241 223

Capitalization of deferred policy acquisition costs (4,183) (3,697)

Investment income due and accrued (37) (109)

Funds held under reinsurance treaties (12) (158)

Other policyholders’ funds 289 412

Income taxes receivable and payable – net (2,635) 1,076

Commissions, expenses and taxes payable (27) 661

Other assets and liabilities – net 814 636

Trade receivables and payables – net (3,503) 1,805

Trading securities 1,079 (1,453)

Spot commodities (490) 147

Net unrealized (gain) loss on swaps, options and forward transactions (2,646) 962

Securities purchased under agreements to resell 1,241 889

Securities sold under agreements to repurchase 1,283 (2,100)

Securities and spot commodities sold but not yet purchased (914) (20)

Finance receivables and other loans held for sale – originations and purchases (166) (2,473)

Sales of finance receivables and other loans – held for sale 363 2,574

Other, net 297 204

Total adjustments 16,098 5,800

Net cash provided by operating activities $ 8,293 $ 9,930

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS

(in millions) (unaudited)

Three Months
Ended March 31, 

2008 2007

Cash flows from investing activities:
Proceeds from (payments for)

Sales and maturities of fixed maturity securities available for sale and hybrid investments $ 21,208 $ 30,073

Sales of equity securities available for sale 2,772 2,137

Proceeds from fixed maturity securities held to maturity 46 18

Sales of trading securities 14,196 —

Sales of flight equipment 128 27

Sales or distributions of other invested assets 4,895 2,701

Payments received on mortgage and other loans receivable 1,843 733

Principal payments received on finance receivables held for investment 3,510 3,349

Purchases of fixed maturity securities available for sale and hybrid investments (21,054) (34,016)

Purchases of equity securities available for sale (2,512) (2,436)

Purchases of fixed maturity securities held to maturity (16) (9)

Purchases of trading securities (9,126) —

Purchases of flight equipment (including progress payments) (1,388) (1,917)

Purchases of other invested assets (6,363) (5,740)

Mortgage and other loans receivable issued (1,711) (2,543)

Finance receivables held for investment — originations and purchases (4,978) (3,409)

Change in securities lending invested collateral 4,153 (5,521)

Net additions to real estate, fixed assets, and other assets (237) (259)

Net change in short-term investments (1,682) (1,250)

Net change in non-AIGFP derivative assets and liabilities (155) 38

Net cash provided by (used in) investing activities $ 3,529 $(18,024)

Cash flows from financing activities:
Proceeds from (payments for)

Policyholders’ contract deposits $ 16,439 $ 14,001

Policyholders’ contract withdrawals (15,600) (15,309)

Change in other deposits 629 (1,340)

Change in commercial paper and extendible commercial notes 112 396

Long-term borrowings issued 12,559 24,358

Repayments on long-term borrowings (19,908) (16,324)

Change in securities lending payable (4,200) 5,716

Issuance of treasury stock 14 52

Payments advanced to purchase treasury stock (1,000) (3,000)

Cash dividends paid to shareholders (498) (430)

Acquisition of treasury stock — (16)

Other, net (222) 112

Net cash provided by (used in) financing activities $(11,675) $ 8,216

Supplementary disclosure of cash flow information:
Cash paid (received) during the period for:

Interest $ 1,615 $ 1,901

Taxes $ (901) $ 640

Non-cash financing activities:
Interest credited to policyholder accounts included in financing activities $ 1,241 $ 2,879

Treasury stock acquired using payments advanced to purchase shares $ 1,733 $ 149

Non-cash investing activities:
Debt assumed on acquisitions and warehoused investments $ — $ 638

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)

(in millions) (unaudited)

Three Months
Ended March 31,

2008 2007

Net income (loss) $ (7,805) $ 4,130

Other comprehensive income (loss):
Cumulative effect of accounting changes (162) —

Deferred income tax benefit on above changes 57 —

Unrealized (depreciation) appreciation of investments – net of reclassification adjustments (10,572) 1,309

Deferred income tax benefit (expense) on above changes 3,748 (458)

Foreign currency translation adjustments 1,346 (165)

Deferred income tax benefit (expense) on above changes (251) 28

Net derivative gains (losses) arising from cash flow hedging activities – net of reclassification adjustments (133) 1

Deferred income tax benefit on above changes 45 27

Change in pension and postretirement unrecognized periodic benefit 6 3

Deferred income tax benefit (expense) on above changes 2 (1)

Other comprehensive income (loss) (5,914) 744

Comprehensive income (loss) $(13,719) $ 4,874

See Accompanying Notes to Consolidated Financial Statements.

6



American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

balance sheet was an increase in retained earnings of1. Summary of Significant Accounting
$4 million.Policies

The most significant effect of adopting FAS 157 onBasis of Presentation
AIG’s first quarter 2008 results related to changes in fair

These unaudited condensed consolidated financial statements
value methodologies with respect to both liabilities already

do not include all disclosures required by accounting principles
carried at fair value, primarily hybrid notes and derivatives,

generally accepted in the United States (GAAP) for complete
and newly elected liabilities measured at fair value (see FAS

financial statements and should be read in conjunction with the
159 discussion below). Specifically, the incorporation of

audited consolidated financial statements and the related notes
AIG’s own credit spreads and the incorporation of explicit

included in the Annual Report on Form 10-K of American
risk margins (embedded policy derivatives only) resulted in

International Group, Inc. (AIG) for the year ended Decem-
an increase of $2.8 billion to pre-tax income ($1.8 billion

ber 31, 2007 (2007 Annual Report on Form 10-K).
after tax) for the first three months of 2008. The total in-

In the opinion of management, these consolidated financial crease in pre-tax income attributable to changes in AIG’s own
statements contain the normal recurring adjustments necessary credit spreads of $2,648 million for AIG Financial Products
for a fair statement of the results presented herein. All material Corp. and AIG Trading Group Inc. and their respective sub-
intercompany accounts and transactions have been eliminated. sidiaries (collectively, AIGFP) was substantially offset by the

Certain reclassifications and format changes have been effect of changes in counterparty credit spreads for assets
made to prior period amounts to conform to the current measured at fair value at AIGFP of $2,620 million.
period presentation. See Note 3 to the Consolidated Financial Statements for
Recent Accounting Standards additional FAS 157 disclosures.

Accounting Changes FAS 159
FAS 157

In February 2007, the FASB issued FAS 159, ‘‘The Fair Value
In September 2006, the Financial Accounting Standards Option for Financial Assets and Financial Liabilities’’ (FAS
Board (FASB) issued Statement of Financial Accounting Stan- 159). FAS 159 permits entities to choose to measure at fair
dards (FAS) No. 157, ‘‘Fair Value Measurements’’ (FAS 157). value many financial instruments and certain other items that
FAS 157 defines fair value, establishes a framework for mea- are not required to be measured at fair value. Subsequent
suring fair value and expands disclosure requirements regard- changes in fair value for designated items are required to be
ing fair value measurements but does not change existing reported in income. FAS 159 also establishes presentation
guidance about whether an asset or liability is carried at fair and disclosure requirements for similar types of assets and
value. FAS 157 nullifies the guidance in Emerging Issues Task liabilities measured at fair value. FAS 159 permits the fair
Force (EITF) Issue No. 02-3, ‘‘Issues Involved in Accounting value option election on an instrument-by-instrument basis
for Derivative Contracts Held for Trading Purposes and Con- for eligible items existing at the adoption date and at initial
tracts Involved in Energy Trading and Risk Management Ac- recognition of an asset or liability or upon an event that gives
tivities,’’ (EITF 02-3) that precluded the recognition of a rise to a new basis of accounting for that instrument.
trading profit at the inception of a derivative contract unless

AIG adopted FAS 159 on January 1, 2008, its required
the fair value of such contract was obtained from a quoted

effective date. The adoption of FAS 159 with respect to elec-
market price or other valuation technique incorporating ob-

tions made in the Life Insurance & Retirement Services seg-
servable market data. FAS 157 also clarifies that an issuer’s

ment resulted in an after-tax decrease to 2008 opening
credit standing should be considered when measuring liabili-

retained earnings of $559 million. The adoption of FAS 159
ties at fair value. The fair value measurement and related

with respect to elections made by AIGFP resulted in an after-
disclosure guidance in FAS 157 do not apply to fair value

tax decrease to 2008 opening retained earnings of $448 mil-
measurements associated with AIG’s share-based employee

lion. Included in this amount are net unrealized gains of
compensation awards accounted for in accordance with

$105 million that were reclassified to retained earnings from
FAS 123(R), ‘‘Share-Based Payment.’’

accumulated other comprehensive income (loss) related to
AIG adopted FAS 157 on January 1, 2008, its required available for sale securities recorded on the consolidated bal-

effective date. FAS 157 must be applied prospectively, except ance sheet at January 1, 2008 for which the fair value option
for certain stand-alone derivatives and hybrid instruments was elected.
initially measured using the guidance in EITF 02-3, which

See Note 3 to the Consolidated Financial Statements for
must be applied as a cumulative effect accounting change to

additional FAS 159 disclosures.
retained earnings at January 1, 2008. The cumulative effect,
net of taxes, of adopting FAS 157 on AIG’s consolidated
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

amendment of ARB No. 51’’ (FAS 160). FAS 160 requires1. Summary of Significant Accounting
noncontrolling (i.e., minority) interests in partially ownedPolicies (continued)
consolidated subsidiaries to be classified in the consolidated
balance sheet as a separate component of consolidated share-FAS 157 and FAS 159
holders’ equity. FAS 160 also establishes accounting rules forThe following table summarizes the after-tax increase (de-
subsequent acquisitions and sales of noncontrolling interestscrease) from adopting FAS 157 and FAS 159 on the open-
and how noncontrolling interests should be presented in theing shareholders’ equity accounts at January 1, 2008:
consolidated statement of income. The noncontrolling inter-

At January 1, 2008 ests’ share of subsidiary income should be reported as a part
Accumulated Cumulative

of consolidated net income with disclosure of the attributionOther Effect of
Comprehensive Retained Accounting of consolidated net income to the controlling and noncontrol-(in millions) Income/(Loss) Earnings Changes

ling interests on the face of the consolidated statement ofFAS 157 $ — $ 4 $ 4
FAS 159 (105) (1,007) (1,112) income.
Cumulative effect of FAS 160 is required to be adopted by AIG on January 1,accounting changes $(105) $(1,003) $(1,108)

2009 and early adoption is prohibited. FAS 160 must be
adopted prospectively, except that noncontrolling interestsFIN 39-1
should be reclassified from liabilities to a separate component

In April 2007, the FASB directed the FASB Staff to issue FSP
of shareholders’ equity and consolidated net income should

No. FIN 39-1, ‘‘Amendment of FASB Interpretation No. 39’’
be recast to include net income attributable to both the con-

(FSP FIN 39-1). FSP FIN 39-1 modifies FIN No. 39, ‘‘Offset-
trolling and noncontrolling interests retrospectively. Had

ting of Amounts Related to Certain Contracts,’’ and permits
AIG adopted FAS 160 at March 31, 2008, AIG would have

companies to offset cash collateral receivables or payables
reclassified $10.8 billion of noncontrolling (i.e., minority)

against derivative instruments under certain circumstances.
interests from liabilities to shareholders’ equity. Additionally,

FSP FIN 39-1 became effective on January 1, 2008 for AIG.
both consolidated net income (loss) and consolidated com-

Consistent with prior practice, AIG elected not to offset cash
prehensive income (loss) for the three-month periods ended

collateral receivables or payables against derivative instru-
March 31, 2008 and 2007 would have increased by $78 mil-

ments. At March 31, 2008, the amounts of cash collateral
lion and $316 million, respectively, to include the net income

received and paid were $8.7 billion and $7.2 billion,
(loss) attributed to the noncontrolling interests.

respectively.
FAS 161

Future  Application  of  Accounting  Standards In March 2008, the FASB issued FAS 161, ‘‘Disclosures about
Derivative Instruments and Hedging Activities – an amend-FAS 141(R)
ment of FASB Statement No. 133’’ (FAS 161). FAS 161 re-In December 2007, the FASB issued FAS 141 (revised 2007),
quires enhanced disclosures about (a) how and why AIG uses‘‘Business Combinations’’ (FAS 141(R)). FAS 141(R) changes
derivative instruments, (b) how derivative instruments andthe accounting for business combinations in a number of
related hedged items are accounted for under FAS No. 133,ways, including broadening the transactions or events that
‘‘Accounting for Derivative Instruments and Hedging Activi-are considered business combinations; requiring an acquirer
ties’’ (FAS 133), and its related interpretations, and (c) howto recognize 100 percent of the fair value of assets acquired,
derivative instruments and related hedged items affect AIG’sliabilities assumed, and noncontrolling (i.e., minority) inter-
consolidated financial condition, results of operations, andests; recognizing contingent consideration arrangements at
cash flows. FAS 161 is effective for AIG beginning with finan-their acquisition-date fair values with subsequent changes in
cial statements issued in the first quarter of 2009. Becausefair value generally reflected in income; and recognizing
FAS 161 only requires additional disclosures about deriva-preacquisition loss and gain contingencies at their acquisi-
tives, it will have no effect on AIG’s consolidated financialtion-date fair values, among other changes.
condition, results of operations or cash flows.

AIG is required to adopt FAS 141(R) for business combi-
nations for which the acquisition date is on or after Janu-
ary 1, 2009. Early adoption is prohibited.

FAS 160

In December 2007, the FASB issued FAS 160, ‘‘Noncontrol-
ling Interests in Consolidated Financial Statements, an

8



American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information

AIG identifies its reportable segments by product line consistent with its management structure. These segments are General
Insurance, Life Insurance & Retirement Services, Financial Services and Asset Management.

AIG’s operations by major operating segment were as follows:

Three Months
Ended March 31,Operating Segments

(in millions) 2008 2007
Total revenues(a):

General Insurance $ 12,289 $12,903
Life Insurance & Retirement Services(b) 8,752 13,682
Financial Services(c)(d) (6,560) 2,201
Asset Management(e) (149) 1,669
Other (128) 131
Consolidation and eliminations (173) 59

Total $ 14,031 $30,645
Operating income (loss)(a):

General Insurance $ 1,337 $ 3,096
Life Insurance & Retirement Services(b) (1,831) 2,281
Financial Services(c)(d) (8,772) 292
Asset Management(e) (1,251) 758
Other(f) (768) (470)
Consolidation and eliminations 21 215

Total $ (11,264) $ 6,172

(a) For the three-month periods ended March 31, 2008 and 2007, includes other-than-temporary impairment charges of $5.6 billion and $467 million,  respectively.
Also includes gains (losses) from hedging activities that  did not qualify for hedge accounting treatment under FAS 133, including  the related foreign exchange
gains and losses. For the three-month periods ended March 31, 2008 and 2007, the effect was $(748) million and $(452) million,  respectively, in both revenues
and operating income (loss). These amounts result  primarily from interest rate and foreign currency derivatives that are  effective economic hedges of investments
and borrowings.

(b) For the three-month periods ended March 31, 2008 and 2007, includes other-than-temporary impairment charges of $4.4 billion and $392 million,  respectively.
(c) Includes gains (losses) from hedging activities that did not qualify for  hedge accounting treatment under FAS 133, including the related foreign  exchange gains

and losses. For the three-month periods ended March 31,  2008 and 2007, the effect was $(204) million and $(160) million, respectively, in both revenues and
operating income (loss). These amounts result  primarily from interest rate and foreign currency derivatives that are  effective economic hedges of investments and
borrowings.

(d) For the three-month period ended March 31, 2008, both revenues and  operating income (loss) include an unrealized market valuation loss of $9.1 billion on
AIGFP’s super senior credit default swap portfolio.

(e) Includes net realized capital losses of $1.4 billion for the three-month period ended March 31, 2008, including other-than-temporary impairment charges of
$1.0 billion.

(f) Includes AIG parent and other operations that are not required to be reported separately. The following table presents the operating loss for  AIG’s Other
category:

Three Months
Ended March 31,Other

(in millions) 2008 2007
Operating income (loss):

Equity earnings in partially owned companies $ 8 $ 41
Interest expense (368) (252)
Unallocated corporate expenses(a) (93) (172)
Net realized capital gains (losses)(b) (265) (49)
Other miscellaneous, net (50) (38)

Total Other $(768) $(470)

(a) Includes expenses of corporate staff not attributable to specific operating segments, expenses related to efforts to improve internal  controls, corporate initiatives
and certain compensation plan expenses.

(b) The increase in net realized capital losses reflected higher foreign exchange losses on foreign-denominated debt, a portion of which was economically hedged but
did not qualify for hedge accounting treatment under FAS 133, and losses on non-hedged derivatives in the first three months of 2008.

9



American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

AIG’s General Insurance operations by major internal reporting unit were as follows:

Three Months
Ended March 31,General Insurance

(in millions) 2008 2007
Total revenues:

Commercial Insurance $ 5,987 $ 7,091
Transatlantic 1,119 1,096
Personal Lines 1,252 1,213
Mortgage Guaranty 298 248
Foreign General Insurance 3,628 3,262
Reclassifications and eliminations 5 (7)

Total $12,289 $12,903
Operating income (loss):

Commercial Insurance $ 785 $ 1,929
Transatlantic 162 151
Personal Lines 3 106
Mortgage Guaranty (354) 8
Foreign General Insurance 736 909
Reclassifications and eliminations 5 (7)

Total $ 1,337 $ 3,096

AIG’s Life Insurance & Retirement Services operations by major internal reporting unit were as follows:

Three Months
Ended March 31,Life Insurance & Retirement Services

(in millions) 2008 2007
Total revenues:

Foreign:
Japan and Other $ 3,896 $ 4,770
Asia 4,277 4,491

Domestic:
Domestic Life Insurance 1,283 2,521
Domestic Retirement Services (704) 1,900

Total $ 8,752 $13,682
Operating income (loss):

Foreign:
Japan and Other $ 483 $ 913
Asia 252 371

Domestic:
Domestic Life Insurance (870) 345
Domestic Retirement Services (1,696) 652

Total $(1,831) $ 2,281

AIG’s Financial Services operations by major internal reporting unit were as follows:

Three Months
Ended March 31,Financial Services

(in millions) 2008 2007
Total revenues:

Aircraft Leasing $ 1,165 $1,058
Capital Markets(a) (8,743) 228
Consumer Finance(b) 931 845
Other, including intercompany adjustments 87 70

Total $(6,560) $2,201
Operating income (loss):

Aircraft Leasing $ 221 $ 164
Capital Markets(a) (8,927) 68
Consumer Finance(b) (52) 36
Other, including intercompany adjustments (14) 24

Total $(8,772) $ 292

(a) Revenues, shown net of interest expense of $511 million and $1.1 billion  in the three-month periods ended March 31, 2008 and 2007, respectively,  were
primarily from hedged financial positions entered into in connection  with counterparty transactions. In the  three-month period ended March 31, 2008, both
revenues and operating income  (loss) include an unrealized market valuation loss of $9.1 billion on  AIGFP’s super senior credit default swap portfolio.

(b) For the three-month  period ended March 31, 2007 includes a pre-tax charge of $128 million in connection with domestic Consumer Finance’s mortgage
banking activities.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

3. Fair  Value Measurements
Effective January 1, 2008 AIG adopted FAS 157 and value, primarily hybrid notes and derivatives, and newly
FAS 159, which specify measurement and disclosure stan- elected liabilities measured at fair value (see FAS 159 discus-
dards related to assets and liabilities measured at fair value. sion below). Specifically, the incorporation of AIG’s own
See Note 1 to the Consolidated Financial Statements for addi- credit spreads and the incorporation of explicit risk margins
tional information. (embedded policy derivatives only) resulted in an increase of

$2.8 billion to pre-tax income ($1.8 billion after tax) for the
The most significant effect of adopting FAS 157 on AIG’s first

first three months of 2008 as follows:
quarter 2008 results related to changes in fair value method-
ologies with respect to both liabilities already carried at fair

Net Pre-tax Liabilities Carried Business Segment
(in millions) Increase (Decrease) at Fair Value Affected

Income statement caption:
Net realized capital gains (losses) $ 288 Freestanding derivatives All segments - excluding AIGFP

(155) Embedded policy derivatives Life Insurance & Retirement Services
Unrealized market valuation losses on AIGFP super senior 65* Super senior credit default AIGFP

credit default swap portfolio swap portfolio
Other income 2,583* Notes, GICs, derivatives, AIGFP

other liabilities
Net pre-tax increase $2,781

Liabilities already carried at fair value $1,334
Newly elected liabilities measured at fair value (FAS 159 elected) 1,447
Net pre-tax increase $2,781

* The total increase to pre-tax income attributable to changes in AIG’s own credit spreads of $2,648 million for AIGFP was substantially offset by the effect
of changes in counterparty credit spreads for assets measured at fair value at AIGFP of $2,620 million.

yet established, the characteristics specific to the transaction and
Fair Value Measurements on a Recurring Basis

general market conditions.

AIG measures at fair value on a recurring basis financial
Fixed  Maturities — Trading  and  Available  for  Saleinstruments in its trading and available for sale securities

portfolios, certain mortgage and other loans receivable, cer- AIG maximizes the use of observable inputs and minimizes
tain spot commodities, derivative assets and liabilities, securi- the use of unobservable inputs when measuring fair value.
ties purchased (sold) under agreements to resell (repurchase), Whenever available, AIG obtains quoted prices in active mar-
securities lending invested collateral, non-traded equity in- kets for identical assets at the balance sheet date to measure
vestments included in other invested assets, certain short- at fair value fixed maturity instruments in its trading and
term investments, separate and variable account assets, cer- available for sale portfolios. Market price data generally is
tain policyholders’ contract deposits, securities and spot com- obtained from exchange or dealer markets.
modities sold but not yet purchased, certain trust deposits

AIG estimates the fair value of fixed maturity instru-and deposits due to banks and other depositors, certain long-
ments not traded in active markets, including securities pur-term borrowings, and certain hybrid financial instruments
chased (sold) under agreements to resell (repurchase), andincluded in other liabilities. The fair value of a financial in-
mortgage and other loans receivable for which AIG electedstrument is the amount that would be received to sell an asset
the fair value option, by referring to traded securities withor paid to transfer a liability in an orderly transaction be-
similar attributes, using dealer quotations and a matrix pric-tween market participants at the measurement date.
ing methodology, or discounted cash flow analyses. This

The degree of judgment used in measuring the fair value of methodology considers such factors as the issuer’s industry,
financial instruments generally correlates with the level of pric- the security’s rating and tenor, its coupon rate, its position in
ing observability. Financial instruments with quoted prices in the capital structure of the issuer, yield curves, credit curves,
active markets generally have more pricing observability and prepayment rates and other relevant factors. For fixed matur-
less judgment is used in measuring fair value. Conversely, finan- ity instruments that are not traded in active markets or that
cial instruments traded in other-than-active markets or that do are subject to transfer restrictions, valuations are adjusted to
not have quoted prices have less observability and are measured reflect illiquidity and/or non-transferability, and such adjust-
at fair value using valuation models or other pricing techniques ments generally are based on available market evidence. In
that require more judgment. Pricing observability is affected by the absence of such evidence, management’s best estimate is
a number of factors, including the type of financial instrument, used.
whether the financial instrument is new to the market and not
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

OTC derivatives are valued using market transactions3. Fair  Value Measurements (continued)
and other market evidence whenever possible, including mar-

Equity  Securities  Traded  in  Active  Markets — Trading  and
ket-based inputs to models, model calibration to market

Available  for  Sale
clearing transactions, broker or dealer quotations or alterna-
tive pricing sources with reasonable levels of price trans-AIG maximizes the use of observable inputs and minimizes
parency. When models are used, the selection of a particularthe use of unobservable inputs when measuring fair value.
model to value an OTC derivative depends on the contractualWhenever available, AIG obtains quoted prices in active mar-
terms of, and specific risks inherent in, the instrument as wellkets for identical assets at the balance sheet date to measure
as the availability of pricing information in the market. AIGat fair value marketable equity securities in its trading and
generally uses similar models to value similar instruments.available for sale portfolios. Market price data generally is
Valuation models require a variety of inputs, including con-obtained from exchange or dealer markets.
tractual terms, market prices and rates, yield curves, credit

Direct  Private  Equity  Securities  Not  Traded  in  Active curves, measures of volatility, prepayment rates and correla-
Markets — Other  Invested  Assets tions of such inputs. For OTC derivatives that trade in liquid

markets, such as generic forwards, swaps and options, model
AIG initially estimates the fair value of equity instruments not

inputs can generally be corroborated by observable market
traded in active markets by reference to the transaction price.

data by correlation or other means, and model selection does
This valuation is adjusted only when changes to inputs and

not involve significant management judgment.
assumptions are corroborated by evidence such as transac-
tions in similar instruments, completed or pending third- Certain OTC derivatives trade in less liquid markets with
party transactions in the underlying investment or compara- limited pricing information, and the determination of fair value
ble entities, subsequent rounds of financing, recapitalizations for these derivatives is inherently more difficult. When AIG does
and other transactions across the capital structure, offerings not have corroborating market evidence to support significant
in the equity capital markets, and changes in financial ratios model inputs and cannot verify the model to market transac-
or cash flows. For equity securities that are not traded in tions, the transaction price is initially used as the best estimate of
active markets or that are subject to transfer restrictions, fair value. Accordingly, when a pricing model is used to value
valuations are adjusted to reflect illiquidity and/or non-trans- such an instrument, the model is adjusted so the model value at
ferability and such adjustments generally are based on availa- inception equals the transaction price. Subsequent to initial rec-
ble market evidence. In the absence of such evidence, ognition, AIG updates valuation inputs when corroborated by
management’s best estimate is used. AIG initially estimates evidence such as similar market transactions, third-party pricing
the fair value of investments in private limited partnerships services and/or broker or dealer quotations, or other empirical
and hedge funds by reference to the transaction price. Subse- market data. When appropriate, valuations are adjusted for va-
quently, AIG obtains the fair value of these investments gen- rious factors such as liquidity, bid/offer spreads and credit con-
erally from net asset value information provided by the siderations. Such adjustments are generally based on available
general partner or manager of the investments, the financial market evidence. In the absence of such evidence, management’s
statements of which generally are audited annually. best estimate is used.

With the adoption of FAS 157 on January 1, 2008, AIG’s
Separate  and  Variable  Account  Assets

own credit risk has been considered and is incorporated into
Separate and variable account assets are composed primarily the fair value measurement of all freestanding derivative
of registered and unregistered open-end mutual funds that liabilities.
generally trade daily and are measured at fair value in the
manner discussed above for equity securities traded in active Embedded Policy Derivatives

markets.
The fair value of embedded policy derivatives contained in cer-
tain variable annuity and equity-indexed annuity and life con-

Freestanding  Derivatives
tracts is measured based on actuarial and capital market

Derivative assets and liabilities can be exchange-traded or assumptions related to projected cash flows over the expected
traded over the counter (OTC). AIG generally values ex- lives of the contracts. These cash flow estimates primarily in-
change-traded derivatives within portfolios using models that clude benefits and related fees assessed, when applicable, and
calibrate to market clearing levels and eliminate timing differ- incorporate expectations about policyholder behavior. Esti-
ences between the closing price of the exchange-traded deriv- mates of future policyholder behavior are subjective and based
atives and their underlying instruments. primarily on AIG’s historical experience. With respect to em-

bedded policy derivatives in AIG’s variable annuity contracts,
because of the dynamic and complex nature of the expected
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

In the case of credit default swaps written to facilitate3. Fair  Value Measurements (continued)
regulatory capital relief for AIGFP’s European financial insti-

cash flows, risk neutral valuations are used. Estimating the un- tution counterparties, AIGFP estimates the fair value of these
derlying cash flows for these products involves many estimates derivatives by considering observable market transactions,
and judgments, including those regarding expected market rates including the early termination of these transactions by
of return, market volatility, correlations of market index returns counterparties, and other market data, to the extent relevant.
to funds, fund performance, discount rates and policyholder
behavior. With respect to embedded policy derivatives in AIG’s Policyholders’ Contract Deposits
equity-indexed annuity and life contracts, option pricing models

Policyholders’ contract deposits accounted for at fair valueare used to estimate fair value, taking into account assumptions
beginning January 1, 2008 are measured using an incomefor future equity indexed growth rates, volatility of the equity
approach by taking into consideration the following factors:index, future interest rates, and determination on adjusting the
) Current policyholder account values and related surrenderparticipation rate and the cap on equity indexed credited rates in

charges,light of market conditions and policyholder behavior assump-
tions. With the adoption of FAS 157, these methodologies were ) The present value of estimated future cash inflows (policy
not changed, with the exception of incorporating an explicit risk fees) and outflows (benefits and maintenance expenses) as-
margin to take into consideration market participant estimates sociated with the product using risk neutral valuations,
of projected cash flows and policyholder behavior. incorporating expectations about policyholder behavior,

market returns and other factors, and
AIGFP’s  Super  Senior  Credit  Default  Swap  Portfolio ) A risk margin that market participants would require for a

market return and the uncertainty inherent in the modelAIGFP values its credit default swaps written on the most
inputs.senior risk layers (super senior) of designated pools of debt

securities or loans using internal valuation models, third- The change in fair value of these policyholders’ contract de-
party prices and market indices. The specific valuation meth- posits is recorded as incurred policy losses and benefits in the
odologies vary based on the nature of the referenced obliga- consolidated statement of income (loss).
tions and availability of market prices. AIGFP uses a
modified version of the Binomial Expansion Technique Fair Value Measurements on a Non-Recurring Basis
(BET) model to value its credit default swap portfolio written

AIG also measures the fair value of certain assets on a non-on super senior tranches of collateralized debt obligations
recurring basis, generally quarterly, annually, or when events(CDOs), including maturity-shortening puts that allow the
or changes in circumstances indicate that the carryingholders of the securities issued by certain CDOs to treat the
amount of the asset may not be recoverable. These assetssecurities as short-term eligible 2a-7 investments under the
include held to maturity securities, cost and equity-methodInvestment Company Act of 1940 (2a-7 Puts). The BET
investments, life settlement contracts, aircraft, collateral se-model uses default probabilities derived from credit spreads
curing foreclosed loans and real estate and other fixed assets,implied from market prices for the individual securities in-
goodwill, and other intangible assets. AIG uses a variety ofcluded in the underlying collateral pools securing the CDOs,
techniques to measure the fair value of these assets whenas well as diversity scores, weighted average lives, recovery
appropriate, as described below:rates and discount rates. The determination of some of these

inputs requires the use of judgment and estimates, particu- ) Held to Maturity Securities, Cost and Equity-Method In-
larly in the absence of market observable data. AIGFP also vestments: When AIG determines the carrying value of
employs a Monte Carlo simulation to assist in quantifying the these assets may not be recoverable, AIG records the assets
effect on the valuation of the CDOs of the unique aspects of at fair value with the loss recognized in income. In such
the CDOs’ structures such as triggers that divert cash flows to cases, AIG measures the fair value of these assets using the
the most senior part of the capital structure. In the determina- techniques discussed above for fixed maturities and equity
tion of fair value, AIGFP also considers collateral calls and securities.
the price estimates for the super senior CDO securities pro- ) Life Settlement Contracts: AIG measures the fair value of
vided by third parties, including counterparties to these individual life settlement contracts (which are included in
transactions. other invested assets) whenever the carrying value plus the

undiscounted future costs that are expected to be incurred In the case of credit default swaps written on invest-
to keep the life settlement contract in force exceed thement-grade corporate debt and collateralized loan obliga-
expected proceeds from the contract. In those situations,tions (CLOs), AIGFP estimates the value of its obligations by
the fair value is determined on a discounted cash flowsreference to the relevant market indices or third-party quotes
basis, incorporating current life expectancy assumptions.on the underlying super senior tranches where available.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

in the marketplace used to measure the fair values as dis-3. Fair  Value Measurements (continued)
cussed below:

The discount rate incorporates current information about
) Level 1: Fair value measurements that are quoted pricesmarket interest rates, the credit exposure to the insurance

(unadjusted) in active markets that AIG has the ability tocompany that issued the life settlement contract and AIG’s
access for identical assets or liabilities. Market price dataestimate of the risk margin an investor in the contracts
generally is obtained from exchange or dealer markets.would require.
AIG does not adjust the quoted price for such instruments.

) Flight Equipment Primarily Under Operating Leases: Assets and liabilities measured at fair value on a recurring
When AIG determines the carrying value of its commercial basis and classified as Level 1 include certain government
aircraft may not be recoverable, AIG records the aircraft at and agency securities, actively traded listed common stocks
fair value with the loss recognized in income. AIG mea- and derivative contracts, most separate account assets and
sures the fair value of its commercial aircraft using an in- most mutual funds.
come approach based on the present value of all cash flows

) Level 2: Fair value measurements based on inputs otherfrom existing and projected lease payments (based on his-
than quoted prices included in Level 1 that are observabletorical experience and current expectations of market par-
for the asset or liability, either directly or indirectly. Level 2ticipants) including net contingent rentals for the period
inputs include quoted prices for similar assets and liabilitiesextending to the end of the aircraft’s economic life in its
in active markets, and inputs other than quoted prices thathighest and best use configuration, plus its disposition
are observable for the asset or liability, such as interestvalue.
rates and yield curves that are observable at commonly

) Collateral Securing Foreclosed Loans and Real Estate and quoted intervals. Assets and liabilities measured at fair
Other Fixed Assets: When AIG takes collateral in con- value on a recurring basis and classified as Level 2 gener-
nection with foreclosed loans, AIG generally bases its esti- ally include certain government securities, most invest-
mate of fair value on the price that would be received in a ment-grade and high-yield corporate bonds, certain asset-
current transaction to sell the asset by itself. backed securities, certain listed equities, state, municipal

) Goodwill: AIG tests goodwill for impairment whenever and provincial obligations, hybrid securities, mutual fund
events or changes in circumstances indicate the carrying and hedge fund investments, derivative contracts, guaran-
amount of goodwill may not be recoverable, but at least teed investment agreements at AIGFP and physical
annually. When AIG determines goodwill may be im- commodities.
paired, AIG uses techniques that consider market-based

) Level 3: Fair value measurements based on valuation
earnings multiples of the unit’s peer companies or dis- techniques that use significant inputs that are unobserv-
counted cash flow techniques based on the price that could able. These measurements include circumstances in which
be received in a current transaction to sell the asset assum- there is little, if any, market activity for the asset or liabil-
ing the asset would be used with other assets as a group (in- ity. In certain cases, the inputs used to measure fair value
use premise). may fall into different levels of the fair value hierarchy. In

) Intangible Assets: AIG tests its intangible assets for im- such cases, the level in the fair value hierarchy within
pairment whenever events or changes in circumstances in- which the fair value measurement in its entirety falls is
dicate the carrying amount of an intangible asset may not determined based on the lowest level input that is signifi-
be recoverable. AIG measures the fair value of intangible cant to the fair value measurement in its entirety. AIG’s
assets based on an in-use premise that considers the same assessment of the significance of a particular input to the
factors used to estimate the fair value of its real estate and fair value measurement in its entirety requires judgment. In
other fixed assets under an in-use premise discussed above. making the assessment, AIG considers factors specific to

the asset or liability. Assets and liabilities measured at fairSee Notes 1(c), (d), (e), (t), and (v) to Consolidated Fi-
value on a recurring basis and classified as Level 3 includenancial Statements included in the 2007 Annual Report on
certain distressed asset-backed securities, structured creditForm 10-K for additional information about how AIG tests
products, certain derivative contracts (including AIGFP’svarious asset classes for impairment.
super senior credit default swap portfolio), policyholders’
contract deposits carried at fair value, private equity andFair Value Hierarchy
real estate fund investments, and direct private equity in-

Beginning January 1, 2008, assets and liabilities recorded at vestments. AIG’s non-financial-instrument assets that are
fair value in the consolidated balance sheet are measured and measured at fair value on a non-recurring basis generally
classified in a hierarchy for disclosure purposes consisting of are classified as Level 3.
three ‘‘levels’’ based on the observability of inputs available
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

3. Fair  Value Measurements (continued)

Assets and Liabilities Measured at Fair Value on a Recurring Basis

The following table presents information about assets and liabilities measured at fair value on a recurring basis at March 31,
2008, and indicates the level of the fair value measurement based on the levels of the inputs used:

Total
Counterparty March 31,

(in millions) Level 1 Level 2 Level 3 Netting 2008

Assets:
Bonds available for sale $ 731 $377,558 $ 17,198 $ — $395,487
Bond trading securities 2 9,257 116 — 9,375
Common stocks available for sale 15,473 398 251 — 16,122
Common and preferred stocks trading 19,814 1,832 25 — 21,671
Preferred stocks available for sale — 2,318 133 — 2,451
Mortgage and other loans receivable — 810 — — 810
Financial Services assets:

Securities available for sale 2 800 294 — 1,096
Trading securities 1,130 31,449 3,419 — 35,998
Spot commodities — 728 — — 728
Unrealized gain on swaps, options and forward transactions — 72,071 3,582 (55,055) 20,598
Securities purchased under agreements to resell — 19,708 — — 19,708

Securities lending invested collateral(a) — 45,904 10,611 — 56,515
Other invested assets(b) 2,739 7,550 11,399 — 21,688
Short-term investments(a) — 21,280 — — 21,280
Separate and variable accounts 68,820 3,088 1,065 — 72,973
Other assets 83 4,937 371 (268) 5,123

Total $108,794 $599,688 $ 48,464 $ (55,323) $701,623

Liabilities:
Policyholders’ contract deposits $ — $ — $ 4,118 $ — $ 4,118
Financial Services liabilities:

Securities sold under agreements to repurchase — 8,051 220 — 8,271
Securities and spot commodities sold but not yet purchased 399 3,407 — — 3,806
Unrealized loss on swaps, options and forward transactions(c) — 60,989 24,442 (55,055) 30,376
Trust deposits and deposits due to banks and other depositors — 262 — — 262

Long-term borrowings — 56,416 2,838 — 59,254
Other liabilities 2 6,453 108 (268) 6,295

Total $ 401 $135,578 $ 31,726 $ (55,323) $112,382

(a) Included in Level 2 securities lending invested collateral and short-term investments are securities that are carried at cost, which approximates fair value, of

$1.1 billion and $18.5 billion, respectively.

(b) Approximately 13 percent of the fair value of the assets recorded as Level 3 are a result of the consolidation of various private equity, hedge fund and fund-of-

funds investments. AIG’s ownership in these funds represented 23 percent, or $1.5 billion of the Level 3 amount.

(c) Included in Level 3 are unrealized market valuation losses of $20.6 billion on AIGFP super senior credit default swap portfolio.

At March 31, 2008, Level 3 assets totaled $48.5 billion, representing 5 percent of total assets, and Level 3 liabilities totaled
$31.7 billion, representing 3 percent of total liabilities.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

3. Fair  Value Measurements (continued)

The following table presents changes during the three-month period ended March 31, 2008 in Level 3 assets and liabilities
measured at fair value on a recurring basis, together with the balances of such assets and liabilities at January 1, 2008 and
March 31, 2008, and the realized and unrealized gains (losses) recorded in income during the three-month period ended
March 31, 2008 related to the Level 3 assets and liabilities that remained on the consolidated balance sheet at March 31, 2008:

Net
Realized and Unrealized Gains

Unrealized Accumulated Purchases, (Losses) on
Balance Gains (Losses) Other Sales, Balance Instruments

January 1, Included Comprehensive Issuances and Transfers March 31, Held at
(in millions) 2008 in Income* Income (Loss) Settlements-net In (out) 2008 March 31, 2008

Assets:
Bonds available for sale $ 19,024 $ (1,049) $(464) $ (177) $ (136) $ 17,198 $ —
Bond trading securities 141 (25) — — — 116 (12)
Common stocks available for sale 224 (1) 3 25 — 251 —
Common and preferred stocks trading 30 — 1 (6) — 25 —
Preferred stocks available for sale 135 1 (2) (8) 7 133 —
Financial Services assets:

Securities available for sale 285 — 6 5 (2) 294 —
Trading securities 4,422 (962) — (10) (31) 3,419 (963)

Securities lending invested collateral 12,890 (2,333) 167 (217) 104 10,611 —
Other invested assets 10,411 345 67 625 (49) 11,399 111
Separate and variable accounts 1,003 30 — 32 — 1,065 31
Other assets 158 24 1 188 — 371 25

Total $ 48,723 $ (3,970) $(221) $ 457 $ (107) $ 44,882 $ (808)

Liabilities:
Policyholders’ contract deposits $ (3,674) $ (186) $ (64) $ (194) $ — $ (4,118) $ (199)
Financial Services liabilities:

Securities sold under agreements to repurchase (208) (17) — 5 — (220) (17)
Unrealized loss on swaps, options and forward

transactions, net (11,718) (8,884) — (189) (69) (20,860) (9,111)
Long-term borrowings (3,578) 116 — 456 168 (2,838) 223
Other liabilities (520) (105) — 517 — (108) 82

Total $ (19,698) $ (9,076) $ (64) $ 595 $ 99 $ (28,144) $ (9,022)

* Net realized and unrealized gains and losses shown above are reported on the consolidated statement of income (loss) primarily as follows:

Major category of Assets/Liabilities Consolidated Statement of Income (Loss) Line Items

Financial Services Assets and Liabilities ) Other income

) Unrealized market valuation losses on AIGFP super senior credit default

swap portfolio

Invested assets ) Net realized capital gains (losses)

Policyholders’ contract deposits ) Incurred policy losses and benefits

) Net realized capital gains (losses)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

Fair Value Measured on a Non-Recurring Basis3. Fair  Value Measurements (continued)

Both observable and unobservable inputs may be used to At March 31, 2008, AIG had assets measured at fair value on
determine the fair values of positions classified in Level 3 in a non-recurring basis on which it recorded an impairment
the tables above. As a result, the unrealized gains (losses) on charge totaling $45 million during the three-month period
instruments held at March 31, 2008 may include changes in ended March 31, 2008. This charge resulted from the write-
fair value that were attributable to both observable (e.g., off of goodwill related to Mortgage Guaranty.
changes in market interest rates) and unobservable inputs
(e.g., changes in unobservable long-dated volatilities). Fair Value Option

AIG uses various hedging techniques to manage risks
FAS 159 permits a company to choose to measure at fair

associated with certain positions, including those classified
value many financial instruments and certain other assets and

within Level 3. Such techniques may include the purchase or
liabilities that are not required to be measured at fair value.

sale of financial instruments that are classified within Level 1
Subsequent changes in fair value for designated items are

and/or Level 2. As a result, the realized and unrealized gains
required to be reported in income. Unrealized gains and

(losses) for assets and liabilities classified within Level 3
losses on financial instruments in AIG’s insurance businesses

presented in the table above do not reflect the related realized
and in AIGFP for which the fair value option was elected

or unrealized gains (losses) on hedging instruments that are
under FAS 159 are classified in incurred policy losses and

classified within Level 1 and/or Level 2.
benefits and in other income, respectively, in the consolidated

Changes in the fair value of separate and variable ac- statement of income (loss).
count assets are completely offset in the consolidated state-
ment of income (loss) by changes in separate and variable
account liabilities, which are not carried at fair value and
therefore not included in the foregoing tables.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

3. Fair  Value Measurements (continued)

The following table presents the gains or losses recorded during the three-month period ended March 31, 2008 related to the
eligible instruments for which AIG elected the fair value option and the related transition adjustment recorded as a decrease to
opening shareholders’ equity at January 1, 2008(a):

Gain (Loss)
January 1, Transition January 1, Three Months

2008 Adjustment 2008 Ended
prior to upon after March 31,

(in millions) Adoption Adoption Adoption 2008

Mortgage and other loans receivable $ 1,109 $ — $ 1,109 $ 68

Financial Services assets(b):

Trading securities (formerly available for sale) 39,278 5 39,283 (433)

Securities purchased under agreements to resell 20,950 1 20,951 268

Other invested assets 321 (1) 320 10

Short-term investments 6,969 — 6,969 24

Deferred policy acquisition costs 1,147 (1,147) — —

Other assets 435 (435) — —

Future policy benefits for life, accident and health insurance contracts 299 299 — —

Policyholders’ contract deposits(c) 3,739 360 3,379 115

Financial Services liabilities(b):

Securities sold under agreements to repurchase 6,750 (10) 6,760 (296)

Securities and spot commodities sold but not yet purchased 3,797 (10) 3,807 21

Trust deposits and deposits due to banks and other depositors 216 (25) 241 (15)

Long-term borrowings 57,968 (675) 58,643 (973)

Other liabilities 1,792 — 1,792 (33)

Total gain or loss for the three-month period ended March 31, 2008 $(1,244)

Pre-tax cumulative effect of adopting the fair value option (1,638)

Decrease in deferred tax liabilities 526

Cumulative effect of adopting the fair value option $(1,112)

(a) Certain of AIG’s financial instruments are required to be accounted for at fair value, with changes in fair value included in earnings, under FAS 115,
‘‘Accounting for Certain Investments in Debt and Equity Securities,’’ or FAS 133 and are not included in the table above.

(b) AIGFP elected to apply the fair value option to all eligible assets and liabilities (other than equity method investments, trade receivables and trade payables)
because electing the fair value option will allow AIGFP to more closely align its earnings with the economics of its transactions by recognizing concurrently
through earnings the change in fair value of its derivatives and the offsetting change in fair value of the assets and liabilities being hedged as well as the
manner in which the business is evaluated by management. Substantially all of the gain (loss) amounts shown above are reported in other income on the
consolidated statement of income (loss).

(c) AIG elected to apply the fair value option to certain single premium variable life products in Japan and an investment-linked life insurance product sold
principally in Asia, both classified within policyholders’ contract deposits in the consolidated balance sheet. AIG elected the fair value option for these
liabilities to more closely align its accounting with the economics of its transactions. For the investment-linked product sold principally in Asia, the election
will more effectively align changes in the fair value of assets with a commensurate change in the fair value of policyholders’ liabilities. For the single premium
life products in Japan, the fair value option election will allow AIG to economically hedge the inherent market risks associated with this business in an
efficient and effective manner through the use of derivative instruments. The hedging program, once finalized and implemented, will result in the accounting
presentation for this business more closely mirroring the underlying economics and the way the business is managed, with the change in the fair value of
derivatives and underlying assets largely offsetting the change in fair value of the policy liabilities. AIG did not elect the fair value option for other liabilities
classified in policyholders’ contract deposits because other contracts do not share the same contract features that created the disparity between the
accounting presentation and the economic performance.

Interest income and expense and dividend income on Form 10-K for additional information about AIG’s policies
assets and liabilities elected under the fair value option are for recognition, measurement, and disclosure of interest and
recognized and classified in the consolidated statement of dividend income and interest expense.
income (loss) depending on the nature of the instrument and

During the three-month period ended March 31, 2008,
related market conventions. At AIGFP, interest and dividends

AIG recognized gains of $1.4 billion attributable to the ob-
and interest expense are included in other income. Otherwise,

servable effect of the widening of credit spreads on AIG’s
interest and dividends are included in interest and dividend

own liabilities for which the fair value option was elected.
income or interest expense. See Note 1(a) to the Consolidated

AIG calculates the effect of these credit spread changes using
Financial Statements included in the 2007 Annual Report on

discounted cash flow techniques that incorporate current
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2007, AIG entered into structured share repurchase arrange-3. Fair  Value Measurements (continued)
ments providing for the purchase of shares over time with an

market interest rates, AIG’s observable credit spreads on aggregate purchase price of $7 billion.
these liabilities and other factors that mitigate the risk of

A total of 34,093,783 shares were purchased during thenonperformance such as collateral posted.
first quarter of 2008 to meet commitments that existed at

The following table presents the difference between fair December 31, 2007. The portion of the payments advanced
values and the aggregate contractual principal amounts of by AIG under the structured share purchase arrangements
mortgage and other loans receivable and long-term borrow- that had not yet been utilized to purchase shares at March 31,
ings, for which the fair value option was elected. 2008, amounting to $179 million, has been recorded as a

component of shareholders’ equity under the caption, Pay-Principal
Fair Value at Amount ments advanced to purchase shares. Subsequent to March 31,March 31, Due Upon

(in millions) 2008 Maturity Difference 2008, an additional 3,832,276 shares were purchased, satis-
fying the balance of the commitments existing at Decem-Assets:
ber 31, 2007 that had not been satisfied at March 31, 2008.Mortgage and other loans

receivable $ 810 $ 774 $ 36 All shares purchased are recorded as treasury stock at cost.
Liabilities:

At May 7, 2008, $9 billion was available for purchasesLong-term borrowings $ 53,057 $ 51,769 $ 1,288
under the aggregate authorization. AIG does not expect to
purchase additional shares under its share repurchase pro-At March 31, 2008, there were no mortgage and other
gram for the foreseeable future.loans receivable for which the fair value option was elected,

that were 90 days or more past due and in non-accrual status. The quarterly dividend of $0.20 per common share de-
clared in November 2007 was paid on March 21, 2008.4. Shareholders’  Equity and Earnings

(Loss) Per Share
Share-based Employee Compensation Plans

Shareholders’ Equity
During the first quarter of 2008, AIG reviewed the vesting

The changes in AIG’s consolidated shareholders’ equity schedules of its share-based employee compensation plans,
were as follows: and on March 11, 2008, AIG’s management and the Com-

pensation Committee of AIG’s Board of Directors determinedThree Months Ended
March 31, that, to fulfill the objective of attracting and retaining high

(in millions) 2008 2007
quality personnel, the vesting schedules of certain awards

Beginning of year $95,801 $101,677
outstanding under these plans and all awards made in theNet income (loss) (7,805) 4,130
future under these plans should be shortened. As a result, theUnrealized (depreciation) appreciation of

investments, net of tax (6,824) 851 unamortized share-based employee compensation cost re-
Cumulative translation adjustment, net of tax 1,095 (137) lated to the affected awards will be amortized over shorter
Dividends to shareholders (488) (430)

periods. AIG estimates the modifications will accelerate thePayments advanced to purchase shares, net 733 (2,851)
amortization of this cost by $116 million and $90 million inShare purchases (1,733) —

Cumulative effect of accounting changes, net 2008 and 2009, respectively, with a corresponding reduction
of tax (1,108) (203) in amortization expense related to these awards of $206 mil-

Other* 32 18
lion in 2010 through 2013.

End of period $79,703 $103,055

Earnings (Loss) Per Share (EPS)* Reflects the effects of employee stock transactions.

Basic EPS is based on the weighted average number of com-From time to time, AIG may buy shares of its common stock
mon shares outstanding, adjusted to reflect all stock divi-for general corporate purposes, including to satisfy its obliga-
dends and stock splits. Diluted EPS is based on those sharestions under various share-based employee compensation
used in basic EPS plus shares that would have been outstand-plans. In February 2007, AIG’s Board of Directors increased
ing assuming issuance of common shares for all dilutive po-AIG’s share repurchase program by authorizing the purchase
tential common shares outstanding, adjusted to reflect allof shares with an aggregate purchase price of $8 billion. In
stock dividends and stock splits.November 2007, AIG’s Board of Directors authorized the

purchase of an additional $8 billion in common stock. In

19



American International Group, Inc. and Subsidiaries
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4. Shareholders’  Equity and Earnings (Loss)  Per Share (continued)

The computation of basic and diluted EPS was as follows:

Three Months
Ended March 31,

(in millions, except per share data) 2008 2007

Numerator for EPS:
Net income (loss) $ (7,805) $4,130

Denominator for EPS:
Weighted average shares outstanding used in the computation of EPS:

Common stock issued 2,751 2,751
Common stock in treasury (237) (150)
Deferred shares 14 11

Weighted average shares outstanding – basic 2,528 2,612
Incremental shares arising from awards outstanding under share-based employee compensation plans* – 9

Weighted average shares outstanding – diluted* 2,528 2,621

EPS:
Basic $ (3.09) $ 1.58
Diluted $ (3.09) $ 1.58

* Calculated using the treasury stock method. Certain potential common shares arising from share-based employee compensation plans were not included in
the computation of diluted EPS because the effect would have been antidilutive. The number of potential shares excluded was 7 million for the three-month
period ended March 31, 2007.

5. Ownership

According to the Schedule 13D filed on March 20, 2007 by commitments and contingent liabilities are entered into by AIG
Starr, SICO, Edward E. Matthews, Maurice R. Greenberg, and certain of its subsidiaries. AIG also guarantees various obli-
the Maurice R. and Corinne P. Greenberg Family Founda- gations of certain subsidiaries.
tion, Inc., the Universal Foundation, Inc., the Maurice R. and

(a) Litigation  and InvestigationsCorinne P. Greenberg Joint Tenancy Company, LLC and the
C.V. Starr & Co., Inc. Trust, these reporting persons could be Litigation Arising from Insurance Operations –
considered to beneficially own 354,987,261 shares of AIG’s Caremark. AIG and certain of its subsidiaries have been
common stock at that date. Based on the shares of AIG’s named defendants in two putative class actions in state court
common stock outstanding at April 30, 2008, this ownership in Alabama that arise out of the 1999 settlement of class and
would represent approximately 14 percent of the voting stock derivative litigation involving Caremark Rx, Inc. (Caremark).
of AIG. Although these reporting persons have made filings The plaintiffs in the second-filed action have intervened in the
under Section 16 of the Exchange Act, reporting sales of first-filed action, and the second-filed action has been dis-
shares of common stock, no amendment to the Schedule 13D missed. An excess policy issued by a subsidiary of AIG with
has been filed to report a change in ownership subsequent to respect to the 1999 litigation was expressly stated to be with-
March 20, 2007. out limit of liability. In the current actions, plaintiffs allege

that the judge approving the 1999 settlement was misled as to6. Commitments,  Contingencies and
the extent of available insurance coverage and would notGuarantees
have approved the settlement had he known of the existence

AIG and its subsidiaries, in common with the insurance and/or unlimited nature of the excess policy. They further
and financial services industries in general, are subject to litiga- allege that AIG, its subsidiaries, and Caremark are liable for
tion, including claims for punitive damages, in the normal fraud and suppression for misrepresenting and/or concealing
course of their business. At the current time, AIG cannot predict the nature and extent of coverage. In addition, the intervenor-
the outcome of the matters described below, or estimate any plaintiffs allege that various lawyers and law firms who rep-
potential additional costs related to these matters, unless other- resented parties in the underlying class and derivative litiga-
wise indicated. In AIG’s insurance operations, litigation arising tion (the Lawyer Defendants) are also liable for fraud and
from claims settlement activities is generally considered in the suppression, misrepresentation, and breach of fiduciary duty.
establishment of AIG’s reserve for losses and loss expenses. The complaints filed by the plaintiffs and the intervenor-
However, the potential for increasing jury awards and settle- plaintiffs request compensatory damages for the 1999 class in
ments makes it difficult to assess the ultimate outcome of such the amount of $3.2 billion, plus punitive damages. AIG and
litigation. In addition, in the normal course of business, various its subsidiaries deny the allegations of fraud and suppression
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finally approved, AIG believes that it has meritorious de-6. Commitments,  Contingencies and
fenses to plaintiffs’ claims and expects that the ultimate reso-Guarantees (continued)
lution of this matter will not have a material adverse effect on

and have asserted that information concerning the excess pol- AIG’s consolidated financial condition or results of opera-
icy was publicly disclosed months prior to the approval of the tions for any period.
settlement. AIG and its subsidiaries further assert that the

2006 Regulatory Settlements. In February 2006, AIGcurrent claims are barred by the statute of limitations and
reached a resolution of claims and matters under investiga-that plaintiffs’ assertions that the statute was tolled cannot
tion with the United States Department of Justice (DOJ), thestand against the public disclosure of the excess coverage.
Securities and Exchange Commission (SEC), the Office of theThe plaintiffs and intervenor-plaintiffs, in turn, have asserted
New York Attorney General (NYAG) and the New Yorkthat the disclosure was insufficient to inform them of the
State Department of Insurance (DOI). AIG recorded an after-nature of the coverage and did not start the running of the
tax charge of $1.15 billion relating to these settlements in thestatute of limitations. On November 26, 2007, the trial court
fourth quarter of 2005.issued an order that dismissed the intervenors’ complaint

against the Lawyer Defendants and entered a final judgment The settlements resolved investigations conducted by the
in favor of the Lawyer Defendants. The intervenors are ap- SEC, NYAG and DOI in connection with the accounting,
pealing the dismissal of the Lawyer Defendants and on Janu- financial reporting and insurance brokerage practices of AIG
ary 2, 2008, requested a stay of all trial court proceedings and its subsidiaries, as well as claims relating to the un-
pending the appeal. On March 4, 2008, the trial court derpayment of certain workers compensation premium taxes
granted the motion for a stay. No further proceedings at the and other assessments. These settlements did not, however,
trial court level will occur until the appeal of the dismissal of resolve investigations by regulators from other states into
the Lawyer Defendants is resolved. AIG cannot reasonably insurance brokerage practices related to contingent commis-
estimate either the likelihood of its prevailing in these actions sions and other broker-related conduct, such as alleged bid
or the potential damages in the event liability is determined. rigging. Nor did the settlements resolve any obligations that

AIG may have to state guarantee funds in connection withLitigation Arising from Insurance Operations –
any of these matters.Gunderson. A subsidiary of AIG has been named as a defen-

dant in a putative class action lawsuit in the 14th Judicial As a result of these settlements, AIG made payments or
District Court for the State of Louisiana. The Gunderson placed amounts in escrow in 2006 totaling approximately
complaint alleges failure to comply with certain provisions of $1.64 billion, $225 million of which represented fines and
the Louisiana Any Willing Provider Act (the Act) relating to penalties. Amounts held in escrow totaling $346 million, in-
discounts taken by defendants on bills submitted by Louisi- cluding interest thereon, are included in other assets at
ana medical providers and hospitals that provided treatment March 31, 2008. At that date, approximately $332 million of
or services to workers compensation claimants and seeks the funds were escrowed for settlement of claims resulting
monetary penalties and injunctive relief. On July 20, 2006, from the underpayment by AIG of its residual market assess-
the court denied defendants’ motion for summary judgment ments for workers compensation.
and granted plaintiffs’ partial motion for summary judgment,

The remaining escrowed funds, which amounted toholding that the AIG subsidiary was a ‘‘group purchaser’’
$14 million, were set aside to pay certain AIG insuranceand, therefore, potentially subject to liability under the Act.
company subsidiary policyholders who purchased excess cas-On November 28, 2006, the court issued an order certifying a
ualty policies through Marsh & McLennan Companies, Inc.class of providers and hospitals. In an unrelated action also
(Marsh) and Marsh Inc. (the Excess Casualty Fund). As ofarising under the Act, a Louisiana appellate court ruled that
February 29, 2008, eligible policyholders entitled to receivethe district court lacked jurisdiction to adjudicate the claims
approximately $359 million (or 95 percent) of the Excessat issue. In response, defendants in Gunderson filed an excep-
Casualty Fund had opted to receive settlement payments intion for lack of subject matter jurisdiction. On January 19,
exchange for releasing AIG and its subsidiaries from liability2007, the court denied the motion, holding that it has juris-
relating to certain insurance brokerage practices. In accor-diction over the putative class claims. The AIG subsidiary
dance with the settlement agreements, all amounts remainingappealed the class certification and jurisdictional rulings.
in the Excess Casualty Fund were used by AIG to settle claimsWhile the appeal was pending, the AIG subsidiary settled the
asserted by other policyholders relating to such practices.lawsuit. On January 25, 2008, plaintiffs and the AIG subsidi-

ary agreed to resolve the lawsuit on a class-wide basis for In addition to the escrowed funds, $800 million was
approximately $29 million. The court has preliminarily ap- deposited into a fund under the supervision of the SEC as part
proved the settlement and will hold a final approval hearing of the settlements to be available to resolve claims asserted
on May 29, 2008. In the event that the settlement is not
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Private  Litigation6. Commitments,  Contingencies and
Guarantees (continued) Securities Actions – Southern District of New York. Begin-

ning in October 2004, a number of putative securities fraudagainst AIG by investors, including the shareholder lawsuits
class action suits were filed in the Southern District of Newdescribed herein.
York against AIG and consolidated as In re American Inter-

Also, as part of the settlements, AIG agreed to retain, for national Group, Inc. Securities Litigation. Subsequently, a
a period of three years, an independent consultant to conduct separate, though similar, securities fraud action was also
a review that will include, among other things, the adequacy brought against AIG by certain Florida pension funds. The
of AIG’s internal control over financial reporting, the poli- lead plaintiff in the class action is a group of public retirement
cies, procedures and effectiveness of AIG’s regulatory, com- systems and pension funds benefiting Ohio state employees,
pliance and legal functions and the remediation plan that AIG suing on behalf of themselves and all purchasers of AIG’s
has implemented as a result of its own internal review. publicly traded securities between October 28, 1999 and

April 1, 2005. The named defendants are AIG and a numberOther Regulatory Settlements. As noted above, AIG’s
of present and former AIG officers and directors, as well as2006 regulatory settlements with the SEC, DOJ and NYAG
Starr, SICO, General Reinsurance Corporation, and Price-did not resolve investigations by regulators from other states
waterhouseCoopers LLP (PwC), among others. The leadinto insurance brokerage practices. AIG entered into agree-
plaintiff alleges, among other things, that AIG: (1) concealedments effective January 29, 2008 with the Attorneys General
that it engaged in anti-competitive conduct through allegedof the States of Florida, Hawaii, Maryland, Michigan, Ore-
payment of contingent commissions to brokers and participa-gon, Texas and West Virginia; the Commonwealths of Mas-
tion in illegal bid-rigging; (2) concealed that it used ‘‘incomesachusetts and Pennsylvania; and the District of Columbia; as
smoothing’’ products and other techniques to inflate its earn-well as the Florida Department of Financial Services and the
ings; (3) concealed that it marketed and sold ‘‘incomeFlorida Office of Insurance Regulation, relating to their re-
smoothing’’ insurance products to other companies; andspective industry wide investigations into producer compen-
(4) misled investors about the scope of government investiga-sation and insurance placement practices. The settlements
tions. In addition, the lead plaintiff alleges that AIG’s formercall for total payments of $12.5 million to be allocated
Chief Executive Officer manipulated AIG’s stock price. Theamong the ten jurisdictions representing restitution to state
lead plaintiff asserts claims for violations of Sections 11 andagencies and reimbursement of the costs of the investigation.
15 of the Securities Act of 1933, Section 10(b) of the Ex-During the term of the settlement agreements, AIG will con-
change Act and Rule 10b-5 promulgated thereunder, Sec-tinue to maintain certain producer compensation disclosure
tion 20(a) of the Exchange Act, and Section 20A of theand ongoing compliance initiatives. AIG will also continue to
Exchange Act. In April 2006, the court denied the defend-cooperate with the industry wide investigations. The agree-
ants’ motions to dismiss the second amended class actionment with the Texas Attorney General also settles allegations
complaint and the Florida complaint. In December 2006, aof anticompetitive conduct relating to AIG’s relationship
third amended class action complaint was filed, which doeswith Allied World Assurance Company and includes an addi-
not differ substantially from the prior complaint. Fact andtional settlement payment of $500,000 related thereto.
class discovery is currently ongoing. On February 20, 2008,

AIG also entered into an agreement effective March 13,
the lead plaintiff filed a motion for class certification.

2008 with the Pennsylvania Insurance Department relating to
ERISA Actions – Southern District of New York. Be-the Department’s investigation into the affairs of AIG and

tween November 30, 2004 and July 1, 2005, several Em-certain of its Pennsylvania-domiciled insurance company sub-
ployee Retirement Income Security Act of 1974sidiaries. The settlement calls for total payments of approxi-
(ERISA) actions were filed in the Southern District of Newmately $13.5 million, of which approximately $4.4 million
York on behalf of purported class participants and benefi-was paid under previous settlement agreements. During the
ciaries of three pension plans sponsored by AIG or its subsidi-term of the settlement agreement, AIG will provide annual
aries. A consolidated complaint filed on September 26, 2005reinsurance reports, as well as maintain certain producer
alleges a class period between September 30, 2000 andcompensation disclosure and ongoing compliance initiatives.
May 31, 2005 and names as defendants AIG, the members of

In addition, AIG has settled litigation that was filed by
AIG’s Retirement Board and the Administrative Boards of the

the Minnesota Attorney General with respect to claims by the
plans at issue, and present or former members of AIG’s Board

Minnesota Department of Revenue and the Minnesota Spe-
of Directors. The factual allegations in the complaint are

cial Compensation Fund that AIG underreported its workers’
essentially identical to those in the securities actions described

compensation premium.
above. The parties have reached an agreement in principle to
settle this matter for an amount within AIG’s insurance cov-

22



American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

the same types of allegations made in the securities fraud6. Commitments,  Contingencies and
action. The named defendants include current and formerGuarantees (continued)
officers and directors of AIG, as well as Marsh, SICO, Starr,

erage limits. The court has scheduled a hearing for May 29, ACE Limited and subsidiaries (ACE), General Reinsurance
2008 to consider preliminary approval of the settlement, Corporation, PwC, and certain employees or officers of these
prior to which a formal settlement agreement is to be submit- entity defendants. Plaintiffs assert claims for breach of fiduci-
ted by the parties. ary duty, gross mismanagement, waste of corporate assets,

unjust enrichment, insider selling, auditor breach of contract,Securities Action – Oregon State Court. On Febru-
auditor professional negligence and disgorgement from AIG’sary 27, 2008, the State of Oregon, by and through the Ore-
former Chief Executive Officer and Chief Financial Officer ofgon State Treasurer, and the Oregon Public Employee
incentive-based compensation and AIG share proceeds underRetirement Board, on behalf of the Oregon Public Employee
Section 304 of the Sarbanes-Oxley Act, among others. Plain-Retirement Fund, filed a lawsuit in Oregon state court against
tiffs seek, among other things, compensatory damages, cor-AIG for damages arising out of plaintiffs’ purchase of AIG
porate governance reforms, and a voiding of the election ofcommon stock at prices that allegedly were inflated. Plaintiffs
certain AIG directors. AIG’s Board of Directors has ap-allege, among other things, that AIG: (1) made false and
pointed a special committee of independent directors (specialmisleading statements concerning its accounting for a
committee) to review the matters asserted in the operative$500 million transaction with General Re; (2) concealed that
consolidated derivative complaint. The court has entered anit marketed and misrepresented its control over off-shore en-
order staying the derivative case in the Southern District oftities in order to improve financial results; (3) improperly
New York pending resolution of the consolidated derivativeaccounted for underwriting losses as investment losses in con-
action in the Delaware Chancery Court (discussed below).nection with transactions involving CAPCO Reinsurance
The court also has entered an order that termination of cer-Company, Ltd. and Union Excess; (4) misled investors about
tain named defendants from the Delaware derivative actionthe scope of government investigations; and (5) engaged in
applies to the New York derivative action without furthermarket manipulation through its then Chairman and CEO
order of the court. On October 17, 2007, plaintiffs and thoseMaurice R. Greenberg. The complaint asserts claims for vio-
AIG officer and director defendants against whom the share-lations of Oregon securities law, and seeks compensatory
holder plaintiffs in the Delaware action are no longer pursu-damages in an amount in excess of $15 million, and prejudg-
ing claims filed a stipulation providing for all claims in thement interest and costs and fees. On April 9, 2008, AIG
New York action against such defendants to be dismissedremoved the case to federal court and filed a motion to have
with prejudice. Former directors and officers Maurice R.the case transferred to the Southern District of New York.
Greenberg and Howard I. Smith have asked the court to

Derivative Actions – Southern District of New York. refrain from so ordering this stipulation.
On November 20, 2007, two purported shareholder deriva-

Derivative Actions – Delaware Chancery Court. Fromtive actions were filed in the Southern District of New York
October 2004 to April 2005, AIG shareholders filed five de-naming as defendants the current directors of AIG and cer-
rivative complaints in the Delaware Chancery Court. All oftain senior officers of AIG and its subsidiaries. Plaintiffs as-
these derivative lawsuits were consolidated into a single ac-sert claims for breach of fiduciary duty, waste of corporate
tion as In re American International Group, Inc. Consoli-assets and unjust enrichment, as well as violations of Sec-
dated Derivative Litigation. The amended consolidatedtion 10(b) of the Exchange Act and Rule 10b-5 promulgated
complaint named 43 defendants (not including nominal de-thereunder, and Section 20(a) of the Exchange Act, among
fendant AIG) who, like the New York consolidated derivativeother things, in connection with AIG’s public disclosures re-
litigation, were current and former officers and directors ofgarding its exposure to what the lawsuits describe as the
AIG, as well as other entities and certain of their current andsubprime market crisis. The actions were consolidated as In
former employees and directors. The factual allegations, legalre American International Group, Inc. 2007 Derivative Liti-
claims and relief sought in the Delaware action are similar togation. On February 15, 2008, plaintiffs filed a consolidated
those alleged in the New York derivative actions, except thatamended complaint alleging the same causes of action. On
shareholder plaintiffs in the Delaware derivative action assertApril 15, 2008, motions to dismiss the action were filed on
claims only under state law. Earlier in 2007, the court ap-behalf of all defendants. AIG may become subject to litiga-
proved an agreement that AIG be realigned as plaintiff, and,tion with respect to these or similar issues.
on June 13, 2007, acting on the direction of the special com-

Between October 25, 2004 and July 14, 2005, seven mittee, AIG filed an amended complaint against former direc-
separate derivative actions were filed in the Southern District tors and officers Maurice R. Greenberg and Howard I. Smith,
of New York, five of which were consolidated into a single alleging breach of fiduciary duty and indemnification. Also
action. The New York derivative complaint contains nearly on June 13, 2007, the special committee filed a motion to
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Smith, SICO and Starr filed motions to dismiss the amended6. Commitments,  Contingencies and
complaint. In an opinion dated June 21, 2006, the CourtGuarantees (continued)
denied defendants’ motion to dismiss, except with respect to

terminate the litigation as to certain defendants, while taking plaintiff’s challenge to payments made to Starr before Janu-
no action as to others. Defendants Greenberg and Smith filed ary 1, 2000. On July 21, 2006, plaintiff filed its second
answers to AIG’s complaint and brought third-party com- amended complaint, which alleges that, between January 1,
plaints against certain current and former AIG directors and 2000 and May 31, 2005, individual defendants breached
officers, PwC and Regulatory Insurance Services, Inc. On their duty of loyalty by causing AIG to enter into contracts
September 28, 2007, AIG and the shareholder plaintiffs filed with Starr and SICO and breached their fiduciary duties by
a combined amended complaint in which AIG continued to usurping AIG’s corporate opportunity. Starr is charged with
assert claims against defendants Greenberg and Smith and aiding and abetting breaches of fiduciary duty and unjust
took no position as to the claims asserted by the shareholder enrichment for its acceptance of the fees. SICO is no longer
plaintiffs in the remainder of the combined amended com- named as a defendant. On April 20, 2007, the individual
plaint. In that pleading, the shareholder plaintiffs are no defendants and Starr filed a motion seeking leave of the Court
longer pursuing claims against certain AIG officers and direc- to assert a cross-claim against AIG and a third-party com-
tors. In November 2007, the shareholder plaintiffs moved to plaint against PwC and the directors previously dismissed
sever their claims to a separate action. AIG joined the motion from the action, as well as certain other AIG officers and
to the extent that, among other things, the claims against employees. On June 13, 2007, the court denied the individual
defendants Greenberg and Smith would remain in prosecu- defendants’ motion to file a third-party complaint, but
tion in the pending action. In addition, a number of parties, granted the proposed cross-claim against AIG. On June 27,
including AIG, filed motions to stay discovery. On Febru- 2007, Starr filed its cross-claim against AIG, alleging one
ary 12, 2008, the court granted AIG’s motion to stay discov- count that includes contribution, unjust enrichment and set-
ery pending the resolution of claims against AIG in the New off. AIG has filed an answer and moved to dismiss Starr’s
York consolidated securities action. The court also denied cross-claim to the extent it seeks affirmative relief, as opposed
plaintiff’s motion to sever and directed the parties to coordi- to a reduction in the judgment amount. On November 15,
nate a briefing schedule for the motions to dismiss. On 2007, the court granted AIG’s motion to dismiss the cross-
April 11, 2008, the shareholder plaintiffs filed the First claim by Starr to the extent that it sought affirmative relief
Amended Combined Complaint, which adds claims against from AIG. On November 21, 2007, shareholder plaintiff sub-
Maurice Greenberg, Edward Matthews, and Thomas Tizzio mitted a motion for leave to file its third amended complaint
for breach of fiduciary duty based on alleged bid-rigging in in order to add Thomas Tizzio as a defendant. On Febru-
the municipal derivatives market. On April 15, 2008, share- ary 14, 2008, the court granted this motion and allowed
holder plaintiffs submitted a stipulation dismissing Evan Mr. Tizzio until April 2008 to take additional discovery.
Greenberg without prejudice. Document discovery and depositions are otherwise complete.

Plaintiff has informed the court that the parties do not intendA separate derivative lawsuit was filed in the Delaware
to file motions for summary judgment. Trial is currentlyChancery Court against twenty directors and executives of
scheduled to begin in September 2008.AIG as well as against AIG as a nominal defendant that

alleges, among other things, that the directors of AIG Derivative Action – Supreme Court of New York, Nas-
breached the fiduciary duties of loyalty and care by approv- sau County. On February 29, 2008, a purported shareholder
ing the payment of commissions to Starr and of rental and derivative complaint was filed in the Supreme Court of Nas-
service fees to SICO and the executives breached their duty of sau County, asserting the same state law claims against the
loyalty by causing AIG to enter into contracts with Starr and same defendants as in the consolidated amended complaint
SICO and their fiduciary duties by usurping AIG’s corporate filed on February 15, 2008 in the Southern District of New
opportunity. The complaint further alleges that the Starr York, In re American International Group, Inc. 2007 Deriva-
agencies did not provide any services that AIG was not capa- tive Litigation,  which is discussed above.
ble of providing itself, and that the diversion of commissions

Policyholder Actions. After the NYAG filed its com-to these entities was solely for the benefit of Starr’s owners.
plaint against insurance broker Marsh, policyholdersThe complaint also alleges that the service fees and rental
brought multiple federal antitrust and Racketeer Influencedpayments made to SICO and its subsidiaries were improper.
and Corrupt Organizations Act (RICO) class actions in juris-Under the terms of a stipulation approved by the court on
dictions across the nation against insurers and brokers, in-February 16, 2006, the claims against the outside indepen-
cluding AIG and a number of its subsidiaries, alleging that thedent directors were dismissed with prejudice, while the claims
insurers and brokers engaged in a broad conspiracy to allo-against the other directors were dismissed without prejudice.
cate customers, steer business, and rig bids. These actions,On October 31, 2005, Defendants Greenberg, Matthews and
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ERISA claims in the Employee Benefits Complaint and subse-6. Commitments,  Contingencies and
quently dismissed the remaining state law claims withoutGuarantees (continued)
prejudice, thereby dismissing the Employee Benefits Com-

including 24 complaints filed in different federal courts nam- plaint in its entirety. On February 12, 2008, plaintiffs filed a
ing AIG or an AIG subsidiary as a defendant, were consoli- notice of appeal to the United States Court of Appeals for the
dated by the judicial panel on multi-district litigation and Third Circuit with respect to the dismissal of the Employee
transferred to the United States District Court for the District Benefits Complaint. Plaintiffs previously appealed the dismis-
of New Jersey for coordinated pretrial proceedings. The con- sal of the Commercial Complaint to the United States Court
solidated actions have proceeded in that court in two parallel of Appeals for the Third Circuit on October 10, 2007. On
actions, In re Insurance Brokerage Antitrust Litigation (the February 19, 2008, appellants filed their appeal brief with the
Commercial Complaint) and In re Employee Benefit Insur- Third Circuit with respect to the Commercial Complaint, and
ance Brokerage Antitrust Litigation (the Employee Benefits appellees filed their brief on April 7, 2008. Oral argument has
Complaint, and, together with the Commercial Complaint, not yet been scheduled in that appeal.
the multi-district litigation).

A number of complaints making allegations similar to
The plaintiffs in the Commercial Complaint are a group those in the multi-district litigation have been filed against

of corporations, individuals and public entities that con- AIG and other defendants in state and federal courts around
tracted with the broker defendants for the provision of insur- the country. The defendants have thus far been successful in
ance brokerage services for a variety of insurance needs. The having the federal actions transferred to the District of New
broker defendants are alleged to have placed insurance cover- Jersey and consolidated into the multi-district litigation.
age on the plaintiffs’ behalf with a number of insurance com- These additional consolidated actions are still pending in the
panies named as defendants, including AIG subsidiaries. The District Court, but are currently stayed pending a decision by
Commercial Complaint also named various brokers and the court on whether they will proceed during the appeal of
other insurers as defendants (two of which have since settled). the dismissal of the multi-district litigation. The AIG defend-
The Commercial Complaint alleges, among other things, that ants have also sought to have state court actions making
defendants engaged in a widespread conspiracy to allocate similar allegations stayed pending resolution of the multi-
customers through ‘‘bid-rigging’’ and ‘‘steering’’ practices. district litigation proceeding. These efforts have generally
Plaintiffs assert that the defendants violated the Sherman An- been successful, although plaintiffs in one case pending in
titrust Act, RICO, and the antitrust laws of 48 states and the Texas state court have moved to re-open discovery; a hearing
District of Columbia, and are liable under common law on that motion was held on April 9, 2008 at which the court
breach of fiduciary duty and unjust enrichment theories. deferred ruling on the motion until defendants file their Spe-
Plaintiffs seek treble damages plus interest and attorneys’ fees cial Exceptions. Using amounts from the Excess Casualty
as a result of the alleged RICO and Sherman Antitrust Act Fund described above, AIG has recently settled several of the
violations. various federal and state actions alleging claims similar to

those in the multi-district litigation, including a state courtThe plaintiffs in the Employee Benefits Complaint are a
action pending in Florida in which discovery had been al-group of individual employees and corporate and municipal
lowed to proceed.employers alleging claims on behalf of two separate nation-

wide purported classes: an employee class and an employer Ohio Attorney General Action. On August 24, 2007,
class that acquired insurance products from the defendants the Ohio Attorney General filed a complaint in the Ohio
from August 26, 1994 to the date of any class certification. Court of Common Pleas against AIG and a number of its
The Employee Benefits Complaint names AIG, as well as subsidiaries, as well as several other broker and insurer de-
various other brokers and insurers, as defendants. The activi- fendants, asserting violation of Ohio’s antitrust laws. The
ties alleged in the Employee Benefits Complaint, with certain complaint, which is similar to the Commercial Complaint,
exceptions, track the allegations made in the Commercial alleges that AIG and the other broker and insurer defendants
Complaint. conspired to allocate customers, divide markets, and restrain

competition in commercial lines of casualty insurance soldThe Court in connection with the Commercial Com-
through the broker defendant. The complaint seeks trebleplaint granted (without leave to amend) defendants’ motions
damages on behalf of Ohio public purchasers of commercialto dismiss the federal antitrust and RICO claims on Au-
casualty insurance, disgorgement on behalf of both publicgust 31, 2007 and September 28, 2007, respectively. The
and private purchasers of commercial casualty insurance, ascourt declined to exercise supplemental jurisdiction over the
well as a $500 per day penalty for each day of conspiratorialstate law claims in the Commercial Complaint and therefore
conduct. AIG, along with other co-defendants, moved to dis-dismissed it in its entirety. On January 14, 2008, the court
miss the complaint on November 16, 2007. Discovery isgranted defendants’ motion for summary judgment on the
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asked the court to order AIG immediately to release the prop-6. Commitments,  Contingencies and
erty to SICO. AIG filed an answer denying SICO’s allegationsGuarantees (continued)
and setting forth defenses to SICO’s claims. In addition, AIG

stayed in the case pending a ruling on the motion to dismiss filed counterclaims asserting breach of contract, unjust en-
or until May 15, 2008, whichever occurs first. richment, conversion, breach of fiduciary duty, a constructive

trust and declaratory judgment, relating to SICO’s breach ofWorkers’ Compensation Litigation. On May 24, 2007,
its commitment to use its AIG shares only for the benefit ofthe National Workers Compensation Reinsurance Pool (the
AIG and AIG employees. Fact and expert discovery has beenNWCRP), on behalf of its participant members, filed a law-
concluded and SICO’s motion for summary judgment issuit in the United States District Court for the Northern Dis-
pending.trict of Illinois against AIG with respect to the underpayment

by AIG of its residual market assessments for workers com- Starr Foundation. On May 7, 2008, the Starr Founda-
pensation. The complaint alleges claims for violations of tion filed a complaint in New York State Supreme Court
RICO, breach of contract, fraud and related state law claims against AIG, Martin Sullivan and Steven Bensinger, asserting
arising out of AIG’s alleged underpayment of these assess- a claim for common law fraud. The Starr Foundation is a not-
ments between 1970 and the present and seeks damages pur- for-profit corporation that holds approximately 15.4 million
portedly in excess of $1 billion. On August 6, 2007, the court shares of AIG stock, and was created by AIG’s founder, Cor-
denied AIG’s motion seeking to dismiss or stay the complaint nelius Vander Starr. The complaint alleges that the defend-
or, in the alternative, to transfer to the Southern District of ants made materially misleading statements and omissions
New York. On December 26, 2007, the court denied AIG’s concerning alleged multi-billion dollar losses in AIG’s portfo-
motion to dismiss the complaint. AIG filed its answer on lio of credit default swaps. The complaint asserts that if the
January 22, 2008. On March 17, 2008, AIG filed an Starr Foundation had known the truth about the alleged
amended answer, counterclaims and third-party claims losses, it would have sold its remaining shares of AIG stock.
against NCCI (in its capacity as attorney-in-fact for the The complaint alleges that the Starr Foundation has suffered
NWCRP), the NWCRP, its board members, and certain of damages of at least $300 million.
the other insurance companies that are members of the

Regulatory Investigations. Various federal, state andNWCRP. The counterclaims and third-party claims allege
foreign regulatory and governmental agencies are reviewingviolations of RICO, as well as claims for conspiracy, fraud,
certain public disclosures, transactions and practices of AIGand other state law claims. On April 3, 2008, the court en-
and its subsidiaries in connection with industry wide andtered an order staying discovery through June 17, 2008.
other inquiries. AIG has cooperated, and will continue to

In addition, a similar lawsuit was filed by the Minnesota cooperate, in producing documents and other information in
Workers Compensation Reinsurance Association and the response to subpoenas and other requests. During 2006, the
Minnesota Workers Compensation Insurers Association in Settlement Review Working Group of the National Associa-
the United States District Court for the District of Minnesota. tion of Insurance Commissioners (NAIC), under the direction
On August 6, 2007, AIG moved to dismiss the complaint. On of Indiana, Minnesota and Rhode Island, began an investiga-
March 28, 2008, the court granted that motion and dismissed tion into the underreporting of workers’ compensation pre-
the case in its entirety. On April 25, 2008, plaintiffs filed a miums. In late 2007, the Settlement Review Working Group
notice of appeal of the dismissal with the United States Court recommended that a multi-state targeted market conduct ex-
of Appeals for the Eighth Circuit. On the same day, plaintiffs amination focusing on workers’ compensation insurance be
filed a new complaint making similar allegations in Minne- commenced under the direction of the NAIC’s Market Analy-
sota state court. A purported class action was also filed in the sis Working Group. AIG was informed of the multi-state
United States District Court for the District of South Carolina targeted market conduct examination in January of 2008.
on January 25, 2008 against AIG and certain of its subsidiar- AIG has been advised that the lead states in the multi-state
ies, on behalf of a class of employers that obtained workers’ examination are Delaware, Florida, Indiana, Massachusetts,
compensation insurance from AIG companies and allegedly Minnesota, Pennsylvania and Rhode Island and that all other
paid inflated premiums as a result of AIG’s alleged underre- states (and the District of Columbia) have agreed to partici-
porting of workers’ compensation premiums. An amended pate with the exception of New York, Ohio and Nevada. AIG
complaint in the South Carolina action was filed on has also been advised that the examination will focus on both
March 24, 2008, and AIG filed a motion to dismiss the legacy issues and AIG’s current compliance with legal re-
amended complaint on April 21, 2008. quirements applicable to AIG’s writing and reporting of

workers’ compensation insurance. Although AIG has beenSICO. In July, 2005, SICO filed a complaint against
advised by counsel engaged by the lead states to assist in theirAIG in the Southern District of New York, claiming that AIG
investigation, to date no determinations have been made withhad refused to provide SICO access to certain artwork and
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On June 27, 2005, AIG entered into an agreement pursu-6. Commitments,  Contingencies and
ant to which AIG agreed, subject to certain conditions, toGuarantees (continued)
make any payment that is not promptly paid with respect to

respect to these issues. AIG cannot predict the outcome of the the benefits accrued by certain employees of AIG and its
investigation and there can be no assurance that any regula- subsidiaries under the SICO Plans (as discussed in the 2007
tory action resulting from the investigation will not have a Annual Report on Form 10-K).
material adverse effect on AIG’s consolidated results of oper-

(c) Contingenciesations for an individual reporting period as well as on the
ongoing operations of certain of AIG’s businesses. Loss Reserves. Although AIG regularly reviews the adequacy

of the established reserve for losses and loss expenses, thereWells Notices. AIG understands that some of its em-
can be no assurance that AIG’s ultimate loss reserves will notployees have received Wells notices in connection with previ-
develop adversely and materially exceed AIG’s current lossously disclosed SEC investigations of certain of AIG’s
reserves. Estimation of ultimate net losses, loss expenses andtransactions or accounting practices. Under SEC procedures,
loss reserves is a complex process for long-tail casualty linesa Wells notice is an indication that the SEC staff has made a
of business, which include excess and umbrella liability, di-preliminary decision to recommend enforcement action that
rectors and officers liability (D&O), professional liability,provides recipients with an opportunity to respond to the
medical malpractice, workers’ compensation, general liabil-SEC staff before a formal recommendation is finalized. It is
ity, products liability and related classes, as well as for asbes-possible that additional current and former employees could
tos and environmental exposures. Generally, actual historicalreceive similar notices in the future as the regulatory investi-
loss development factors are used to project future loss devel-gations proceed.
opment. However, there can be no assurance that future loss

Effect  on  AIG development patterns will be the same as in the past. Moreo-
ver, any deviation in loss cost trends or in loss developmentIn the opinion of AIG management, AIG’s ultimate liability
factors might not be discernible for an extended period offor the unresolved litigation and investigation matters re-
time subsequent to the recording of the initial loss reserveferred to above is not likely to have a material adverse effect
estimates for any accident year. Thus, there is the potentialon AIG’s consolidated financial condition, although it is pos-
for reserves with respect to a number of years to be signifi-sible that the effect would be material to AIG’s consolidated
cantly affected by changes in loss cost trends or loss develop-results of operations for an individual reporting period.
ment factors that were relied upon in setting the reserves.

(b) Commitments These changes in loss cost trends or loss development factors
could be attributable to changes in inflation, in labor andFlight  Equipment
material costs or in the judicial environment, or in other

At March 31, 2008, ILFC had committed to purchase 211
social or economic phenomena affecting claims.

new aircraft deliverable from 2008 through 2017 at an esti-
Benefits Provided by Starr International Company, Inc.mated aggregate purchase price of $18.8 billion. ILFC will be

and C.V. Starr & Co., Inc. SICO has provided a series ofrequired to find customers for any aircraft acquired, and it
two-year Deferred Compensation Profit Participation Plansmust arrange financing for portions of the purchase price of
(SICO Plans) to certain AIG employees. The SICO Plans weresuch equipment.
created in 1975 when the voting shareholders and Board of

ILFC ordered 74 Boeing 787 aircraft with the first ten
Directors of SICO, a private holding company whose princi-

originally scheduled to be delivered in 2010. Boeing has made
pal asset is AIG common stock, decided that a portion of the

several announcements concerning the delays in the deliveries
capital value of SICO should be used to provide an incentive

of the 787s. Boeing has informed ILFC that its 787 deliveries
plan for the current and succeeding managements of all

will be delayed by an average in excess of 27 months per
American International companies, including AIG.

aircraft and span across ILFC’s entire order, with the original
None of the costs of the various benefits provided undercontracted deliveries running from 2010 through 2017.

the SICO Plans has been paid by AIG, although AIG has
Other  Commitments

recorded a charge to reported earnings for the deferred com-
In the normal course of business, AIG enters into commit- pensation amounts paid to AIG employees by SICO, with an
ments to invest in limited partnerships, private equities, hedge offsetting amount credited to additional paid-in capital re-
funds and mutual funds and to purchase and develop real flecting amounts considered to be contributed by SICO. The
estate in the U.S. and abroad. These commitments totaled SICO Plans provide that shares currently owned by SICO are
$8.5 billion at March 31, 2008.
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both dealer and end-user activities and to reduce currency,6. Commitments,  Contingencies and
interest rate, equity and commodity exposures. These instru-Guarantees (continued)
ments are carried at their estimated fair values in the consoli-

set aside by SICO for the benefit of the participant and dis- dated balance sheet. The majority of AIG’s derivative activity
tributed upon retirement. The SICO Board of Directors cur- is transacted by AIGFP. See Note 8 to the 2007 Annual Re-
rently may permit an early payout of units under certain port on Form 10-K.
circumstances. Prior to payout, the participant is not entitled

AIG has issued unconditional guarantees with respect toto vote, dispose of or receive dividends with respect to such
the prompt payment, when due, of all present and futureshares, and shares are subject to forfeiture under certain con-
payment obligations and liabilities of AIGFP arising fromditions, including but not limited to the participant’s volun-
transactions entered into by AIGFP.tary termination of employment with AIG prior to normal

retirement age. Under the SICO Plans, SICO’s Board of Di- SAI Deferred Compensation Holdings, Inc., a wholly
rectors may elect to pay a participant cash in lieu of shares of owned subsidiary of AIG, has established a deferred compen-
AIG common stock. Following notification from SICO to sation plan for registered representatives of certain AIG sub-
participants in the SICO Plans that it will settle specific future sidiaries, pursuant to which participants have the
awards under the SICO Plans with shares rather than cash, opportunity to invest deferred commissions and fees on a
AIG modified its accounting for the SICO Plans from variable notional basis. The value of the deferred compensation fluc-
to fixed measurement accounting. AIG gave effect to this tuates with the value of the deferred investment alternatives
change in settlement method beginning on December 9, chosen. AIG has provided a full and unconditional guarantee
2005, the date of SICO’s notice to participants in the SICO of the obligations of SAI Deferred Compensation Holdings,
Plans. Inc. to pay the deferred compensation under the plan.

(d) Guarantees

AIG and certain of its subsidiaries become parties to deriva-
tive financial instruments with market risk resulting from
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7. Employee Benefits

The components of the net periodic benefit costs with respect to pensions and other postretirement benefits were as
follows:

Pensions Postretirement
Non-U.S. U.S. Non-U.S. U.S.

(in millions) Plans Plans Total Plans Plans Total
Three Months Ended March 31, 2008

Components of net periodic benefit cost:
Service cost $ 24 $ 32 $ 56 $ 2 $ 2 $ 4
Interest cost 14 50 64 1 4 5
Expected return on assets (11) (60) (71) – – –
Amortization of prior service cost (3) – (3) – – –
Amortization of net loss 4 4 8 – – –

Net periodic benefit cost $ 28 $ 26 $ 54 $ 3 $ 6 $ 9

Three Months Ended March 31, 2007
Components of net periodic benefit cost:
Service cost $ 23 $ 30 $ 53 $ 1 $ 2 $ 3
Interest cost 12 45 57 1 4 5
Expected return on assets (9) (53) (62) – – –
Amortization of prior service cost (2) (1) (3) – – –
Amortization of net loss 2 9 11 – – –

Net periodic benefit cost $ 26 $ 30 $ 56 $ 2 $ 6 $ 8

8. Federal  Income Taxes
Tax Filings  and Examinations

Interim Period Tax Assumptions and Effective Tax Rates
On April 3, 2008, AIG filed a refund claim for tax years 1997

AIG’s interim period tax expense or benefit is measured using
through 2004. The refund claim relates to the tax effect of the

an estimated annual effective tax rate. To the extent that a
restatement of AIG’s 2004 and prior financial statements.

portion of AIG’s annual pretax income or loss cannot be
reliably estimated, the actual tax expense or benefit applica- On March 20, 2008, AIG received a Statutory Notice of
ble to that income or loss is reported in the interim period in Deficiency (the Notice) from the United States Internal Reve-
which the related income or loss is reported. AIG is unable to nue Service (IRS) asserting liability for additional taxes for
reliably estimate other-than-temporary impairments and the the 1997 through 1999 tax years. The Notice asserted that
operating results of AIGFP. Therefore, the related tax effects AIG owes additional taxes of $329 million, including penal-
calculated at the statutory tax rate of 35 percent are reported ties, and focuses principally on two issues: the timing of de-
as discrete adjustments to the estimated annual effective tax ductions and the disallowance of foreign tax credits
rate that AIG applies to all other pretax income. associated with cross border financing transactions. The

transactions that are the subject of the Notice (the Affected
The effective tax rate on pre-tax income for the year

Transactions) extend beyond the period covered by the No-
ended December 31, 2007 was 16.3 percent. The effective

tice, and it is likely that the IRS will seek to challenge those
rate was low due to the unrealized market valuation losses on

later periods. It is also possible that the IRS will consider
AIGFP’s super senior credit default swap portfolio and other-

other transactions to be similar to the Affected Transactions.
than-temporary impairment charges. The effective tax rate on

AIG disagrees with the Notice and plans to contest the IRS’
the pre-tax loss for the first three months of 2008 was

assertions. AIG believes that it is adequately reserved for any
31.4 percent. The effective rate was lower than the statutory

liability that could result from the IRS actions.
rate of 35 percent due primarily to $703 million of tax
charges for the first three months of 2008, comprised of in- In April 2008, two separate court decisions were ren-
creases in the reserves for uncertain tax positions and other dered relating to certain ‘‘lease-in, lease-out’’ transactions,
discrete period items. which were adverse to the taxpayers. In accordance with

FIN 48, AIG will evaluate in the second quarter of 2008 the
effect of these decisions on lease transactions of AIG subsidi-
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of March 31, 2008 and December 31, 2007, the amount of8. Federal  Income Taxes (continued)
unrecognized tax benefits that, if recognized, would favora-

aries. Any resulting adjustment is not expected to be material bly affect the effective tax rate were $1.5 billion and $1.0 bil-
to AIG’s consolidated results of operations or its consolidated lion, respectively.
financial condition.

Interest and penalties related to unrecognized tax bene-
fits are recognized in income tax expense. At March 31,FIN 48
2008, AIG had accrued $351 million, for the payment of

As of March 31, 2008 and December 31, 2007, AIG’s unrec- interest (net of the federal benefit) and penalties.
ognized tax benefits, excluding interest and penalties, were

AIG continually evaluates proposed adjustments by tax-$2.5 billion and $1.3 billion, respectively. The increase dur-
ing authorities. At March 31, 2008, such proposed adjust-ing the period is attributable to foreign tax credits associated
ments would not result in a material change to AIG’swith cross border financing transactions and to income and
consolidated financial condition, although it is possible thatexpense allocations across jurisdictions. As of March 31,
the effect could be material to AIG’s consolidated results of2008 and December 31, 2007, AIG’s unrecognized tax bene-
operations for an individual reporting period. Although it isfits included $923 million and $299 million, respectively,
reasonably possible that a significant change in the balance ofrelated to tax positions the disallowance of which would not
unrecognized tax benefits may occur within the next twelveaffect the effective tax rate. The increase during the period is
months, at this time it is not possible to estimate the range ofattributable to U.S. deferred taxes associated with income
the change due to the uncertainty of the potential outcomes.and expense allocations across jurisdictions. Accordingly, as

30



American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection
with Outstanding Debt

The following condensed consolidating financial statements reflect the following:

) AIG Life Holdings (US), Inc. (AIGLH), formerly known as American General Corporation, is a holding company and a wholly owned
subsidiary of AIG. AIG provides a full and unconditional guarantee of all outstanding debt of AIGLH.

) AIG Liquidity Corp. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all obligations of AIG Liquidity
Corp.

) AIG Program Funding, Inc. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all obligations of AIG
Program Funding, Inc., which was established in 2007.

Condensed  Consolidating  Balance  Sheet

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AIGLH Corp. Funding, Inc. Subsidiaries Eliminations AIG

March 31, 2008
Assets:

Investments and Financial
Services assets $ 12,895 $ 40 $ – $ – $ 850,273 $ (21,956) $ 841,252

Cash 273 – – 2,216 2,489
Carrying value of subsidiaries

and partially owned
companies, at equity 98,742 20,900 – – 24,545 (143,477) 710

Other assets 8,339 2,621 – – 195,436 239 206,635

Total assets $120,249 $23,561 $ – $ – $1,072,470 $ (165,194) $1,051,086

Liabilities:
Insurance liabilities $ – $ – $ – $ – $ 547,260 $ (99) $ 547,161
Debt 37,363 2,136 – – 151,859 (19,188) 172,170
Other liabilities 3,183 2,929 – – 247,923 (2,083) 251,952

Total liabilities 40,546 5,065 – – 947,042 (21,370) 971,283

Preferred shareholders’ equity in
subsidiary companies – – – – 100 100

Total shareholders’ equity 79,703 18,496 – – 125,328 (143,824) 79,703

Total liabilities, preferred
shareholders’ equity in
subsidiary companies and
shareholders’ equity $120,249 $23,561 $ – $ – $1,072,470 $ (165,194) $1,051,086

December 31, 2007
Assets:

Investments and Financial
Services assets $ 14,648 $ 40 $ – $ – $ 859,063 $ (21,790) $ 851,961

Cash 84 1 – – 2,199 – 2,284
Carrying value of subsidiaries

and partially owned
companies, at equity 111,714 24,396 – – 18,542 (153,998) 654

Other assets 9,414 2,592 – – 193,445 155 205,606

Total assets $135,860 $27,029 $ – $ – $1,073,249 $ (175,633) $1,060,505

Liabilities:
Insurance liabilities $ 43 $ – $ – $ – $ 534,369 $ (75) $ 534,337
Debt 36,045 2,136 – – 156,003 (18,135) 176,049
Other liabilities 3,971 2,826 – – 250,506 (3,085) 254,218

Total liabilities 40,059 4,962 – – 940,878 (21,295) 964,604

Preferred shareholders’ equity in
subsidiary companies – – – – 100 – 100

Total shareholders’ equity 95,801 22,067 – – 132,271 (154,338) 95,801

Total liabilities, preferred
shareholders’ equity in
subsidiary companies and
shareholders’ equity $135,860 $27,029 $ – $ – $1,073,249 $ (175,633) $1,060,505
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Income  (Loss)

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AIGLH Corp. Funding, Inc. Subsidiaries Eliminations AIG

Three Months Ended March 31, 2008
Operating income (loss) $ (833) $ (21) $ * $ – $ (10,410) $ – $(11,264)
Equity in undistributed net income

of consolidated subsidiaries (7,754) (1,246) – – – 9,000 –
Dividend income from

consolidated subsidiaries 749 – – – – (749) –
Income taxes (benefits) (33) (3) * – (3,501) (3,537)
Minority interest – – – – (78) (78)

Net income (loss) $ (7,805) $ (1,264) $ * $ – $ (6,987) $ 8,251 $ (7,805)

Three Months Ended March 31, 2007
Operating income (loss) $ (261) $ (73) $ * $ – $ 6,506 $ – $ 6,172
Equity in undistributed net income

of consolidated subsidiaries 3,244 151 – – – (3,395) –
Dividend income from

consolidated subsidiaries 1,286 440 – – – (1,726) –
Income taxes (benefits) 139 8 * – 1,579 – 1,726
Minority interest – – – – (316) – (316)

Net income (loss) $ 4,130 $ 510 $ * $ – $ 4,611 $ (5,121) $ 4,130

*Less than $1 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Cash  Flows

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AIGLH Corp. Funding, Inc. Subsidiaries AIG

Three Months Ended March 31, 2008
Net cash provided by operating activities $ 504 $ 557 $ * $ – $ 7,232 $ 8,293

Cash flows from investing:
Invested assets disposed 214 – – – 52,537 52,751
Invested assets acquired (329) – – – (48,656) (48,985)
Other 2,723 (58) * – (2,902) (237)

Net cash provided by (used) in investing activities 2,608 (58) * – 979 3,529

Cash flows from financing activities:
Issuance of debt 214 – – – 12,457 12,671
Repayments of debt (28) – – – (19,880) (19,908)
Payments advanced to purchase shares (1,000) – – – – (1,000)
Cash dividends paid to shareholders (498) – – – – (498)
Other (1,610) (500) * – (830) (2,940)

Net cash used in financing activities (2,922) (500) * – (8,253) (11,675)

Effect of exchange rate changes on cash – – – – 58 58

Change in cash 190 (1) * – 16 205
Cash at beginning of period 84 1 – – 2,199 2,284

Cash at end of period $ 274 $ – $ * $ – $ 2,215 $ 2,489

Three Months Ended March 31, 2007
Net cash provided by operating activities $ 261 $ 48 $ * $ – $ 9,621 $ 9,930

Cash flows from investing:
Invested assets disposed 170 – – – 38,906 39,076
Invested assets acquired (3,520) – – – (53,321) (56,841)
Other 349 (48) * – (560) (259)

Net cash used in investing activities (3,001) (48) * – (14,975) (18,024)

Cash flows from financing activities:
Issuance of debt 6,831 – – – 17,923 24,754
Repayments of debt (728) – – – (15,596) (16,324)
Payments advanced to purchase shares (3,000) – – – – (3,000)
Cash dividends paid to shareholders (430) – – – – (430)
Other 38 – * – 3,178 3,216

Net cash provided by financing activities 2,711 – * – 5,505 8,216

Effect of exchange rate changes on cash – – – – (10) (10)

Change in cash (29) – * – 141 112
Cash at beginning of period 76 – – – 1,514 1,590

Cash at end of period $ 47 $ – $ * $ – $ 1,655 $ 1,702

*Less than $1 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

10. Cash Flows

AIG has made certain revisions to the Consolidated related to separate account assets. Accordingly, AIG revised
Statement of Cash Flows, primarily relating to the effect of the previous periods presented to conform to the revised
reclassifying certain policyholders’ account balances, the presentation. There was no effect on ending cash balances.
elimination of certain intercompany balances and revisions

The revisions and their effect on the Consolidated Statement of Cash Flows for the three months ended March 31, 2007
were as follows:

Originally Reported
(in millions) March 31, 2007 Revisions As Revised

Cash flows from operating activities $ 8,633 $ 1,297 $ 9,930

Cash flows from investing activities (16,863) (1,161) (18,024)

Cash flows from financing activities 8,352 (136) 8,216
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ITEM 2. Management’s  Discussion  and  Analysis  of  Financial  Condition  and  Results  of  Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide the reader
a narrative with respect to AIG’s operations, financial condition and liquidity and certain other significant matters.

INDEX

Page Page

CAUTIONARY STATEMENT REGARDING Deferred Policy Acquisition Costs and
PROJECTIONS AND OTHER INFORMATION ABOUT Sales Inducement Assets 71
FUTURE EVENTS 35 Financial Services Operations 74

OVERVIEW OF OPERATIONS AND BUSINESS Asset Management Operations 77
RESULTS 36 Other Operations 80

Outlook 36 CAPITAL RESOURCES AND LIQUIDITY 80
Consolidated Results 39 Borrowings 81
Segment Results 40 Shareholders’ Equity 88
Capital Resources 41 Liquidity 88
Liquidity 41 INVESTED ASSETS 89

CRITICAL ACCOUNTING ESTIMATES 42 Investment Strategy 90
OPERATING REVIEW 48 Portfolio Review 95

General Insurance Operations 48 Other-Than-Temporary Impairments 95
General Insurance Results 50 Unrealized gains and losses 97
Reserve for Losses and Loss Expenses 54 RISK MANAGEMENT 98

Life Insurance & Retirement Services Insurance, Asset Management and Non-
Operations 58 Trading Financial Services VaR 99
Life Insurance & Retirement Services Capital Markets Trading VaR 100

Results 60 Credit Derivatives 101

Cautionary Statement Regarding Projections and Other Information About Future Events

This Quarterly Report on Form 10-Q and other publicly available documents may include, and AIG’s officers and
representatives may from time to time make, projections concerning financial information and statements concerning future
economic performance and events, plans and objectives relating to management, operations, products and services, and
assumptions underlying these projections and statements. These projections and statements are not historical facts but instead
represent only AIG’s belief regarding future events, many of which, by their nature, are inherently uncertain and outside AIG’s
control. These projections and statements may address, among other things, the status and potential future outcome of the
current regulatory and civil proceedings against AIG and their potential effect on AIG’s businesses, financial condition, results
of operations, cash flows and liquidity, AIG’s exposures to subprime mortgages, monoline insurers and the residential real
estate market and AIG’s strategy for growth, product development, market position, financial results and reserves. It is possible
that AIG’s actual results and financial condition may differ, possibly materially, from the anticipated results and financial
condition indicated in these projections and statements. Factors that could cause AIG’s actual results to differ, possibly
materially, from those in the specific projections and statements are discussed in Outlook and throughout this Management’s
Discussion and Analysis of Financial Condition and Results of Operations and in Item 1A. Risk Factors of AIG’s Annual
Report on Form 10-K for the year ended December 31, 2007 (2007 Annual Report on Form 10-K). AIG is not under any
obligation (and expressly disclaims any such obligations) to update or alter any projection or other statement, whether written
or oral, that may be made from time to time, whether as a result of new information, future events or otherwise.
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In addition to reviewing AIG’s results for the first three supplement and update Item 1A. Risk Factors in the 2007
months of 2008, this Management’s Discussion and Analysis Annual Report on Form 10-K.
of Financial Condition and Results of Operations

General Trendssupplements and updates the information and discussion
included in the 2007 Annual Report on Form 10-K. In mid-2007, the U.S. residential mortgage market began to
Throughout this Management’s Discussion and Analysis of experience serious disruption due to credit quality
Financial Condition and Results of Operations, AIG presents deterioration in a significant portion of loans originated,
its operations in the way it believes will be most meaningful. particularly to non-prime and subprime borrowers; evolving
Statutory loss ratios and combined ratios are presented in changes in the regulatory environment; a slower residential
accordance with accounting principles prescribed by housing market; increased cost of borrowings for mortgage
insurance regulatory authorities because these are standard participants; and illiquid credit markets. The conditions
measures of performance filed with insurance regulatory continued and worsened throughout 2007 and the first
authorities and used for analysis in the insurance industry quarter of 2008, expanding into the broader U.S. credit
and thus allow more meaningful comparisons with AIG’s markets and resulting in greater volatility, less liquidity,
insurance competitors. AIG also uses cross-references to widening of credit spreads, a lack of price transparency and
additional information included in this Quarterly Report on increased credit losses in certain markets.
Form 10-Q and in the 2007 Annual Report on Form 10-K to

AIG participates in the U.S. residential mortgage marketassist readers seeking related information on a particular
in several ways: American General Finance, Inc. (AGF)subject.
originates principally first-lien mortgage loans and to a lesser
extent second-lien mortgage loans to buyers and owners ofOverview of Operations
residential housing; United Guaranty Corporationand Business Results
(UGC) provides first loss mortgage guaranty insurance for

AIG identifies its reportable segments by product line,
high loan-to-value first- and second-lien residential

consistent with its management structure. These segments are
mortgages; AIG insurance and financial services subsidiaries

General Insurance, Life Insurance & Retirement Services,
invest in mortgage-backed securities and collateralized debt

Financial Services and Asset Management. Through these
obligations (CDOs), in which the underlying collateral is

operating segments, AIG provides insurance, financial and
composed in whole or in part of residential mortgage loans;

investment products and services to both businesses and
and AIG Financial Products Corp. and AIG Trading Group

individuals in more than 130 countries and jurisdictions. This
Inc. and their respective subsidiaries (collectively, AIGFP)

geographic, product and service diversification is one of
provides credit protection through credit default swaps on

AIG’s major strengths and sets it apart from its competitors.
certain super senior tranches of CDOs, a significant majority

AIG’s Other category consists of items not allocated to AIG’s
of which have AAA underlying or subordinate layers.

operating segments.
Continuing disruption in the U.S. residential mortgage

AIG’s subsidiaries serve commercial, institutional and
and other credit markets may also increase claim activity in

individual customers through an extensive property-casualty
the financial institution segment of AIG’s directors and

and life insurance and retirement services network. In the
officers liability (D&O) and professional liability classes of

United States, AIG companies are the largest underwriters of
business. However, based on its review of information

commercial and industrial insurance and are among the
currently available, AIG believes overall loss activity for the

largest life insurance and retirement services operations as
broader D&O and professional liability classes is likely to

well. AIG’s Financial Services businesses include commercial
remain within or near the levels observed during the last

aircraft and equipment leasing, capital markets operations
several years, which include losses related to stock options

and consumer finance, both in the United States and abroad.
backdating as well as to the U.S. residential mortgage market.

AIG also provides asset management services to institutions
The operating results of AIG’s consumer finance andand individuals. As part of its Spread-Based Investment

mortgage guaranty operations in the United States have beenactivities, and to finance its operations, AIG issues various
and are likely to continue to be adversely affected by thedebt instruments in the public and private markets.
factors referred to above. The downward cycle in the U.S.

Outlook housing market is not expected to improve until residential
inventories return to a more normal level and the mortgage

The following paragraphs supplement and update the
credit market stabilizes. The duration and severity of the

information and discussion included in Management’s
downward cycle could be further negatively affected in the

Discussion and Analysis of Financial Condition and Results
event of an economic recession. AIG expects that this

of Operations — Outlook in the 2007 Annual Report on
downward cycle will continue to adversely affect UGC’s

Form 10-K to reflect developments in or affecting AIG’s
operating results for the foreseeable future and will result in a

business to date during 2008. These paragraphs also
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significant operating loss for UGC in 2008 and possibly Capital  Resources
beyond. AIG also incurred substantial unrealized market

In light of the ongoing significant effects the disruption in the
valuation losses on AIGFP’s super senior credit default swap

U.S. housing and credit markets is having on AIG’s results,
portfolio and substantial other-than-temporary impairment

AIG is planning to raise additional capital to fortify its
charges on AIG’s available for sale securities in the first

balance sheet and increase financial flexibility.
quarter of 2008 and fourth quarter of 2007. The results from
AIG’s operations with exposure to the U.S. residential General  Insurance
mortgage market will be highly dependent on future market

The commercial property and casualty insurance industry hasconditions. Continuing market deterioration will cause AIG
historically experienced cycles of price erosion followed byto report additional unrealized market valuation losses and
rate strengthening as a result of catastrophes or otherimpairment charges.
significant losses that affect the overall capacity of the

The ongoing effect of the downward cycle in the U.S.
industry to provide coverage. As premium rates decline, AIG

housing market on AIG’s consolidated financial condition
will generally experience higher current accident year loss

could be material if the market disruption continues to
ratios, as the written premiums are earned, and higher

expand beyond the residential mortgage markets, although
expense ratios if written premiums decline more quickly than

AIG seeks to mitigate the risks to its business by disciplined
expenses. Despite industry price erosion in commercial lines,

underwriting and active risk management.
AIG expects to continue to identify profitable opportunities
and build attractive new general insurance businesses as aCredit ratings are important to AIG’s business, results of
result of AIG’s broad product line and extensive distributionoperations and liquidity. Downgrades in AIG’s credit ratings
networks in the United States and abroad.could increase AIG’s borrowing costs and could adversely

affect its competitive position and liquidity. With respect to
Workers’ compensation remains under considerable

AIG’s liquidity, it is estimated that, as of the close of business
pricing pressure, as statutory rates continue to decline. Rates

on April 30, 2008, based on AIGFP’s outstanding municipal
for most casualty lines of insurance continue to decline due to

guaranteed investment agreements (GIAs) and financial
competitive pressures, particularly for aviation, excess

derivative transactions at that date, a downgrade of AIG’s
casualty and D&O exposures. Rates for commercial property

longer-term senior debt ratings to ‘Aa3’ by Moody’s
lines are also declining following another year of relatively

Investors Service (Moody’s) or ‘AA–’ by Standard & Poor’s, a
low catastrophe losses. Further price erosion is expected

division of the McGraw-Hill Companies (S&P) would permit
during the remainder of 2008 for the commercial lines; AIG

counterparties to call for approximately $1.8 billion of
seeks to mitigate the decline by constantly seeking out

collateral, while a downgrade to ‘A1’ by Moody’s or A+ by
profitable opportunities across its diverse product lines and

S&P would permit counterparties to call for approximately
distribution networks while maintaining a commitment to

$9.8 billion of additional collateral. Further downgrades
underwriting discipline. There can be no assurance that price

could result in requirements for substantial additional
erosion will not become more widespread or that AIG’s

collateral, which could have a material adverse effect on how
profitability will not deteriorate from current levels in major

AIGFP manages its liquidity. The actual amount of collateral
commercial lines.

that AIGFP would be required to post to counterparties in the
The personal lines market has softened considerably andevent of such downgrades depends on market conditions, the

further deterioration in underwriting results is expected tofair value of outstanding affected transactions and other
continue through 2009. A generally weakening economy andfactors prevailing at the time of the downgrade. Additional
increasing loss trends are contributing factors. AIG is filingobligations to post collateral would increase the demands on
for rate increases and tightening underwriting guidelinesAIGFP’s liquidity.
where necessary in response to the changing market

Globally, heightened regulatory scrutiny of financial
conditions.

services companies in many jurisdictions has the potential to
affect future financial results through higher compliance Life  Insurance  & Retirement  Services
costs. This is particularly true in the United States, where

Disruption in the U.S. residential mortgage and creditfederal and state authorities have commenced various
markets had a significant adverse effect on Life Insurance &investigations of the financial services industry, and in Japan
Retirement Services operating results, specifically its netand Southeast Asia, where financial institutions have received
investment income and net realized capital losses in 2007 andremediation orders affecting consumer and policyholder
the first three months of 2008, and AIG expects that thisrights.
disruption will continue to be a key factor in the remainder of
2008 and beyond, especially in its U.S.-based operations. The
volatility in operating results will be further magnified by the
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continuing market shift to variable products with living Estimates — Fair Value Measurements of Certain Financial
benefits. Assets and Liabilities — AIGFP’s Super Senior Credit Default

Swap Portfolio, and — Valuation of Level 3 Assets and
In response to the market disruption, AIG, including

Liabilities — Super senior credit default swap portfolio. Also
Domestic Life and Domestic Retirement Services, has been

refer to Risk Management — Credit Derivatives.
increasing its liquidity position and investing in shorter
duration investments. While prudent in the current The ongoing disruption in the U.S. residential mortgage
environment, such actions will reduce overall investment and credit markets and the downgrades of residential
yields. mortgage-backed securities and CDO securities by rating

agencies continue to adversely affect the fair value of the
Recent capital markets volatility has put pressure on

super senior credit default swap portfolio written by AIGFP.
credit lenders resulting in increased costs for premium

AIG expects that continuing limitations on the availability of
financing, which could affect future sales of products where

market observable data will affect AIG’s determinations of
such financing is used, primarily in large universal life policies

the fair value of these derivatives, including by preventing
in Domestic Life Insurance.

AIG, for the foreseeable future, from recognizing the
The U.S. dollar has significantly weakened against many beneficial effect of the differential between credit spreads

currencies, resulting in a favorable effect on operating results used to price a credit default swap and spreads implied from
due to the translation of foreign currencies to the U.S. dollar. prices of the CDO bonds referenced by such swap. The fair
However, the weakened dollar has an unfavorable effect on value of these derivatives is expected to continue to fluctuate,
other-than-temporary impairments in Foreign Life Insurance perhaps materially, in response to changing market
& Retirement Services and will continue to affect operating conditions, and AIG’s estimates of the value of AIGFP’s super
results throughout 2008. senior credit derivative portfolio at future dates could

therefore be materially different from current estimates.An additional capital contribution to operations in
Further declines in the fair values of these derivatives mayTaiwan is planned for the second quarter of 2008 in order to
require AIGFP to post additional collateral which may bemeet the needs of this growing business and increased risk-
material to AIGFP’s financial condition.based capital requirements.  The amount of the additional

capital contribution is expected to be approximately Under the terms of most of these credit derivatives, losses
$400 million. to AIG would generally result from the credit impairment of

the referenced CDO bonds that AIG would acquire in
Financial  Services satisfying its swap obligations. Based upon its most current

analyses, AIG believes that any credit impairment lossesAIG exercises significant judgment in the valuation of its
which may emerge over time at AIGFP will not be material tovarious credit default swap portfolios. AIG uses pricing
AIG’s consolidated financial condition, but could be materialmodels and other methodologies to value these portfolios
to the manner in which AIG manages its liquidity. In makingthat take into account, where applicable, and to the extent
this assessment, AIG uses a credit-based analysis to estimatepossible, third-party prices, pricing matrices, the movement
potential realized credit impairment losses from AIGFP’sof indices (such as the CDX and iTraxx), collateral calls and
super senior credit default swap portfolio. This analysisother observable market data. There is no uniform
makes various assumptions as to estimates of future stressesmethodology used by market participants in valuing these
on the portfolio resulting from further downgrades by thetypes of portfolios. AIG believes that the assumptions and
rating agencies of the CDO collateral. In addition, during thejudgments it makes are reasonable and lead to an overall
first quarter of 2008, AIG introduced another methodologymethodology that is reasonable, but other market
called a roll rate analysis. This methodology rolls forwardparticipants may use other methodologies, including, among
current and estimated future delinquencies and defaults inother things, models, indices and selection of third-party
underlying mortgages in the CDO collateral pools to estimatepricing sources, that are based upon different assumptions
potential losses in the CDOs. Due to the dislocation in theand judgments, and these methodologies may generate
market for CDO collateral, AIG does not use the marketmaterially different values. AIG regularly updates and
values of the underlying CDO collateral in estimating itsanalyzes the appropriateness of its valuation methodologies.
potential realized credit impairment losses. The use of factorsUpdates to or changes in AIG’s methodologies or
derived from market-observable prices in models used toassumptions may materially change AIG’s estimates of the
determine the estimates for future realized credit impairmentvalue of its credit default swap portfolios.
losses would result in materially higher estimates of realized

For additional information regarding AIG’s credit impairment losses. AIG’s credit-based analyses
methodology, models and assumptions with respect to the estimate potential realized credit impairment pre-tax losses at
valuation and credit-based analyses of the AIGFP super
senior credit default swap portfolio see Critical Accounting
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approximately $1.2 billion to approximately $2.4 billion. In light of this experience to date and after other
Other types of analyses or models could result in materially comprehensive analyses, AIG determined that there was no
different estimates. AIG is aware that other market unrealized market valuation adjustment to be recognized for
participants have used different assumptions and this regulatory capital relief portfolio for the three months
methodologies to estimate the potential realized credit ended March 31, 2008. AIG will continue to assess the
impairment losses on AIGFP’s super senior credit default valuation of this portfolio and monitor developments in the
swap portfolio, resulting in a significantly higher estimate marketplace. Given the significant deterioration in the global
than that resulting from AIG’s credit-based analysis. For credit markets and the risk that AIGFP’s expectations with
example, a third-party analysis provided to AIG, that AIG respect to the termination of these transactions by its
understands uses credit and market value inputs, estimates counterparties may not materialize, there can be no assurance
the potential realized pre-tax losses on AIGFP’s super senior that AIG will not recognize unrealized market valuation
credit default swap portfolio at between approximately losses from this portfolio in future periods, and recognition of
$9 billion and approximately $11 billion. (AIG expresses no even a small percentage decline in the fair value of this
view as to the reasonableness of this third-party estimate and portfolio could be material to an individual reporting period.
does not intend to seek an update of this estimate.) There can These transactions contributed approximately $89 million to
be no assurance that AIG’s estimate will not change or that AIGFP’s revenues in the three-months ended March 31,
the ultimate realized losses on AIGFP’s super senior credit 2008. If AIGFP is not successful in replacing the revenues
default swap portfolio will not exceed any current estimates. generated by these transactions, AIGFP’s operating results

could be materially adversely affected. 
Approximately $335 billion of the $469 billion in

notional exposure on AIGFP’s super senior credit default Approximately $57 billion of the $469 billion in
swap portfolio as of March 31, 2008 was written to facilitate notional exposure on AIGFP’s super senior credit default
regulatory capital relief for financial institutions primarily in swaps as of March 31, 2008 was written on investment grade
Europe. AIG expects that the majority of these transactions corporate debt and CLOs. There is no uniform methodology
will be terminated within the next 12 to 24 months by to estimate the fair value of corporate super senior credit
AIGFP’s counterparties as they implement models compliant default swaps. AIG estimates the fair value of its corporate
with the new Basel II Accord. As of April 30, 2008, credit default swap portfolio by reference to benchmark
$55 billion in notional exposures have either been terminated indices, including the CDX and iTraxx, and third-party prices
or are in the process of being terminated at the request of and collateral calls. AIG believes that its methodology to
counterparties. In its 2007 Annual Report on Form 10-K, value the corporate credit default swap portfolio is
AIG had previously reported that as of February 26, 2008, reasonable, but other market participants use other
$54 billion in notional exposures have either been terminated methodologies and these methodologies may generate
or are in the process of being terminated. AIG has recently materially different fair value estimates. No assurance can be
refined its approach to estimating its net notional exposures given that the fair value of AIG’s corporate credit default
on certain of these transactions that have unique features. swap portfolio would not change materially if other market
The notional exposures on transactions terminated or that indices or pricing sources were used to estimate the fair value
were in the process of being terminated as of February 26, of the portfolio.
2008 is $46 billion under the refined method. AIGFP was not

For a description of important factors that may affect the
required to make any payments as part of these terminations

operations and initiatives described above, see Item 1A. Risk
and in certain cases was paid a fee upon termination.

Factors in the 2007 Annual Report on Form 10-K.

Consolidated  Results

AIG’s consolidated revenues, income (loss) before income taxes, minority interest and net income (loss) were as follows:
Three Months Ended Percentage

March 31, Increase/
(in millions) 2008 2007 (Decrease)

Total revenues $ 14,031 $30,645 (54)%
Income (loss) before income taxes and minority interest (11,264) 6,172 —
Net income (loss) $ (7,805) $ 4,130 —%

AIG’s consolidated revenues decreased in the three offset growth in premiums and other considerations in the Life
months ended March 31, 2008 compared to the same period Insurance & Retirement Services segment. Net realized capital
in 2007 due to an unrealized market valuation loss of losses of $6.1 billion in the three months ended March 31,
$9.1 billion on AIGFP’s super senior credit default swap 2008 included other-than-temporary impairment charges of
portfolio recorded in other income, higher net realized capital $5.6 billion, primarily related to the significant disruption in
losses and a decline in net investment income, which more than the residential mortgage and credit markets and investment-

39



American International Group, Inc. and Subsidiaries

related losses of $779 million where AIG lacks the intent to Income Taxes
hold the investments to recovery. Total other-than-temporary

The effective tax rate on pre-tax income for the year ended
impairment charges in the three months ended March 31,

December 31, 2007 was 16.3 percent. The effective rate was
2007 were $467 million. See Invested Assets — Portfolio

low due to the unrealized market valuation losses on AIGFP’s
Review — Other-than-temporary impairments herein. The

super senior credit default swap portfolio and other-than-
decline in net investment income reflects lower returns from

temporary impairment charges. The effective tax rate on the
partnerships, hedge funds and mutual funds as well as lower

pre-tax loss for the first three months of 2008 was
policyholder trading gains in Life Insurance & Retirement

31.4 percent. The effective rate was lower than the statutory
Services. Policyholder trading gains are offset by a charge to

rate of 35 percent due primarily to $703 million of tax
incurred policy losses and benefits expense.

charges for the first three months of 2008, comprised of
Income (loss) before income taxes and minority interest increases in the reserves for uncertain tax positions and other

declined in the three months ended March 31, 2008 due discrete period items. See also Note 8 to Consolidated
primarily to the losses described above. Financial Statements.

Segment  Results

The following table summarizes the operations of each principal segment. (See also Note 2 to Consolidated Financial
Statements.)

Three Months Ended Percentage
March 31,Operating Segments Increase/

(in millions) 2008 2007 (Decrease)

Total revenues(a):
General Insurance $ 12,289 $12,903 (5)%
Life Insurance & Retirement Services(b) 8,752 13,682 (36)
Financial Services(c)(d) (6,560) 2,201 —
Asset Management(e) (149) 1,669 —
Other (128) 131 —
Consolidation and eliminations (173) 59 —

Total $ 14,031 $30,645 (54)%
Operating income (loss)(a):

General Insurance $ 1,337 $ 3,096 (57)%
Life Insurance & Retirement Services(b) (1,831) 2,281 —
Financial Services(c)(d) (8,772) 292 —
Asset Management(e) (1,251) 758 —
Other (768) (470) —
Consolidation and eliminations 21 215 (90)

Total $(11,264) $ 6,172 —%

(a) For the three-month periods ended March 31, 2008 and 2007, includes other-than-temporary impairment charges of $5.6 billion and $467 million,
respectively. Also includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under Statement of Financial
Accounting Standards (FAS) No. 133, ‘‘Accounting for Derivative Instruments and Hedging Activities’’ (FAS 133), including the related foreign exchange
gains and losses. For the three-month periods ended March 31, 2008 and 2007, the effect was $(748) million and $(452) million, respectively, in both
revenues and operating income (loss). These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges
of investments and borrowings.

(b) For the three-month periods ended March 31, 2008 and 2007, includes other-than-temporary impairment charges of $4.4 billion and $392 million,
respectively.

(c) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange
gains and losses. For the three-month periods ended March 31, 2008 and 2007, the effect was $(204) million and $(160) million, respectively, in both
revenues and operating income (loss). These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges
of investments and borrowings.

(d) For the three-month period ended March 31, 2008, both revenues and operating income (loss) include an unrealized market valuation loss of $9.1 billion on
AIGFP’s super senior credit default swap portfolio.

(e) Includes net realized capital losses of $1.4 billion for the three-month period ended March 31, 2008, including other-than-temporary impairment charges of
$1.0 billion.

investment income as returns on partnership investmentsGeneral  Insurance
declined. The decrease in General Insurance operating

AIG’s General Insurance operations provide property and
income in the first three months of 2008 compared to the

casualty products and services throughout the world.
same period in 2007 was driven by AIG Commercial

Revenues in the General Insurance segment represent net
Insurance (Commercial Insurance), reflecting lower

premiums earned, net investment income and net realized
underwriting profit and net investment income, as well as net

capital gains (losses). The decrease in General Insurance
realized capital losses incurred by Commercial Insurance in

revenues in the first three months of 2008 compared to the
2008. Operating losses from the Mortgage Guaranty business

same period in 2007 was due to net realized capital losses for
and a decline in Foreign General Insurance net investment

the first three months of 2008 compared to net realized
income in the first three months of 2008 also contributed to

capital gains in the same period of 2007 and lower net
the decrease in General Insurance operating income.
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$128 million, representing the estimated cost ofLife  Insurance  & Retirement  Services
implementing the Supervisory Agreement entered into with

AIG’s Life Insurance & Retirement Services operations
the Office of Thrift Supervision (OTS).

provide insurance, financial and investment-oriented
Operating income for ILFC increased in the first threeproducts throughout the world. Revenues in the Life

months of 2008 compared to the same period in 2007 drivenInsurance & Retirement Services operations represent
to a large extent by a larger aircraft fleet, higher lease ratespremiums and other considerations, net investment income
and higher utilization.and net realized capital gains (losses). Foreign operations

contributed approximately 80 percent and 78 percent of
Asset  ManagementAIG’s Life Insurance & Retirement Services premiums and

other considerations for the first three months of 2008 and AIG’s Asset Management operations include institutional
2007, respectively. and retail asset management, broker-dealer services and

Spread-Based Investment businesses. Revenues in the AssetLife Insurance & Retirement Services operating income
Management segment represent investment income with(loss) declined in the first three months of 2008 compared to
respect to spread-based products and management, advisorythe same period in 2007 primarily due to higher net realized
and incentive fees.capital losses in 2008. In addition, the operating loss in the

first three months of 2008 was negatively affected by trading Asset Management operating income decreased in the
account losses in the U.K. associated with certain investment- first three months of 2008 compared to the same period in
linked products and an increase in incurred policyholder 2007, due to other-than-temporary impairment charges on
benefits related to a closed block of Japan business with fixed income investments, lower partnership income and
guaranteed benefits. These declines were partially offset by mark to market losses on interest rate and foreign currency
reductions in deferred policy acquisition costs (DAC) and hedge positions not qualifying for hedge accounting related
sales inducement asset (SIA) amortization related to realized to the Spread-Based Investment business.
capital losses and growth in the underlying reserves which
reflects increased assets under management. Capital  Resources

At March 31, 2008, AIG had total consolidated shareholders’Financial  Services
equity of $79.7 billion and total consolidated borrowings of

AIG’s Financial Services subsidiaries engage in diversified $172.2 billion. At that date, $68.3 billion of such borrowings
activities including aircraft and equipment leasing, capital were subsidiary borrowings not guaranteed by AIG.
markets, consumer finance and insurance premium finance.

In February 2007, AIG’s Board of Directors increasedRevenues in the Financial Services segment include interest,
AIG’s share repurchase program by authorizing the purchaserealized and unrealized gains and losses, including the
of shares with an aggregate purchase price of $8 billion. Inunrealized market valuation losses on AIGFP’s super senior
November 2007, AIG’s Board of Directors authorized thecredit default swap portfolio, and lease and finance charges.
purchase of an additional $8 billion in common stock. At

Financial Services reported an operating loss in the first May 7, 2008, $9 billion was available for purchase under the
three months of 2008 compared to operating income in the aggregate authorization. A total of 34,093,783 shares were
same period in 2007, primarily due to an unrealized market purchased during the first three months of 2008. Subsequent
valuation loss of $9.1 billion on AIGFP’s super senior credit to March 31, 2008, an additional 3,832,276 shares were
default swap portfolio and a decline in operating income for purchased, satisfying the balance of the commitments
AGF. Capital Markets net operating loss for the first three existing at December 31, 2007 that had not been satisfied at
months of 2008 was $8.9 billion, reflecting the pre-tax March 31, 2008. AIG does not expect to purchase additional
unrealized market valuation loss on the super senior credit shares under its share repurchase program for the foreseeable
default swap portfolio. The net loss also includes an increase future.
to pre-tax earnings of $2,648 million attributable to changes
in AIG’s credit spreads which were substantially offset by the Liquidity
effect of changes in counterparty credit spreads on assets

AIG manages liquidity at both the subsidiary and parentmeasured at fair value of $2,620 million. On January 1,
company levels. At March 31, 2008, AIG’s consolidated2008, AIGFP elected the fair value option for almost all of its
invested assets, primarily held by its subsidiaries, includedeligible financial assets and liabilities. Included in the first
$63.6 billion in cash and short-term investments.quarter 2008 net operating loss is the transition amount of
Consolidated net cash provided from operating activities in$291 million related to the adoption of FAS 157 and
the first three months of 2008 amounted to $8.3 billion. AtFAS 159.
both the subsidiary and parent company level, liquidity

In the first three months of 2007, AGF’s mortgage management activities are intended to preserve and enhance
banking operations recorded a pre-tax charge of
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funding stability, flexibility, and diversity through a wide ) Reinsurance recoverable on unpaid losses: the
range of potential operating environments and market expected recoveries from reinsurers on losses that have
conditions. AIG’s primary sources of cash flow are dividends not yet been reported and/or settled.
and other payments from its regulated and unregulated

Future  Policy  Benefits  for  Life  and  Accident  and  Healthsubsidiaries, as well as issuances of debt securities. Primary
Contracts  (Life  Insurance  &  Retirement  Services):uses of cash flow are for debt service, subsidiary funding,
) Interest rates: which vary by geographical region, yearshareholder dividend payments and common stock

of issuance and products.repurchases. Management believes that AIG’s liquid assets,
cash provided by operations and access to the capital markets ) Mortality, morbidity and surrender rates: based upon
will enable it to meet its anticipated cash requirements, actual experience by geographical region modified to
including the funding of dividends under AIG’s dividend allow for variation in policy form, risk classification and
policy. distribution channel.

Critical  Accounting Estimates Deferred  Policy  Acquisition  Costs  (Life  Insurance  &

Retirement  Services):The preparation of financial statements in conformity with
) Recoverability: based on current and future expectedaccounting principles generally accepted in the United States

profitability, which is affected by interest rates, foreignof America (GAAP) requires the application of accounting
exchange rates, mortality experience and policypolicies that often involve a significant degree of judgment.
persistency.AIG considers that its accounting policies that are most

dependent on the application of estimates and assumptions,
Deferred  Policy  Acquisition  Costs  (General  Insurance):and therefore viewed as critical accounting estimates, to be
) Recoverability: based upon the current terms andthose relating to reserves for losses and loss expenses, future

profitability of the underlying insurance contracts.policy benefits for life and accident and health contracts,
recoverability of DAC, estimated gross profits for

Estimated  Gross  Profits for  Investment-Oriented  Productsinvestment-oriented products, fair value measurements of
(Life  Insurance  &  Retirement  Services):certain financial assets and liabilities, other-than-temporary
) Estimated gross profits: to be realized over theimpairments, the allowance for finance receivable losses and

estimated duration of the contracts (investment-orientedflight equipment recoverability. These accounting estimates
products) affect the carrying value of DAC, unearnedrequire the use of assumptions about matters, some of which
revenue liability, SIAs and associated amortizationare highly uncertain at the time of estimation. To the extent
patterns. Estimated gross profits include investmentactual experience differs from the assumptions used, AIG’s
income and gains and losses on investments less requiredresults of operations would be directly affected.
interest, actual mortality and other expenses.

Throughout this Management’s Discussion and Analysis
Allowance for Finance Receivable Losses (Financial Services):of Financial Condition and Results of Operations, AIG’s

critical accounting estimates are discussed in detail. The ) Historical defaults and delinquency experience:
major categories for which assumptions are developed and utilizing factors, such as delinquency ratio, allowance
used to establish each critical accounting estimate are ratio, charge-off ratio and charge-off coverage.
highlighted below.

) Portfolio characteristics: portfolio composition and
consideration of the recent changes to underwritingReserves  for  Losses  and  Loss  Expenses
criteria and portfolio seasoning.(General  Insurance):

) Loss trend factors: used to establish expected loss ) External factors: consideration of current economic
ratios for subsequent accident years based on premium conditions, including levels of unemployment and
rate adequacy and the projected loss ratio with respect to personal bankruptcies.
prior accident years.

) Migration analysis: empirical technique measuring
) Expected loss ratios for the latest accident year: in this historical movement of similar finance receivables

case, accident year 2007 for the year-end 2007 loss through various levels of repayment, delinquency, and
reserve analysis. For low-frequency, high-severity classes loss categories to existing finance receivable pools.
such as excess casualty, expected loss ratios generally are

Flight Equipment Recoverability (Financial Services):utilized for at least the three most recent accident years.

) Loss development factors: used to project the reported ) Expected undiscounted future net cash flows: based
losses for each accident year to an ultimate amount. upon current lease rates, projected future lease rates and

estimated terminal values of each aircraft based on
expectations of market participants.
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Other-Than-Temporary  Impairments: securities purchased (sold) under agreements to resell
AIG evaluates its investments for impairment such that a (repurchase), securities lending invested collateral, non-
security is considered a candidate for other-than-temporary marketable equity investments, included in other invested
impairment if it meets any of the following criteria: assets, certain policyholders’ contract deposits, securities and

spot commodities sold but not yet purchased, certain trust
) Trading at a significant (25 percent or more) discount to

deposits and deposits due to banks and other depositors,par, amortized cost (if lower) or cost for an extended
certain long-term borrowings, and certain hybrid financialperiod of time (nine consecutive months or longer);
instruments included in other liabilities. The fair value of a

) The occurrence of a discrete credit event resulting in financial instrument is the amount that would be received to
(i) the issuer defaulting on a material outstanding sell an asset or paid to transfer a liability in an orderly
obligation; (ii) the issuer seeking protection from transaction between market participants at the measurement
creditors under the bankruptcy laws or any similar laws date.
intended for court supervised reorganization of insolvent

The degree of judgment used in measuring the fair valueenterprises; or (iii) the issuer proposing a voluntary
of financial instruments generally correlates with the level ofreorganization pursuant to which creditors are asked to
pricing observability. Financial instruments with quotedexchange their claims for cash or securities having a fair
prices in active markets generally have more pricingvalue substantially lower than par value of their
observability and less judgment is used in measuring fairclaims; or
value. Conversely, financial instruments traded in other-than-

) AIG may not realize a full recovery on its investment, active markets or that do not have quoted prices have less
regardless of the occurrence of one of the foregoing observability and are measured at fair value using valuation
events. models or other pricing techniques that require more

judgment. Pricing observability is affected by a number ofThe determination that a security has incurred an other-
factors, including the type of financial instrument, whetherthan-temporary decline in value requires the judgment of
the financial instrument is new to the market and not yetmanagement and consideration of the fundamental condition
established, the characteristics specific to the transaction andof the issuer, its near-term prospects and all the relevant facts
general market conditions.and circumstances. The above criteria also consider

circumstances of a rapid and severe market valuation decline,
Fixed  Maturities — Trading  and  Available  for  Salesuch as that experienced in current credit markets, in which

AIG could not reasonably assert that the recovery period AIG maximizes the use of observable inputs and minimizes
would be temporary (severity losses). For further discussion, the use of unobservable inputs when measuring fair value.
see Portfolio Review — Other-Than-Temporary Impairments. Whenever available, AIG obtains quoted prices in active

markets for identical assets at the balance sheet date toAt each balance sheet date, AIG evaluates its securities
measure at fair value fixed maturity instruments in its tradingholdings with unrealized losses. When AIG does not intend to
and available for sale portfolios. Market price data generallyhold such securities until they have recovered their cost basis,
is obtained from exchange or dealer markets.AIG records the unrealized loss in income. If a loss is

recognized from a sale subsequent to a balance sheet date AIG estimates the fair value of fixed maturity
pursuant to changes in circumstances, the loss is recognized instruments not traded in active markets, including securities
in the period in which the intent to hold the securities to purchased (sold) under agreements to resell (repurchase) and
recovery no longer existed. mortgage and other loans receivable, for which AIG elected

the fair value option by referring to traded securities withIn periods subsequent to the recognition of an other-
similar attributes, using dealer quotations and matrix pricingthan-temporary impairment charge for fixed maturity
methodologies, or discounted cash flow analyses. Thissecurities, which is not credit or foreign exchange related,
methodology considers such factors as the issuer’s industry,AIG generally accretes into income the discount or amortizes
the security’s rating and tenor, its coupon rate, its position inthe reduced premium resulting from the reduction in cost
the capital structure of the issuer, yield curves, credit curves,basis over the remaining life of the security.
prepayment rates and other relevant factors. For fixed
maturity instruments that are not traded in active markets orFair  Value  Measurements  of Certain Financial Assets  and
that are subject to transfer restrictions, valuations areLiabilities:
adjusted to reflect illiquidity and/or non-transferability, and

AIG measures at fair value on a recurring basis financial such adjustments generally are based on available market
instruments in its trading and available for sale securities evidence. In the absence of such evidence, management’s best
portfolios, certain mortgage and other loans receivable, estimate is used.
certain spot commodities, derivative assets and liabilities,

43



American International Group, Inc. and Subsidiaries

Equity  Securities  Traded  in  Active  Markets — Trading  and alternative pricing sources with reasonable levels of price
Available  for  Sale transparency. When models are used, the selection of a

particular model to value an OTC derivative depends on theAIG maximizes the use of observable inputs and minimizes
contractual terms of, and specific risks inherent in, thethe use of unobservable inputs when measuring fair value.
instrument as well as the availability of pricing information inWhenever available, AIG obtains quoted prices in active
the market. AIG generally uses similar models to valuemarkets for identical assets at the balance sheet date to
similar instruments. Valuation models require a variety ofmeasure at fair value marketable equity securities in its
inputs, including contractual terms, market prices and rates,trading and available for sale portfolios. Market price data
yield curves, credit curves, measures of volatility, prepaymentgenerally is obtained from exchange or dealer markets.
rates and correlations of such inputs. For OTC derivatives
that trade in liquid markets, such as generic forwards, swapsDirect  Private  Equity  Securities  Not  Traded  in  Active
and options, model inputs can generally be corroborated byMarkets — Other  Invested  Assets
observable market data by correlation or other means and

AIG initially estimates the fair value of equity securities not model selection does not involve significant management
traded in active markets by reference to the transaction price. judgment.
This valuation is adjusted only when changes to inputs and

Certain OTC derivatives trade in less liquid marketsassumptions are corroborated by evidence such as
with limited pricing information and the determination oftransactions in similar instruments, completed or pending
fair value for these derivatives is inherently more difficult.third-party transactions in the underlying investment or
When AIG does not have corroborating market evidence tocomparable entities, subsequent rounds of financing,
support significant model inputs and cannot verify the modelrecapitalizations and other transactions across the capital
to market transactions, the transaction price is initially usedstructure, offerings in the equity capital markets, and changes
as the best estimate of fair value. Accordingly, when a pricingin financial ratios or cash flows. For equity securities that are
model is used to value such an instrument, the model isnot traded in active markets or that are subject to transfer
adjusted so the model value at inception equals therestrictions, valuations are adjusted to reflect illiquidity
transaction price. Subsequent to initial recognition, AIGand/or non-transferability and such adjustments generally are
updates valuation inputs when corroborated by evidencebased on available market evidence. In the absence of such
such as similar market transactions, third-party pricingevidence, management’s best estimate is used. AIG initially
services and/or broker or dealer quotations, or otherestimates the fair value of investments in private limited
empirical market data. When appropriate, valuations arepartnerships and hedge funds by reference to the transaction
adjusted for various factors such as liquidity, bid/offerprice. Subsequently, AIG obtains the fair value of these
spreads and credit considerations. Such adjustments areinvestments generally from net asset value information
generally based on available market evidence. In the absenceprovided by the general partner or manager of the
of such evidence, management’s best estimate is used.investments, the financial statements of which generally are

audited annually. With the adoption of FAS 157 on January 1, 2008, AIG’s
own credit risk has been considered and is incorporated into

Separate  and  Variable  Account  Assets the fair value measurement of all freestanding derivative
liabilities.Separate and variable account assets are composed primarily

of registered and unregistered open-end mutual funds that
Embedded Policy Derivativesgenerally trade daily and are measured at fair value in the

manner discussed above for equity securities traded in active The fair value of embedded policy derivatives contained in
markets. certain variable annuity and equity-indexed annuity and life

contracts is measured based on actuarial and capital market
Freestanding  Derivatives assumptions related to projected cash flows over the expected

lives of the contracts. These cash flow estimates primarilyDerivative assets and liabilities can be exchange-traded or
include benefits and related fees assessed, when applicable,traded over the counter (OTC). AIG generally values
and incorporate expectations about policyholder behavior.exchange-traded derivatives within portfolios using models
Estimates of future policyholder behavior are subjective andthat calibrate to market clearing levels and eliminate timing
based primarily on AIG’s historical experience. With respectdifferences between the closing price of the exchange-traded
to embedded policy derivatives in AIG’s variable annuityderivatives and their underlying instruments.
contracts, because of the dynamic and complex nature of the

OTC derivatives are valued using market transactions expected cash flows, risk neutral valuations are used.
and other market evidence whenever possible, including Estimating the underlying cash flows for these products
market-based inputs to models, model calibration to market involves many estimates and judgments, including those
clearing transactions, broker or dealer quotations or regarding expected market rates of return, market volatility,
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correlations of market index returns to funds, fund transactions, including the early termination of these
performance, discount rates and policyholder behavior. With transactions by counterparties, and other market data, to the
respect to embedded policy derivatives in AIG’s equity- extent relevant.
indexed annuity and life contracts, option pricing models are

Policyholders’  Contract  Depositsused to estimate fair value, taking into account assumptions
for future equity indexed growth rates, volatility of the equity Policyholders’ contract deposits accounted for at fair value
index, future interest rates, and determination on adjusting beginning January 1, 2008 are measured using an income
the participation rate and the cap on equity indexed credited approach by taking into consideration the following factors:
rates in light of market conditions and policyholder behavior

) Current policyholder account values and related surrenderassumptions. With the adoption of FAS 157, these
charges,methodologies were not changed, with the exception of

incorporating an explicit risk margin to take into
) The present value of estimated future cash inflows (policy

consideration market participant estimates of projected cash fees) and outflows (benefits and maintenance expenses)
flows and policyholder behavior. associated with the product using risk neutral valuations,

incorporating expectations about policyholder behavior,
AIGFP’s  Super  Senior  Credit  Default  Swap  Portfolio market returns and other factors, and
AIGFP values its credit default swaps written on the most

) A risk margin that market participants would require for a
senior risk layers (super senior) of designated pools of debt market return and the uncertainty inherent in the model
securities or loans using internal valuation models, third- inputs.
party prices and market indices. The specific valuation

The change in fair value of these policyholders’ contractmethodologies vary based on the nature of the referenced
deposits is recorded as incurred policy losses and benefits inobligations and availability of market prices. AIGFP uses a
the consolidated statement of income (loss).modified version of the Binomial Expansion Technique

(BET) model to value its credit default swap portfolio written
Level 3  Assets  and  Liabilitieson super senior tranches of CDOs, including maturity-

shortening puts that allow the holders of the securities issued Under FAS 157, assets and liabilities recorded at fair value in
by certain  CDOs to treat the securities as short-term eligible the consolidated balance sheet are classified in a hierarchy for
2a-7 investments under the Investment Company Act of 1940 disclosure purposes consisting of three ‘‘levels’’ based on the
(2a-7 Puts). The BET model uses default probabilities derived observability of inputs available in the marketplace used to
from credit spreads implied from market prices for the measure the fair value. See Note 3 to the Consolidated
individual securities included in the underlying collateral Financial Statements for additional information about fair
pools securing the CDOs, as well as diversity scores, weighted value measurements.
average lives, recovery rates and discount rates. The

At March 31, 2008, AIG classified $48.5 billion anddetermination of some of these inputs requires the use of
$31.7 billion of assets and liabilities, respectively, measuredjudgment and estimates, particularly in the absence of market
at fair value on a recurring basis as Level 3. This representedobservable data. AIGFP also employs a Monte Carlo
5 percent and 3 percent of the total assets and liabilities,simulation to assist in quantifying the effect on the valuation
respectively, measured at fair value on a recurring basis.of the CDOs of the unique aspects of the CDOs’ structure
Level 3 fair value measurements are based on valuationsuch as triggers that divert cash flows to the most senior part
techniques that use at least one significant input that isof the capital structure. In the determination of fair value,
unobservable. These measurements are made underAIGFP also considers collateral calls and the price estimates
circumstances in which there is little, if any, market activityfor the super senior CDO securities provided by third parties,
for the asset or liability. AIG’s assessment of the significanceincluding counterparties to these transactions. See Note 3 to
of a particular input to the fair value measurement in itsConsolidated Financial Statements for additional
entirety requires judgment.information about fair value measurements.

In making the assessment, AIG considers factors specificIn the case of credit default swaps written on investment-
to the asset or liability. In certain cases, the inputs used tograde corporate debt and CLOs, AIGFP estimates the value
measure fair value of an asset or a liability may fall intoof its obligations by reference to the relevant market indices
different levels of the fair value hierarchy. In such cases, theor third-party quotes on the underlying super senior tranches
level in the fair value hierarchy within which the fair valuewhere available.
measurement in its entirety is classified is determined based

In the case of credit default swaps written to facilitate on the lowest level input that is significant to the fair value
regulatory capital relief for AIGFP’s European financial measurement in its entirety.
institution counterparties, AIGFP estimates the fair value of
these derivatives by considering observable market
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Valuation  of  Level 3  Assets  and  Liabilities At March 31, 2008 the notional amounts and unrealized
market valuation loss of the super senior credit defaultAIG values its assets and liabilities classified as Level 3 using
swap portfolio, including certain regulatory capital reliefjudgment and valuation models or other pricing techniques
driven trades, by asset class were as follows:that require a variety of inputs including contractual terms,

Unrealized Market Valuationmarket prices and rates, yield curves, credit curves, measures
Lossof volatility, prepayment rates and correlations of such

Three Months
inputs, some of which may be unobservable. The following Ended Cumulative
paragraphs describe the methods AIG uses to measure on a Notional March 31, At March 31,

Amount 2008 2008recurring basis the fair value of the major classes of assets and
(in billions) (in millions) (in millions)liabilities classified in Level 3.

Corporate loans(a) $192 $ – $ –
Private equity and real estate fund investments: These assets Prime residential mortgages(a) 143 – –

Corporate debt/CLOs 57 896 1,123initially are valued at the transaction price, i.e., the price paid Multi-sector CDOs(b) 77 8,037 19,281
Mezzanine tranches(c) 6 174 174to acquire the asset. Subsequently, they are measured based
Total $475 $9,107 $20,578on net asset value using information provided by the general
(a) Predominantly represent transactions written to facilitate regulatorypartner or manager of these investments, the accounts of

capital relief.which generally are audited on an annual basis.
(b) Approximately $60.6 billion in notional amount of the multi-sector CDO

Corporate bonds and private placement debt: These assets pools include some exposure to U.S. sub-prime mortgages.

(c) Represents credit default swaps written by AIGFP on tranches below superinitially are valued at the transaction price. Subsequently,
senior on certain regulatory capital relief trades.they are valued using market data for similar instruments

(e.g., recent transactions, bond spreads or credit default swap The valuation of the super senior credit derivatives has
spreads), comparisons to benchmark derivative indices or become increasingly challenging given the limitation on the
movements in underlying credit spreads. When observable availability of market observable information due to the lack
price quotations are not available, fair value is determined of trading and price transparency in the structured finance
based on cash flow models with yield curves, bond or single- market, particularly during and since the fourth quarter of
name credit default swap spreads and recovery rates based on 2007. These market conditions have increased the reliance on
collateral values as key inputs. management estimates and judgments in arriving at an

estimate of fair value for financial reporting purposes.Certain Residential Mortgage-Backed Securities (RMBS):
Further, disparities in the valuation methodologies employedThese assets initially are valued at the transaction price.
by market participants and the varying judgments reached bySubsequently, they may be valued by comparison to
such participants when assessing volatile markets hastransactions in instruments with similar collateral and risk
increased the likelihood that the various parties to theseprofiles, remittances received and updated cumulative loss
instruments may arrive at significantly different estimates asdata on underlying obligations, discounted cash flow
to their fair values.techniques, and/or option adjusted spread analyses.

AIGFP’s valuation methodologies for the super seniorCertain Asset-Backed Securities (ABS) — non-mortgage:
credit default swap portfolio have evolved in response to theThese assets initially are valued at the transaction price.
deteriorating market conditions and the lack of sufficientSubsequently, they may be valued based on external
market observable information. AIG has sought to calibrateprice/spread data. When position-specific external price data
the model to market information and to review theare not observable, the valuation is based on prices of
assumptions of the model on a regular basis.comparable securities.

AIGFP employs a modified version of the BET model toCDOs: These assets initially are valued at the transaction
value its credit default swap portfolio written on the superprice. Subsequently, they are valued based on external
senior securities issued by CDOs, including the embedded 2a-price/spread data from independent third parties, matrix
7 Puts. The BET model uses default probabilities derivedpricing, or using the BET model.
from credit spreads implied from market prices for the

Super senior credit default swap portfolio: AIGFP writes individual securities included in the underlying collateral
credit protection on the super senior risk layer of diversified pools securing the CDOs. AIGFP obtained prices on these
portfolios of investment-grade corporate debt, collateralized securities from the CDO collateral managers.
loan obligations (CLOs) and multi-sector CDOs. AIGFP is at

The BET model also uses diversity scores, weightedrisk only on the super senior portion related to a diversified
average lives, recovery rates and discount rates. Theportfolio referenced to loans or debt securities, which is the

last tranche to suffer losses after significant subordination.
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determination of some of these inputs requires the use of (the negative basis) may be even wider for high quality assets.
judgment and estimates, particularly in the absence of market AIGFP was unable to reliably verify this negative basis with
observable data. AIGFP also employs a Monte Carlo market observable inputs due to the accelerating severe
simulation to assist in quantifying the effect on valuation of dislocation, illiquidity and lack of trading in the asset-backed
the CDO of the unique features of the CDOs’ structure such securities market during the fourth quarter of 2007 and the
as triggers that divert cash flows to the most senior level of first quarter of 2008. The valuations produced by the BET
the capital structure. model therefore represent the valuations of the underlying

super senior CDO cash securities based on AIG’s
AIG selected the BET model for the following reasons:

assumptions about those securities, albeit with no recognition
) it is known and utilized by other institutions; of any potential favorable effect of the basis differential on
) it has been studied extensively, documented and that valuation. AIGFP also considered the valuation of the

enhanced over many years; super senior CDO securities provided by third parties,
including counterparties to these transactions, and made) it is transparent and relatively simple to apply;
adjustments as necessary.

) the parameters required to run the BET model are
generally observable; and The most significant assumption used in developing the

estimate is the pricing of the securities within the CDO) it can easily be modified to use probabilities of default
collateral pools. These prices are used to derive defaultand expected losses derived from the underlying
probabilities that are used in the BET model. If the actualcollateral securities market prices instead of using
pricing of the securities within the collateral pools differsrating-based historical probabilities of default.
from the pricing used in estimating the fair value of the super

AIG’s implementation of the BET model uses a Monte senior credit default swap portfolio, there is potential for
Carlo simulation of the cash flows of each underlying CDO material variation in the fair value estimate. A decrease by
for various scenarios of defaults by the underlying collateral five points (for example, from 87 cents per dollar to 82 cents
securities. The Monte Carlo simulation allows the model to per dollar) in the aggregate price of the securities would cause
take into account the cash flow waterfall and to capture the an additional unrealized market valuation loss of
benefits due to cash flow diversion within each CDO. approximately $3.9 billion, while an increase in the aggregate

price of the securities by five points (for example, from 90The BET model has certain limitations. A well known
cents per dollar to 95 cents per dollar) would reduce thelimitation of the BET model is that it can understate the
unrealized market valuation loss by approximately $3.7expected losses for super senior tranches when default
billion. The effect on the unrealized market valuation loss iscorrelations are high. The model uses correlations implied
not directly proportional to the change in the aggregate pricefrom diversity scores which do not capture the tendency for
of the securities.correlations to increase as defaults increase. Recognizing this

concern, AIG tested the sensitivity of the valuations to the The following table presents other key inputs used in the
diversity scores. The results of the testing demonstrated that valuation of the credit derivative portfolio written on the
the valuations are not very sensitive to the diversity scores super senior securities issued by multi-sector CDOs, and
because the expected losses generated from the prices of the the potential increase (decrease) to the unrealized market
collateral pool securities are currently high, breaching the valuation loss at March 31, 2008 calculated using the BET
attachment point in most transactions. Once the attachment model for changes in these key inputs. The adjustments to
point is breached by a sufficient amount, the diversity scores, the key inputs incorporated in the sensitivity analysis
and their implied correlations, are no longer a significant below are based on management’s judgment of reasonably
driver of the valuation of a super senior tranche. possible ranges for these inputs:

The credit default swaps written by AIGFP generally Increase
(Decrease) Tocover the failure of payment on the super senior CDO

Unrealized Market
security. AIGFP does not own the securities in the CDO (in millions) Valuation Loss

collateral pool. The credit spreads implied from the market Weighted average lives
prices of the securities in the CDO collateral pool incorporate Effect of an increase of 1 year $ 375

Effect of a decrease of 1 year (620)the risk of default (credit risk), the market’s price for liquidity
Recovery ratesrisk and in distressed markets, the risk aversion costs. Spreads

Effect of an increase of 10% (103)on credit derivatives tend to be narrower than the credit
Effect of a decrease of 10% 194spreads implied from the market prices of the securities in the

Diversity scores
CDO collateral pool because, unlike investing in a bond, Effect of an increase of 5 (40)
there is no need to fund the position (except when an actual Effect of a decrease of 5 15
credit event occurs). In times of illiquidity, the difference Discount curve

Effect of an increase of 100 basis points 70between spreads on cash securities and derivative instruments
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Valuation  ControlsThese results are calculated by stressing a particular
assumption independently of changes in any other AIG is actively developing and implementing a remediation
assumption. No assurance can be given that the actual levels plan to address the material weakness in internal control
of the key inputs will not exceed, perhaps significantly, the relating to the fair value valuation of the AIGFP super senior
ranges assumed by AIG for purposes of the above analysis. credit default swap portfolio, and oversight thereof as
No assumption should be made that results calculated from described in Item 9A. of the 2007 Annual Report on
the use of other changes in these key inputs can be Form 10-K. AIG is developing new systems and processes to
interpolated or extrapolated from the results set forth above. reduce reliance on certain manual controls that have been

established as compensating controls over valuation of thisIn the case of credit default swaps written on investment
portfolio and in other areas, and is strengthening thegrade corporate debt and CLOs, AIGFP estimates the value
resources required to remediate this weakness.of its obligations by reference to the relevant market indices
Notwithstanding this need to continue strengthening theseor third-party quotes on the underlying super senior tranches
controls, AIG has an oversight structure that includeswhere available.
appropriate segregation of duties with respect to the

The following table represents the relevant market
valuation of its financial instruments. Senior management,

credit indices and index CDS maturity used in the valuation
independent of the trading and investing functions, is

of the credit default swap portfolio written on investment-
responsible for the oversight of control and valuation policies

grade corporate debt and the increase (decrease) to the
and for reporting the results of these controls and policies to

unrealized market valuation loss at March 31, 2008
AIG’s Audit Committee. AIG employs procedures for the

corresponding to changes in these market credit indices
approval of new transaction types and markets, price

and maturity:
verification, periodic review of profit and loss, and review of
valuation models by personnel with appropriate technical

Increase knowledge of relevant products and markets. These(Decrease)
To Unrealized procedures are performed by personnel independent of the

Market Valuation trading and investing functions. For valuations that require(in millions) Loss
inputs with little or no market observability, AIG comparesCDS maturity (in years) 5 7 10
the results of its valuation models to actual subsequentCDX Index
transactions.Effect of an increase of 10 basis points $26 $51 $ 5

Effect of a decrease of 10 basis points (26) (51) (5)
iTraxx Index Operating Review

Effect of an increase of 10 basis points 11 37 13 General  Insurance  Operations
Effect of a decrease of 10 basis points (11) (37) (13)

AIG’s General Insurance subsidiaries are multiple line
These results are calculated by stressing a particular companies writing substantially all lines of property and
assumption independently of changes in any other casualty insurance and various personal lines both
assumption. No assurance can be given that the actual levels domestically and abroad and constitute the AIG Property
of the indices and maturity will not exceed, perhaps Casualty Group (formerly known as Domestic General
significantly, the ranges assumed by AIG for purposes of the Insurance) and the Foreign General Insurance Group.
above analysis. No assumption should be made that results

AIG Property Casualty Group is comprised ofcalculated from the use of other changes in these indices and
Commercial Insurance, Transatlantic, Personal Lines andmaturity can be interpolated or extrapolated from the results
Mortgage Guarantee businesses.set forth above.

Commercial Insurance writes substantially all classes ofFor additional information about AIG’s super senior
business insurance, accepting such business mainly fromcredit default swap portfolio, see Operating Review —
insurance brokers. This provides Commercial Insurance theCapital Markets Results and Risk Management — Credit
opportunity to select specialized markets and retainDerivatives.
underwriting control. Any licensed broker is able to submit

Other derivatives. Valuation models that incorporate business to Commercial Insurance without the traditional
unobservable inputs initially are calibrated to the transaction agent-company contractual relationship, but such broker
price. Subsequent valuations are based on observable inputs usually has no authority to commit Commercial Insurance to
to the valuation model (e.g., interest rates, credit spreads, accept a risk.
volatilities, etc.). Model inputs are changed only when

Transatlantic Holdings, Inc. (Transatlantic) subsidiariescorroborated by market data.
offer reinsurance capacity on both a treaty and facultative
basis both in the U.S. and abroad. Transatlantic structures
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programs for a full range of property and casualty products credit defaults on high loan-to-value conventional first-lien
with an emphasis on specialty risk. mortgages for the purchase or refinance of one to four family

residences. UGC subsidiaries also write second-lien and
AIG’s Personal Lines operations provide automobile

private student loan guaranty insurance.
insurance through aigdirect.com, the newly formed operation
resulting from the 2007 combination of AIG Direct and AIG’s Foreign General Insurance Group writes both
21st Century Insurance Group (21st Century) operations, commercial and consumer lines of insurance which is
and the Agency Auto Division, as well as a broad range of primarily underwritten through American International
coverages for high net worth individuals through the AIG Underwriters (AIU), a marketing unit consisting of wholly
Private Client Group. owned agencies and insurance companies. The Foreign

General Insurance Group also includes business written by
The main business of the subsidiaries of UGC is the

AIG’s foreign-based insurance subsidiaries.
issuance of residential mortgage guaranty insurance, both
domestically and internationally, that covers the first loss for
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General  Insurance  Results

General Insurance operating income is comprised of statutory underwriting profit (loss), changes in DAC, net investment
income and net realized capital gains and losses. Operating income, as well as net premiums written, net premiums
earned, net investment income and net realized capital gains (losses) and statutory ratios were as follows:

Three Months Ended Percentage
March 31, Increase/

(in millions, except ratios) 2008 2007 (Decrease)

Net premiums written:
AIG Property Casualty Group

Commercial Insurance $ 5,113 $ 6,009 (15)%
Transatlantic 1,036 984 5
Personal Lines 1,288 1,229 5
Mortgage Guaranty 304 266 14

Foreign General Insurance 4,339 3,618 20
Total $ 12,080 $ 12,106 –%
Net premiums earned:

AIG Property Casualty Group
Commercial Insurance $ 5,417 $ 5,981 (9)%
Transatlantic 1,017 965 5
Personal Lines 1,199 1,155 4
Mortgage Guaranty 256 210 22

Foreign General Insurance 3,468 2,908 19
Total $ 11,357 $ 11,219 1%
Net investment income:

AIG Property Casualty Group
Commercial Insurance $ 743 $ 1,033 (28)%
Transatlantic 117 116 1
Personal Lines 57 57 –
Mortgage Guaranty 44 37 19

Foreign General Insurance 242 319 (24)
Reclassifications and eliminations 2 1 100
Total $ 1,205 $ 1,563 (23)%
Net realized capital gains (losses) $ (273) $ 121 –%
Operating income (loss):

AIG Property Casualty Group
Commercial Insurance $ 785 $ 1,929 (59)%
Transatlantic 162 151 7
Personal Lines 3 106 (97)
Mortgage Guaranty (354) 8 –

Foreign General Insurance 736 909 (19)
Reclassifications and eliminations 5 (7) –
Total $ 1,337 $ 3,096 (57)%
Statutory underwriting profit (loss)(b):

AIG Property Casualty Group
Commercial Insurance $ 218 $ 784 (72)%
Transatlantic 54 16 238
Personal Lines (63) 33 –
Mortgage Guaranty (407) (42) –

Foreign General Insurance 364 402 (9)
Total $ 166 $ 1,193 (86)%
AIG Property Casualty Group:

Loss Ratio 78.6 68.9
Expense Ratio 24.3 21.1

Combined Ratio 102.9 90.0
Foreign General Insurance:

Loss Ratio 51.8 50.6
Expense Ratio(a) 30.2 28.6

Combined ratio 82.0 79.2
Consolidated:

Loss Ratio 70.4 64.2
Expense Ratio 26.4 23.3

Combined Ratio 96.8 87.5

(a) Includes amortization of advertising costs.

(b) Statutory underwriting profit (loss) is a measure that U.S. domiciled insurance companies are required to report to their regulatory authorities. The following

table reconciles statutory underwriting profit (loss) to operating income for General Insurance:
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Foreign
Commercial Personal Mortgage General Reclassifications

(in millions) Insurance Transatlantic Lines Guaranty Insurance and Eliminations Total

Three Months Ended March 31, 2008:
Statutory underwriting profit (loss) $ 218 $ 54 $ (63) $(407) $364 $ – $ 166
Increase (decrease) in DAC (3) 6 13 11 212 – 239
Net investment income 743 117 57 44 242 2 1,205
Net realized capital gains (losses) (173) (15) (4) (2) (82) 3 (273)

Operating income (loss) $ 785 $162 $ 3 $(354) $736 $ 5 $1,337

Three Months Ended March 31, 2007:
Statutory underwriting profit (loss) $ 784 $ 16 $ 33 $ (42) $402 $ – $1,193
Increase in DAC 35 4 15 12 153 – 219
Net investment income 1,033 116 57 37 319 1 1,563
Net realized capital gains (losses) 77 15 1 1 35 (8) 121

Operating income (loss) $1,929 $151 $106 $ 8 $909 $(7) $3,096

However, this reduction in earned premiums reduced the loss
AIG transacts business in most major foreign currencies.

ratio by 0.9 points compared to the same period in 2007.
The effects of changes in foreign currency exchange rates

Other loss development for the first three months of 2008
on the growth of General Insurance net premiums written

increased incurred losses by $212 million, accounting for 3.0
were as follows:

points of the increase in the loss ratio compared to the same
period of 2007. Additional favorable loss development in theThree Months

Ended March 31, first three months of 2008 and 2007, of $37 million and
2008 2007

$17 million, respectively (recognized in consolidation and
Growth in original currency* (3.3)% 6.2% related to certain asbestos settlements), reduced overall
Foreign exchange effect 3.1 1.4

incurred losses.Growth as reported in U.S. dollars (0.2)% 7.6%

* Computed using a constant exchange rate throughout each period. General Insurance net premiums written decreased in the
first three months of 2008 compared to the same period in

General Insurance operating income decreased in the first 2007, primarily due to a reduction of $339 million in
three months of 2008 compared to the same period in 2007 Commercial Insurance loss sensitive policies and declines in
due to declines in both net investment income and Commercial Insurance workers’ compensation premiums due
underwriting profit as well as net realized capital losses in the to reductions in statutory rates and increased competition.
first three months of 2008. The combined ratio for the three The decline in Commercial Insurance was partially offset by
months ended March 31, 2008 increased to 96.8, an increase growth in Foreign General Insurance from both established
of 9.3 points compared to the same period in 2007, primarily and new distribution channels, and the effect of changes in
due to an increase in the loss ratio of 6.2 points. The loss ratio foreign currency exchange rates as well as growth in
for accident year 2008 recorded in the first three months of Mortgage Guaranty, primarily the domestic first-lien
2008 was 4.1 points higher than the loss ratio recorded in the business.
first three months of 2007 for accident year 2007. The

General Insurance net investment income declined in theincrease in the accident year loss ratio was due to an increase
first three months of 2008 by $358 million compared to thein Mortgage Guaranty losses as well as declining premium
same period in 2007. Interest and dividend income increasedrates in most casualty lines of insurance due to competitive
$109 million in the first three months of 2008 compared topressures. Increases in Mortgage Guaranty losses accounted
the same period in 2007 as fixed maturities and equityfor a 2.9 point increase in the 2008 accident year loss ratio.
securities increased by $8.8 billion and the average yield wasThe downward cycle in the U.S. housing market is not
substantially unchanged for both periods. Income fromexpected to improve until residential inventories return to a
partnership and mutual fund investments declinedmore normal level, and AIG expects that this downward cycle
$524 million in the first three months of 2008 compared towill continue to adversely affect Mortgage Guaranty’s loss
the same period in 2007, primarily due to poor performanceratios for the foreseeable future. Favorable development from
in the equity markets in 2008. Investment expenses in the firstprior years reduced incurred losses by $127 million and
three months of 2008 declined $50 million compared to the$131 million in the first three months of 2008 and 2007,
same period in 2007, primarily due to decreased interestrespectively. The favorable development in 2008 includes
expense on deposit liabilities. Net realized capital losses in the$339 million of favorable development related to policies
first three months of 2008 include other-than-temporarywhose premiums vary with the level of losses incurred (loss
impairment charges of $155 million compared to $46 millionsensitive policies). Loss sensitive policies did not have a
in the same period of 2007. See also Capital Resources andsignificant effect in 2007. The favorable development on loss
Liquidity and Invested Assets herein.sensitive policies had no effect on underwriting profit as it

was entirely offset by a reduction in earned premiums.
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to poor performance in the equity markets in 2008. ThisCommercial  Insurance  Results
decrease was partially offset by an increase in interest income

Commercial Insurance’s operating income decreased in the of $40 million in the first three months of 2008, due to
first three months of 2008 compared to the same period in growth in the bond portfolio resulting from investment of
2007 primarily due to declines in both net investment income operating cash flows. Commercial Insurance recorded net
and underwriting profit. The decline is also reflected in the realized capital losses in the first three months of 2008
combined ratio, which increased 10.5 points in the first three compared to net realized capital gains in the same period of
months of 2008 compared to the same period in 2007. The 2007 primarily due to other-than-temporary impairment
loss ratio for accident year 2008, including 1.4 points related charges of $144 million in the first three months of 2008,
to Atlanta catastrophe tornado losses, recorded in the first primarily related to equity securities, compared to
three months of 2008 was 3.8 points higher than the loss $36 million in the first three months of 2007.
ratio recorded in the first three months of 2007 for accident

Transatlantic  Resultsyear 2007. Prior year development reduced incurred losses by
$217 million in the first three months of 2008 compared to

Transatlantic’s net premiums written increased in the first
$87 million in the first three months of 2007. The favorable

three months of 2008 compared to the same period in 2007
development for 2008 includes $339 million of favorable

due to growth in domestic operations and changes in foreign
development related to loss sensitive polices. The favorable

exchange rates. The increase in statutory underwriting profit
development on loss sensitive policies had no effect on

in the first three months of 2008 compared to the same
underwriting profit as it was entirely offset by a reduction in

period in 2007 reflects improved underwriting results in
earned premiums. However, given the reduction in earned

international operations. The 2007 international
premiums, there was a reduction in the loss ratio of 1.6 points

underwriting results were adversely affected by European
compared to the same period of 2007 related to loss sensitive

windstorm losses. Operating income increased in the first
policies. Other loss development for the first three months of

three months of 2008 compared to the same period in 2007
2008 increased incurred losses by $122 million, accounting

primarily due to improved underwriting results, partially
for 3.6 points of the increase in the loss ratio compared to the

offset by net realized capital losses in 2008 compared to net
same period of 2007.

realized capital gains in 2007.
Commercial Insurance’s net premiums written declined

Personal  Lines  Resultsin the first three months of 2008 compared to the same
period in 2007 primarily due to declines in workers’ Personal Lines operating income decreased $103 million in
compensation premiums and the effect of the loss sensitive the first three months of 2008 compared to the same period
policies described above. in 2007 due to a deterioration in underwriting performance

as reflected by the combined ratio, which increased to 103.4Commercial Insurance’s expense ratio increased to
in the first three months of 2008 compared to 95.5 in the23.9 in the first three months of 2008 compared to 19.2 in
same period in 2007. The loss ratio increased 8.5 points,the same period of 2007. Return premiums on loss sensitive
including an increase in the 2008 accident year loss ratio ofpolicies reduced net premiums written, without a
3.0 points, due primarily to increased frequency ofcorresponding reduction in expenses, increasing the expense
homeowner claims in the Private Client Group and decliningratio by 1.4 points for the first three months of 2008
rates for automobile policies. Prior year developmentcompared to the same period in 2007. The ratio of general
increased incurred losses by $36 million in the first threeexpenses to current period net premiums written increased
months of 2008 compared to a reduction of $29 million in1.9 points in the first three months of 2008 compared to the
the same period in 2007, accounting for 5.5 points of thesame period in 2007 as Commercial Insurance continued to
increase in the loss ratio.invest in systems and process improvements to enhance

operating efficiency over the long term. The ratio of net The expense ratio decreased 0.6 points in the first three
acquisition expenses to current period net premiums written months of 2008 compared to the same period in 2007,
increased 1.0 points in the first three months of 2008 primarily due to expense savings following the integration of
compared to the same period in 2007 due to higher the 21st Century operations.
commissions to brokers and a reduction in ceding

Net premiums written increased in the first three monthscommissions resulting from increased retention of business.
of 2008 compared to the same period in 2007 primarily due

Commercial Insurance’s net investment income declined to continued growth in the Private Client Group, and an
in the first three months of 2008 compared to the same increase in aigdirect.com, partially offset by a reduction from
period in 2007, as income from partnership and mutual fund the Agency Auto business.
investments decreased $409 million in the first three months
of 2008 compared to the same period in 2007, primarily due
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2007, due primarily to decreases in net investment incomeMortgage  Guaranty  Results
and net realized capital losses in the first three months of

Mortgage Guaranty’s operating loss in the first three months 2008.
of 2008 was $354 million compared to operating income of

Net premiums written increased 20 percent (11 percent
$8 million in the first three months of 2007 as the

in original currency) in the first three months of 2008
deteriorating U.S. residential housing market adversely

compared to the same period in 2007, reflecting strong
affected losses incurred for both the domestic first- and

growth in commercial and consumer lines driven by new
second-lien businesses. Domestic first- and second-lien losses

business from both established and new distribution
incurred increased 363 percent and 123 percent respectively,

channels, including the late 2007 acquisition of
compared to the first three months of 2007, resulting in loss

Württembergische und Badische Versicherungs – AG (WüBa)
ratios of 203.6 and 442.4, respectively, in the first three

in Germany. Net premiums written for commercial lines
months of 2008. Increases in domestic losses incurred

increased due to new business in the U.K. and Europe and
resulted in an overall loss ratio of 235.6 in the first three

decreases in the use of reinsurance, partially offset by declines
months of 2008 compared to 92.2 in the first three months of

in premium rates. Growth in personal accident business in
2007. Prior year development increased incurred losses by

Latin America, Asia and Europe also contributed to the
$68 million and $31 million for the first three months of

increase. Net premiums written for the Lloyd’s syndicate
2008 and 2007, respectively, accounting for 12.0 points of

Ascot and aviation continued to decline due to rate decreases
the increase in the 2008 loss ratio.

and increased market competition. Auto production declined
Net premiums written increased in the first three months due to increased price competition and underwriting actions

of 2008 compared to the same period in 2007 primarily due taken to improve profitability.
to growth in domestic first-lien premiums due to the

The loss ratio in the first three months 2008 increased
increased use of mortgage insurance for credit enhancement

1.2 points compared to the same period in 2007. The increase
as well as better persistency. UGC has taken steps to

is due to favorable loss development on prior accident years
strengthen its underwriting guidelines and increase rates. It

of $17 million in the first three months of 2008 compared to
also discontinued new production for certain programs in the

$64 million in the first three months of 2007, higher severe
second-lien business beginning in the fourth quarter of 2006.

but non-catastrophic losses and higher losses in aviation.
However, UGC will continue to receive renewal premiums on

Partially offsetting these increases was an improvement in the
that portfolio for the life of the loans, estimated to be three to

personal accident loss ratio, particularly in Asia.
five years, and will continue to be exposed to losses from
future defaults. The expense ratio in the first three months of 2008

increased 1.6 points compared to the same period in 2007.
The expense ratio in the first three months of 2008 was

This increase reflects the cost of realigning certain legal
19.8, down from 21.7 in the same period of 2007 as premium

entities through which Foreign General Insurance operates,
growth offset the effect of increased expenses related to

the acquisition of WüBa and the increased significance of
UGC’s international expansion and the employment of

consumer lines of business, which have higher acquisition
additional operational resources in the second-lien business.

costs. These factors contributed 0.8 points to the expense
UGC domestic mortgage risk in force totaled ratio in the first three months of 2008. AIG expects the

$31.5 billion as of March 31, 2008 and the 60-day expense ratio to continue to increase in 2008 due to the cost
delinquency ratio was 4.0 percent (based on number of of realigning certain legal entities through which Foreign
policies, consistent with mortgage industry practice) General Insurance operates.
compared to domestic mortgage risk in force of $25.4 billion

Net investment income decreased in the first three
and a delinquency ratio of 2.1 percent at March 31, 2007.

months of 2008 compared to the same period in 2007.
Approximately 82 percent of the domestic mortgage risk is

Mutual fund income was $105 million lower than the first
secured by first-lien, owner-occupied properties.

three months of 2007 reflecting weak performance in the
equity markets in 2008, partially offset by higher interestForeign  General  Insurance  Results
income of $34 million.

Foreign General Insurance operating income decreased in the
first three months of 2008 compared to the same period in
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loans. Consistent with industry practice, AIG does notReserve  for  Losses  and  Loss  Expenses
establish a reserve for insured loans that are not currently

The following table presents the components of the General
delinquent, but that may become delinquent in future

Insurance gross reserve for losses and loss expenses (loss
periods.

reserves) by major lines of business on a statutory Annual
At March 31, 2008, General Insurance net loss reservesStatement basis*:

increased $1.22 billion from the prior year-end to
March 31, December 31,

$70.51 billion. The net loss reserves represent loss reserves(in millions) 2008 2007

reduced by reinsurance recoverable, net of an allowance forOther liability occurrence $ 20,635 $ 20,580
Workers compensation 15,080 15,568 unrecoverable reinsurance and applicable discount for future
Other liability claims made 13,709 13,878 investment income.
International 8,348 7,036
Auto liability 6,157 6,068 The following table classifies the components of the
Property 4,431 4,274 General Insurance net loss reserve by business unit:
Reinsurance 3,234 3,127
Products liability 2,417 2,416

March 31, December 31,Medical malpractice 2,301 2,361
(in millions) 2008 2007Mortgage guaranty/credit 1,832 1,426
Commercial Insurance(a) $47,751 $47,392Accident and health 1,815 1,818
Transatlantic 7,136 6,900Commercial multiple peril 1,796 1,900
Personal Lines(b) 2,409 2,417Aircraft 1,731 1,623
Mortgage Guaranty 1,598 1,339Fidelity/surety 1,201 1,222
Foreign General Insurance(c) 11,613 11,240Other 2,173 2,203

Total Net Loss Reserve $70,507 $69,288Total $ 86,860 $ 85,500

(a) At March 31, 2008 and December 31, 2007, respectively, Commercial* Presented by lines of business pursuant to statutory reporting requirements
Insurance loss reserves include approximately $2.99 billion andas prescribed by the National Association of Insurance Commissioners.
$3.13 billion ($3.19 billion and $3.34 billion, respectively, before
discount), related to business written by Commercial Insurance but cededAIG’s gross reserve for losses and loss expenses
to American International Reinsurance Company Limited (AIRCO) andrepresents the accumulation of estimates of ultimate losses,
reported in AIRCO’s statutory filings. Commercial Insurance loss reserves

including estimates for incurred but not yet reported reserves also include approximately $624 million and $590 million related to
(IBNR) and loss expenses. The methods used to determine business included in AIUO’s statutory filings at March 31, 2008 and

December 31, 2007, respectively.loss reserve estimates and to establish the resulting reserves
(b) At March 31, 2008 and December 31, 2007, respectively, Personal Linesare continually reviewed and updated by management. Any

loss reserves include $971 million and $894 million related to business
adjustments resulting therefrom are reflected in operating ceded to Commercial Insurance and reported in Commercial Insurance’s
income currently. Because loss reserve estimates are subject to statutory filings.

(c) At March 31, 2008 and December 31, 2007, respectively, Foreign Generalthe outcome of future events, changes in estimates are
Insurance loss reserves include approximately $1.97 billion andunavoidable given that loss trends vary and time is often
$3.02 billion related to business reported in Commercial Insurance’s

required for changes in trends to be recognized and statutory filings.
confirmed. Reserve changes that increase previous estimates

The Commercial Insurance net loss reserve ofof ultimate cost are referred to as unfavorable or adverse
$47.8 billion is comprised principally of the business of AIGdevelopment or reserve strengthening. Reserve changes that
subsidiaries participating in the American Home Assurancedecrease previous estimates of ultimate cost are referred to as
Company (American Home)/National Union Fire Insurancefavorable development.
Company of Pittsburgh, Pa. (National Union) pool

Estimates for mortgage guaranty insurance losses and (10 companies) and the surplus lines pool (Lexington
loss adjustment expense reserves are based on notices of Insurance Company, AIG Excess Liability Insurance
mortgage loan delinquencies and estimates of delinquencies Company and Landmark Insurance Company).
that have been incurred but have not been reported by loan

Commercial Insurance cedes a quota share percentage ofservicers, based upon historical reporting trends. Mortgage
its other liability occurrence and products liability occurrenceGuaranty establishes reserves using a percentage of the
business to AIRCO. The quota share percentage ceded wascontractual liability (for each delinquent loan reported) that
10 percent in the first three months of 2008 and 15 percent inis based upon past experience regarding certain loan factors
2007 and covered all business written in these years for thesesuch as age of the delinquency, dollar amount of the loan and
lines by participants in the American Home/National Uniontype of mortgage loan. Because mortgage delinquencies and
pool. AIRCO’s loss reserves relating to these quota shareclaims payments are affected primarily by macroeconomic
cessions from Commercial Insurance are recorded on aevents, such as changes in home price appreciation, interest
discounted basis. As of March 31, 2008, AIRCO carried arates and unemployment, the determination of the ultimate
discount of approximately $200 million applicable to theloss cost requires a high degree of judgment. AIG believes it
$3.19 billion in undiscounted reserves it assumed from thehas provided appropriate reserves for currently delinquent
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American Home/National Union pool via this quota share comprised of the following: $794 million — tabular discount
cession. AIRCO also carries approximately $537 million in for workers’ compensation in Commercial Insurance;
net loss reserves relating to Foreign General Insurance $1.44 billion — non-tabular discount for workers’
business. These reserves are carried on an undiscounted basis. compensation in Commercial Insurance; and $200 million —

non-tabular discount for other liability occurrence and
The companies participating in the American Home/

products liability occurrence in AIRCO. The total
National Union pool have maintained a participation in the

undiscounted workers’ compensation loss reserve carried by
business written by AIU for decades. As of March 31, 2008,

Commercial Insurance is approximately $13.3 billion as of
these AIU reserves carried by participants in the American

March 31, 2008. The other liability occurrence and products
Home/National Union pool totaled approximately

liability occurrence business in AIRCO that is assumed from
$1.97 billion. The remaining Foreign General Insurance

Commercial Insurance is discounted based on the yield of
reserves are carried by American International Underwriter

U.S. Treasury securities ranging from one to twenty years and
Overseas, Ltd. (AIUO), AIRCO, AIG U.K., and other smaller

the Commercial Insurance payout pattern for this business.
AIG subsidiaries domiciled outside the United States.

The undiscounted reserves assumed by AIRCO from
Statutory filings in the United States by AIG companies

Commercial Insurance totaled approximately $3.19 billion at
reflect all the business written by U.S. domiciled entities only,

March 31, 2008.
and therefore exclude business written by AIUO, AIRCO,
and all other internationally domiciled subsidiaries. The total

Quarterly  Reserving  Process
reserves carried at March 31, 2008 by AIUO and AIRCO

Management believes that the General Insurance net losswere approximately $3.41 billion and $3.53 billion,
reserves are adequate to cover General Insurance net lossesrespectively. AIRCO’s $3.53 billion in total general insurance
and loss expenses as of March 31, 2008. While AIG regularlyreserves consist of approximately $2.99 billion from business
reviews the adequacy of established loss reserves, there can beassumed from the American Home/National Union pool and
no assurance that AIG’s ultimate loss reserves will notan additional $537 million relating to Foreign General
develop adversely and materially exceed AIG’s loss reservesInsurance business.
as of March 31, 2008. In the opinion of management, such

Discounting  of  Reserves adverse development and resulting increase in reserves is not
likely to have a material adverse effect on AIG’s consolidated

At March 31, 2008, AIG’s overall General Insurance net loss
financial condition, although it could have a material adverse

reserves reflect a loss reserve discount of $2.43 billion,
effect on AIG’s consolidated results of operations for an

including tabular and non-tabular calculations. The tabular
individual reporting period.

workers compensation discount is calculated using a
3.5 percent interest rate and the 1979-81 Decennial Mortality The reconciliation of net loss reserves was as follows:
Table. The non-tabular workers’ compensation discount is

Three Months
calculated separately for companies domiciled in New York Ended March 31,
and Pennsylvania, and follows the statutory regulations for (in millions) 2008 2007

each state. For New York companies, the discount is based on Net reserve for losses and loss expenses at
beginning of year $69,288 $62,630a five percent interest rate and the companies’ own payout

Foreign exchange effect 70 (38)patterns. For Pennsylvania companies, the statute has
Losses and loss expenses incurred:specified discount factors for accident years 2001 and prior,
Current year 8,021 7,215which are based on a six percent interest rate and an industry Prior years, other than accretion of discount (164) (148)

payout pattern. For accident years 2002 and subsequent, the Prior years, accretion of discount 104 116
discount is based on the yield of U.S. Treasury securities Losses and loss expenses incurred 7,961 7,183
ranging from one to twenty years and the company’s own Losses and loss expenses paid 6,812 5,741
payout pattern, with the future expected payment for each Net reserve for losses and loss expenses at
year using the interest rate associated with the corresponding end of period $70,507 $64,034
Treasury security yield for that time period. The discount is
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The following tables summarize development, (favorable) or (which was offset by an equal amount of negative earned
unfavorable, of incurred losses and loss expenses for prior premium development), and excluding approximately $104
years (other than accretion of discount): million from accretion of loss reserve discount. Excluding

both the favorable development relating to loss sensitive
Three Months

business and accretion of loss reserve discount, net lossEnded March 31,
development from prior accident years in the first three(in millions) 2008 2007
months of 2008 was adverse by approximately $175 million.Prior Accident Year Development by Reporting

Unit: The overall favorable development of $164 million consisted
Commercial Insurance $ (217) $ (87) of approximately $572 million of favorable development
Personal Lines 36 (29) from accident years 2003 through 2007 partially offset by
Mortgage Guaranty 68 31

approximately $408 million of adverse loss developmentForeign General Insurance (17) (64)
from accident years 2002 and prior. Excluding the favorableSubtotal (130) (149)
development from loss sensitive business, the overall adverseTransatlantic 3 18

Asbestos settlements* (37) (17) development of $175 million consisted of approximately
Prior years, other than accretion of discount $ (164) $ (148) $269 million of favorable development from accident years
* Amounts for 2007 have been conformed to the 2008 presentation. 2003 through 2007 offset by approximately $444 million of

adverse development from accident years 2002 and prior.
Calendar Year

The adverse development from accident years 2002 and prior(in millions) 2008 2007
was primarily related to excess casualty business within

Prior Accident Year Development by Accident
Commercial Insurance for the 2000 and prior accident years.Year:
The favorable development from accident years 20032007 $ (35)

2006 (178) $ (178) through 2007 included approximately $300 million in
2005 (204) (31) favorable development from loss sensitive business written by
2004 (131) (47)

AIG Risk Management, and approximately $160 million in2003 (24) (9)
favorable development from business written by Lexington2002 6 18

2001 & prior 402 99 Insurance Company, including Healthcare, AIG CAT Excess,
Prior years, other than accretion of discount $ (164) $ (148) Casualty and Program business. AIG Executive Liability

business contributed approximately $50 million to the
In determining the quarterly loss development from

favorable development from accident years 2004 and 2005,
prior accident years, AIG conducts analyses to determine the

relating primarily to D&O. Accident year 2007 produced
change in estimated ultimate loss for each accident year for

overall favorable development of approximately $35 million,
each profit center. For example, if loss emergence for a profit

which included approximately $76 million of adverse
center is different than expected for certain accident years,

development from Mortgage Guaranty and $18 million of
the actuaries examine the indicated effect such emergence

adverse development from Personal Lines, offset by favorable
would have on the reserves of that profit center. In some

development from most classes of business in Commercial
cases, the higher or lower than expected emergence may

Insurance and from Transatlantic.
result in no clear change in the ultimate loss estimate for the
accident years in question, and no adjustment would be made 2007 Net  Loss  Development
to the profit center’s reserves for prior accident years. In other

In the first three months of 2007, net loss development fromcases, the higher or lower than expected emergence may
prior accident years was favorable by approximatelyresult in a larger change, either favorable or unfavorable,
$148 million, including approximately $36 million of adversethan the difference between the actual and expected loss
development pertaining to the major hurricanes in 2004 andemergence. Such additional analyses were conducted for each
2005; and $18 million of adverse development from theprofit center, as appropriate, in the first three months of 2008
general reinsurance operations of Transatlantic; andto determine the loss development from prior accident years
excluding approximately $116 million from accretion of lossfor the first three months of 2008. As part of its quarterly
reserve discount. Excluding catastrophes and Transatlantic,reserving process, AIG also considers notices of claims
as well as accretion of discount, net loss development in thereceived with respect to emerging issues, such as those related
first three months of 2007 from prior accident years wasto the U.S. mortgage and housing market.
favorable by approximately $202 million. The overall
favorable development of $148 million consisted of2008 Net  Loss  Development
approximately $265 million of favorable development from

In the first three months of 2008, net loss development from
accident years 2003 through 2006, partially offset by

prior accident years was favorable by approximately
approximately $117 million of adverse development from

$164 million, including approximately $339 million of
accident years 2002 and prior. For the first three months of

favorable development relating to loss sensitive business
2007, most classes of AIG’s business continued to experience
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favorable development for accident years 2003 through As described more fully in the 2007 Annual Report on
2006. The adverse development from accident years 2002 Form 10-K, AIG’s reserves relating to asbestos and
and prior reflected development from excess casualty within environmental claims reflect a comprehensive ground-up
Commercial Insurance and from Transatlantic. analysis. In the first three months of 2008, AIG maintained

the ultimate loss estimates for asbestos and environmental
Asbestos  and Environmental  Reserves claims resulting from the recently completed reserve analyses.

A relatively minor amount of favorable incurred lossThe estimation of loss reserves relating to asbestos and
development pertaining to asbestos was reflected in the firstenvironmental claims on insurance policies written many
three months of 2008, as presented in the table that follows.years ago is subject to greater uncertainty than other types of
This development was primarily attributable to one largeclaims due to inconsistent court decisions as well as judicial
settlement.interpretations and legislative actions that in some cases have

tended to broaden coverage beyond the original intent of
such policies and in others have expanded theories of
liability.

A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims
separately and combined appears in the following table. The vast majority of such claims arise from policies written in
1984 and prior years. The current environmental policies that AIG underwrites on a claims-made basis have been excluded
from the following table.

Three Months Ended March 31,
2008 2007

(in millions) Gross Net Gross(a) Net

Asbestos:
Reserve for losses and loss expenses at beginning of year $3,864 $1,454 $4,523 $1,889
Losses and loss expenses incurred(b) (29) (33) (10) (17)
Losses and loss expenses paid(b) (237) (121) (200) (128)

Reserve for losses and loss expenses at end of period $3,598 $1,300 $4,313 $1,744

Environmental:
Reserve for losses and loss expenses at beginning of year $ 515 $ 237 $ 629 $ 290
Losses and loss expenses incurred(b) (5) — — —
Losses and loss expenses paid(b) (14) (10) (15) (9)

Reserve for losses and loss expenses at end of period $ 496 $ 227 $ 614 $ 281

Combined:
Reserve for losses and loss expenses at beginning of year $4,379 $1,691 $5,152 $2,179
Losses and loss expenses incurred(b) (34) (33) (10) (17)
Losses and loss expenses paid(b) (251) (131) (215) (137)

Reserve for losses and loss expenses at end of period $4,094 $1,527 $4,927 $2,025

(a) Gross amounts were revised from the presentation in prior periods to reflect the inclusion of certain reserves not previously identified as asbestos and

environmental related. This revision had no effect on net reserves.

(b) All amounts pertain to policies underwritten in prior years, primarily to policies issued in 1984 and prior.

The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental
claims separately and combined, were estimated as follows:

Three Months Ended March 31,
2008 2007

(in millions) Gross Net Gross* Net

Asbestos $2,409 $1,052 $3,249 $1,436
Environmental 344 132 368 161

Combined $2,753 $1,184 $3,617 $1,597

* Gross amounts were revised from the presentation in prior periods to reflect the inclusion of certain reserves not previously identified as asbestos and

environmental related. This revision had no effect on net reserves.
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A summary of asbestos and environmental claims count activity was as follows:
Three Months Ended March 31,

2008 2007
Asbestos Environmental Combined Asbestos Environmental Combined

Claims at beginning of year 6,563 7,652 14,215 6,878 9,442 16,320
Claims during year:

Opened 198 321 519 200 411 611
Settled (30) (39) (69) (32) (13) (45)
Dismissed or otherwise resolved (344) (669) (1,013) (246) (389) (635)

Claims at end of period 6,387 7,265 13,652 6,800 9,451 16,251

Survival  Ratios — Asbestos  and Environmental Life  Insurance & Retirement  Services  Operations

The following table presents AIG’s survival ratios for AIG’s Life Insurance & Retirement Services operations offer
asbestos and environmental claims at March 31, 2008 and a wide range of insurance and retirement savings products
2007. The survival ratio is derived by dividing the current both domestically and abroad.
carried loss reserve by the average payments for the three

AIG’s Foreign Life Insurance & Retirement Services
most recent calendar years for these claims. Therefore, the

operations include insurance and investment-oriented
survival ratio is a simplistic measure estimating the number of

products such as whole and term life, investment linked,
years it would be before the current ending loss reserves for

universal life and endowments, personal accident and health
these claims would be paid off using recent year average

products; group products including pension, life and health;
payments. The March 31, 2008 survival ratio is lower than

and fixed and variable annuities. The Foreign Life
the ratio at March 31, 2007 because the more recent periods

Insurance & Retirement Services products are sold through
included in the rolling average reflect higher claims payments.

independent producers, career agents, financial institutions
In addition, AIG’s survival ratio for asbestos claims was

and direct marketing channels.
negatively affected by the favorable settlement described

AIG’s Domestic Life Insurance operations offer a broadabove, as well as several similar settlements during 2007.
range of protection products, such as individual life insuranceThese settlements reduced gross and net asbestos survival
and group life and health products (including disabilityratios at March 31, 2008 by approximately 1.6 years and 3.2
income products and payout annuities), which include singleyears, respectively, and reduced gross and net asbestos
premium immediate annuities, structured settlements andsurvival ratios at March 31, 2007 by approximately 1.0 year
terminal funding annuities. The Domestic Life Insuranceand 2.4 years, respectively. Many factors, such as aggressive
products are sold through independent producers, careersettlement procedures, mix of business and level of coverage
agents and financial institutions and direct marketingprovided, have a significant effect on the amount of asbestos
channels. Home service operations include an array of lifeand environmental reserves and payments and the resultant
insurance, accident and health and annuity products soldsurvival ratio. Moreover, as discussed above, the primary
primarily through career agents.basis for AIG’s determination of its reserves is not survival

ratios, but instead the ground-up and top-down analysis. AIG’s Domestic Retirement Services operations include
Thus, caution should be exercised in attempting to determine group retirement products, individual fixed and variable
reserve adequacy for these claims based simply on this annuities sold through banks, broker-dealers and exclusive
survival ratio. sales representatives, and annuity runoff operations, which
AIG’s survival ratios for asbestos and environmental include previously acquired ‘‘closed blocks’’ and other fixed
claims, separately and combined were based upon a three- and variable annuities largely sold through distribution
year average payment. These ratios at March 31, 2008 and relationships that have been discontinued.
2007 were as follows:

AIG’s Life Insurance & Retirement Services reports its
Gross* Net operations through the following major internal reporting

2008 units and legal entities:Survival ratios:
Asbestos 6.1 4.5
Environmental 4.8 3.6 Foreign Life Insurance & Retirement ServicesCombined 5.9 4.3

2007 Japan and Other
Survival ratios:

Asbestos 10.4 9.9
) American Life Insurance Company (ALICO)Environmental 5.8 4.4

Combined 9.5 8.4
) AIG Star Life Insurance Co., Ltd. (AIG Star Life)

* Gross amounts for 2007 were revised from the presentation in prior periods to

reflect the inclusion of certain reserves not previously identified as asbestos and ) AIG Edison Life Insurance Company (AIG Edison
environmental related. This revision had no effect on net reserves. Life)
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) The United States Life Insurance Company in the City
Asia

of New York (USLIFE)
) American International Assurance Company, Limited,

) American General Life and Accident Insurance
together with American International Assurance

Company (AGLA)
Company (Bermuda) Limited (AIA)

Domestic Retirement Services) Nan Shan Life Insurance Company, Ltd. (Nan Shan)

) The Variable Annuity Life Insurance Company) American International Reinsurance Company
(VALIC)Limited (AIRCO)

) AIG Annuity Insurance Company (AIG Annuity)) The Philippine American Life and General Insurance
Company (Philamlife)

) AIG SunAmerica Life Assurance Company (AIG
SunAmerica)

Domestic Life Insurance

) American General Life Insurance Company (AIG
American General)
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Life  Insurance & Retirement  Services  Results

Life Insurance & Retirement Services results were as follows:

Premiums Net Net Realized Operating
and Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

Three Months Ended March 31, 2008
Foreign Life Insurance & Retirement Services $7,447 $1,448 $ (722) $ 8,173 $ 735
Domestic Life Insurance 1,587 984 (1,288) 1,283 (870)
Domestic Retirement Services 284 1,371 (2,359) (704) (1,696)

Total $9,318 $3,803 $(4,369) $ 8,752 $(1,831)

Three Months Ended March 31, 2007
Foreign Life Insurance & Retirement Services $6,613 $2,883 $ (235) $ 9,261 $ 1,284
Domestic Life Insurance 1,528 1,005 (12) 2,521 345
Domestic Retirement Services 284 1,625 (9) 1,900 652

Total $8,425 $5,513 $ (256) $13,682 $ 2,281

Percentage Increase/(Decrease) from Prior Year:
Foreign Life Insurance & Retirement Services 13% (50)% –% (12)% (43)%
Domestic Life Insurance 4 (2) – (49) –
Domestic Retirement Services – (16) – – –

Total 11% (31)% –% (36)% –%

The gross insurance in force for Life Insurance & lower partnership and mutual fund income as well as lower
Retirement Services was as follows: policyholder investment income and trading gains and losses

(together, policyholder trading gains (losses)) reflectingMarch 31, December 31,
(in millions) 2008 2007 equity market declines. Policyholder trading gains and losses

are offset by a charge to incurred policy losses and benefitsForeign* $1,411,374 $ 1,327,251
Domestic 998,771 984,794 expense. Policyholder trading gains and losses generally

Total $2,410,145 $ 2,312,045 reflect the trends in equity markets, principally in Japan and
* Includes an increase of $46.6 billion related to changes in foreign exchange Asia. Policyholder trading losses were $785 million in the

rates at March 31, 2008. first three months of 2008 compared to gains of $797 million
in the same period of 2007.Disruption in the U.S. residential mortgage and credit

markets was the key driver of operating results for the first The operating loss in the first three months of 2008 was
three months of 2008 primarily due to significant net realized significantly affected by net realized capital losses which
capital losses resulting from other-than-temporary totaled $4.4 billion compared to net realized capital losses of
impairment charges of $4.4 billion compared to other-than- $256 million in the same period in 2007. The higher net
temporary impairment charges of $392 million in the same realized capital losses were primarily related to severity
period of 2007. In addition, net investment income and impairments and foreign exchange losses due to the credit
certain products continued to be negatively affected by the market disruption and weakening of the dollar against Asian
volatile markets. currencies. The higher net realized capital losses and lower

yield enhancement investment income more than offset theLife Insurance & Retirement Services total revenues in
positive effect of growth in underlying reserves which reflectsthe first three months of 2008 reflect growth in premiums
increased assets under management. Other factors thatand other considerations compared to the same period in
negatively affected operating income in the first three months2007, primarily due to strong life insurance production in the
of 2008 were trading account losses of $88 million in theForeign Life Insurance & Retirement Services operations,
U.K. associated with certain investment-linked products andgrowth in a block of U.K. investment-oriented products and
an increase in incurred policyholder benefits of $80 millionhigher sales of payout annuities in the Domestic Life
related to a closed block of Japan business with guaranteedInsurance operations. Overall growth in premiums and other
benefits, partially offset by the favorable effect of foreignconsiderations was dampened by a continuing shift to
exchange rates. Operating income in the first three months ofinvestment-oriented products and the suspension in the
2008 included a DAC and SIA benefit of $267 million relatedsecond quarter of 2007 of new sales on certain products in
to net realized capital losses in the first three months of 2008Japan pending completion of an industry wide review by the
compared to $11 million in the same period in 2007.tax authorities. This review was finalized in March 2008 and

resulted in lower tax deductibility of these products. Operating income in the first three months of 2007
Although sales of these products have restarted in Japan, it is included additional claim expense of $37 million related to
expected that sales will be at lower than historical levels. the industry wide regulatory review of claims in Japan and a

$50 million charge related to balance sheet reconciliationNet investment income decreased in the first three
remediation activities in Asia.months of 2008 compared to the same period in 2007 due to
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The most significant effect on the Life Insurance & AIG adopted FAS 159 on January 1, 2008 and elected to
Retirement Services results from AIG’s adoption of FAS 157 apply the fair value option to a closed block of single
was the change in measurement of fair value for embedded premium variable life business in Japan and for an
policy derivatives. The pre-tax effect of adoption related to investment-linked product sold principally in Asia. The
embedded policy derivatives was an increase in net realized adoption of FAS 159 with respect to these fair value elections
capital losses of $155 million as of January 1, 2008, partially resulted in a decrease to 2008 opening retained earnings of
offset by a $47 million DAC benefit related to these losses. $559 million, net of tax. The fair value of the liabilities for
The effect of initial adoption was primarily due to an increase these policies totaled $3.5 billion at March 31, 2008 and is
in the embedded policy derivative liability valuations reported in policyholders’ contract deposits.
resulting from the inclusion of explicit risk margins.

Foreign  Life  Insurance & Retirement  Services  Results

Foreign Life Insurance & Retirement Services results on a sub-product basis were as follows:

Premiums Net Net Realized Operating
and Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

Three Months Ended March 31, 2008
Life insurance $4,512 $ 919 $(567) $4,864 $ 231
Personal accident 1,691 92 (40) 1,743 377
Group products 996 153 (30) 1,119 89
Individual fixed annuities 129 569 (113) 585 58
Individual variable annuities 119 (285) 28 (138) (20)

Total $7,447 $1,448 $(722) $8,173 $ 735

Three Months Ended March 31, 2007
Life insurance $4,167 $1,557 $(168) $5,556 $ 652
Personal accident 1,473 83 (8) 1,548 368
Group products 753 174 (21) 906 63
Individual fixed annuities 128 574 (37) 665 149
Individual variable annuities 92 495 (1) 586 52

Total $6,613 $2,883 $(235) $9,261 $1,284

Percentage Increase/(Decrease) from Prior Year:
Life insurance 8% (41)% –% (12)% (65)%
Personal accident 15 11 – 13 2
Group products 32 (12) – 24 41
Individual fixed annuities 1 (1) – (12) (61)
Individual variable annuities 29 – – – –

Total 13% (50)% –% (12)% (43)%

AIG transacts business in most major foreign currencies The following table summarizes the effect of changes in
and therefore premiums and other considerations reported in foreign currency exchange rates on the growth of the
U.S. dollars vary by volume and from changes in foreign Foreign Life Insurance & Retirement Services premiums
currency translation rates. and other considerations.

Three Months
Ended March 31,
2008 2007

Growth in original currency* 6.8% 5.2%
Foreign exchange effect 5.8 2.9
Growth as reported in U.S. dollars 12.6% 8.1%

* Computed using a constant exchange rate each period.
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Japan and Other  Results

Japan  and  Other  results  on  a  sub-product  basis  were  as  follows:

Premiums Net Net Realized Operating
and Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

Three Months Ended March 31, 2008
Life insurance $1,328 $ 337 $(247) $1,418 $ 57
Personal accident 1,177 52 (28) 1,201 301
Group products 750 111 (7) 854 71
Individual fixed annuities 117 536 (89) 564 68
Individual variable annuities 117 (286) 28 (141) (14)

Total $3,489 $ 750 $(343) $3,896 $483

Three Months Ended March 31, 2007
Life insurance $1,216 $ 550 $ (18) $1,748 $352
Personal accident 1,028 50 2 1,080 289
Group products 575 150 5 730 73
Individual fixed annuities 116 546 (35) 627 147
Individual variable annuities 91 494 – 585 52

Total $3,026 $1,790 $ (46) $4,770 $913

Percentage Increase/(Decrease) from Prior Year:
Life insurance 9% (39)% –% (19)% (84)%
Personal accident 14 4 – 11 4
Group products 30 (26) – 17 (3)
Individual fixed annuities 1 (2) – (10) (54)
Individual variable annuities 29 – – – –

Total 15% (58)% –% (18)% (47)%

Total revenues for Japan and Other in the first three months related to the industry wide regulatory review of claims in
of 2008 decreased compared to the same period in 2007 Japan.
primarily due to higher net realized capital losses and lower

Personal accident premiums and other considerations
net investment income from partnerships and mutual funds,

reflected growth due to the launch of a new single premium
which more than offset growth in premiums and other

product in Japan and a favorable foreign exchange effect. Net
considerations and net investment income from fixed

investment income increased modestly in the first three
maturity securities. Operating income decreased in the first

months of 2008 compared to the same period in 2007
three months of 2008 compared to the same period in 2007

primarily due to growth in invested assets. Operating income
primarily due to the effect of market volatility which resulted

increased in the first three months of 2008 compared to the
in higher net realized capital losses, trading account losses of

same period in 2007 due to growth in in force reserves and
$88 million in the U.K. associated with certain investment-

lower claim expense of $28 million associated with the claims
linked products, and increased incurred policyholder benefits

review in Japan, partially offset by net realized capital losses.
of $80 million related to a closed block of Japan single

Loss ratios for this product continue to be stable.
premium variable life business with guaranteed benefits. A

Group products premiums and other considerations inhedging strategy is being implemented for the Japan block of
the first three months of 2008 increased compared to thebusiness which is expected to help mitigate the effect of
same period in 2007 primarily due to the growing creditequity market volatility on these liabilities beginning in the
business in Europe and the employee benefits group life andsecond half of 2008. Growth of in force reserves and the
medical business in Europe, Brazil and the Middle East. Netpositive effect of foreign exchange rates partially offset the
investment income declined in the first three months of 2008losses caused by market volatility.
compared to the same period in 2007 primarily due to lower

Life insurance premiums and other considerations
policyholder trading gains. Operating income in the first

increased in the first three months of 2008 compared to the
three months of 2008 declined slightly compared to the same

same period in 2007 reflecting growth in new business as
period in 2007 primarily due to net realized capital losses.

further described below. Net investment income declined due
Individual fixed annuities premiums and otherto policyholder trading losses of $224 million compared to

considerations in the first three months of 2008 werepolicyholder trading gains of $95 million in 2007 along with
essentially unchanged compared to the same period in 2007lower partnership income. Life insurance operating income
as surrender charges on non-Yen annuity products declined indeclined in the first three months of 2008 compared to the
Japan. Net investment income declined due to policyholdersame period in 2007 due to increased net realized capital
trading losses in Europe compared to gains in the first quarterlosses and increased policyholder benefits related to a closed
of 2007, which more than offset the effect of higher assetsblock of Japan business, which were partially offset by claims
under management and increased net investment spreads inexpense in the first three months of 2007 of $12 million
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Japan. Although fixed annuity reserves were higher in the First year premium sales in the first three months of 2008
first three months of 2008 compared to the same period in grew modestly in U.S. dollar terms, but declined on an
2007, operating income declined due to higher net realized original currency basis compared to the same period in 2007.
capital losses and the lower surrender charge income in First year premium life insurance sales in Japan continue to
Japan. reflect the effect of the suspension of the increasing term

product in April 2007, but sales in Europe remained robust.
Individual variable annuities premiums and other

Personal accident first year premium sales declined due to
considerations increased in the first three months of 2008

lower direct marketing sales in Japan. Sales in Europe were
compared to the same period in 2007 due to the fees

strong, particularly in the credit and group life and medical
generated from the higher levels of assets under management.

lines, and in Brazil as pension sales increased.
Net investment income decreased reflecting the effect of
equity market volatility which resulted in policyholder Single premium interest sensitive life insurance sales
trading losses of $195 million for the first three months of remained strong in Japan while guaranteed income bond
2008 compared to gains of $494 million for the same period sales continued to perform well in Europe. A new single
in 2007. Variable annuity reserves at the end of the first premium personal accident and health product was launched
quarter of 2008 were higher than at the same period in 2007 in Japan during the first quarter of 2008 with the majority of
due to deposit growth in Japan and the U.K. However, sales coming through banks which were recently deregulated
operating income declined in the first three months of 2008 and are now able to sell accident and health products.
compared to the same period in 2007 due to $88 million of

Annuity deposits increased in the first three months of
trading account losses in the U.K.

2008 compared to the same period in 2007 as both fixed and
First year premium, single premium and annuity deposits for variable products performed well. In Japan, fixed annuity
Japan and Other were as follows: products improved as the Japanese Yen strengthened making

non-Yen products more attractive to Japanese consumers. In
Percentage

the U.K., variable annuity deposits continued to reflect strongThree Months Increase/
Ended March 31, (Decrease) growth.

Original
(in millions) 2008 2007 U.S.$ Currency

First year premium $ 642 $ 620 4% (6)%
Single premium 2,956 1,997 48% 44%
Annuity deposits 5,507 4,071 35% 33%
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Asia  Results

Asia  results,  presented  on  a  sub-product  basis  were  as  follows:

Premiums and Net Net Realized Operating
Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

Three Months Ended March 31, 2008
Life insurance $3,184 $ 582 $(320) $3,446 $ 174
Personal accident 514 40 (12) 542 76
Group products 246 42 (23) 265 18
Individual fixed annuities 12 33 (24) 21 (10)
Individual variable annuities 2 1 — 3 (6)

Total $3,958 $ 698 $(379) $4,277 $ 252

Three Months Ended March 31, 2007
Life insurance $2,951 $1,007 $(150) $3,808 $ 300
Personal accident 445 33 (10) 468 79
Group products 178 24 (26) 176 (10)
Individual fixed annuities 12 28 (2) 38 2
Individual variable annuities 1 1 (1) 1 —

Total $3,587 $1,093 $(189) $4,491 $ 371

Percentage Increase/(Decrease) from Prior Year:
Life insurance 8% (42)% —% (10)% (42)%
Personal accident 16 21 — 16 (4)
Group products 38 75 — 51 —
Individual fixed annuities — 18 — (45) —
Individual variable annuities 100 — — — —

Total 10% (36)% —% (5)% (32)%

Total revenues in Asia in the first three months of 2008 months of 2008 due to $336 million of policyholder trading
decreased compared to the same period in 2007 primarily due losses compared to gains of $76 million for the same period
to the negative effect of policyholder trading losses on net in 2007. Operating income decreased in the first three
investment income and higher net realized capital losses, months of 2008 compared to the same period in 2007
which more than offset the growth in premiums and other primarily due to market volatility, which resulted in higher
considerations. Premiums and other considerations increased net realized capital losses and lower net investment income
in the first three months of 2008 compared to the same which more than offset the benefit of strong growth in
period in 2007, notwithstanding a continued trend toward reserves and the favorable effect of foreign exchange.
investment-oriented products where only a portion of policy Operating income in the first three months of 2007 included
charges are reported as premiums. Net investment income a $50 million charge related to balance sheet reconciliation
declined due to policyholder trading losses in 2008 compared remediation activity.
to gains in the same period in 2007 and lower partnership

Personal accident revenues grew in the first three months
and unit investment trust income. Net realized capital losses

of 2008 compared to the same period in 2007 primarily due
in the first three months of 2008 included higher other-than-

to higher premiums and other considerations, particularly in
temporary impairment charges partially offset by a positive

Korea, and an increase in net investment income resulting
change in the fair value of derivatives that do not qualify for

from growth in invested assets. Operating income declined
hedge accounting treatment under FAS 133 compared to the

slightly due to higher claims in Taiwan.
same period last year. Operating income in the first three

Group products premiums and other considerationsmonths of 2008 decreased compared to the same period in
grew in the first three months of 2008 compared to the same2007 due to higher net realized capital losses and lower net
period in 2007 due to new group contracts in Singapore,investment income. Operating income in the first three
Korea and Australia. Operating income increased in the firstmonths of 2007 included a $50 million charge related to
three months of 2008 compared to the same period in 2007balance sheet reconciliation remediation activity.
primarily due to improved production results. In addition,

Life insurance premiums and other considerations in the
operating income in the first three months of 2007 included a

first three months of 2008 increased compared to the same
$13 million reserve charge.

period in 2007, benefiting from improved sales in Singapore,
The operating loss in 2008 for individual variableMalaysia and Thailand and the favorable effect of foreign

annuities resulted from start-up costs for new variableexchange rates, partially offset by a shift in product mix from
annuity products launched in Taiwan during the quarter.traditional life insurance products to investment-oriented

products. Net investment income decreased in the first three
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First year premium, single premium and annuity deposits for investment-oriented products, and in Taiwan sales shifted to
Asia were as follows: a newly launched single premium variable annuity product.

The group products business performed well in Singapore,
Three Months Percentage

Korea and Australia.Ended Increase/
March 31, (Decrease)

Single premium sales in the first three months of 2008Original
(in millions) 2008 2007 U.S.$ Currency grew significantly compared to the same period in 2007
First year premium $718 $674 7% 4% primarily due to investment-oriented life insurance sales,
Single premium 957 648 48% 42% particularly in Singapore, Hong Kong, China and Malaysia,
Annuity deposits 332 131 153% 150%

as well as strong group pension sales in Thailand.

First year premium sales in the first three months of 2008 Annuity deposits in the first three months of 2008 more
grew moderately compared to the same period in 2007 as the than doubled the level reported for the same period in 2007
sales focus shifted more to single premium products. In China due to the launch of the new variable annuity product in
and Taiwan, life insurance first year premium sales declined Taiwan and higher deposits in Korea as a result of an
as China sales continued to focus on single premium improved interest rate environment.

Domestic  Life  Insurance  Results

Domestic Life Insurance results, presented on a sub-product basis were as follows:

Premiums Net Net Realized Operating

and Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

Three Months Ended March 31, 2008
Life insurance $ 589 $ 373 $(1,055) $ (93) $(839)
Home service 188 153 (140) 201 (62)
Group life/health 204 47 (14) 237 2
Payout annuities* 594 303 (22) 875 38
Individual fixed and runoff annuities 12 108 (57) 63 (9)

Total $1,587 $ 984 $(1,288) $1,283 $(870)
Three Months Ended March 31, 2007

Life insurance $ 578 $ 372 $ (3) $ 947 $ 187
Home service 195 161 (2) 354 82
Group life/health 229 53 (1) 281 3
Payout annuities* 512 289 (6) 795 51
Individual fixed and runoff annuities 14 130 — 144 22

Total $1,528 $1,005 $ (12) $2,521 $ 345

Percentage Increase/(Decrease) from Prior Year:
Life insurance 2% —% —% —% —%
Home service (4) (5) — (43) —
Group life/health (11) (11) — (16) (33)
Payout annuities 16 5 — 10 (25)
Individual fixed and runoff annuities (14) (17) — (56) —
Total 4% (2)% —% (49)% —%

* Premiums and other considerations include structured settlements, single premium immediate annuities and terminal funding annuities.

Total Domestic Life Insurance revenues decreased in the (Synfuel) compared to the same period in 2007. Domestic
first three months of 2008 compared to the same period in Life Insurance operating income decreased in the first three
2007 primarily due to significantly higher net realized capital months of 2008 compared to the same period in 2007
losses, partially offset by slightly higher premiums and other primarily due to higher net realized capital losses including
considerations. Domestic Life Insurance premiums and other other-than-temporary impairment charges and derivative
considerations increased in the first three months of 2008 losses. The operating results for the first three months of
compared to the same period in 2007 primarily due to strong 2008 benefited from increased premiums and other
payout annuity sales and growth in life insurance business in considerations, underwriting gains in certain product lines
force. Net investment income decreased in the first three and $20 million of lower DAC amortization related to net
months of 2008 compared to the same period in 2007 realized capital losses associated with both investment losses
primarily from lower call and tender income and higher and embedded policy derivatives related to the adoption of
policyholder trading losses which result in a direct offset in FAS 157.
incurred policy losses and benefits. Net investment income in

Life insurance premiums and other considerations
the first three months of 2008 benefited from lower losses of

increased in the first three months of 2008 compared to the
$29 million from investments in synthetic fuel production
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same period in 2007 driven by growth in life insurance settlements and terminal funding annuities in the U.S. and
business in force and increased policyholder charges related Canada. Net investment income increased in the first three
to universal life and whole life products. Net investment months of 2008 reflecting growth in insurance reserves,
income in the first three months of 2008 increased slightly partially offset by a $20 million decrease in call and tender
compared to the same period in 2007 due to lower Synfuel income. Payout annuities operating results in the first three
losses, offset by lower call and tender income and higher months of 2008 benefited from growth of the in force
policyholder trading losses. The policyholder trading losses business and favorable mortality experience which were
result in a direct offset in incurred policy losses and benefits. partially offset by higher net realized capital losses.
Life insurance operating results were lower in the first three

Individual fixed and runoff annuities premiums and
months of 2008 compared to the same period in 2007

other considerations along with net investment income
primarily due to higher net realized capital losses which were

decreased in the first three months of 2008 compared to the
partially offset by continued growth in the in force business.

same period in 2007 reflecting declining insurance reserves.
Home service premiums and other considerations Operating results for the first three months of 2008 are lower

declined in the first three months of 2008 compared to the compared to the same period in 2007. Higher net realized
same period in 2007 as the reduction of premiums in force capital losses were partially offset by lower amortization of
from normal lapses and maturities exceeded sales growth. DAC of $15 million, primarily related to net realized capital
Net investment income in the first three months of 2008 losses associated with both investment losses and embedded
decreased compared to the same period in 2007 due to lower policy derivatives related to the adoption of FAS 157.
call and tender income which was partially offset by lower

Domestic Life Insurance periodic premium sales by product
Synfuel losses. The home service operating results were also

were as follows:
affected by higher net realized capital losses which were

Three Monthspartially offset by continued improvement in profit margins Ended PercentageMarch 31,on both the in force and new business. Increase/
(in millions) 2008 2007 (Decrease)

Group life/health premiums and other considerations Periodic Premium Sales By Product*:
Universal life $ 47 $ 51 (8)%declined in the first three months of 2008 compared to the
Variable universal life 27 13 108same period in 2007 primarily due to continued tightened
Term life 52 55 (5)

underwriting in the group employer product lines. Group Whole life/other 3 2 50
life/health operating income decreased in the first three Total $129 $121 7%
months of 2008 compared to the same period in 2007 * Periodic premium represents premium from new business expected to be
primarily due to higher net realized capital losses, partially collected over a one-year period.
offset by a lower effect of AICPA SOP 05-1, ‘‘Accounting by

Domestic Life Insurance periodic premium sales increased inInsurance Enterprises for Deferred Acquisition Costs in
the first three months of 2008 compared to the same periodConnection with Modifications or Exchanges of Insurance
in 2007 primarily as a result of strong private placementContracts’’ (SOP 05-1) compared to the same period in 2007.
variable universal life sales. The U.S. life insurance marketGroup life and health operating results also benefited from
remains highly competitive and Domestic Life’s emphasis onunderwriting gains across several product lines.
maintaining new business margins continues to affect

Payout annuities premiums and other considerations production activity, particularly within the term life product
increased in the first three months of 2008 compared to the category.
same period in 2007 reflecting strong sales of structured
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Domestic  Retirement  Services  Results

Domestic Retirement Services results, presented on a sub-product basis were as follows:

Premiums Net Net Realized Operating
and Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)
Three Months Ended March 31, 2008

Group retirement products $107 $ 494 $ (740) $ (139) $ (493)
Individual fixed annuities 23 759 (1,246) (464) (956)
Individual variable annuities 152 35 (252) (65) (137)
Individual annuities – runoff* 2 83 (121) (36) (110)

Total $284 $1,371 $(2,359) $ (704) $(1,696)

Three Months Ended March 31, 2007
Group retirement products $105 $ 570 $ (10) $ 665 $ 276
Individual fixed annuities 25 914 (11) 928 303
Individual variable annuities 146 42 10 198 52
Individual annuities – runoff* 8 99 2 109 21

Total $284 $1,625 $ (9) $1,900 $ 652

Percentage Increase/(Decrease) from Prior Year:
Group retirement products 2% (13)% –% –% –%
Individual fixed annuities (8) (17) – – –
Individual variable annuities 4 (17) – – –
Individual annuities – runoff (75) (16) – – –

Total —% (16)% –% –% –%

* Primarily represents runoff annuity business sold through discontinued distribution relationships.

Total revenues and operating income for Domestic enhancement income. In addition, increased levels of short-
Retirement Services declined in the first three months of 2008 term investments further reduced the overall investment
compared to the same period in 2007 primarily due to yield. These decreases were partially offset by decreases in
significantly increased net realized capital losses and lower DAC amortization and sales inducement costs of
partnership and yield enhancement income. Net realized $168 million related to the net realized capital losses.
capital losses for Domestic Retirement Services increased

Individual variable annuities operating income decreased
primarily due to higher other-than-temporary impairment

in the first three months of 2008 compared to the same
charges of $2.2 billion in the first three months of 2008

period in 2007 primarily as a result of increased net realized
compared to $42 million in the same period in 2007.

capital losses largely due to increased embedded policy
Both group retirement products and individual fixed derivative liability valuations primarily as a result of the

annuities operating income in the first three months of 2008 adoption of FAS 157, as well as higher other-than-temporary
decreased compared to the same period in 2007 primarily as impairment charges. The increase in net realized capital losses
a result of increased net realized capital losses due to higher was partially offset by decreases in DAC amortization and
other-than-temporary impairment charges, and lower net sales inducement costs of $77 million related to the net
investment income due to lower partnership and yield realized capital losses.
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The account value rollforward for Domestic Retirement 2007 primarily reflecting higher deposits in individual fixed
Services by product was as follows: annuities. Group retirement and individual variable annuity

deposits were essentially unchanged in the first three months
Three Months Ended

March 31, of 2008 compared to the same period in 2007. The significant
(in millions) 2008 2007 improvement in individual fixed annuity sales was due to
Group retirement products continued steepening of the yield curve and mutual fund
Balance at beginning of year $ 68,109 $ 64,357

money market products offering less competitive creditingDeposits – annuities 1,453 1,418
Deposits – mutual funds 424 465 rates than those currently available on fixed annuities.
Total deposits 1,877 1,883
Surrenders and other withdrawals (1,490) (1,925) Domestic Retirement Services surrenders and other
Death benefits (59) (60)

withdrawals decreased in all product lines in the first three
Net inflows (outflows) 328 (102)

months of 2008 compared to the same period in 2007. GroupChange in fair value of underlying
investments, interest credited, net of retirement surrenders decreased in the first three months of
fees (2,797) 961

2008 compared to the same period in 2007 as a result of aBalance at end of period $ 65,640 $ 65,216
few large group mutual fund surrenders in the first threeIndividual fixed annuities

Balance at beginning of year $ 50,508 $ 52,685 months of 2007. Individual fixed annuity surrenders
Deposits 2,531 1,231 decreased in the first three months of 2008 due to decreasingSurrenders and other withdrawals (1,579) (1,660)

competition from bank deposit and mutual fund moneyDeath benefits (382) (408)
Net inflows (outflows) 570 (837) market products.
Change in fair value of underlying

investments, interest credited, net of Domestic Retirement Services reserves by surrender
fees 462 491

charge category and surrender rates were as follows:Balance at end of period $ 51,540 $ 52,339

Group Individual IndividualIndividual variable annuities
Retirement Fixed VariableBalance at beginning of year $ 33,108 $ 31,093

(in millions) Products* Annuities AnnuitiesDeposits 1,017 1,008
Surrenders and other withdrawals (909) (990) March 31, 2008
Death benefits (127) (121) No surrender charge $48,890 $11,410 $12,072

0% - 2% 2,520 3,359 4,627Net inflows (outflows) (19) (103)
Greater than 2% - 4% 2,901 7,490 4,156Change in fair value of underlying
Greater than 4% 2,363 25,932 9,568investments, interest credited, net of
Non-Surrenderable 904 3,349 407fees (2,259) 442
Total reserves $57,578 $51,540 $30,830Balance at end of period $ 30,830 $ 31,432

Surrender rates 9.1% 12.5% 11.7%Total Domestic Retirement Services
Balance at beginning of year $151,725 $148,135 March 31, 2007

Deposits 5,425 4,122 No surrender charge $43,889 $10,513 $11,721
Surrenders and other withdrawals (3,978) (4,575) 0% - 2% 6,323 4,406 5,022
Death benefits (568) (589) Greater than 2% - 4% 3,732 6,395 4,960
Net inflows (outflows) 879 (1,042) Greater than 4% 3,523 27,579 9,640
Change in fair value of underlying Non-Surrenderable 879 3,446 89

investments, interest credited, net of Total reserves $58,346 $52,339 $31,432fees (4,594) 1,894
Surrender rates 11.9% 12.7% 12.6%Balance at end of year, excluding runoff 148,010 148,987

Individual annuities runoff 5,580 6,135 * Excludes mutual funds of $8.1 billion and $6.9 billion at March 31, 2008
Balance at end of period $153,590 $155,122 and 2007, respectively.
General and separate account reserves and

mutual funds Surrender rates decreased for all three product lines in
General account reserve $ 90,576 $ 91,145 the first three months of 2008 compared to the same periodSeparate account reserve 54,952 57,106

in 2007. The surrender rate for individual fixed annuitiesTotal general and separate account reserves 145,528 148,251
Group retirement mutual funds 8,062 6,871 continues to be driven by the yield curve and the general

Total reserves and mutual funds $153,590 $155,122 aging of the in force block. However, less than 23 percent of
the individual fixed annuity reserves as of March 31, 2008

Higher deposits in the individual fixed annuity blocks in were available for surrender without charge.
combination with lower surrenders in all product lines

An increase in the level of surrenders in any of these
resulted in positive net flows in the first three months of

businesses or in the individual fixed annuities runoff block
2008.

could accelerate the amortization of DAC and negatively
Domestic Retirement Services deposits increased in the affect fee income earned on assets under management.

first three months of 2008 compared to the same period in
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Life  Insurance &  Retirement  Services  Net  Investment  Income  and  Net  Realized  Capital  Gains  (Losses)

The components of net investment income for Life Insurance & Retirement Services were as follows:

Three Months Ended
March 31,

(in millions) 2008 2007

Foreign Life Insurance & Retirement Services:
Fixed maturities, including short-term investments $2,125 $1,899
Equity securities 51 (3)
Interest on mortgage and other loans 132 113
Partnership income 2 48
Unit investment trusts (99) 35
Other(a) 112 68

Total investment income before policyholder income and trading gains (losses) 2,323 2,160

Policyholder investment income and trading gains (losses)(b) (762) 797

Total investment income 1,561 2,957

Investment expenses 113 74

Net investment income $1,448 $2,883

Domestic Life Insurance:
Fixed maturities, including short-term investments $ 864 $ 911
Equity securities 17 (1)
Interest on mortgage and other loans 97 100
Partnership income — excluding Synfuels 31 27
Partnership loss — Synfuels (4) (33)
Unit investment trusts (2) 2
Other(a) 21 14

Total investment income before policyholder income and trading gains (losses) 1,024 1,020

Policyholder investment income and trading gains (losses)(b) (23) —

Total investment income 1,001 1,020

Investment expenses 17 15

Net investment income $ 984 $1,005

Domestic Retirement Services:
Fixed maturities, including short-term investments $1,211 $1,400
Equity securities 3 3
Interest on mortgage and other loans 148 121
Partnership income 11 130
Other(a) 13 (12)

Total investment income 1,386 1,642

Investment expenses 15 17

Net investment income $1,371 $1,625

Total:
Fixed maturities, including short-term investments $4,200 $4,210
Equity securities 71 (1)
Interest on mortgage and other loans 377 334
Partnership income — excluding Synfuels 44 205
Partnership loss — Synfuels (4) (33)
Unit investment trusts (101) 37
Other(a) 146 70

Total investment income before policyholder income and trading gains (losses) 4,733 4,822
Policyholder investment income and trading gains (losses)(b) (785) 797

Total investment income 3,948 5,619

Investment expenses 145 106

Net investment income $3,803 $5,513

(a) Includes real estate income, income on non-partnership invested assets, securities lending and Foreign Life Insurance & Retirement Services’ equal share of

the results of AIG Credit Card Company (Taiwan).

(b) Relates principally to assets held in various trading securities accounts that do not qualify for separate account treatment under AICPA SOP 03-1,

‘‘Accounting and Reporting by Insurance Enterprises for Certain Nontraditional Long-Duration Contracts and for Separate Accounts’’ (SOP 03-1). These

amounts are principally offset by an equal change included in incurred policy losses and benefits.

Net investment income decreased $1.7 billion, or losses were $785 million compared to gains of $797 million
31 percent in the first three months of 2008 compared to the in the same period of 2007 reflecting equity market declines
same period in 2007, reflective of the recent market volatility. in Japan and Asia. In addition, lower yield enhancement
For the first three months of 2008, policyholder trading income from equity investments was negatively affected.
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Historically, AIG generated income tax credits as a result of shown in the table above. Synfuel production ceased effective
investing in Synfuels related to the partnership income (loss) December 31, 2007.

The components of net realized capital gains (losses) for Life Insurance & Retirement Services were as follows:

Three Months
Ended

March 31,

(in millions) 2008 2007

Foreign Life Insurance & Retirement Services:
Sales of fixed maturities $ (3) $ (20)
Sales of equity securities 79 32
Other:

Other-than-temporary impairments(a) (1,016) (331)
Foreign exchange transactions (23) 115
Derivatives instruments 115 (117)
Other(b) 126 86

Total Foreign Life Insurance & Retirement Services $ (722) $(235)
Domestic Life Insurance:

Sales of fixed maturities $ 8 $ 19
Sales of equity securities 1 1
Other:

Other-than-temporary impairments(a) (1,219) (19)
Foreign exchange transactions (2) 2
Derivatives instruments (125) (11)
Other(c) 49 (4)

Total Domestic Life Insurance $ (1,288) $ (12)
Domestic Retirement Services:

Sales of fixed maturities $ (8) $ 19
Sales of equity securities 20 11
Other:

Other-than-temporary impairments(a) (2,157) (42)
Foreign exchange transactions (15) 6
Derivatives instruments 100 5
Other(c) (299) (8)

Total Domestic Retirement Services $ (2,359) $ (9)
Total:

Sales of fixed maturities $ (3) $ 18
Sales of equity securities 100 44
Other:

Other-than-temporary impairments(a) (4,392) (392)
Foreign exchange transactions (40) 123
Derivatives instruments 90 (123)
Other(b)(c) (124) 74

Total $ (4,369) $(256)

(a) See Invested Assets — Other-than-temporary impairments for additional information.

(b) Includes losses of $11 million and $71 million in the first three months of 2008 and 2007, respectively, allocated to participating policyholders.

(c) Includes losses of $12 million and $143 million for Domestic Life Insurance and Domestic Retirement Services, respectively, related to the adoption of

FAS 157 related to embedded policy derivatives. 

Included in net realized capital gains (losses) are gains Life Insurance & Retirement Services operations are
(losses) on sales of investments, derivative gains (losses) for primarily used to economically hedge cash flows related to
transactions that did not qualify for hedge accounting U.S. dollar bonds back to the respective currency of the
treatment under FAS 133, foreign exchange gains and losses, country, principally in Taiwan, Thailand and Singapore.
other-than-temporary impairments and the effects of the These derivatives do not qualify for hedge accounting
adoption of FAS 157 further described below. In the first treatment under FAS 133 and are recorded in net realized
three months of 2008, Life Insurance & Retirement Services capital gains (losses). The corresponding foreign exchange
operations recorded $4.4 billion of other-than-temporary gain or loss with respect to the economically hedged bond is
impairment charges compared to $392 million in the same deferred in accumulated other comprehensive income (loss)
period in 2007. The increased other-than-temporary Foreign until the bond is sold or deemed to be other-than-temporarily
Life Insurance & Retirement Services losses were primarily impaired.
driven by severity losses and foreign currency declines. See

In the first three months of 2008, the Domestic Life
Invested Assets — Valuation of Invested Assets — Portfolio

Insurance and Domestic Retirement Services operations
Review herein for further information. Foreign currency

incurred higher net realized capital losses primarily due to
losses of $401 million related primarily to the decline in value

other-than-temporary impairment charges related to severity.
of U.S. dollar bonds held in Taiwan, Singapore and Thailand

Derivatives in the Domestic Life Insurance operations include
against those respective currencies. Derivatives in the Foreign
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affiliated interest rate swaps used to economically hedge cash accordance with FAS 97. Value of Business Acquired
flows on bonds and option contracts used to economically (VOBA) is determined at the time of acquisition and is
hedge cash flows on indexed annuity and universal life reported on the consolidated balance sheet with DAC and
products. These derivatives do not qualify for hedge amortized over the life of the business, similar to DAC. AIG
accounting treatment under FAS 133 and are recorded in net offers sales inducements to contract holders (bonus interest)
realized capital gains (losses). The corresponding gain or loss on certain annuity and investment contracts. Sales
with respect to the economically hedged bond is deferred in inducements are recognized as part of the liability for
accumulated other comprehensive income (loss) until the policyholders’ contract deposits on the consolidated balance
bond is sold, matures or deemed to be other-than-temporarily sheet and are amortized over the life of the contract similar to
impaired. DAC. Total deferred acquisition and sales inducement costs

increased $186 million in the first three months of 2008
The most significant effect of AIG’s adoption of FAS 157

compared to the same period in 2007 primarily due to higher
was the change in measurement of fair value for embedded

production in the Foreign Life Insurance operations partially
policy derivatives. The pre-tax effect of adoption related to

offset by lower Domestic Life Insurance and Domestic
embedded policy derivatives was an increase in net realized

Retirement Services sales. Total amortization expense
capital losses of $155 million as of January 1, 2008. The

decreased slightly in the first three months of 2008 compared
effect of initial adoption was primarily due to an increase in

to the same period in 2007. The amortization in 2008 was
the embedded policy derivative liability valuations resulting

reduced by the adoption of FAS 159 and $267 million
from the inclusion of explicit risk margins.

credited to operating income related to net realized capital
losses in the first three months of 2008 compared to

Deferred  Policy  Acquisition  Costs  and  Sales  Inducement
$11 million in the same period of 2007 reflecting significantly

Assets
higher other-than-temporary impairment charges. As a result,

DAC for Life Insurance & Retirement Services products annualized amortization expense levels in the first three
arises from the deferral of costs that vary with, and are months of 2008 and 2007 were approximately 11 percent
directly related to, the acquisition of new or renewal business. and 13 percent, respectively, of the opening DAC balance.
Policy acquisition costs for life insurance products are

AIG adopted FAS 159 on January 1, 2008 and elected togenerally deferred and amortized over the premium paying
apply fair value accounting for an investment-linked productperiod in accordance with FAS 60, ‘‘Accounting and
sold principally in Asia. Upon fair value election, all DACReporting by Insurance Enterprises’’ (FAS 60). Policy
and SIA are written off and there is no further deferral oracquisition costs that relate to universal life and investment-
amortization of DAC and SIA for that product. The amounttype products are generally deferred and amortized, with
of DAC and SIA written off as of January 1, 2008 wasinterest in relation to the incidence of estimated gross profits
$1.1 billion and $299 million, respectively.to be realized over the estimated lives of the contracts in

71



American International Group, Inc. and Subsidiaries

The major components of the changes in DAC/VOBA and SIA were as follows:

Three Months Ended March 31,
(in millions) 2008 2007

DAC/VOBA SIA Total DAC/VOBA SIA Total

Foreign Life Insurance & Retirement Services
Balance at beginning of year $26,175 $ 681 $26,856 $21,153 $ 404 $21,557
Acquisition costs deferred 1,344 33 1,377 1,227 22 1,249
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 15 (2) 13 19 1 20
Related to unlocking future assumptions (4) (2) (6) 11 — 11
All other amortization (909) (24) (933) (650) (7) (657)

Change in unrealized gains (losses) on securities (86) (1) (87) (10) (2) (12)
Increase (decrease) due to foreign exchange 980 — 980 (185) — (185)
Other* (1,145) (299) (1,444) (60) — (60)

Balance at end of period $26,370 $ 386 $26,756 $21,505 $ 418 $21,923

Domestic Life Insurance
Balance at beginning of year $ 6,432 $ 53 $ 6,485 $ 6,006 $ 46 $ 6,052
Acquisition costs deferred 219 5 224 234 4 238
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 20 — 20 — — —
Related to unlocking future assumptions — — — 1 — 1
All other amortization (153) (1) (154) (177) (2) (179)

Change in unrealized gains (losses) on securities 94 — 94 21 — 21
Increase (decrease) due to foreign exchange (23) — (23) 5 — 5
Other* — — — (64) — (64)

Balance at end of period $ 6,589 $ 57 $ 6,646 $ 6,026 $ 48 $ 6,074

Domestic Retirement Services
Balance at beginning of year $ 5,838 $ 991 $ 6,829 $ 5,651 $ 887 $ 6,538
Acquisition costs deferred 239 53 292 169 51 220
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 190 44 234 (8) (1) (9)
Related to unlocking future assumptions — — — 2 — 2
All other amortization (190) (44) (234) (221) (39) (260)

Change in unrealized gains (losses) on securities 69 29 98 (74) (22) (96)

Increase (decrease) due to foreign exchange 1 — 1 — — —

Balance at end of period $ 6,147 $1,073 $ 7,220 $ 5,519 $ 876 $ 6,395

Total Life Insurance & Retirement Services
Balance at beginning of year $38,445 $1,725 $40,170 $32,810 $1,337 $34,147
Acquisition costs deferred 1,802 91 1,893 1,630 77 1,707
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 225 42 267 11 — 11
Related to unlocking future assumptions (4) (2) (6) 14 — 14
All other amortization (1,252) (69) (1,321) (1,048) (48) (1,096)

Change in unrealized gains (losses) on securities 77 28 105 (63) (24) (87)
Increase (decrease) due to foreign exchange 958 — 958 (180) — (180)
Other* (1,145) (299) (1,444) (124) — (124)

Balance at end of period $39,106 $1,516 $40,622 $33,050 $1,342 $34,392

* In 2008, primarily represents the cumulative effect of adoption of FAS 159. In 2007, primarily represents the cumulative effect of adoption of SOP 05-1.

Because AIG operates in various global markets, the amortization in some products and regions and simultaneous
estimated gross profits used to amortize DAC, VOBA and deceleration of amortization in other products and regions.
SIA can be subject to differing market returns and interest

DAC, VOBA and SIA for insurance-oriented,
rate environments in any single period. The combination of

investment-oriented and retirement services products are
market returns and interest rates may lead to acceleration of

reviewed for recoverability, which involves estimating the
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Taiwanfuture profitability of current business. This review involves
significant management judgment. If actual future Beginning in 2000, the yield available on Taiwanese 10-year
profitability is substantially lower than estimated, AIG’s government bonds dropped from approximately 6 percent to
DAC, VOBA and SIA may be subject to an impairment 2.4 percent at March 31, 2008. Yields on most other invested
charge and AIG’s results of operations could be significantly assets have correspondingly dropped over the same period.
affected in future periods. Current sales are focused on products such as:

) variable separate account products which do not containFuture Policy Benefit Reserves
interest rate guarantees,

Periodically, the net benefit reserves (policy benefit
) participating products which contain very low impliedreserves less DAC) established for Life Insurance &

interest rate guarantees, andRetirement Services companies are tested to ensure that,
including consideration of future expected premium

) accident and health policies and riders.
payments, they are adequate to provide for future

In developing the reserve adequacy analysis for Nanpolicyholder benefit obligations. The assumptions used to
Shan, several key best-estimate assumptions have been made:perform the tests are current best-estimate assumptions as to

policyholder mortality, morbidity, terminations, company
) Observed historical mortality improvement trends have

maintenance expenses and invested asset returns. For long been projected to 2014;
duration traditional business, a ‘‘lock-in’’ principle applies,

) Morbidity, expense and termination rates have beenwhereby the assumptions used to calculate the benefit
updated to reflect recent experience;reserves and DAC are set when a policy is issued and do not

change with changes in actual experience. These assumptions ) Taiwan government bond rates are expected to remain at
include margins for adverse deviation in the event that actual current levels for 10 years and gradually increase to best-
experience might deviate from these assumptions. For estimate assumptions of a market consensus view of long-
business in force outside of North America, 46 percent of term interest rate expectations;
total policyholder benefit liabilities at March 31, 2008

) Foreign assets are assumed to comprise 35 percent ofrepresent traditional business where the lock-in principle
invested assets, resulting in a composite long-termapplies. In most foreign locations, various guarantees are
investment assumption of approximately 4.8 percent; andembedded in policies in force that may remain applicable for

many decades into the future. ) The currently permitted practice of offsetting positive
mortality experience with negative interest margins, thusAs experience changes over time, the best-estimate
eliminating the need for mortality dividends, will continue.assumptions are updated to reflect observed changes. Because

of the long-term nature of many of AIG’s liabilities subject to Future results of the reserve adequacy tests will involve
the lock-in principle, small changes in certain of the significant management judgment as to mortality, morbidity,
assumptions may cause large changes in the degree of reserve expense and termination rates and investment yields. Adverse
adequacy. In particular, changes in estimates of future changes in these assumptions could accelerate DAC
invested asset return assumptions have a large effect on the amortization and necessitate reserve strengthening.
degree of reserve adequacy.
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Financial  Services  Operations

AIG’s Financial Services subsidiaries engage in diversified activities including aircraft and equipment leasing, capital markets, consumer
finance and insurance premium finance.

Financial  Services  Results

Financial Services results were as follows:

Three Months Ended Percentage
March 31, Increase/

(in millions) 2008 2007 (Decrease)

Total revenues:
Aircraft Leasing $ 1,165 $ 1,058 10%
Capital Markets(a) (8,743) 228 —
Consumer Finance(b) 931 845 10
Other, including intercompany adjustments 87 70 24

Total $ (6,560) $ 2,201 —%

Operating income (loss):
Aircraft Leasing $ 221 $ 164 35%
Capital Markets(a) (8,927) 68 —
Consumer Finance(b) (52) 36 —
Other, including intercompany adjustments (14) 24 —

Total $ (8,772) $ 292 —%

(a) Revenues, shown net of interest expense of $511 million and $1.1 billion in the three-month periods ended March 31, 2008 and 2007, respectively, were
primarily from hedged financial positions entered into in connection with counterparty transactions. In the three-month period ended March 31, 2008, both
revenues and operating income (loss) include an unrealized market valuation loss of $9.1 billion on AIGFP’s super senior credit default swap portfolio.

(b) For the three-month period ended March 31, 2007, includes a pre-tax charge of $128 million in connection with domestic consumer finance’s mortgage
banking activities.

Financial Services reported an operating loss in the first ILFC typically contracts to re-lease aircraft before the
three months of 2008 compared to operating income in the end of the existing lease term. For aircraft returned before the
same period of 2007 primarily due to an unrealized market end of the lease term, ILFC has generally been able to re-lease
valuation loss of $9.1 billion on AIGFP’s super senior credit such aircraft within two to six months of their return. As a
default swap portfolio and a decline in operating income for lessor, ILFC considers an aircraft ‘‘idle’’ or ‘‘off lease’’ when
AGF. AGF’s operating income declined in the first three the aircraft is not subject to a signed lease agreement or
months of 2008 compared to the same period in 2007 signed letter of intent. Subsequent to March 31, 2008,
primarily due to increases in the provision for finance thirteen planes were returned to ILFC by bankrupt lessees.
receivable losses and unfavorable variances related to ILFC expects to re-lease these planes to other lessees and may
derivatives. incur related costs. As of April 30, 2008, ILFC had leased 10

of the thirteen aircraft.
ILFC generated strong operating income growth in the

first three months of 2008 compared to the same period in Aircraft  Leasing  Results
2007, driven to a large extent by a larger aircraft fleet, higher

ILFC’s operating income increased in the first three monthslease rates and higher utilization.
of 2008 compared to the same period in 2007. Rental
revenues increased by $121 million or 11 percent, driven by aAircraft  Leasing
larger aircraft fleet and higher lease rates. As of March 31,

Aircraft Leasing operations represent the operations of ILFC,
2008, 921 aircraft in ILFC’s fleet were subject to operating

which generates its revenues primarily from leasing new and
leases compared to 856 aircraft as of March 31, 2007. ILFC

used commercial jet aircraft to foreign and domestic airlines.
had one aircraft off lease at March 31, 2008 and 2007, and

Revenues also result from the remarketing of commercial
all new aircraft scheduled for delivery through 2008 have

aircraft for ILFC’s own account, and remarketing and fleet
been leased. Flight equipment marketing revenues increased

management services for airlines and financial institutions.
by $8 million in the first three months of 2008 compared to

ILFC finances its aircraft purchases primarily through the
the same period in 2007 due to an increase in aircraft sales.

issuance of debt instruments. ILFC economically hedges part
The increase in revenues was partially offset by an increase in

of its floating rate and substantially all of its foreign currency
depreciation and a credit value adjustment on derivatives as a

denominated debt using interest rate and foreign currency
result of the adoption of FAS 157. Depreciation expense

derivatives. Starting in the second quarter of 2007, ILFC
increased by $44 million, or 11 percent, in line with the

began applying hedge accounting to most of its derivatives.
increase in the size of the aircraft fleet. In the first three

The composite borrowing rates at March 31, 2008 and 2007
months of 2008 and 2007, the losses from hedging activities

were 4.79 percent and 5.19 percent, respectively.
that did not qualify for hedge accounting treatment under
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FAS 133, including the related foreign exchange gains and related to certain credit default swaps purchased against the
losses, were $48 million and $37 million, respectively, in both AAA to BBB-rated risk layers on portfolios of reference
revenues and operating income. The net derivative loss for obligations. Financial market conditions in the first three
the three-month period ended March 31, 2008 includes the months of 2008 were characterized by widening credit
effect of changes in AIG’s credit spreads of $39 million, of spreads and declining interest rates.
which $12 million represents the transition amount from the

In addition to writing credit protection on the super
adoption of FAS 157.

senior risk layer on designated portfolios of loans or debt
securities, AIGFP also wrote protection on tranches below

Capital  Markets
the super senior risk layer. At March 31, 2008, the net

Capital Markets represents the operations of AIGFP, which notional amount of the credit default swaps in the regulatory
engages as principal in a wide variety of financial transactions, capital relief portfolio written on tranches below the super
including standard and customized financial products senior risk layer was $5.7 billion, with an estimated fair value
involving commodities, credit, currencies, energy, equities and loss of $174 million.
rates. The credit products include credit protection written
through credit default swaps on super senior risk tranches of At March 31, 2008 the notional amounts and unrealized
diversified pools of loans and debt securities. AIGFP also market valuation loss of the super senior credit default
invests in a diversified portfolio of securities and principal swap portfolio, including certain regulatory capital relief
investments and engages in borrowing activities involving the driven trades, by asset class were as follows:
issuance of standard and structured notes and other securities, Unrealized Market Valuation
and entering into GIAs. Loss

Three Months
As Capital Markets is a transaction-oriented operation, Ended Cumulative

current and past revenues and operating results may not Notional March 31, At March 31,
Amount 2008 2008provide a basis for predicting future performance. AIG’s

(in billions) (in millions) (in millions)Capital Markets operations derive a significant portion of
Corporate loans(a) $192 $ – $ –their revenues from hedged financial positions entered into in
Prime residential mortgages(a) 143 – –

connection with counterparty transactions. AIGFP also Corporate debt/CLOs 57 896 1,123
Multi-sector CDOs(b) 77 8,037 19,281participates as a dealer in a wide variety of financial Mezzanine tranches(c) 6 174 174

derivatives transactions. Revenues and operating income of Total $475 $9,107 $20,578
the Capital Markets operations and the percentage change in (a) Predominantly represent transactions written to facilitate regulatory
these amounts for any given period are significantly affected capital relief.
by changes in the fair value of AIGFP’s assets and liabilities (b) Approximately $60.6 billion in notional amount of the multi-sector CDO

pools include some exposure to U.S. sub-prime mortgages.and by the number, size and profitability of transactions
(c) Represents credit default swaps written by AIGFP on tranches below superentered into during that period relative to those entered into

senior on certain regulatory capital relief trades.during the prior period. Generally, the realization of
transaction revenues as measured by the receipt of funds is AIGFP purchased protection at the AAA- to BBB-rated
not a significant reporting event as the gain or loss on risk layers on portfolios of reference obligations that include
AIGFP’s trading transactions is currently reflected in multi-sector CDO obligations. During the first three months
operating income as the fair values change from period to of 2008, unrealized market valuation gains of $130 million
period. on the related credit default swaps and embedded credit

derivatives in credit-linked notes were fully offset by the fairAIGFP’s products generally require sophisticated models
value adjustment on the underlying assets.and significant management assumptions to determine fair

values and, particularly during times of market disruption, The change in fair value of AIGFP’s credit default swaps
the absence of observable market data can result in fair values was caused by the significant widening in spreads in the first
at any given balance sheet date that are not indicative of the quarter of 2008 driven by the credit concerns resulting from
ultimate settlement values of the products. U.S. residential mortgages, the severe liquidity crisis affecting

the markets and the effects of rating agency downgrades on
Capital  Markets  Results structured securities. Based upon its most current analyses,

AIG believes that any credit impairment losses which mayCapital Markets reported an operating loss in the first three
emerge over time at AIGFP will not be material to AIG’smonths of 2008 compared to operating income in the same
consolidated financial condition, but could be material to theperiod of 2007, primarily due to unrealized market valuation
manner in which AIG manages its liquidity.losses related to AIGFP’s super senior credit default swap

portfolio principally written on multi-sector CDOs. These The net loss recognized for the first three months of
losses were partially offset by net unrealized market gains 2007 included a $166 million reduction in fair value of
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certain derivatives that are an integral part of, and The following table presents AIGFP’s credit spread gains
economically hedge, the structured transactions potentially (losses) for the three-month period ended March 31, 2008
affected by the proposed guidance by the U.S. Treasury (excluding intercompany transactions):
Department affecting the ability to claim foreign tax credits. (in millions)

The most significant component of Capital Markets
Counterparty Credit Spread AIG Inc.’s Own Credit Spread

operating expenses is compensation, which was Sensitivity on Assets Sensitivity on Liabilities
approximately $143 million and $123 million in the first Available for sale $(2,148) Term notes $ 261
three months of 2008 and 2007, respectively. The amount of bonds

Loans and other (24) Hybrid term notes 662compensation was not affected by gains and losses arising
assets

from derivatives not qualifying for hedge accounting
Derivative assets (448) GIC’s 1,156

treatment under FAS 133. In the first quarter of 2008, AIGFP Other liabilities 30
established an employee retention plan, which guarantees a Derivative liabilities* 539
broad group of AIGFP’s employees and consultants a Decrease in assets $(2,620) Decrease in liabilities $2,648
minimum level of compensation for each of the 2008 and

Net pre-tax increase to $ 28
2009 compensation years, subject to mandatory partial other income
deferral which, in certain circumstances, will be indexed to *Includes super senior CDS portfolio
the price of AIG stock. The deferred amounts may be reduced

AIGFP recognized a loss of $166 million in the first threein the event of losses prior to payment. The expense related to
months of 2007 on hybrid financial instruments for which itthe plan is being recognized over the vesting period,
applied the fair value option under FAS 155, ‘‘Accounting forbeginning in the first quarter of 2008.
Certain Hybrid Financial Instruments — an amendment ofEffective January 1, 2008, AIGFP adopted FAS 157. The
FASB Statements No. 133 and 140’’ (FAS 155). Thesemost significant effect of adopting FAS 157 was a change in
amounts were largely offset by gains and losses on economicthe valuation methodologies for hybrid financial instruments
hedge positions also reflected in AIGFP’s operating income orand derivative liabilities (both freestanding and embedded)
loss.historically carried at fair value. The changes were primarily

to incorporate AIGFP’s own credit risk, when appropriate, in
Consumer  Financethe fair value measurements.
AIG’s Consumer Finance operations in North America areEffective January 1, 2008, AIGFP also elected to apply
principally conducted through AGF. AGF derives athe fair value option to all eligible assets and liabilities, other
substantial portion of its revenues from finance chargesthan equity method investments and trade receivables and
assessed on outstanding real estate loans, secured andtrade payables. Electing the fair value option allows AIGFP to
unsecured non-real estate loans and retail sales financemore closely align its earnings with the economics of its
receivables and credit-related insurance.transactions by recognizing the change in fair value of its

Effective February 29, 2008, AGF purchased a portionderivatives and the offsetting change in fair value of the assets
of Equity One, Inc.’s consumer finance receivable portfolioand liabilities being hedged concurrently through earnings.
consisting of $1.0 billion of real estate loans, $290 million ofCapital Markets net operating loss for the first three
non-real estate loans, and $156 million of retail sales financemonths of 2008 includes an increase to pre-tax earnings of
receivables.$2,648 million attributable to changes in AIG’s credit spreads

AIG’s foreign consumer finance operations arewhich were substantially offset by the effect of changes in
principally conducted through AIG Consumer Financecounterparty credit spreads on assets measured at fair value
Group, Inc. (AIGCFG). AIGCFG operates primarily inof $2,620 million. Included in the first quarter 2008 net
emerging and developing markets. AIGCFG has operations inoperating loss is the transition amount of $291 million
Argentina, China, Hong Kong, Mexico, Philippines, Poland,related to the adoption of FAS 157 and FAS 159, as well as a
Taiwan, Thailand and India. In April 2008, AIGCFG decidedcredit valuation adjustment gain of $217 million for
to sell or liquidate its existing operations in Taiwan.derivatives AIGFP entered into with other AIG entities, which

is eliminated in consolidation. Certain of the AIGCFG operations are partly or wholly
owned by life insurance subsidiaries of AIG. Accordingly, the
financial results of those companies are allocated between
Financial Services and Life Insurance & Retirement Services
according to their ownership percentages. While products
vary by market, the businesses generally provide credit cards,
unsecured and secured non-real estate loans, term deposits,
savings accounts, retail sales finance and real estate loans.
AIGCFG originates finance receivables through its branches
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and direct solicitation. AIGCFG also originates finance compared to the same period in 2007. Loan growth,
receivables indirectly through relationships with retailers, particularly in Poland, Mexico and Latin America, was the
auto dealers, and independent agents. primary driver of the increased revenues. In addition,

revenues from recently acquired businesses in India andConsumer  Finance  Results
Thailand contributed to the increase. The increase in

Consumer Finance operating income decreased in the first revenues was more than offset by higher expenses associated
three months of 2008 compared to the same period in 2007. with branch expansions, acquisition activities and product
Operating income from the domestic consumer finance promotion campaigns.
operations, which include the operations of AGF and AIG

Credit  Quality  of  Finance  ReceivablesFederal Savings Bank, decreased by $75 million in the first
three months of 2008 compared to the same period in 2007. The overall credit quality of AGF’s finance receivables
In the first three months of 2007, domestic results were portfolio deteriorated due to negative economic
adversely affected by the weakening housing market and fundamentals, a higher proportion of non-real estate loans
tighter underwriting guidelines, which resulted in lower and retail sales finance receivables and the aging of the real
originations of real estate loans as well as the $128 million estate loan portfolio.
charge relating to the estimated cost of implementing the

At March 31, 2008, the 60-day delinquency rate for the
Supervisory Agreement entered into with the OTS.

entire portfolio increased by 106 basis points to 3.11 percent
AGF’s revenues increased $23 million or 3 percent compared to the same period in 2007, while the 60-day

during the first three months of 2008 compared to the same delinquency rate for the real estate loans increased by
period in 2007. Revenues from AGF’s finance receivables 116 basis points to 2.99 percent. For the three months ended
benefited from the $1.5 billion finance receivable purchase in March 31, 2008, AGF’s net charge-off rate increased to
first quarter 2008, but were partially offset by reduced 1.53 percent compared to 0.97 percent for the same period in
residential mortgage originations reflecting the slower U.S. 2007.
housing market. Revenues from AGF’s mortgage banking

AGF’s allowance for finance receivable losses as a
activities increased $111 million during the first three months

percentage of outstanding receivables was 2.55 percent at
of 2008 compared to the same period in 2007 (which

March 31, 2008 compared to 1.99 percent at March 31,
included the first quarter 2007 charge of $128 million related

2007.
to the Supervisory Agreement). The first three months of
2007 included a recovery of $65 million from a favorable out Asset  Management  Operations
of court settlement. AIG’s Asset Management operations comprise a wide variety

of investment-related services and investment products.AGF’s operating income declined in the first three
These services and products are offered to individuals,months of 2008 compared to the same period in 2007
pension funds and institutions (including AIG subsidiaries)primarily due to increases in the provision for finance
globally through AIG’s Spread-Based Investment business,receivable losses and unfavorable variances related to
Institutional Asset Management, and Brokerage Services andderivatives. During the first three months of 2008, AGF
Mutual Funds business. Also included in Asset Managementrecorded a net loss of $43 million on its derivatives that did
operations are the results of certain SunAmerica sponsorednot qualify for hedge accounting under FAS 133, including
partnership investments.the related foreign exchange losses, compared to a net loss of

$36 million in the same period in 2007. The net derivative The revenues and operating income (loss) for this
loss for the three-month period ended March 31, 2008 segment are affected by the general conditions in the equity
includes the effect of changes in AIG’s credit spreads and credit markets. In addition, net realized gains and
amounting to $39 million, of which $13 million represents performance fees are contingent upon various fund closings,
the transition amount from the adoption of FAS 157. maturity levels and market conditions.
Commencing in the second quarter of 2007, AGF began

Spread-Based  Investment  Businessapplying hedge accounting.
AIG’s Spread-Based Investment business includes the results

AGF’s net finance receivables totaled $26.7 billion at
of AIG’s proprietary Spread-Based Investment operations,

March 31, 2008, an increase of approximately $2.2 billion
the Matched Investment Program (MIP), which was launched

compared to the prior year period, including the purchase of
in September of 2005 to replace the Guaranteed Investment

$1.5 billion of finance receivables from Equity One, Inc. on
Contract (GIC) program, which is in runoff. The MIP is an

February 29, 2008. The increase in the net finance receivables
investment strategy that involves investing in various asset

resulted in a similar increase in revenues generated from these
classes with financing provided through third parties. This

assets.
business uses various risk mitigating strategies designed to

Revenues from the foreign consumer finance operations hedge interest rate and currency risk associated with
increased by 40 percent in the first three months of 2008 underlying investments and related liabilities.
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Institutional  Asset  Management transferred, sold or otherwise divested. Changes in market
conditions may negatively affect the fair value of theseAIG’s Institutional Asset Management business, conducted
warehoused investments. Market conditions may impedethrough AIG Investments, provides an array of investment
AIG from launching new investment products for which theseproducts and services globally to institutional investors,
warehoused assets are being held, which could result in AIGpension funds, AIG subsidiaries and high net worth investors.
not recovering its investment upon transfer or divestment. InThese products include traditional equity and fixed income
the event that AIG is unable to transfer or otherwise divest itsinvestments, and a wide range of alternative asset classes.
interest in the warehoused investment to third parties, AIGThese services include investment advisory and subadvisory
could be required to hold these investments indefinitely. Inservices, investment monitoring and investment transaction
certain instances, the consolidated warehoused investmentsstructuring. Within the fixed income and equity asset classes,
are not wholly owned by AIG. In such cases, AIG shares theAIG Investments offers various forms of structured
risk associated with warehousing the asset with the minorityinvestments aimed at achieving superior returns or capital
interest investors.preservation. Within the alternative asset class, AIG

Investments offers hedge and private equity fund-of-funds, Brokerage  Services  and  Mutual  Funds
direct investments and distressed debt investments.

AIG’s Brokerage Services and Mutual Funds business,
AIG Global Real Estate provides a wide range of real conducted through AIG Advisor Group, Inc. and AIG

estate investment and management services for AIG SunAmerica Asset Management Corp., provides broker-
subsidiaries, as well as for third-party institutional investors, dealer related services and mutual funds to retail investors,
high net worth investors and pension funds. Through a group trusts and corporate accounts through an independent
strategic network of local real estate ventures, AIG Global network of financial advisors. AIG Advisor Group, Inc., a
Real Estate actively invests in and develops office, industrial, subsidiary of AIG Retirement Services, Inc., is comprised of
multi-family residential, retail, hotel and resort properties several broker-dealer entities that provide these services to
globally. clients primarily in the U.S. marketplace. AIG SunAmerica

Asset Management Corp. manages, advises and/or
AIG Private Bank offers banking, trading and investment

administers retail mutual funds, as well as the underlying
management services to private clients and institutions

assets of variable annuities sold by AIG SunAmerica and
globally.

VALIC to individuals and groups throughout the United
From time to time, AIG Investments acquires alternative States.

investments, primarily consisting of direct controlling equity
Other  Asset  Management

interests in private enterprises, with the intention of
Included in Other Asset Management is income or loss from‘‘warehousing’’ such investments until the investment or
certain AIG SunAmerica sponsored partnerships andeconomic benefit thereof is transferred to a fund or other
partnership investments. Partnership assets consist ofAIG-managed investment product. During the warehousing
investments in a diversified portfolio of private equity funds,period, AIG bears the cost and risks associated with carrying
affordable housing partnerships and hedge fund investments.these investments and consolidates them on its balance sheet

and records the operating results until the investments are

Asset  Management  Results

Asset Management results were as follows:
Three Months Percentage

Ended March 31, Increase/
(in millions) 2008 2007 (Decrease)

Total revenues:
Spread-Based Investment business $ (809) $ 1,015 —%
Institutional Asset Management* 524 429 22
Brokerage Services and Mutual Funds 74 78 (5)
Other Asset Management 62 147 (58)

Total $ (149) $ 1,669 —%

Operating income (loss):
Spread-Based Investment business $ (1,251) $ 491 —%
Institutional Asset Management* (78) 97 —
Brokerage Services and Mutual Funds 19 26 (27)
Other Asset Management 59 144 (59)

Total $ (1,251) $ 758 —%

* Includes the effect of consolidating the revenues and operating losses of warehoused investments totaling $233 million and $92 million, respectively, in the first

three months of 2008 and $30 million and $12 million, respectively, in the first three months of 2007, a portion of which is offset in minority interest expense.
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Asset Management recognized an operating loss in the months of 2007. Also contributing to the decline was the one-
first three months of 2008 compared to operating income in time distribution from a single partnership of $164 million in
the same period in 2007 primarily due to other-than- the first three months of 2007. Foreign exchange losses on
temporary impairment charges on fixed income investments, foreign-denominated GIC reserves increased by $297 million
significantly lower partnership income, increased foreign in the first three months of 2008 as a result of the continued
exchange, interest rate and credit-related net mark to market weakening of the U.S. dollar. As noted below, a significant
losses, lower carried interest revenues and the effect of portion of these GIC reserves will mature in 2008. Partially
consolidating several warehoused investments. AIG offsetting the decline in partnership income and increased
consolidates the operating results of warehoused investments foreign exchange losses was an increase in mark to market
until such time as they are sold or otherwise divested. The gains on derivative positions of $479 million. These gains
other-than-temporary impairment charges were due included mark to market gains on interest rate and foreign
primarily to changes in market liquidity and spreads. exchange derivatives used to economically hedge the effect of

interest rate and foreign exchange rate movements on GIC
Spread-Based  Investment  Business  Results reserves. Although these economic hedges are partially

effective in hedging the interest rate and foreign exchangeThe Spread-Based Investment business reported an operating
risk, they did not qualify for hedge accounting treatment.loss in the first three months of 2008 compared to operating

income in the same period in 2007 due to significantly higher The MIP experienced mark to market losses of
net realized capital losses and lower partnership income. $324 million due primarily to interest rate and foreign
Included in the operating loss were net realized capital losses exchange derivative positions that, while partially effective in
of $1.3 billion for the first three months of 2008, compared hedging interest rate and foreign exchange risk, did not
to $20 million in the 2007 period. Net realized capital losses qualify for hedge accounting treatment and an additional
for the first three months of 2008 primarily consist of $131 million in mark to market losses were recognized due to
$1.0 billion in other-than-temporary impairment charges on credit default swap investments. The MIP credit default
fixed income securities for both the GIC and MIP, swaps are comprised predominantly of single-name high-
$366 million in foreign exchange related losses on foreign grade corporate exposures. The mark to market losses for the
denominated GIC reserves and mark to market losses of first three months of 2008 were driven primarily by a decline
$131 million on credit default swap investments held by the in short-term interest rates, the decline in value of the
MIP. Partially offsetting these losses were net mark to market U.S. dollar and widening credit spreads. AIG enters into
gains of $160 million on interest rate and foreign exchange hedging arrangements to mitigate the effect of changes in
hedges not qualifying for hedge accounting treatment for currency and interest rates associated with the fixed and
both the GIC and MIP. Net realized capital losses of floating rate and foreign currency denominated obligations
$20 million for the first three months of 2007 primarily issued under these programs. Some of these hedging
reflect $29 million of other-than-temporary impairment relationships qualify for hedge accounting treatment, while
charges, $69 million of foreign exchange related losses on others do not. Income or loss from these hedges not
foreign denominated GIC reserves, partially offset by realized qualifying for hedge accounting treatment are classified as net
gains of $54 million on the sale of fixed income and equity realized capital gains (losses) in AIG’s Consolidated
securities and $23 million in net mark to market gains on Statement of Income (Loss).
interest rate and foreign exchange hedges.

AIG did not issue any additional debt to fund the MIP in
The other-than-temporary impairment charges on fixed the first three months of 2008. Through March 31, 2008, the

income investments held in the GIC and MIP portfolios were MIP had cumulative debt issuances of $13.4 billion.
$539 million for the GIC and $494 million for the MIP

The anticipated runoff of the domestic GIC portfolio at
for the first three months of 2008 and resulted from

March 31, 2008 was as follows:
widening credit spreads and decreased market liquidity.

Less Than 1-3 3+-5 Over FiveSee Invested Assets — Portfolio Review — Other-than- (in billions) One Year Years Years Years Total
temporary impairments. In addition to the other-than- Domestic GICs $10.2 $4.8 $2.9 $5.7 $23.6
temporary impairments, unrealized losses on fixed maturity
investments were recorded in accumulated other Institutional  Asset  Management  Results
comprehensive income (loss) and were driven by widening

Institutional Asset Management recognized an operating losscredit spreads and decreased market liquidity, partially offset
in the first three months of 2008 compared to operatingby gains resulting from falling interest rates.
income in the same period in 2007 reflecting lower carried

In the GIC program, income from partnership interest revenues and increased depreciation and
investments was $45 million for the first three months of amortization expense due to additional real estate
2008, a decline of $417 million from the same period of 2007 investments acquired in late 2007. AIG recognizes carried
due to significantly higher performance in the first three
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interest revenues on an unrealized basis by reflecting the The operating loss of AIG’s Other category increased in
amount owed to AIG as of the balance sheet date based on the first three months of 2008 compared to the same period
the related funds’ performance. Also contributing to this in 2007 reflecting higher interest expense that resulted from
decrease were the operating losses of certain consolidated increased borrowings, and higher net realized capital losses,
warehoused private equity investments. The reduction in partially offset by lower unallocated corporate expenses. The
these revenues is due to significantly higher fund performance increase in net realized capital losses reflected higher foreign
in the first three months of 2007. The consolidated exchange losses on foreign-denominated debt, a portion of
warehoused private equity investments are not wholly owned which was economically hedged but did not qualify for hedge
by AIG and thus, a significant portion of the effect of accounting treatment under FAS 133, and losses on non-
consolidating these operating losses is offset in minority hedged derivatives in the first three months of 2008. Other
interest, which is not a component of operating income. miscellaneous, net included a $45 million write-off of
Slightly offsetting these decreases were higher base goodwill related to Mortgage Guaranty in the first three
management fees driven by an increase of approximately months of 2008.
$15 billion in unaffiliated client assets under management.

Capital  Resources and LiquidityAIG’s unaffiliated client assets under management,
including retail mutual funds and institutional accounts, were At March 31, 2008, AIG had total consolidated shareholders’
$91.4 billion at March 31, 2008, a decline of 3 percent equity of $79.7 billion and total consolidated borrowings of
compared to December 31, 2007 and an increase of 19 percent $172.2 billion. At that date, $68.3 billion of such borrowings
compared to $76.5 billion at March 31, 2007. The decline from were subsidiary borrowings not guaranteed by AIG.
December 31, 2007 primarily reflected market valuation

A total of 34,093,783 shares were purchased during thedeclines in the equity and fixed income markets. The increase
first three months of 2008. Subsequent to March 31, 2008,from March 31, 2007 was driven by new business.
an additional 3,832,276 shares were repurchased, satisfying
the balance of the commitments existing at December 31,Other  Asset  Management  Results
2007 that had not been satisfied at March 31, 2008. AIG

Revenues and operating income related to the Other Asset does not expect to purchase additional shares under its share
Management activities decreased in the first three months of repurchase program for the foreseeable future.
2008 compared to the same period in 2007 due to lower
income from partnership investments. Similar to the
investments held in the Spread-Based Investment business,
these investments experienced significantly higher
performance in the first three months of 2007.

Other  Operations

The operating loss of AIG’s Other category was as follows:

Three Months
Ended March 31,

(in millions) 2008 2007

Operating income (loss):
Equity earnings in partially owned companies $ 8 $ 41
Interest expense (368) (252)
Unallocated corporate expenses* (93) (172)
Net realized capital gains (losses) (265) (49)
Other miscellaneous, net (50) (38)

Total Other $(768) $(470)

* Includes expenses of corporate staff not attributable to specific operating

segments, expenses related to efforts to improve internal controls, corporate

initiatives and certain compensation plan expenses.
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Borrowings

AIG’s total borrowings were as follows:

March 31, December 31,
(in millions) 2008 2007
Borrowings issued by AIG:

Notes and bonds payable $ 14,800 $ 14,588
Junior subordinated debt 5,898 5,809
Loans and mortgages payable 584 729
MIP matched notes and bonds payable 15,080 14,267
Series AIGFP matched notes and bonds payable 1,071 874
Total AIG borrowings 37,433 36,267

Borrowings guaranteed by AIG:
AIGFP(a)

GIAs 20,142 19,908
Notes and bonds payable 31,485 36,676
Loans and mortgages payable 1,429 1,384
Hybrid financial instrument liabilities(b) 6,198 7,479
Total AIGFP borrowings 59,254 65,447

AIG Funding, Inc. commercial paper 5,008 4,222
AIGLH notes and bonds payable 797 797
Liabilities connected to trust preferred stock 1,424 1,435
Total borrowings issued or guaranteed by AIG 103,916 108,168
Borrowings not guaranteed by AIG:
ILFC

Commercial paper 4,392 4,483
Junior subordinated debt 999 999
Notes and bonds payable(c) 26,645 25,737
Total ILFC borrowings 32,036 31,219

AGF
Commercial paper and extendible commercial notes 3,418 3,801
Junior subordinated debt 349 349
Notes and bonds payable 21,905 22,369
Total AGF borrowings 25,672 26,519

AIGCFG
Commercial paper 223 287
Loans and mortgages payable 1,991 1,839
Total AIGCFG borrowings 2,214 2,126

Other subsidiaries 783 775
Borrowings of consolidated investments:

A.I. Credit(d) 220 321
AIG Investments 1,636 1,636
AIG Global Real Estate Investment 5,534 5,096
AIG SunAmerica 156 186
ALICO 3 3
Total borrowings of consolidated investments 7,549 7,242

Total borrowings not guaranteed by AIG 68,254 67,881
Consolidated:

Total commercial paper and extendible commercial notes $ 13,261 $ 13,114
Total long-term borrowings 158,909 162,935
Total borrowings $172,170 $176,049

(a) In 2008, AIGFP borrowings are carried at fair value.

(b) Represents structured notes issued by AIGFP that are accounted for using the fair value option at 2008 and 2007.

(c) Includes borrowings under Export Credit Facility of $2.5 billion at March 31, 2008 and December 31, 2007.

(d) Represents commercial paper issued by a variable interest entity secured by receivables of A.I. Credit.
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AIG’s net borrowings were as follows:

March 31, December 31,
(in millions) 2008 2007

AIG’s total borrowings $172,170 $176,049
Less:

Junior subordinated debt 5,898 5,809
Liabilities connected to trust preferred stock 1,424 1,435
MIP matched notes and bonds payable 15,080 14,267
Series AIGFP matched notes and bonds payable 1,071 874
AIGFP(a)

GIAs 20,142 19,908
Notes and bonds payable 31,485 36,676
Loans and mortgages payable 1,429 1,384
Hybrid financial instrument liabilities(b) 6,198 7,479

Borrowings not guaranteed by AIG 68,254 67,881
AIG’s net borrowings $ 21,189 $ 20,336

(a) In 2008, AIGFP borrowings are carried at fair value.

(b) Represents structured notes issued by AIGFP that are accounted for using the fair value option at 2008 and 2007.

The roll forward of long-term borrowings, excluding borrowings of consolidated investments, for the three months ended
March 31, 2008 was as follows:

(in millions)

Balance at Maturities Effect of Balance at
December 31, and Foreign Other March 31,

2007 Issuances Repayments Exchange Changes(b) 2008

AIG
Notes and bonds payable $ 14,588 $ — $ — $ 73 $ 139 $ 14,800
Junior subordinated debt 5,809 — — 89 — 5,898
Loans and mortgages payable 729 4 (131) (2) (16) 584
MIP matched notes and bonds payable 14,267 — — 17 796 15,080
Series AIGFP matched notes and bonds

payable 874 214 (28) — 11 1,071
AIGFP(a)

GIAs 19,908 1,299 (2,014) — 949 20,142
Notes and bonds payable and hybrid

financial instrument liabilities 44,155 7,755 (15,302) — 1,075 37,683
Loans and mortgages payable 1,384 — (66) — 111 1,429

AIGLH notes and bonds payable 797 — — — — 797
Liabilities connected to trust preferred stock 1,435 — (10) — (1) 1,424
ILFC notes and bonds payable 25,737 1,448 (839) 299 — 26,645
ILFC junior subordinated debt 999 — — — — 999
AGF notes and bonds payable 22,369 293 (965) 153 55 21,905
AGF junior subordinated debt 349 — — — — 349
AIGCFG loans and mortgages payable 1,839 855 (800) 97 — 1,991
Other subsidiaries 775 11 (17) 12 2 783
Total $156,014 $11,879 $(20,172) $ 738 $ 3,121 $ 151,580

(a) In 2008, AIGFP borrowings are carried at fair value.

(b) Includes the cumulative effect of the adoption of FAS 159.

approximately $7.6 billion principal amount of senior notesAIG (Parent  Company)
were outstanding under the medium-term note program, of

AIG intends to continue its customary practice of issuing debt
which $3.2 billion was used for AIG’s general corporate

securities from time to time to meet its financing needs and
purposes, $1.1 billion was used by AIGFP (referred to as

those of certain of its subsidiaries for general corporate
‘‘Series AIGFP’’ in the preceding tables) and $3.3 billion was

purposes, as well as for the MIP. As of March 31, 2008, AIG
used to fund the MIP. The maturity dates of these notes range

had up to $17.3 billion of debt securities, preferred stock and
from 2008 to 2052. To the extent considered appropriate,

other securities, and up to $16.5 billion of common stock,
AIG may enter into swap transactions to manage its effective

registered and available for issuance under its universal shelf
borrowing rates with respect to these notes.

registration statement.
AIG also maintains a Euro medium-term note program

AIG maintains a medium-term note program under its
under which an aggregate nominal amount of up to

shelf registration statement. As of March 31, 2008,
$20.0 billion of senior notes may be outstanding at any one
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time. As of March 31, 2008, the equivalent of $13.5 billion of by AIG and are included in AIGFP’s notes and bonds payable
notes were outstanding under the program, of which in the table of total borrowings.
$10.4 billion were used to fund the MIP and the remainder

AIG Fundingwas used for AIG’s general corporate purposes. The
aggregate amount outstanding includes $1.9 billion loss AIG Funding, Inc. (AIG Funding) issues commercial paper
resulting from foreign exchange translation into U.S. dollars, that is guaranteed by AIG in order to help fulfill the short-
of which $472 million loss relates to notes issued by AIG for term cash requirements of AIG and its subsidiaries. The level
general corporate purposes and $1.4 billion loss relates to of issuances of AIG Funding’s commercial paper, including
notes issued to fund the MIP. AIG has economically hedged the guarantee by AIG, is subject to the approval of AIG’s
the currency exposure arising from its foreign currency Board of Directors or the Finance Committee of the Board if
denominated notes. it exceeds certain pre-approved limits.

AIG maintains a shelf registration statement in Japan, As backup for the commercial paper program and for
providing for the issuance of up to Japanese Yen 300 billion other general corporate purposes, AIG and AIG Funding
principal amount of senior notes, of which the equivalent of maintain revolving credit facilities, which, as of March 31,
$506 million was outstanding as of March 31, 2008 and was 2008, had an aggregate of $9.5 billion available to be drawn
used for AIG’s general corporate purposes. AIG also and which are summarized below under Revolving Credit
maintains an Australian dollar debt program under which Facilities.
senior notes with an aggregate principal amount of up to
5 billion Australian dollars may be outstanding at any one ILFC
time. Although as of March 31, 2008 there were no

ILFC fulfills its short-term cash requirements throughoutstanding notes under the Australian program, AIG intends
operating cash flows and the issuance of commercial paper.to use the program opportunistically to fund the MIP or for
The issuance of commercial paper is subject to the approvalAIG’s general corporate purposes.
of ILFC’s Board of Directors and is not guaranteed by AIG.

In October 2007, AIG borrowed a total of $500 million ILFC maintains syndicated revolving credit facilities which,
on an unsecured basis pursuant to a loan agreement with a as of March 31, 2008, totaled $6.5 billion and which are
third-party bank. The entire amount of the loan remained summarized below under Revolving Credit Facilities. These
outstanding at March 31, 2008 and matures in October facilities are used as back up for ILFC’s maturing debt and
2008. other obligations.

As a well-known seasoned issuer, ILFC has filed anAIGFP
automatic shelf registration statement with the Securities and

AIGFP uses the proceeds from the issuance of notes and Exchange Commission (SEC) allowing ILFC immediate
bonds and GIA borrowings, as well as the issuance of access to the U.S. public debt markets. At March 31, 2008,
Series AIGFP notes by AIG, to invest in a diversified portfolio $6.0 billion of debt securities had been issued under this
of securities and derivative transactions. The borrowings may registration statement and $6.0 billion had been issued under
also be temporarily invested in securities purchased under a prior registration statement. In addition, ILFC has a Euro
agreements to resell. AIGFP’s notes and bonds include medium-term note program for $7.0 billion, under which
structured debt instruments whose payment terms are linked $3.8 billion in notes were outstanding at March 31, 2008.
to one or more financial or other indices (such as an equity Notes issued under the Euro medium-term note program are
index or commodity index or another measure that is not included in ILFC notes and bonds payable in the preceding
considered to be clearly and closely related to the debt table of borrowings. The cumulative foreign exchange
instrument). These notes contain embedded derivatives that adjustment loss for the foreign currency denominated debt
otherwise would be required to be accounted for separately was $1.3 billion at March 31, 2008 and $969 million at
under FAS 133. Upon AIG’s adoption of FAS 155 in 2006, December 31, 2007. ILFC has substantially eliminated the
AIGFP elected the fair value option for these notes. The notes currency exposure arising from foreign currency
that are accounted for using the fair value option are reported denominated notes by economically hedging the note
separately under hybrid financial instrument liabilities. AIG exposure.
guarantees the obligations of AIGFP under AIGFP’s notes

ILFC had a $4.3 billion Export Credit Facility for use inand bonds and GIA borrowings. See Liquidity herein.
connection with the purchase of approximately 75 aircraft

AIGFP has a Euro medium-term note program under delivered through 2001. This facility was guaranteed by
which an aggregate nominal amount of up to $20.0 billion of various European Export Credit Agencies. The interest rate
notes may be outstanding at any one time. As of March 31, varies from 5.75 percent to 5.90 percent on these amortizing
2008, $5.1 billion of notes were outstanding under the ten-year borrowings depending on the delivery date of the
program. The notes issued under this program are guaranteed aircraft. At March 31, 2008, ILFC had $603 million
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outstanding under this facility. The debt is collateralized by a to 8.45 percent. To the extent considered appropriate, AGF
pledge of the shares of a subsidiary of ILFC, which holds title may enter into swap transactions to manage its effective
to the aircraft financed under the facility. borrowing rates with respect to these notes and bonds. As a

well-known seasoned issuer, AGF filed an automatic shelf
In May 2004, ILFC entered into a similarly structured

registration statement with the SEC allowing AGF immediate
Export Credit Facility for up to a maximum of $2.6 billion

access to the U.S. public debt markets. At March 31, 2008,
for Airbus aircraft to be delivered through May 31, 2005.

AGF had remaining corporate authorization to issue up to
The facility was subsequently increased to $3.6 billion and

$8.0 billion of debt securities under its shelf registration
extended to include aircraft to be delivered through May 31,

statement.
2008. The facility becomes available as the various European
Export Credit Agencies provide their guarantees for aircraft AGF’s funding sources include an SEC-registered
based on a six-month forward-looking calendar, and the medium-term note program, private placement debt, retail
interest rate is determined through a bid process. At note issuances, bank financing and securitizations of finance
March 31, 2008, ILFC had $1.9 billion outstanding under receivables that AGF accounts for as on-balance-sheet
this facility. The debt is collateralized by a pledge of shares of secured financings. In addition, AGF has become a
a subsidiary of ILFC, which holds title to the aircraft financed recognized issuer of long-term debt in the international
under the facility. Borrowings with respect to these facilities capital markets and has recently established a Euro medium-
are included in ILFC’s notes and bonds payable in the term note program.
preceding table of borrowings.

In addition to debt refinancing activities, proceeds from
From time to time, ILFC enters into funded financing the collection of finance receivables are used to fund cash

agreements. As of March 31, 2008, ILFC had a total of needs including the payment of principal and interest on
$1.1 billion outstanding, which has varying maturities AGF’s debt. AIG does not guarantee any of the debt
through February 2012. The interest rates are LIBOR-based, obligations of AGF. See also Liquidity herein.
with spreads ranging from 0.30 percent to 1.625 percent.

AIGCFG
The proceeds of ILFC’s debt financing are primarily used

AIGCFG has a variety of funding mechanisms for its variousto purchase flight equipment, including progress payments
markets, including retail and wholesale deposits, short- andduring the construction phase. The primary sources for the
long-term bank loans, securitizations and intercompanyrepayment of this debt and the interest expense thereon are
subordinated debt. AIG Credit Card Company (Taiwan), athe cash flow from operations, proceeds from the sale of
consumer finance business in Taiwan, and AIG Retail Bankflight equipment and the rollover and refinancing of the prior
PLC, a full service consumer bank in Thailand, have issueddebt. AIG does not guarantee the debt obligations of ILFC.
commercial paper for the funding of their respectiveSee also Liquidity herein.
operations. AIG does not guarantee any borrowings for

AGF
AIGCFG businesses, including this commercial paper.

AGF fulfills most of its short-term cash borrowing
Revolving  Credit  Facilitiesrequirements through the issuance of commercial paper. The

issuance of commercial paper is subject to the approval of AIG, ILFC and AGF maintain committed, unsecured
AGF’s Board of Directors and is not guaranteed by AIG. AGF revolving credit facilities listed on the following table in order
maintains committed syndicated revolving credit facilities to support their respective commercial paper programs and
which, as of March 31, 2008, totaled $4.8 billion and which for general corporate purposes. AIG, ILFC and AGF expect
are summarized below under Revolving Credit Facilities. The to replace or extend these credit facilities on or prior to their
facilities can be used for general corporate purposes and to expiration. Some of the facilities, as noted below, contain a
provide backup for AGF’s commercial paper programs. ‘‘term-out option’’ allowing for the conversion by the

borrower of any outstanding loans at expiration into one-As of March 31, 2008, notes and bonds aggregating
year term loans.$21.9 billion were outstanding with maturity dates ranging

from 2008 to 2031 at interest rates ranging from 1.94 percent
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As of March 31, 2008 (in millions)
One-Year

Available Term-Out
Facility Size Borrower(s) Amount Expiration Option

AIG:
364-Day Syndicated Facility $ 2,125 AIG/AIG Funding(a) $2,125 July 2008 Yes

AIG Capital Corporation(a)

5-Year Syndicated Facility 1,625 AIG/AIG Funding(a) 1,625 July 2011 No
AIG Capital Corporation(a)

364-Day Bilateral Facility(b) 3,200 AIG/AIG Funding 378 December 2008 Yes
364-Day Intercompany Facility(c) 5,335 AIG 5,335 September 2008 Yes

Total AIG $12,285 $9,463

ILFC:
5-Year Syndicated Facility $ 2,500 ILFC $2,500 October 2011 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2010 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2009 No

Total ILFC $ 6,500 $6,500

AGF:
364-Day Syndicated Facility $ 2,625 American General Finance Corporation $2,625 July 2008 Yes

American General Finance, Inc.(d)

5-Year Syndicated Facility 2,125 American General Finance Corporation 2,125 July 2010 No

Total AGF $ 4,750 $4,750

(a) Guaranteed by AIG.
(b) This facility can be drawn in the form of loans or letters of credit. All drawn amounts shown above are in the form of letters of credit.
(c) Subsidiaries of AIG are the lenders on this facility.
(d) American General Finance, Inc. is an eligible borrower for up to $400 million only.

occurrence in the table of each rating, is an indication of thatCredit  Ratings
rating’s relative rank within the agency’s rating categories.

The cost and availability of unsecured financing for AIG and
That ranking refers only to the generic or major rating

its subsidiaries are generally dependent on their short- and
category and not to the modifiers appended to the rating by

long-term debt ratings. The following table presents the
the rating agencies to denote relative position within such

credit ratings of AIG and certain of its subsidiaries as of
generic or major category.

April 30, 2008. In parentheses, following the initial

Short-term Debt Senior Long-term Debt
Moody’s S&P Fitch Moody’s(a) S&P(b) Fitch(c)

AIG P-1 (1st of 3) A-1+ (1st of 6) F1+ (1st of 5) Aa2(e) (2nd of 9) AA (2nd of 8)(f) AA (2nd of 9)(h)

AIG Financial Products Corp.(d) P-1 A-1+ – Aa2(e) AA(f) –
AIG Funding, Inc.(d) P-1 A-1+ F1+ – – –
ILFC P-1 A-1+ F1 (1st of 5) A1 (3rd of 9) AA- (2nd of 8)(g) A+ (3rd of 9)(h)

American General Finance
Corporation P-1 A-1 (1st of 6) F1 A1 A+ (3rd of 8) A+(h)

American General Finance, Inc. P-1 A-1 F1 – – A+(h)

(a) Moody’s appends numerical modifiers 1, 2 and 3 to the generic rating categories to show relative position within rating categories.

(b) S&P ratings may be modified by the addition of a plus or minus sign to show relative standing within the major rating categories.

(c) Fitch Ratings (Fitch) ratings may be modified by the addition of a plus or minus sign to show relative standing within the major rating categories.

(d) AIG guarantees all obligations of AIG Financial Products Corp. and AIG Funding, Inc.

(e) Negative rating outlook on Senior Unsecured Debt Ratings. A negative outlook by Moody’s indicates that a rating may be lowered but is not necessarily a

precursor of a ratings change.

(f) Negative rating outlook on Counterparty Credit Ratings. A negative outlook by S&P indicates that a rating may be lowered but is not necessarily a precursor

of a ratings change.

(g) Negative rating outlook on Corporate Credit Rating. A negative outlook by S&P indicates that a rating may be lowered but is not necessarily a precursor of a

ratings change.

(h) Issuer Default and Senior Unsecured Debt Ratings on Rating Watch Negative. Rating Watch Negative indicates that a rating has been placed on active rating

watch status.

These credit ratings are current opinions of the rating other circumstances. Ratings may also be withdrawn at AIG
agencies. As such, they may be changed, suspended or management’s request. This discussion of ratings is not a
withdrawn at any time by the rating agencies as a result of complete list of ratings of AIG and its subsidiaries.
changes in, or unavailability of, information or based on
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‘‘Ratings triggers’’ have been defined by one independent It is estimated that, as of the close of business on
rating agency to include clauses or agreements the outcome of April 30, 2008, based on AIGFP’s outstanding municipal
which depends upon the level of ratings maintained by one or GIAs and financial derivatives transactions at that date, a
more rating agencies. ‘‘Ratings triggers’’ generally relate to downgrade of AIG’s long-term senior debt ratings to ‘Aa3’ by
events that (i) could result in the termination or limitation of Moody’s or ‘AA–’ by S&P would permit counterparties to
credit availability, or require accelerated repayment, call for approximately $1.8 billion of collateral, while a
(ii) could result in the termination of business contracts or downgrade to ‘A1’ by Moody’s or A+ by S&P would permit
(iii) could require a company to post collateral for the benefit counterparties to call for approximately $9.8 billion of
of counterparties. additional collateral. Further downgrades could result in

requirements for substantial additional collateral, which
AIG believes that any of its own or its subsidiaries’

could have a material effect on how AIGFP manages its
contractual obligations that are subject to ‘‘ratings triggers’’

liquidity. The actual amount of additional collateral that
or financial covenants relating to ‘‘ratings triggers’’ would

AIGFP would be required to post to counterparties in the
not have a material adverse effect on its financial condition or

event of such downgrades depends on market conditions, the
liquidity. Ratings downgrades could also trigger the

fair value of the outstanding affected transactions and other
application of termination provisions in certain of AIG’s

factors prevailing at the time of the downgrade. Additional
contracts, principally agreements entered into by AIGFP and

obligations to post collateral would increase the demands on
assumed reinsurance contracts entered into by Transatlantic.

AIGFP’s liquidity.

Contractual  Obligations

Contractual obligations in total, and by remaining maturity at March 31, 2008 were as follows:
Payments due by Period

Total Less Than 1-3 3+-5 Over Five
(in millions) Payments One Year Years Years Years

Borrowings(a) $ 151,580 $ 41,629 $ 34,248 $ 25,133 $ 50,570
Interest payments on borrowings 56,344 5,463 9,436 7,725 33,720
Loss reserves(b) 86,860 23,886 26,492 12,595 23,887
Insurance and investment contract liabilities(c) 689,494 32,232 43,761 41,932 571,569
GIC liabilities(d) 27,285 10,437 5,374 3,600 7,874
Aircraft purchase commitments 18,794 2,779 3,901 2,112 10,002
Other long-term obligations 144 53 80 11 —

Total(e)(f) $1,030,501 $116,479 $123,292 $ 93,108 $697,622

(a) Excludes commercial paper and borrowings incurred by consolidated investments and includes hybrid financial instrument liabilities recorded at fair value.
(b) Represents future loss and loss adjustment expense payments estimated based on historical loss development payment patterns. Due to the significance of the

assumptions used, the periodic amounts presented could be materially different from actual required payments.
(c) Insurance and investment contract liabilities include various investment-type products with contractually scheduled maturities, including periodic payments

of a term certain nature. Insurance and investment contract liabilities also include benefit and claim liabilities, of which a significant portion represents
policies and contracts that do not have stated contractual maturity dates and may not result in any future payment obligations. For these policies and
contracts (i) AIG is currently not making payments until the occurrence of an insurable event, such as death or disability, (ii) payments are conditional on
survivorship, or (iii) payment may occur due to a surrender or other non-scheduled event out of AIG’s control. AIG has made significant assumptions to
determine the estimated undiscounted cash flows of these contractual policy benefits, which assumptions include mortality, morbidity, future lapse rates,
expenses, investment returns and interest crediting rates, offset by expected future deposits and premiums on in force policies. Due to the significance of the
assumptions used, the periodic amounts presented could be materially different from actual required payments. The amounts presented in this table are
undiscounted and therefore exceed the future policy benefits and policyholders’ contract deposits included in the balance sheet.

(d) Represents guaranteed maturities under GICs.
(e) Does not reflect unrecognized tax benefits of $2.5 billion, the timing of which is uncertain.
(f) The majority of AIG’s credit default swaps require AIG to provide credit protection on a designated portfolio of loans or debt securities. AIG provides such

credit protection on a ‘‘second loss’’ basis, under which AIG’s payment obligations arise only after credit losses in the designated portfolio exceed a specified
threshold amount or level of ‘‘first losses.’’ Through May 7, 2008, AIG has made no payments under these contracts and because of the high degree of
uncertainty regarding the amount and the long-term timing of any potential future cash flows under these contracts, AIG is unable to make reasonable
estimates of any cash settlements at this time.
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Off  Balance  Sheet  Arrangements  and Commercial  Commitments

Off balance sheet arrangements and commercial commitments in total, and by remaining maturity at March 31, 2008
were as follows:

Amount of Commitment Expiration
Less

Total Than Over
Amounts One 1-3 3+-5 Five

(in millions) Committed Year Years Years Years

Guarantees:
Liquidity facilities(a) $ 2,540 $ 8 $ 8 $2,204 $ 320
Standby letters of credit 1,708 1,483 44 34 147
Construction guarantees(b) 681 — — — 681
Guarantees of indebtedness 1,243 147 144 500 452
All other guarantees 662 97 25 41 499

Commitments:
Investment commitments(c) 8,452 2,956 3,796 1,490 210
Commitments to extend credit 777 135 502 124 16
Letters of credit 1,174 895 — 119 160
Investment protection agreements(d) 7,870 2,463 1,413 677 3,317
Maturity shortening puts(e) 2,602 1,186 1,114 238 64
Other commercial commitments(f) 1,183 92 57 79 955

Total(f) $28,892 $9,462 $7,103 $5,506 $6,821

(a) Primarily liquidity facilities provided in connection with certain municipal swap transactions and collateralized bond obligations.
(b) Primarily AIG SunAmerica construction guarantees connected to affordable housing investments.
(c) Includes commitments to invest in limited partnerships, private equity, hedge funds and mutual funds and commitments to purchase and develop real estate

in the United States and abroad.
(d) Written generally with respect to investments in hedge funds and funds of hedge funds.
(e) Represents obligations under 2a-7 Puts to purchase certain multi-sector CDOs at pre-determined contractual prices.
(f) Includes options to acquire aircraft. Excludes commitments with respect to pension plans. The annual pension contribution for 2008 is expected to be

approximately $118 million for U.S. and non-U.S. plans.

Arrangements  with  Variable  Interest  Entities  and  Structured  Investment  Vehicles

As of March 31, 2008 there have been no significant changes in arrangements with variable interest entities or structured
investment vehicles from those reported in the 2007 Annual Report on Form 10-K.
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at December 31, 2007. The portion of the paymentsShareholders’  Equity
advanced by AIG under the structured share purchase

The changes in AIG’s consolidated shareholders’ equity arrangements that had not yet been utilized to purchase
were as follows: shares at March 31, 2008, amounting to $179 million, has

been recorded as a component of shareholders’ equity under
Three Months Ended the caption, Payments advanced to purchase shares.(in millions) March 31, 2008

Subsequent to March 31, 2008, an additional 3,832,276Beginning of year $ 95,801
Net loss (7,805) shares were purchased, satisfying the balance of the
Unrealized depreciation of investments, net of tax (6,824) commitments existing at December 31, 2007 that had not
Cumulative translation adjustment, net of tax 1,095

been satisfied at March 31, 2008. All shares purchased areDividends to shareholders (488)
recorded as treasury stock at cost.Payments advanced to purchase shares, net 733

Share purchases (1,733)
At May 7, 2008, $9 billion was available for purchasesCumulative effect of accounting changes, net of tax (1,108)

Other* 32 under the aggregate authorization. AIG does not expect to
End of period $ 79,703 purchase additional shares under its share repurchase
* Reflects the effects of employee stock transactions. program for the foreseeable future.

AIG has in the past reinvested most of its unrestricted
Share-based Employee Compensation Plansearnings in its operations and believes such continued

reinvestment in the future will be adequate to meet any During the first quarter of 2008, AIG reviewed the vesting
foreseeable capital needs. However, AIG may choose from schedules of its share-based employee compensation plans,
time to time to raise additional funds through the issuance of and on March 11, 2008, AIG’s management and the
additional securities. Compensation Committee of AIG’s Board of Directors

determined that, to fulfill the objective of attracting andIn February 2007, AIG’s Board of Directors adopted a
retaining high quality personnel, the vesting schedules ofnew dividend policy, which took effect with the dividend
certain awards outstanding under these plans and all awardsdeclared in the second quarter of 2007, providing that under
made in the future under these plans should be shortened. Asordinary circumstances, AIG’s plan will be to increase its
a result, the unamortized share-based employeecommon stock dividend by approximately 20 percent
compensation cost related to the affected awards will beannually. The payment of any dividend, however, is at the
amortized over shorter periods. AIG estimates thediscretion of AIG’s Board of Directors, and the future
modifications will accelerate the amortization of this cost bypayment of dividends will depend on various factors,
$116 million and $90 million in 2008 and 2009, respectively,including the performance of AIG’s businesses, AIG’s
with a corresponding reduction in amortization expenseconsolidated financial condition, results of operations and
related to these awards of $206 million in 2010 throughliquidity and the existence of investment opportunities. With
2013.due consideration of the foregoing policy, in light of current

market conditions, on May 7, 2008, AIG’s Board of
LiquidityDirectors declared a quarterly cash dividend on the common

stock of $0.22 per share, payable on September 19, 2008 to AIG manages liquidity at both the subsidiary and parent
shareholders of record on September 5, 2008, representing a company levels. At March 31, 2008, AIG’s consolidated
10 percent increase. invested assets included $63.6 billion in cash and short-term

investments. Consolidated net cash provided from operating
Share Repurchases activities in the first three months of 2008 amounted to

$8.3 billion. At both the subsidiary and parent companyFrom time to time, AIG may buy shares of its common stock
level, liquidity management activities are intended to preservefor general corporate purposes, including to satisfy its
and enhance funding stability, flexibility, and diversityobligations under various employee benefit plans. In
through a wide range of potential operating environmentsFebruary 2007, AIG’s Board of Directors increased AIG’s
and market conditions. AIG’s primary sources of cash flowshare repurchase program by authorizing the purchase of
are dividends and other payments from its regulated andshares with an aggregate purchase price of $8 billion. In
unregulated subsidiaries, as well as issuances of debtNovember 2007, AIG’s Board of Directors authorized the
securities. Primary uses of cash flow are for debt service,purchase of an additional $8 billion in common stock. In
subsidiary funding, shareholder dividend payments and2007, AIG entered into structured share repurchase
common stock repurchases. Management believes that AIG’sarrangements providing for the purchase of shares over time
liquid assets, cash provided by operations and access to thewith an aggregate purchase price of $7 billion.
capital markets will enable it to meet its anticipated cash

A total of 34,093,783 shares were purchased during the requirements, including the funding of increased dividends
first three months of 2008 to meet commitments that existed under AIG’s current dividend policy.
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$194 million, made $536 million in capital contributions to
AIG (Parent Company)

subsidiaries, and paid $512 million in dividends to
The liquidity of the parent company is principally derived shareholders in the first three months of 2008.
from its subsidiaries. The primary sources of cash flow are

AIG parent funds its short-term working capital needs
dividends and other payments from its regulated and

through commercial paper issued by AIG Funding. As of
unregulated subsidiaries, as well as issuance of debt

March 31, 2008, AIG Funding had $5.0 billion of
securities. Primary uses of cash flow are for debt service,

commercial paper outstanding with an average maturity of
subsidiary funding, shareholder dividend payments and

21 days. As additional liquidity, AIG parent and AIG
common stock repurchases. In the first three months of 2008,

Funding maintain committed revolving credit facilities that,
AIG parent collected $769 million in dividends and other

as of March 31, 2008, had an aggregate of $9.5 billion
payments from subsidiaries (primarily from insurance

available to be drawn, and which are summarized above
company subsidiaries). Excluding MIP and Series AIGFP

under Revolving Credit Facilities.
debt, AIG parent made interest payments totaling

Invested Assets

The following tables summarize the composition of AIG’s invested assets by segment:

Life

Insurance &

General Retirement Financial Asset

(in millions) Insurance Services Services Management Other Total

March 31, 2008
Fixed maturities:

Bonds available for sale, at fair value $ 73,110 $296,442 $ 1,386 $24,549 $ — $395,487
Bonds held to maturity, at amortized cost 21,344 1 — 221 — 21,566
Bond trading securities, at fair value — 9,340 — 35 — 9,375

Equity securities:

Common stocks available for sale, at fair value 4,669 10,896 — 483 74 16,122
Common and preferred stocks trading, at fair value 301 21,341 — 29 — 21,671
Preferred stocks available for sale, at fair value 1,952 491 8 — — 2,451

Mortgage and other loans receivable, net of allowance 16 25,870 1,110 7,332 45 34,373
Financial Services assets:

Flight equipment primarily under operating leases, net

of accumulated depreciation — — 42,832 — — 42,832
Securities available for sale, at fair value — — 1,096 — — 1,096
Trading securities, at fair value — — 35,998 — — 35,998
Spot commodities, at fair value — — 728 — — 728
Unrealized gain on swaps, options and forward

transactions, at fair value — — 21,376 — (778) 20,598
Trade receivables — — 8,896 — — 8,896
Securities purchased under agreements to resell, at fair

value — — 19,708 — — 19,708
Finance receivables, net of allowance — 5 32,596 — — 32,601

Securities lending invested collateral, at fair value 5,381 50,201 146 8,533 — 64,261
Other invested assets 12,196 19,599 3,843 18,028 7,525 61,191
Short-term investments 8,552 30,902 5,878 5,435 1,531 52,298

Total Investments and Financial Services assets as shown

on the balance sheet 127,521 465,088 175,601 64,645 8,397 841,252

Cash 478 1,062 378 293 278 2,489
Investment income due and accrued 1,337 5,036 27 298 (2) 6,696
Real estate, net of accumulated depreciation 348 1,013 20 94 226 1,701

Total invested assets* $129,684 $472,199 $176,026 $65,330 $8,899 $852,138

* At March 31, 2008, approximately 64 percent and 36 percent of invested assets were held in domestic and foreign investments, respectively.
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Life

Insurance &

General Retirement Financial Asset

(in millions) Insurance Services Services Management Other Total

December 31, 2007
Fixed maturities:

Bonds available for sale, at fair value $ 74,057 $294,162 $ 1,400 $27,753 $ – $397,372
Bonds held to maturity, at amortized cost 21,355 1 – 225 – 21,581
Bond trading securities, at fair value – 9,948 – 34 – 9,982

Equity securities:
Common stocks available for sale, at fair value 5,599 11,616 – 609 76 17,900
Common and preferred stocks trading, at fair value 321 21,026 – 29 – 21,376
Preferred stocks available for sale, at fair value 1,885 477 8 – – 2,370

Mortgage and other loans receivable, net of allowance 13 24,851 1,365 7,442 56 33,727
Financial Services assets:

Flight equipment primarily under operating leases, net of
accumulated depreciation – – 41,984 – – 41,984

Securities available for sale, at fair value – – 40,305 – – 40,305
Trading securities, at fair value – – 4,197 – – 4,197
Spot commodities – – 238 – – 238
Unrealized gain on swaps, options and forward

transactions, at fair value – – 17,134 – (692) 16,442
Trade receivables – – 6,467 – – 6,467
Securities purchased under agreements to resell, at

contract value – – 20,950 – – 20,950
Finance receivables, net of allowance – 5 31,229 – – 31,234

Securities lending invested collateral, at fair value 5,031 57,471 148 13,012 – 75,662
Other invested assets 11,895 19,015 3,663 17,261 6,989 58,823
Short-term investments 7,356 25,236 12,249 4,919 1,591 51,351

Total Investments and Financial Services assets as shown
on the balance sheet 127,512 463,808 181,337 71,284 8,020 851,961

Cash 497 1,000 389 269 129 2,284
Investment income due and accrued 1,431 4,728 29 401 (2) 6,587
Real estate, net of accumulated depreciation 349 976 17 89 231 1,662

Total invested assets* $129,789 $470,512 $181,772 $72,043 $8,378 $862,494

* At December 31, 2007, approximately 65 percent and 35 percent of invested assets were held in domestic and foreign investments, respectively.

operating unit level, the strategies are based onInvestment  Strategy
considerations that include the local market, liability

AIG’s investment strategies are tailored to the specific
duration and cash flow characteristics, rating agency and

business needs of each operating unit. The investment
regulatory capital considerations, legal investment

objectives are driven by the business model for each of the
limitations, tax optimization and diversification. In addition

businesses: General Insurance, Life Insurance, Retirement
to local risk management considerations, AIG’s corporate

Services and Asset Management’s Spread-Based Investment
risk management guidelines impose limitations on

business. The primary objectives are in terms of preservation
concentrations to promote diversification by industry, asset

of capital, growth of surplus and generation of investment
class and geographic sector.

income to support the insurance products. At the local
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The amortized cost or cost and fair value of AIG’s available for sale and held to maturity securities were as follows:

March 31, 2008 December 31, 2007
Amortized Gross Gross Amortized Gross Gross

Cost or Unrealized Unrealized Fair Cost or Unrealized Unrealized Fair
(in millions) Cost Gains Losses Value Cost Gains Losses Value
Bonds – available for sale:(a)

U.S. government and
government sponsored
entities $ 4,388 $ 266 $ 29 $ 4,625 $ 7,956 $ 333 $ 37 $ 8,252

Obligations of states,
municipalities and
political subdivisions 44,953 757 753 44,957 46,087 927 160 46,854

Non-U.S. governments 71,730 4,899 697 75,932 67,023 3,920 743 70,200
Corporate debt 224,101 5,977 5,994 224,084 239,822 6,216 4,518 241,520
Mortgage-backed, asset-

backed and
collateralized 116,900 826 15,329 102,397 140,982 1,221 7,703 134,500

Total bonds $462,072 $ 12,725 $ 22,802 $451,995 $501,870 $12,617 $13,161 $501,326
Equity securities 14,996 4,202 625 18,573 15,188 5,545 463 20,270

Total $477,068 $ 16,927 $ 23,427 $470,568 $517,058 $18,162 $13,624 $521,596

Held to maturity:(b) $ 21,566 $ 428 $ 155 $ 21,839 $ 21,581 $ 609 $ 33 $ 22,157

(a) At December 31, 2007, included AIGFP available for sale securities with a fair value of $39.3 billion, for which AIGFP elected the fair value option effective

January 1, 2008, consisting primarily of corporate debt, mortgage-backed, asset-backed and collateralized securities. At March 31, 2008 and December 31,

2007, fixed maturities held by AIG that were below investment grade or not rated totaled $20.7 billion and $27.0 billion, respectively.

(b) Represents obligations of states, municipalities and political subdivisions.

AIG’s held to maturity and available for sale fixed The credit ratings of AIG’s fixed maturity investments,
maturity investments totaled $473.8 billion at March 31, other than those of AIGFP, were as follows:
2008, compared to $523.5 billion at December 31, 2007. At
March 31, 2008, approximately 57 percent of the fixed March 31, December 31,

Rating 2008 2007maturities investments were in domestic portfolios.
AAA 35% 38%Approximately 45 percent of such domestic securities were
AA 31 28rated AAA by one or more of the principal rating agencies.
A 18 18Approximately four percent were below investment grade or
BBB 11 11

not rated. AIG’s investment decision process relies primarily Below investment grade 4 4
on internally generated fundamental analysis and internal Non-rated 1 1
risk ratings. Third-party rating services’ ratings and opinions Total 100% 100%
provide one source of independent perspectives for

The industry categories of AIG’s available for saleconsideration in the internal analysis.
corporate debt securities were as follows:

A significant portion of the foreign fixed income
portfolio is rated by Moody’s, S&P or similar foreign rating

March 31, December 31,
services. Rating services are not available in all overseas Industry Category 2008 2007
locations. AIG’s Credit Risk Committee (CRC) closely Financial institutions 45% 42%
reviews the credit quality of the foreign portfolio’s non-rated Utilities 11 11
fixed income investments. At March 31, 2008, Communications 8 8

Consumer noncyclical 7 7approximately 21 percent of the foreign fixed income
Capital goods 6 6investments were either rated AAA or, on the basis of AIG’s
Consumer cyclical 5 5internal analysis, were equivalent from a credit standpoint to
Energy 5 4securities so rated. Approximately four percent were below
Other 13 17

investment grade or not rated at that date. A large portion
Total* 100% 100%

(approximately one third) of the foreign fixed income
* At both March 31, 2008 and December 31, 2007, approximately 95 percent

portfolio is sovereign fixed maturity securities supporting the
of these investments were rated investment grade.

policy liabilities in the country of issuance.
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Investments  in  RMBS,  CMBS,  CDOs and ABS

As part of its strategy to diversify its investments, AIG invests in various types of securities, including RMBS, commercial
mortgage-backed securities (CMBS), CDOs and ABS.

The amortized cost, gross unrealized gains (losses) and fair value of AIG’s investments in RMBS, CMBS, CDOs and ABS
were as follows:

March 31, 2008 December 31, 2007

Gross Gross Gross Gross

Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair

(in millions) Cost Gains Losses Value Cost Gains Losses Value

Bonds — available for sale:
AIG, excluding AIGFP:

RMBS $ 82,325 $499 $11,183 $ 71,641 $ 89,851 $ 433 $5,504 $ 84,780
CMBS 23,034 185 2,686 20,533 23,918 237 1,156 22,999
CDO/ABS 11,541 142 1,460 10,223 10,844 196 593 10,447

Subtotal, excluding AIGFP 116,900 826 15,329 102,397 124,613 866 7,253 118,226
AIGFP* — — — — 16,369 355 450 16,274

Total $116,900 $826 $15,329 $102,397 $140,982 $1,221 $7,703 $134,500

* Represents total AIGFP investments in mortgage-backed, asset-backed and collateralized securities for which AIGFP has elected the fair value option
effective January 1, 2008. At March 31, 2008, the fair value of these securities were $16.8 billion. An additional $2.1 billion related to insurance company
investments is included in Bonds — trading.

Investments  in RMBS

The amortized cost, gross unrealized gains (losses) and fair value of AIG’s investments in RMBS securities, other than
those of AIGFP, were as follows:

March 31, 2008 December 31, 2007

Gross Gross Gross Gross

Amortized Unrealized Unrealized Fair Percent Amortized Unrealized Unrealized Fair Percent

(in millions) Cost Gains Losses Value of Total Cost Gains Losses Value of Total

RMBS:

U.S. agencies $14,541 $409 $ 87 $14,863 21% $14,575 $320 $ 70 $14,825 17%

Prime non-agency(a) 18,671 47 1,733 16,985 24 21,552 72 550 21,074 25

Alt-A 23,701 8 5,416 18,293 25 25,349 17 1,620 23,746 28

Other housing-related(b) 3,769 3 651 3,121 4 4,301 2 357 3,946 5

Subprime 21,643 32 3,296 18,379 26 24,074 22 2,907 21,189 25

Total $82,325 $499 $11,183 $71,641 100% $89,851 $433 $5,504 $84,780 100%

(a) Includes foreign and jumbo RMBS-related securities.
(b) Primarily wrapped second-lien.

AIG’s operations, other than AIGFP, held investments in one or more of the principal rating agencies. AIG’s
RMBS with an estimated fair value of $71.6 billion at investments rated BBB or below totaled $1.7 billion, or less
March 31, 2008, or approximately 8 percent of AIG’s total than 0.2 percent of AIG’s total invested assets at March 31,
invested assets. In addition, AIG’s insurance operations held 2008. As of April 30, 2008, $7.5 billion of AIG’s RMBS
investments with a fair value totaling $3.2 billion in CDOs, backed primarily by subprime collateral had been
of which $45 million included some level of subprime downgraded as a result of rating agency actions since
exposure. AIG’s RMBS investments are predominantly in January 1, 2008, and $12 million of such investments had
highly-rated tranches that contain substantial protection been upgraded. Of the downgrades, $6.6 billion were AAA
features through collateral subordination. At March 31, rated securities. In addition to the downgrades, as of
2008, approximately 90 percent of these investments were April 30, 2008, the rating agencies had $9.6 billion of RMBS
rated AAA, and approximately 6 percent were rated AA by on watch for downgrade.
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The amortized cost of AIG’s RMBS investments, other than those of AIGFP, at March 31, 2008 by year of vintage and
credit rating were as follows:

Year of Vintage
(in billions) Prior 2004 2005 2006 2007 2008 Total

Rating:
Total RMBS

AAA $ 9,775 $6,276 $14,920 $24,173 $18,475 $733 $74,352
AA 894 537 1,148 1,441 707 — 4,727
A 259 255 395 485 107 11 1,512
BBB and below 164 337 303 759 171 — 1,734

Total RMBS $11,092 $7,405 $16,766 $26,858 $19,460 $744 $82,325

Alt-A RMBS
AAA $ 810 $ 890 $ 4,635 $ 9,610 $ 6,433 $ — $22,378
AA 237 152 423 99 10 — 921
A 38 55 128 34 6 — 261
BBB and below 13 46 74 8 — — 141

Total Alt-A $ 1,098 $1,143 $ 5,260 $ 9,751 $ 6,449 $ — $23,701

Subprime RMBS
AAA $ 511 $ 463 $ 5,242 $ 8,129 $ 4,555 $ — $18,900
AA 41 101 280 899 334 — 1,655
A 86 98 92 165 19 — 460
BBB and below 3 80 28 512 5 — 628

Total Subprime $ 641 $ 742 $ 5,642 $ 9,705 $ 4,913 $ — $21,643

AIG’s underwriting practices for investing in RMBS, other ABS the level of credit enhancement in the transaction. AIG’s
and CDOs take into consideration the quality of the originator, strategy is typically to invest in securities rated AA or better and
the manager, the servicer, security credit ratings, underlying create diversification across multiple underlying asset classes.
characteristics of the mortgages, borrower characteristics, and

Investments  in  CMBS

The amortized cost of AIG’s CMBS investments, other than The percentage of AIG’s CMBS investments, other than
those of AIGFP, at March 31, 2008 was as follows: those of AIGFP, at March 31, 2008 by credit rating was as

follows:
Amortized Percent

(in millions) Cost of Total Percentage
CMBS (traditional) $20,358 89% Rating:
ReRemic/CRE CDO 1,940 8 AAA 78%
Agency 256 1 AA 13
Other 480 2 A 8
Total $23,034 100% BBB and below 1

Total 100%
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The percentage of AIG’s CMBS investments, other than the absence of any deterioration in performance of the
those of AIGFP, by year of vintage at March 31, 2008 was underlying credits, because AIG concluded that it could not
as follows: reasonably assert that the recovery period was temporary. At

this time, AIG anticipates substantial recovery of principalPercentage
and interest on the securities to which such other-than-

Year:
temporary impairment charges were recorded.2007 23%

2006 14
Investments in CDOs2005 19

2004 16
The amortized cost of AIG’s CDO investments, other than

2003 and prior 28
those of AIGFP, by collateral type at March 31, 2008 was

Total 100%
as follows:

The percentage of AIG’s CMBS investments, other than
Amortized Percent

those of AIGFP, by geographic region at March 31, 2008 (in millions) Cost of Total
was as follows:

Collateral Type:
Bank loans (CLO) $2,080 49%

Percentage
Synthetic investment grade 1,340 32

Geographic region: Other 744 18
New York 17% Subprime ABS 47 1
California 15 Total $4,211 100%
Texas 7
Florida 6 The amortized cost of the AIG’s CDO investments, other
Virginia 4 than those of AIGFP, by credit rating at March 31, 2008
Illinois 4

was as follows:New Jersey 3
Pennsylvania 3

Amortized PercentGeorgia 3
(in millions) Cost of TotalMassachusetts 3

All Other 35 Rating:
Total 100% AAA $ 763 18%

AA 902 21
A 2,127 51At March 31, 2008, AIG held $23.0 billion in cost basis
BBB 316 8

of CMBS. Approximately 78 percent of such holdings were Below investment grade and equity 103 2
rated AAA, approximately 21 percent were rated AA or A, Total $4,211 100%
and approximately 1 percent were rated BBB or below. At
March 31, 2008, all such securities were current in the

Securities Lending Activitiespayment of principal and interest and none had default rates
on underlying collateral at levels viewed by AIG as likely to AIG’s securities lending program is a centrally managed
result in the loss of principal or interest. program facilitated by AIG Investments primarily for the

benefit of certain of AIG’s insurance companies. SecuritiesThere have been disruptions in the commercial mortgage
are loaned to various financial institutions, primarily majormarkets in general, and the CMBS market in particular, with
banks and brokerage firms. Cash collateral generally equal tocredit default swaps indices and quoted prices of securities at
102 percent of the fair value of the loaned securities islevels consistent with a severe correction in lease rates,
received. The cash collateral is invested in highly-rated fixedoccupancy and fair value of properties. In addition, spreads
income securities to earn a net spread.in the primary mortgage market have widened significantly. 

AIG’s liability to the borrower for collateral receivedWhile this capital market stress has not to date been
was $77.8 billion and the fair value of the collateralreflected in the performance of commercial mortgage
reinvested was $64.3 billion as of March 31, 2008. Insecuritization in the form of increased defaults in underlying
addition to the invested collateral, the securities on loan asmortgage pools, pricing of CMBS has been adversely affected
well as all of the assets of the participating companies areby market perceptions that underlying mortgage defaults will
generally available to satisfy the liability for collateralincrease. As a result, AIG recognized $556 million of other-
received.than-temporary impairment charges in the first three months

of 2008 on CMBS trading at a severe discount to cost, despite
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The composition of the securities lending invested collateral by credit rating at March 31, 2008 was as follows:

BBB/Not Short-
(in millions) AAA AA A Rated Term Total

Corporate debt $ 3,569 $4,179 $4,199 $2,534 $ — $14,481
Mortgage-backed, asset-backed and collateralized 37,052 1,605 936 1,339 — 40,932
Cash and short-term investments — — — — 8,848 8,848

Total $40,621 $5,784 $5,135 $3,873 $8,848 $64,261

Participation in the securities lending program by reporting return in the future as alternative securities entailing
unit at March 31, 2008 was as follows: comparable risks. With respect to distressed securities, the

sale decision reflects management’s judgment that the risk-
discounted anticipated ultimate recovery is less than the valuePercent

Participation achievable on sale.
Domestic Life Insurance and Domestic Retirement

AIG evaluates its investments for impairments inServices 68%
valuation. The determination that a security has incurred anForeign Life Insurance 10

AIG Property Casualty Group 4 other-than-temporary decline in value requires the judgment
Foreign General Insurance 5 of management and consideration of the fundamental
Asset Management 13 condition of the issuer, its near-term prospects and all the
Total 100% relevant facts and circumstances. See Critical Accounting

Estimates – Other-than-temporary impairments herein for
On March 31, 2008, $9.8 billion (or 14 percent) of the

further information on AIG’s policy.
liabilities were one-day tenor. These one-day tenor loans do

Once a security has been identified as other-than-not have a contractual end date but are terminable by either
temporarily impaired, the amount of such impairment isparty on demand. The balance of the liabilities contractually
determined by reference to that security’s contemporaneousmature over the next sixty days; however, the maturing loans
fair value and recorded as a charge to earnings.are frequently renewed and rolled over to extended dates.

Collateral held for this program at March 31, 2008 included In light of the recent significant disruption in the U.S.
interest bearing cash equivalents with overnight maturities of residential mortgage and credit markets, AIG has recognized
$8.8 billion and other short-term investments of $1.8 billion. an other-than-temporary impairment charge (severity loss) of

$4.1 billion in the first three months of 2008, primarily withLiquidity in the securities pool is managed based upon
respect to certain RMBS and other structured securities. Evenhistorical experience regarding volatility of daily, weekly and
while retaining their investment grade ratings, such securitiesbiweekly loan balances. Despite the current environment, the
were priced at a significant discount to cost. Notwithstandingprogram has not experienced a significant decrease in loan
AIG’s intent and ability to hold such securities indefinitely,balances.
and despite structures that indicate that a substantial amount

In addition, the invested securities are carried at fair
of the securities should continue to perform in accordance

value with unrealized gains and losses recorded in
with original terms, AIG concluded that it could not

accumulated other comprehensive income (loss) while net
reasonably assert that the recovery period would be

realized gains and losses are recorded in earnings. The net
temporary.

unrealized loss on the investments was $9.4 billion as of
As a result of AIG’s periodic evaluation of its securitiesMarch 31, 2008. During the first three months of 2008, AIG

for other-than-temporary impairments in value, AIGrecorded net realized losses of $2.9 billion on this portfolio,
recorded other-than-temporary impairment charges of $5.6predominantly related to other-than-temporary impairments.
billion and $467 million in the first three months of 2008 and

Portfolio Review 2007, respectively.

Other-Than-Temporary Impairments In addition to the above severity losses, AIG recorded
other-than-temporary impairment charges in the first three

AIG assesses its ability to hold any fixed maturity security in
months of 2008 and 2007 related to:

an unrealized loss position to its recovery, including fixed
maturity securities classified as available for sale, at each ) securities that AIG does not intend to hold until
balance sheet date. The decision to sell any such fixed recovery;
maturity security classified as available for sale reflects the

) declines due to foreign exchange;
judgment of AIG’s management that the security sold is

) issuer-specific credit events;unlikely to provide, on a relative value basis, as attractive a
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) certain structured securities impaired under Emerging Net realized capital gains (losses) were as follows:
Issues Task Force Issue No. 99-20, ‘‘Recognition of
Interest Income and Impairment on Purchased Three Months

Ended March 31,Beneficial Interests and Beneficial Interests that
(in millions) 2008 2007Continue to be Held by a Transferor in Securitized
Sales of fixed maturities $ 19 $ 41Financial Assets’’; and
Sales of equity securities 80 158

) other impairments, including equity securities and Sales of real estate and other assets (147) 135
Other-than-temporary impairments (5,593) (467)partnership investments.
Foreign exchange transactions (664) 136
Derivative instruments 216 (73)

Total $ (6,089) $ (70)

Other-than-temporary impairment charges by reporting segment were as follows:

Life
Insurance &

General Retirement Financial Asset
(in millions) Insurance Services Services Management Other Total

Three months ended March 31, 2008
Impairment Type:

Severity $ 112 $ 3,156 $ 11 $ 825 $ 1 $ 4,105
Lack of intent to hold to recovery 21 691 1 66 — 779
Foreign currency declines — 401 — — — 401
Issuer-specific credit events 22 112 — 37 — 171
Adverse projected cash flows on structured securities — 32 — 105 — 137

Total $ 155 $ 4,392 $ 12 $ 1,033 $ 1 $ 5,593

Three months ended March 31, 2007

Impairment Type:

Severity $ — $ — $ — $ — $ — $ —

Lack of intent to hold to recovery 8 87 — 2 — 97

Foreign currency declines — 212 — — — 212

Issuer-specific credit events 38 92 — 27 — 157

Adverse projected cash flows on structured securities — 1 — — — 1

Total $ 46 $ 392 $ — $ 29 $ — $ 467

Other-than-temporary severity-related impairment charges for the three-month period ended March 31, 2008 by type of
security and credit rating were as follows:

Rating: Other
(millions) RMBS CDO CMBS Securities Total

Fixed Maturities:

AAA $1,496 $ 21 $117 $ 12 $1,646

AA 853 40 39 1 933

A 306 49 298 4 657

BBB and below 493 – 63 20 576

Nonrated – – – 17 17

Equities – – – 276 276

Total $3,148 $110 $517 $330 $4,105

No other-than-temporary impairment charge with In periods subsequent to the recognition of an other-
respect to any one single counterparty was significant to than-temporary impairment charge for fixed maturity
AIG’s consolidated financial condition or results of securities that is not credit or foreign exchange related, AIG
operations, and no individual other-than-temporary generally accretes into income the discount or amortizes the
impairment charge exceeded two percent of the consolidated reduced premium resulting from the reduction in cost basis
net loss in the first three months of 2008. over the remaining life of the security. The amount of
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accretion recognized in earnings for the three months ended U.S. loans were in default or delinquent by 90 days or more.
March 31, 2008 was $12 million. The remaining commercial mortgage loans are secured

predominantly by properties in Japan. In addition, at
Commercial Mortgage Loan Exposure March 31, 2008, AIG had approximately $2.1 billion in

residential mortgage loans in jurisdictions outside the UnitedAt March 31, 2008, AIG had direct commercial mortgage
States, primarily backed by properties in Taiwan andloan exposure of $19.5 billion, with $16.3 billion
Thailand.representing U.S. loan exposure. At that date, none of the

An aging of the pre-tax unrealized losses of fixed maturity and equity securities, distributed as a percentage of cost
relative to unrealized loss (the extent by which the fair value is less than amortized cost or cost), including the number of
respective items, at March 31, 2008 was as follows:

Less than or equal Greater than 20% Greater than 50%
to 20% of Cost(b) to 50% of Cost(b) of Cost(b) Total

Aging(a) Unrealized Unrealized Unrealized Unrealized
(dollars in millions) Cost(c) Loss Items Cost(c) Loss Items Cost(c) Loss Items Cost(c) Loss(d) Items

Investment grade
bonds

0-6 months $ 80,455 $ 3,382 10,558 $ 3,255 $ 874 361 $ — $ — — $ 83,710 $ 4,256 10,919
7-12 months 66,645 4,748 4,922 29,120 8,975 1,208 — — — 95,765 13,723 6,130
�12 months 43,498 3,129 8,549 5,029 1,296 619 — — — 48,527 4,425 9,168

Total $190,598 $11,259 24,029 $37,404 $11,145 2,188 $ — $ — — $228,002 $22,404 26,217

Below investment
grade bonds

0-6 months $ 5,077 $ 157 1,647 $ 80 $ 24 24 $ — $ — — $ 5,157 $ 181 1,671
7-12 months 1,052 77 251 101 28 21 — — — 1,153 105 272
�12 months 985 73 27,578 152 39 14 — — — 1,137 112 27,592

Total $ 7,114 $ 307 29,476 $ 333 $ 91 59 $ — $ — — $ 7,447 $ 398 29,535

Total bonds
0-6 months $ 85,532 $ 3,539 12,205 $ 3,335 $ 898 385 $ — $ — — $ 88,867 $ 4,437 12,590
7-12 months 67,697 4,825 5,173 29,221 9,003 1,229 — — — 96,918 13,828 6,402
�12 months 44,483 3,202 36,127 5,181 1,335 633 — — — 49,664 4,537 36,760

Total(e) $197,712 $11,566 53,505 $37,737 $11,236 2,247 $ — $ — — $235,449 $22,802 55,752

Equity securities
0-6 months $ 4,030 $ 233 2,994 $ 691 $ 183 890 $ — $ — — $ 4,721 $ 416 3,884
7-12 months 1,033 104 336 350 105 252 — — — 1,383 209 588
�12 months — — — — — — — — — — — —

Total $ 5,063 $ 337 3,330 $ 1,041 $ 288 1,142 $ — $ — — $ 6,104 $ 625 4,472

(a) Represents the number of consecutive months that fair value has been less than cost by any amount.

(b) Represents the percentage by which fair value is less than cost at the balance sheet date.

(c) For bonds, represents amortized cost.

(d) The effect on net income of unrealized losses after taxes will be mitigated upon realization because certain realized losses will be charged to participating

policyholder accounts, or realization will result in current decreases in the amortization of certain DAC.

(e) Includes securities lending invested collateral.

) Approximately 16 percent of these securities wereUnrealized  gains  and losses
valued at less than 20 percent of their current cost, or

At March 31, 2008, the carrying value of AIG’s fixed amortized cost.
maturity and equity securities aggregated $523.2 billion. At

) Less than four percent of the fixed income securitiesMarch 31, 2008, aggregate pre-tax unrealized gains for fixed
had issuer credit ratings that were below investmentmaturity and equity securities were $16.9 billion ($11.0
grade.billion after tax).

AIG did not consider these securities in an unrealizedAt March 31, 2008, the aggregate pre-tax gross
loss position to be other-than-temporarily impaired atunrealized losses on fixed maturity and equity securities were
March 31, 2008, because management has the intent and$23.4 billion ($15.2 billion after tax). Additional
ability to hold these investments until they recover their costinformation about these securities is as follows:
basis. AIG believes the securities will generally continue to

) These securities were valued, in the aggregate, at perform in accordance with the original terms,
approximately 90 percent of their current amortized notwithstanding the present price declines.
cost.
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For the three months ended March 31, 2008, unrealized The following table presents AIG’s largest credit exposures
losses related to investment grade bonds increased at March 31, 2008 as a percentage of total consolidated
$9.5 billion ($6.2 billion after tax), reflecting the widening of shareholders’ equity:
credit spreads, partially offset by the effects of a decline in

Credit Exposurerisk-free interest rates. as a Percentage of Total
Consolidated

The amortized cost and fair value of fixed maturity Category Risk Rating(a) Shareholders’ Equity

securities available for sale in an unrealized loss position at
Investment Grade:

March 31, 2008, by contractual maturity, were as follows: 10 largest combined A+ (weighted 108.0%
average)(b)

Amortized Fair Single largest non-(in millions) Cost Value
sovereign (financial

Due in one year or less $ 4,833 $ 4,749 institution) AA- 10.4
Due after one year through five years 31,486 30,367 Single largest corporate AAA 7.2
Due after five years through ten years 41,225 39,037 Single largest sovereign AA- 21.5
Due after ten years 61,830 57,819 Non-Investment Grade:
Mortgage-backed, asset-backed and Single largest sovereign BB- 2.4

collateralized 96,075 80,675 Single largest non-
Total $235,449 $212,647 sovereign BB 0.5

(a) Risk rating is based on external ratings, or equivalent, based on AIG’s
For the three months ended March 31, 2008, the pre-tax internal risk rating process.

realized losses incurred with respect to the sale of fixed
(b) Five of the ten largest credit exposures are to highly-rated financial

maturities and equity securities were $0.4 billion. The institutions and four are to investment-grade rated sovereigns; none is
aggregate fair value of securities sold was $5.0 billion, which rated lower than BBB+ or its equivalent.

was approximately 92 percent of amortized cost. The average
AIG closely controls its aggregate cross-borderperiod of time that securities sold at a loss during the three

exposures to avoid excessive concentrations in any onemonths ended March 31, 2008 were trading continuously at
country or regional group of countries. AIG defines its cross-a price below book value was approximately five months. See
border exposure to include both cross-border creditRisk Management — Credit Risk Management in the 2007
exposures and its large cross-border investments in its ownAnnual Report on Form 10-K for an additional discussion of
international subsidiaries. Thirteen countries had cross-investment risks associated with AIG’s investment portfolio.
border exposures in excess of 10 percent of total consolidated
shareholders’ equity at March 31, 2008. At that date eightRisk Management
were AAA-rated, four were AA-rated and one was A-rated.

For a complete discussion of AIG’s risk management
In addition, AIG closely monitors its industry

program, see Management’s Discussion and Analysis of
concentrations, the risks of which are often mitigated by the

Financial Condition and Results of Operations in the 2007
breadth and scope of AIG’s international operations.

Annual Report on Form 10-K.
Excluding the U.S. residential and commercial mortgage
sectors, AIG’s single largest industry credit exposure is to theAIG has continued to invest in human resources, systems
highly-rated global financial institutions sector, accountingand processes in the enterprise risk management functions,
for 109 percent of total consolidated shareholders’ equity atboth at the corporate and business unit levels. These efforts
March 31, 2008. AIG’s other industry credit concentrationsinclude implementing systems and processes to ensure the
in excess of 10 percent of total consolidated shareholders’aggregation of the various categories of risk across business
equity are in the following industries (in descending order byunits and as a whole, and incorporating forward-looking
approximate size):analyses and stress tests. These initiatives are ongoing and

will take time to implement, including the hiring of additional
) Oil and gas;

qualified personnel.

) Electric and water utilities;

Credit  Risk  Management
) Global life insurance carriers;

AIG defines its aggregate credit exposures to a counterparty
) European regional financial institutions;

as the sum of its fixed maturities, loans, finance leases,
derivatives (mark to market), deposits (in the case of financial ) Global telecommunications companies;
institutions) and the specified credit equivalent exposure to
certain insurance products which embody credit risk.
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) U.S.-based regional financial institutions; discussed in Segment Risk Management — Financial Services
in the 2007 Annual Report on Form 10-K.

) Global securities firms and exchanges;
For the insurance segments, assets included are invested

) Global reinsurance firms; assets (excluding direct holdings of real estate) and liabilities
included are reserve for losses and loss expenses, reserve for) Healthcare companies; and
unearned premiums, future policy benefits for life and

) Retail companies. accident and health insurance contracts and other
policyholders’ funds. For financial services companies, loans

Other than as described above, there were no significant and leases represent the majority of assets represented in the
changes to AIG’s credit exposures as set forth in Risk VaR calculation, while bonds and notes issued represent the
Management – Corporate Risk Management – Credit Risk majority of liabilities.
Management in the 2007 Annual Report on Form 10-K.

AIG calculated the VaR with respect to net fair values as
of March 31, 2008 and December 31, 2007. The VaRMarket  Risk  Management
number represents the maximum potential loss as of those

Insurance,  Asset  Management  and
dates that could be incurred with a 95 percent confidence

Non-Trading  Financial  Services Value  at  Risk  (VaR)
(i.e., only five percent of historical scenarios show losses
greater than the VaR figure) within a one-month holdingAIG performs one comprehensive VaR analysis across all of
period. AIG uses the historical simulation methodology thatits non-trading businesses, and a separate VaR analysis for its
entails repricing all assets and liabilities under explicittrading business at AIGFP. The comprehensive VaR is
changes in market rates within a specific historical timecategorized by AIG business segment (General Insurance, Life
period. AIG uses the most recent three years of historicalInsurance & Retirement Services, Financial Services and
market information for interest rates, foreign exchange rates,Asset Management) and also by market risk factor (interest
and equity index prices. For each scenario, each transactionrate, currency and equity). AIG’s market risk VaR
was repriced. Segment and AIG-wide scenario values are thencalculations include exposures to benchmark Treasury or
calculated by netting the values of all the underlying assetsswap interest rates, but do not include exposures to credit-
and liabilities.based factors such as credit spreads. AIG’s credit exposures

within its invested assets and credit derivative portfolios are
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The following table presents the period-end, average, high and low VaRs on a diversified basis and of each component of
market risk for AIG’s non-trading businesses. The diversified VaR is usually smaller than the sum of its components due to
correlation effects.

2008 2007
Three Months Ended March 31, Year Ended December 31,As of As of

(in millions) March 31 Average High Low December 31 Average High Low

Total AIG non-trading
market risk:

Diversified $6,851 $6,222 $6,851 $5,593 $5,593 $5,316 $5,619 $5,073
Interest rate 5,190 4,787 5,190 4,383 4,383 4,600 4,757 4,383
Currency 844 814 844 785 785 729 785 685
Equity 3,268 2,948 3,268 2,627 2,627 2,183 2,627 1,873

General Insurance:
Diversified $1,356 $1,360 $1,363 $1,356 $1,363 $1,637 $1,892 $1,363
Interest rate 1,078 1,098 1,117 1,078 1,117 1,492 1,792 1,117
Currency 306 281 306 255 255 222 255 205
Equity 1,008 922 1,008 835 835 659 835 573

Life Insurance & Retirement
Services:

Diversified $6,284 $5,732 $6,284 $5,180 $5,180 $4,848 $5,180 $4,574
Interest rate 4,987 4,696 4,987 4,405 4,405 4,465 4,611 4,287
Currency 621 635 649 621 649 621 678 568
Equity 2,210 2,010 2,210 1,810 1,810 1,512 1,810 1,293

Non-Trading Financial
Services:

Diversified $ 167 $ 133 $ 167 $ 99 $ 99 $ 117 $ 170 $ 85
Interest rate 164 129 164 95 95 116 168 76
Currency 15 14 15 13 13 12 13 11
Equity 1 1 1 1 1 1 1 1

Asset Management:
Diversified $ 50 $ 44 $ 50 $ 38 $ 38 $ 49 $ 74 $ 26
Interest rate 41 37 41 32 32 45 72 22
Currency 2 2 2 2 2 3 5 2
Equity 12 13 13 12 13 11 13 8

AIG’s total non-trading market risk VaR increased from hedged, segregation of the financial instruments into trading
$5.6 billion at the end of 2007 to $6.9 billion as of March 31, and other than trading was not considered necessary. AIGFP
2008. The biggest drivers were market valuation effects operates under established market risk limits based upon this
(lower interest rates), increased volatilities in equity markets VaR calculation. In addition, AIGFP backtests its VaR.
and ‘‘tail’’ effects (increased riskiness of the worst 5 percent

In the calculation of VaR for AIGFP, AIG uses theof simulated portfolio outcomes that determine VaR). These
historical simulation methodology based on estimatedfactors more than offset the effect of reduced correlations
changes to the value of all transactions under explicit changes(i.e., increased diversification) between U.S. equities and
in market rates and prices within a specific historical timeAsian interest rates.
period. AIGFP attempts to secure reliable and independent
current market prices, such as published exchange prices,

Capital  Markets  Trading  VaR external subscription services such as Bloomberg or Reuters,
or third-party or broker quotes. When such prices are notAIGFP attempts to minimize risk in benchmark interest rates,
available, AIGFP uses an internal methodology that includesequities, commodities and foreign exchange. Market
extrapolation from observable and verifiable prices nearest toexposures in option implied volatilities, correlations and
the dates of the transactions. Historically, actual results havebasis risks are also minimized over time.
not deviated from these models in any material respect.

AIGFP’s minimal reliance on market risk driven revenue
AIGFP reports its VaR level using a 95 percentis reflected in its VaR. AIGFP’s VaR calculation is based on

confidence level and a one-day holding period, facilitatingthe interest rate, equity, commodity and foreign exchange
risk comparison with AIGFP’s trading peers and reflectingrisk arising from its portfolio. Credit-related factors, such as
the fact that market risks can be actively assumed and offsetcredit spreads or credit default, are not included in AIGFP’s
in AIGFP’s trading portfolio.VaR calculation. Because the market risk with respect to

securities available for sale, at market, is substantially
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The following table presents the year-end, average, high, and low VaRs on a diversified basis and of each component of
market risk for Capital Markets operations. The diversified VaR is usually smaller than the sum of its components due to
correlation effects.

Three Months Ended March 31, 2008 Year Ended December 31, 2007As of As of
(in millions) March 31 Average High Low December 31 Average High Low

Capital Markets
trading market risk:

Diversified $ 6 $ 6 $8 $5 $ 5 $5 $8 $4
Interest rate 3 3 3 2 3 2 3 2
Currency 2 1 2 – 1 1 2 1
Equity 2 3 4 2 3 3 5 2
Commodity 5 4 6 3 3 3 7 2

swap portfolio as of March 31, 2008 represented derivatives
Credit  Derivatives

written for financial institutions, principally in Europe, for
the purpose of providing regulatory capital relief rather thanAIGFP enters into credit derivative transactions in the
risk mitigation. In exchange for a minimum guaranteed fee,ordinary course of its business. The majority of AIGFP’s
the counterparties receive credit protection with respect tocredit derivatives require AIGFP to provide credit protection
diversified loan portfolios they own, thus improving theiron a designated portfolio of loans or debt securities. AIGFP
regulatory capital position. These derivatives are generallyprovides such credit protection on a ‘‘second loss’’ basis,
expected to terminate at no additional cost to theunder which AIGFP’s payment obligations arise only after
counterparty upon the counterparty’s adoption of modelscredit losses in the designated portfolio exceed a specified
compliant with the Basel II Accord. AIG expects that thethreshold amount or level of ‘‘first losses.’’ The threshold
majority of these transactions will be terminated within theamount of credit losses that must be realized before AIGFP
next 12 to 24 months by AIGFP’s counterparties as theyhas any payment obligation is negotiated by AIGFP for each
implement those models. As of April 30, 2008, $55 billion intransaction to provide that the likelihood of any payment
notional exposures have either been terminated or are in theobligation by AIGFP under each transaction is remote, even
process of being terminated. In its 2007 Annual Report onin severe recessionary market scenarios. The underwriting
Form 10-K, AIG had previously reported that as ofprocess for these derivatives included assumptions of severely
February 26, 2008, $54 billion in notional exposures havestressed recessionary market scenarios to minimize the
either been terminated or are in the process of beinglikelihood of realized losses under these obligations.
terminated. AIG has recently refined its approach to

In certain cases, the credit risk associated with a estimating its net notional exposures on certain of these
designated portfolio is tranched into different layers of risk, transactions that have unique features. The notional
which are then analyzed and rated by the credit rating exposures on transactions terminated or that were in the
agencies. Typically, there will be an equity layer covering the process of being terminated as of February 26, 2008 is
first credit losses in respect of the portfolio up to a specified $46 billion under the refined method. AIGFP was not
percentage of the total portfolio, and then successive layers required to make any payments as part of these terminations
ranging from generally a BBB-rated layer to one or more and in certain cases was paid a fee upon termination.
AAA-rated layers. In transactions that are rated with respect

In light of this experience to date and after otherto the risk layer or tranche that is immediately junior to the
comprehensive analyses, AIG determined that there was nothreshold level above which AIGFP’s payment obligation
unrealized market valuation adjustment for this regulatorywould generally arise, a significant majority are rated AAA
capital relief portfolio for the three months ended March 31,by the rating agencies. In transactions that are not rated,
2008. AIG will continue to assess the valuation of thisAIGFP applies the same risk criteria for setting the threshold
portfolio and monitor developments in the marketplace.level for its payment obligations. Therefore, the risk layer
Given the significant deterioration in the credit markets andassumed by AIGFP with respect to the designated portfolio in
the risk that AIGFP’s expectations with respect to thethese transactions is often called the ‘‘super senior’’ risk layer,
termination of these transactions by its counterparties maydefined as the layer of credit risk senior to a risk layer that has
not materialize, there can be no assurance that AIG will notbeen rated AAA by the credit rating agencies, or if the
recognize unrealized market valuation losses from thistransaction is not rated, equivalent thereto.
portfolio in future periods, and recognition of even a small

Approximately $335 billion (consisting of corporate percentage decline in the fair value of this portfolio could be
loans and prime residential mortgages) of the $469 billion in material to an individual reporting period.
notional exposure of AIGFP’s super senior credit default
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Approximately $57 billion of the $469 billion in purchases that might be required. Therefore, there can be no
notional exposure on AIGFP’s super senior credit default assurance that satisfaction of these obligations by AIGFP will
swaps as of March 31, 2008 was written on investment grade not have a material effect on the manner in which AIG
corporate debt and CLOs. There is no uniform methodology manages its liquidity.
to estimate the fair value of corporate super senior credit

AIGFP has written 2a-7 Puts in connection with certaindefault swaps. AIG estimates the fair value of its corporate
multi-sector CDOs that allow the holders of the securities tocredit default swap portfolio by reference to benchmark
treat the securities as eligible short-term 2a-7 investmentsindices, including the CDX and iTraxx, and third-party prices
under the Investment Company Act of 1940. Holders ofand collateral calls. AIG believes that its methodology to
securities are permitted, in certain circumstances, to tendervalue the corporate credit default swap portfolio is
their securities to the issuers at par. If an issuer’s remarketingreasonable, but other market participants use other
agent is unable to resell the securities so tendered, AIGFPmethodologies and these methodologies may generate
must purchase the securities at par as long as the security hasmaterially different fair value estimates. No assurance can be
not experienced a default. During the first three months ofgiven that the fair value of AIG’s corporate credit default
2008, AIGFP repurchased securities with a principal amountswap portfolio would not change materially if other market
of approximately $235 million in connection with theseindices or pricing sources were used to estimate the fair value
obligations. In certain transactions, AIGFP has contractedof the portfolio.
with third parties to provide liquidity for the securities if they

In addition to writing credit protection on the super are put to AIGFP for up to a three-year period. Such liquidity
senior risk layer on designated portfolios of loans or debt facilities totaled $2.6 billion at March 31, 2008. As of
securities, AIGFP also wrote protection on tranches below April 30, 2008, AIGFP has utilized less than $200 million of
the super senior risk layer. At March 31, 2008 the notional these liquidity facilities. At April 30, 2008, AIGFP had
amount of the credit default swaps in the regulatory capital $5.7 billion of notional exposure on 2a-7 Puts, included as
relief portfolio written on tranches below the super senior part of the multi-sector CDO portfolio discussed herein.
risk layer was $5.7 billion, with an estimated fair value loss of

As of April 30, 2008, a significant majority of AIGFP’s$174 million.
super senior exposures continued to have tranches below

AIGFP has also written credit protection on the super AIGFP’s attachment point that have been explicitly rated
senior risk layer of diversified portfolios of investment grade AAA or, in AIGFP’s judgment, would have been rated AAA
corporate debt, CLOs and multi-sector CDOs. AIGFP is at had they been rated. AIGFP’s portfolio of credit default
risk only on the super senior portion related to a diversified swaps undergoes regular monitoring, modeling and analysis
portfolio referenced to loans or debt securities. The super and contains protection through collateral subordination.
senior risk portion is the last tranche to suffer losses after

Certain of these credit derivatives are subject to collat-significant subordination. Credit losses would have to erode
eral posting provisions. These provisions differ amongall tranches junior to the super senior tranche before AIGFP
counterparties and asset classes. In the case of most of thewould suffer any realized losses. The subordination level
multi-sector CDO transactions, the amount of collateral re-required for each transaction is determined based on internal
quired is determined based on the change in value of themodeling and analysis of the pool of underlying assets and is
underlying cash security that represents the super senior risknot dependent on ratings determined by the rating agencies.
layer subject to credit protection, and not the change in valueWhile the credit default swaps written on corporate debt
of the super senior credit derivative.obligations are cash settled, the majority of the credit default

swaps written on CDOs and CLOs require physical As of April 30, 2008, AIGFP had received collateral calls
settlement. Under a physical settlement arrangement, AIGFP from counterparties in respect of certain super senior credit
would be required to purchase the referenced super senior default swaps (including those entered into by counterparties
security at par in the event of a non-payment on that security. for regulatory capital relief purposes and those in respect of
Certain of the AIGFP credit default swaps with an aggregate corporate debt/CLOs). At times, valuation estimates made by
notional amount totaling $8.7 billion protect CDOs that certain of the counterparties with respect to certain super
include over-collateralization provisions that adjust the value senior credit default swaps or the underlying reference CDO
of the collateral based, in part, on the ratings of the collateral securities, for purposes of determining the amount of collat-
for the CDOs. If the over collateralization provisions are not eral required to be posted by AIGFP in connection with such
satisfied, an event of default would occur creating a right to instruments, have differed significantly from AIGFP’s esti-
accelerate. In certain of these circumstances, AIGFP may be mates. In almost all cases, AIGFP has been able to success-
required to purchase the referenced super senior security at fully resolve the differences or otherwise reach an
par upon the acceleration of the security. AIGFP cannot accommodation such that collateral posting levels are not
currently quantify its obligations which might occur in the currently the subject of ongoing negotiations, including in
future under these provisions, or determine the timing of any certain cases entering into compromise collateral arrange-
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ments, some of which are for specified periods of time. would only be experienced over time given the timing of
AIGFP is currently in active discussions with a small number losses incurred in the underlying portfolios and the timing of
of other counterparties to resolve such valuation differences. breaches of the subordination afforded to AIGFP through the
As of April 30, 2008, AIGFP had posted collateral (or had structures of the CDO. No benefit was taken in these stress
received collateral, where offsetting exposures on other trans- tests for cash flow diversion features, recoveries upon default
actions resulted in the counterparty posting to AIGFP) based or other risk mitigant benefits.
on exposures, calculated in respect of super senior credit de-

During the first quarter of 2008, AIG developed an addi-fault swaps, in an aggregate net amount of  $9.7 billion.
tional methodology to estimate its potential realized creditValuation estimates made by counterparties for collateral
impairment losses from AIGFP’s super senior multi-sectorpurposes were considered in the determination of the fair
CDO credit default swap portfolio. The methodology com-value estimates of AIGFP’s super senior credit default swap
bines a roll rate estimate of the losses emanating from theportfolio.
subprime and Alt-A RMBS collateral securities in the multi-

AIG has conducted risk analyses of the super senior sector CDOs, plus an estimate of losses arising from the
multi-sector CDO credit default swap portfolio of AIGFP. CDOs inside the collateral pools (inner CDOs).
AIG’s analyses have been conducted to assess the risk of

In the roll rate analysis, default rates on mortgages inincurring net realized losses over the remaining life of the
various stages of delinquency (30 days past due, 60 days pastportfolio. In addition to analyses of each individual risk in the
due, 90 days past due, bankruptcy or foreclosure, real estateportfolio, AIG conducted certain ratings-based stress tests,
owned) are projected out at various rates (called roll rates) towhich centered around scenarios of further stress on the port-
estimate total potential defaults. Loss severities are then ap-folio resulting from downgrades by the rating agencies from
plied to the defaults to estimate realized credit impairmentcurrent levels on the underlying collateral in the CDO struc-
losses. In addition, loss timing curves to the performing mort-tures supported by AIGFP’s credit default swaps. These rat-
gages are also applied to estimate how much of the non-ing actions would be prompted by factors such as the
delinquent portfolio is likely to default given mortgage sea-worsening beyond current estimates of delinquency and resi-
soning (‘‘age’’ of the mortgage). Finally, AIG applies lossdential housing price deterioration in the underlying assets in
estimates to the inner CDOs, using inner CDO loss estimatesthe collateral securities of the CDO structures. The results of
that depend on the vintage, type (high grade and mezzanine)these stress tests indicated possible realized losses on a static
and rating of the CDO.basis, because the assumptions of losses in these stress tests

assumed immediate realization of loss. Actual realized losses

ITEM  3. Quantitative  and  Qualitative  Disclosures  About  Market  Risk

Included in Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

ITEM  4. Controls  and  Procedures

In connection with the preparation of this Quarterly Report Chief Financial Officer have concluded that, as of March 31,
on Form 10-Q, an evaluation was carried out by AIG’s man- 2008, AIG’s disclosure controls and procedures were ineffec-
agement, with the participation of AIG’s Chief Executive Of- tive. Notwithstanding the existence of this material weak-
ficer and Chief Financial Officer, of the effectiveness of AIG’s ness, AIG believes that the consolidated financial statements
disclosure controls and procedures (as defined in in this Quarterly Report on Form 10-Q fairly present, in all
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange material respects, AIG’s consolidated financial condition as
Act of 1934 (Exchange Act)). Disclosure controls and proce- of March 31, 2008 and December 31, 2007 and consolidated
dures are designed to ensure that information required to be results of operations and cash flows for the three-month peri-
disclosed in reports filed or submitted under the Exchange ods ended March 31, 2008 and 2007, in conformity with
Act is recorded, processed, summarized and reported within GAAP. In addition, there has been no change in AIG’s inter-
the time periods specified in SEC rules and forms and that nal control over financial reporting (as defined in
such information is accumulated and communicated to man- Rule 13a-15(f) under the Exchange Act) that occurred during
agement, including the Chief Executive Officer and Chief the quarter ended March 31, 2008 that has materially af-
Financial Officer, to allow timely decisions regarding re- fected, or is reasonably likely to materially affect, AIG’s inter-
quired disclosures. Solely as a result of the previously identi- nal control over financial reporting.
fied material weakness in internal control over the fair value

Throughout 2008 and 2007, AIG recorded out of periodvaluation of the AIGFP super senior credit default swap port-
adjustments, many of which were detected as part of continu-folio and oversight thereof as described in the 2007 Annual
ing remediation efforts. It is AIG’s policy to record all errorReport on Form 10-K, AIG’s Chief Executive Officer and
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corrections, without regard to materiality, and AIG has an circumstances of such items, including considering whether
established, formal process for the identification, evaluation information was capable of being known at the time of origi-
and recording of all out of period adjustments. This process nal recording. AIG has evaluated the adjustments recorded in
includes a heightened sensitivity for potential errors related to 2008 and 2007 from a qualitative and quantitative perspec-
the internal control matters discussed in Item 9A. of the 2007 tive and concluded that such adjustments are immaterial indi-
Annual Report on Form 10-K. AIG distinguishes error cor- vidually and in the aggregate to the current and prior periods.
rections from changes in estimates by evaluating the facts and
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Part II – OTHER  INFORMATION

ITEM  2. Unregistered  Sales  of  Equity  Securities  and  Use  of  Proceeds

Information with respect to purchases of AIG Common stock during the three months ended March 31, 2008 was as follows:

Maximum Number
Total Number of of Shares that

Shares May Yet Be
Average Purchased as Purchased

Total Price Part of Publicly Under the Plans
Number of Paid per Announced Plans or Programs

Period Shares Purchased(a) Share or Programs at End of Month(b)

January 1 - 31 7,367,032 $54.55 7,367,032
February 1 - 29 12,639,601 50.98 12,639,601
March 1 - 31 14,087,150 48.73 14,087,150
Total 34,093,783 $50.82 34,093,783

(a) Reflects date of delivery. Does not include 1,066 shares delivered or attested to in satisfaction of the exercise price by holders of AIG employee stock options

exercised during the three months ended March 31, 2008.

(b) In February 2007, AIG’s Board of Directors increased AIG’s share repurchase program by authorizing the repurchase of shares with an aggregate purchase

price of $8 billion. In November 2007, AIG’s Board of Directors authorized the repurchase of an additional $8 billion in common stock. A balance of

$9.18 billion remained for purchases under the program as of March 31, 2008, although $179 million of that amount has been advanced by AIG to purchase

shares under the program.

Subsequent to March 31, 2008, an additional 3,832,276 shares were purchased, satisfying the balance of the commitments
existing at December 31, 2007 that had not been satisfied at March 31, 2008. AIG does not expect to purchase additional
shares under its share repurchase program for the foreseeable future.

ITEM  6. Exhibits

See accompanying Exhibit Index.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

AMERICAN INTERNATIONAL GROUP, INC.
(Registrant)

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

/s / DAVID L. HERZOG

David L. Herzog
Senior Vice President and Comptroller

(Principal Accounting Officer)

Dated: May 8, 2008
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EXHIBIT INDEX
Exhibit
Number Description Location

10.1 Partners Plan (Amended and Restated as of March 11, 2008) Filed herewith.
10.2 Senior Partners Plan (Amended and Restated as of March 11, 2008) Filed herewith.
11 Statement re computation of per share earnings Included in Note 4 of Notes to

Consolidated Financial Statements.
12 Statement re computation of ratios Filed herewith.
31 Rule 13a-14(a)/15d-14(a) Certifications Filed herewith.
32 Section 1350 Certifications Filed herewith.



Exhibit 12

American International Group, Inc.

Computation of Ratios of Earnings to Fixed Charges

Three Months
Ended March 31,

(in millions, except ratios) 2008 2007

Income (loss) before income taxes and minority interest $(11,264) $ 6,172
Less – Equity income of less than 50% owned persons 9 42
Add – Dividends from less than 50% owned persons — —

(11,273) 6,130

Add – Fixed charges 2,192 2,672
Less – Capitalized interest 9 11

Income (loss) before income taxes, minority interest and fixed charges $ (9,090) $ 8,791

Fixed charges:
Interest costs $ 2,117 $ 2,612
Rental expense(a) 75 60

Total fixed charges $ 2,192 $ 2,672

Ratio of earnings to fixed charges (b) 3.29

Secondary Ratio

Interest credited to GIC and GIA policy and contract holders $ (926) $(1,579)
Total fixed charges excluding interest credited to GIC and GIA policy and contract holders $ 1,266 $ 1,093

Secondary ratio of earnings to fixed charges (b) 6.60

(a) The proportion considered representative of the interest factor.

(b) Earnings were inadequate to cover total fixed charges by $11,282 million for the three-month period ended March 31, 2008. The coverage deficiency for

total fixed charges excluding interest credited to GIC and GIA policy and contract holders was $10,356 million for the three-month period ended March 31,

2008.

The secondary ratio is disclosed for the convenience of fixed into by AIG’s insurance subsidiaries, principally Sun America
income investors and the rating agencies that serve them and Life Insurance Company and AIG Financial Products Corp.
is more comparable to the ratios disclosed by all issuers of and its subsidiaries, respectively. The proceeds from GICs
fixed income securities. The secondary ratio removes interest and GIAs are invested in a diversified portfolio of securities,
credited to guaranteed investment contract primarily investment grade bonds. The assets acquired yield
(GIC) policyholders and guaranteed investment agreement rates greater than the rates on the related policyholders obli-
(GIA) contract holders. Such interest expenses are also re- gation or agreement, with the intent of earning operating
moved from income (loss) before income taxes and minority income from the spread.
interest used in this calculation. GICs and GIAs are entered



Exhibit 31

CERTIFICATIONS

I, Martin J. Sullivan, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/s / MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

Date: May 8, 2008



CERTIFICATIONS

I, Steven J. Bensinger, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: May 8, 2008



Exhibit 32

CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended March 31, 2008, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I,
Martin J. Sullivan, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that to
my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / MARTIN J. SULLIVAN

Martin J. Sullivan
President and Chief Executive Officer

Date: May 8, 2008

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.



CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended March 31, 2008, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I,
Steven J. Bensinger, Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, that to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Executive Vice President and Chief Financial Officer

Date: May 8, 2008

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.
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American International Group, Inc. and Subsidiaries

Part I – FINANCIAL  INFORMATION

ITEM 1.  Financial  Statements  (unaudited)

CONSOLIDATED BALANCE SHEET

(in millions) (unaudited)

June 30, December 31,
2008 2007

Assets:
Investments and Financial Services assets:

Fixed maturity securities:

Bonds available for sale, at fair value (amortized cost: 2008 – $400,052; 2007 –

$393,170) $ 393,316 $ 397,372

Bonds held to maturity, at amortized cost (fair value: 2008 – $21,809; 2007 – $22,157) 21,632 21,581

Bond trading securities, at fair value 8,801 9,982

Equity securities:

Common stocks available for sale, at fair value (cost: 2008 – $13,490; 2007 – $12,588) 17,306 17,900

Common and preferred stocks trading, at fair value 22,514 21,376

Preferred stocks available for sale, at fair value (cost: 2008 – $2,596; 2007 – $2,600) 2,496 2,370

Mortgage and other loans receivable, net of allowance (2008 – $99; 2007 – $77) (held for

sale: 2008 – $30; 2007 – $377 (amount measured at fair value: 2008 – $745) 34,384 33,727

Financial Services assets:

Flight equipment primarily under operating leases, net of accumulated depreciation

(2008 – $11,359; 2007 – $10,499) 43,887 41,984

Securities available for sale, at fair value (cost: 2008 – $1,246; 2007 – $40,157) 1,205 40,305

Trading securities, at fair value 35,170 4,197

Spot commodities, at fair value 90 238

Unrealized gain on swaps, options and forward transactions, at fair value 11,548 12,318

Trade receivables 2,294 672

Securities purchased under agreements to resell, at fair value in 2008 16,597 20,950

Finance receivables, net of allowance (2008 – $1,133; 2007 – $878) (held for sale:

2008 – $36; 2007 – $233) 33,311 31,234

Securities lending invested collateral, at fair value (cost: 2008 – $67,758; 2007 – $80,641) 59,530 75,662

Other invested assets (amount measured at fair value: 2008 – $22,099; 2007 – $20,827) 62,029 58,823

Short-term investments (amount measured at fair value: 2008 – $24,167) 69,492 51,351

Total Investments and Financial Services assets 835,602 842,042

Cash 2,229 2,284

Investment income due and accrued 6,614 6,587

Premiums and insurance balances receivable, net of allowance (2008 – $596; 2007 – $662) 20,050 18,395

Reinsurance assets, net of allowance (2008 – $502; 2007 – $520) 22,940 23,103

Current and deferred income taxes 8,211 —

Deferred policy acquisition costs 46,733 43,914

Investments in partially owned companies 628 654

Real estate and other fixed assets, net of accumulated depreciation (2008 – $5,710; 2007 –

$5,446) 5,692 5,518

Separate and variable accounts, at fair value 73,401 78,684

Goodwill 10,661 9,414

Other assets (amount measured at fair value: 2008 – $2,452; 2007 – $4,152) 17,115 17,766

Total assets $1,049,876 $1,048,361

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEET (continued)

(in millions, except share data) (unaudited)

June 30, December 31,
2008 2007

Liabilities:
Reserve for losses and loss expenses $ 88,747 $ 85,500

Unearned premiums 28,738 27,703

Future policy benefits for life and accident and health insurance contracts 147,232 136,387

Policyholders’ contract deposits (amount measured at fair value: 2008 – $4,179; 2007 – $295) 265,411 258,459

Other policyholders’ funds 13,773 12,599

Commissions, expenses and taxes payable 5,597 6,310

Insurance balances payable 5,569 4,878

Funds held by companies under reinsurance treaties 2,498 2,501

Current income taxes payable — 3,823

Financial Services liabilities:

Securities sold under agreements to repurchase (amount measured at fair value: 2008 –

$8,338) 9,659 8,331

Trade payables 1,622 6,445

Securities and spot commodities sold but not yet purchased, at fair value 3,189 4,709

Unrealized loss on swaps, options and forward transactions, at fair value 24,232 14,817

Trust deposits and deposits due to banks and other depositors (amount measured at fair

value: 2008 – $240) 6,165 4,903

Commercial paper and extendible commercial notes 15,061 13,114

Long-term borrowings (amount measured at fair value: 2008 – $53,839) 163,577 162,935

Separate and variable accounts 73,401 78,684

Securities lending payable 75,056 81,965

Minority interest 11,149 10,422

Other liabilities (amount measured at fair value: 2008 – $6,861; 2007 – $3,262) 31,012 27,975

Total liabilities 971,688 952,460

Preferred shareholders’ equity in subsidiary companies 100 100

Commitments, Contingencies and Guarantees (See Note 6)

Shareholders’ equity:
Common stock, $2.50 par value; 5,000,000,000 shares authorized; shares issued 2008 –

2,948,038,001; 2007 – 2,751,327,476 7,370 6,878

Additional paid-in capital 9,446 2,848

Payments advanced to purchase shares — (912)

Retained earnings 73,743 89,029

Accumulated other comprehensive income (loss) (3,903) 4,643

Treasury stock, at cost; 2008 – 259,225,244; 2007 – 221,743,421 shares of common stock (8,568) (6,685)

Total shareholders’ equity 78,088 95,801

Total liabilities, preferred shareholders’ equity in subsidiary companies and shareholders’ equity $1,049,876 $1,048,361

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF INCOME (LOSS)

(in millions, except per share data) (unaudited)

Three Months Six Months
Ended June 30, Ended June 30,
2008 2007 2008 2007

Revenues:
Premiums and other considerations $21,735 $19,533 $ 42,407 $39,175

Net investment income 6,728 7,853 11,682 14,977

Net realized capital losses (6,081) (28) (12,170) (98)

Unrealized market valuation losses on AIGFP super senior credit default swap

portfolio (5,565) — (14,672) —

Other income 3,116 3,792 6,717 7,741

Total revenues 19,933 31,150 33,964 61,795

Benefits and expenses:
Incurred policy losses and benefits 18,450 16,221 34,332 32,367

Insurance acquisition and other operating expenses 10,239 8,601 19,652 16,928

Total benefits and expenses 28,689 24,822 53,984 49,295

Income (loss) before income taxes (benefits) and minority interest (8,756) 6,328 (20,020) 12,500

Income taxes (benefits) (3,357) 1,679 (6,894) 3,405

Income (loss) before minority interest (5,399) 4,649 (13,126) 9,095

Minority interest 42 (372) (36) (688)

Net income (loss) $ (5,357) $ 4,277 $(13,162) $ 8,407

Earnings (loss) per common share:
Basic $ (2.06) $ 1.64 $ (5.11) $ 3.22

Diluted $ (2.06) $ 1.64 $ (5.11) $ 3.21

Dividends declared per common share $ 0.220 $ 0.200 $ 0.420 $ 0.365

Average shares outstanding:
Basic 2,605 2,602 2,575 2,607

Diluted 2,605 2,613 2,575 2,621

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY

Six Months Ended June 30, 2008

(in millions, except share and per share data) (unaudited) Amounts Shares

Common stock:
Balance, beginning of period $ 6,878 2,751,327,476

Issuances 492 196,710,525
Balance, end of period 7,370 2,948,038,001

Additional paid-in capital:
Balance, beginning of period 2,848

Excess of proceeds over par value of common stock issued 6,851
Present value of future contract adjustment payments related to issuance of equity units (431)
Excess of cost over proceeds of common stock issued under stock plans (13)
Other 191

Balance, end of period 9,446
Payments advanced to purchase shares:

Balance, beginning of period (912)
Payments advanced (1,000)
Shares purchased 1,912

Balance, end of period —
Retained earnings:

Balance, beginning of period 89,029
Cumulative effect of accounting changes, net of tax (1,003)
Adjusted balance, beginning of period 88,026
Net loss (13,162)
Dividends to common shareholders ($0.42 per share) (1,121)

Balance, end of period 73,743
Accumulated other comprehensive income (loss):

Unrealized appreciation (depreciation) of investments, net of tax:
Balance, beginning of period 4,375

Cumulative effect of accounting changes, net of tax (105)
Adjusted balance, beginning of period 4,270
Unrealized depreciation of investments, net of reclassification adjustments (14,254)
Income tax benefit 4,813

Balance, end of period (5,171)
Foreign currency translation adjustments, net of tax:
Balance, beginning of period 880

Translation adjustment 1,108
Income tax expense (124)

Balance, end of period 1,864
Net derivative gains (losses) arising from cash flow hedging activities:
Balance, beginning of period (87)

Net deferred gains on cash flow hedges, net of reclassification adjustments 11
Deferred income tax expense (5)

Balance, end of period (81)
Retirement plan liabilities adjustment, net of taxes:
Balance, beginning of period (525)

Net actuarial loss 18
Prior service credit (5)
Deferred income tax expense (3)

Balance, end of period (515)
Accumulated other comprehensive income (loss), end of period (3,903)

Treasury stock, at cost:
Balance, beginning of period (6,685) (221,743,421)

Shares acquired (1,912) (37,927,125)
Issued under stock plans 24 443,767
Other 5 1,535

Balance, end of period (8,568) (259,225,244)
Total shareholders’ equity, end of period $78,088

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS

(in millions) (unaudited)

Six Months
Ended June 30,
2008 2007

Summary:
Net cash provided by (used in) operating activities $ 16,589 $ 17,431

Net cash provided by (used in) investing activities (21,963) (40,314)

Net cash provided by (used in) financing activities 5,274 22,947

Effect of exchange rate changes on cash 45 (19)

Change in cash (55) 45

Cash at beginning of year period 2,284 1,590

Cash at end of year period $ 2,229 $ 1,635

Cash flows from operating activities:
Net income (loss) $(13,162) $ 8,407

Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Noncash revenues, expenses, gains and losses included in income (loss):

Unrealized market valuation losses on AIGFP super senior credit default swap portfolio 14,672 —

Net gains on sales of securities available for sale and other assets (494) (732)

Foreign exchange transaction (gains) losses 857 639

Net unrealized (gains) losses on non-AIGFP derivatives and other assets and liabilities 2,086 (123)

Equity in income of partially owned companies and other invested assets (151) (2,747)

Amortization of deferred policy acquisition costs 7,343 5,911

Depreciation and other amortization 1,799 1,608

Provision for mortgage, other loans and finance receivables 578 229

Other-than-temporary impairments 12,416 884

Changes in operating assets and liabilities:
General and life insurance reserves 9,748 8,238

Premiums and insurance balances receivable and payable – net (1,104) (941)

Reinsurance assets 196 434

Capitalization of deferred policy acquisition costs (9,160) (7,567)

Investment income due and accrued 118 (44)

Funds held under reinsurance treaties (25) (210)

Other policyholders’ funds 851 879

Income taxes receivable and payable – net (6,960) (225)

Commissions, expenses and taxes payable 52 724

Other assets and liabilities – net 1,809 553

Trade receivables and payables – net (6,446) (925)

Trading securities 930 (2,258)

Spot commodities 148 127

Net unrealized (gain) loss on swaps, options and forward transactions (3,993) 1,317

Securities purchased under agreements to resell 4,353 2,116

Securities sold under agreements to repurchase 1,237 (226)

Securities and spot commodities sold but not yet purchased (1,531) 221

Finance receivables and other loans held for sale – originations and purchases (279) (3,957)

Sales of finance receivables and other loans – held for sale 492 4,177

Other, net 209 922

Total adjustments 29,751 9,024

Net cash provided by operating activities $ 16,589 $ 17,431

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS (continued)

(in millions) (unaudited)

Six Months
Ended June 30,
2008 2007

Cash flows from investing activities:
Proceeds from (payments for)

Sales and maturities of fixed maturity securities available for sale and hybrid investments $ 42,026 $ 64,563
Sales of equity securities available for sale 4,861 4,275
Proceeds from fixed maturity securities held to maturity 33 133
Sales of trading securities 14,120 —
Sales of flight equipment 372 28
Sales or distributions of other invested assets 8,715 6,208
Payments received on mortgage and other loans receivable 3,457 2,270
Principal payments received on finance receivables held for investment 6,757 6,430
Purchases of fixed maturity securities available for sale and hybrid investments (47,114) (72,348)
Purchases of equity securities available for sale (5,808) (5,852)
Purchases of fixed maturity securities held to maturity (88) (129)
Purchases of trading securities (9,244) —
Purchases of flight equipment (including progress payments) (2,950) (3,883)
Purchases of other invested assets (11,988) (12,171)
Mortgage and other loans receivable issued (3,340) (5,029)
Finance receivables held for investment – originations and purchases (8,778) (7,387)
Change in securities lending invested collateral 6,315 (11,772)
Net additions to real estate, fixed assets, and other assets (663) (466)
Net change in short-term investments (18,832) (4,636)
Net change in non-AIGFP derivative assets and liabilities 186 (548)

Net cash provided by (used in) investing activities $(21,963) $(40,314)

Cash flows from financing activities:
Proceeds from (payments for)

Policyholders’ contract deposits $ 33,322 $ 28,769
Policyholders’ contract withdrawals (27,926) (29,379)
Change in other deposits 682 (823)
Change in commercial paper and extendible commercial notes 1,930 1,768
Long-term borrowings issued 55,685 50,091
Repayments on long-term borrowings (56,645) (34,937)
Change in securities lending payable (6,919) 12,021
Proceeds from common stock issued 7,343 —
Issuance of treasury stock 11 180
Payments advanced to purchase treasury stock (1,000) (4,000)
Cash dividends paid to shareholders (1,036) (859)
Acquisition of treasury stock — (16)
Other, net (173) 132

Net cash provided by (used in) financing activities $ 5,274 $ 22,947

Supplementary disclosure of cash flow information:
Cash paid (received) during the period for:

Interest $ 3,493 $ 3,744
Taxes $ 66 $ 3,524

Non-cash financing activities:
Interest credited to policyholder accounts included in financing activities $ 3,815 $ 5,932
Treasury stock acquired using payments advanced to purchase shares $ 1,912 $ 1,664
Present value of future contract adjustment payments related to issuance of equity units $ 431 $ —

Non-cash investing activities:
Debt assumed on acquisitions and warehoused investments $ 153 $ 354

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)

(in millions) (unaudited)

Three Months Six Months
Ended June 30, Ended June 30,
2008 2007 2008 2007

Net income (loss) $ (5,357) $ 4,277 $(13,162) $ 8,407

Other comprehensive income (loss):
Cumulative effect of accounting changes — — (162) —

Deferred income tax benefit on above changes — — 57 —

Unrealized (depreciation) appreciation of investments – net of reclassification

adjustments (3,682) (2,161) (14,254) (852)

Deferred income tax benefit on above changes 1,065 598 4,813 140

Foreign currency translation adjustments (238) (164) 1,108 (329)

Deferred income tax benefit (expense) on above changes 127 7 (124) 35

Net derivative gains (losses) arising from cash flow hedging activities – net of

reclassification adjustments 144 61 11 62

Deferred income tax benefit on above changes (50) (22) (5) 5

Change in pension and postretirement unrecognized periodic benefit 7 15 13 18

Deferred income tax benefit (expense) on above changes (5) (1) (3) (2)

Other comprehensive income (loss) (2,632) (1,667) (8,546) (923)

Comprehensive income (loss) $ (7,989) $ 2,610 $(21,708) $ 7,484

See Accompanying Notes to Consolidated Financial Statements.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

value. FAS 157 nullifies the guidance in Emerging Issues Task1. Summary of Significant Accounting
Force (EITF) Issue No. 02-3, ‘‘Issues Involved in AccountingPolicies
for Derivative Contracts Held for Trading Purposes and Con-

Basis of Presentation tracts Involved in Energy Trading and Risk Management Ac-
These unaudited condensed consolidated financial statements tivities,’’ (EITF 02-3) that precluded the recognition of a
do not include all disclosures required by accounting princi- trading profit at the inception of a derivative contract unless
ples generally accepted in the United States (GAAP) for com- the fair value of such contract was obtained from a quoted
plete financial statements and should be read in conjunction market price or other valuation technique incorporating ob-
with the audited consolidated financial statements and the servable market data. FAS 157 also clarifies that an issuer’s
related notes included in the Annual Report on Form 10-K of credit standing should be considered when measuring liabili-
American International Group, Inc. (AIG) for the year ended ties at fair value. The fair value measurement and related
December 31, 2007 (2007 Annual Report on Form 10-K). disclosure guidance in FAS 157 do not apply to fair value

measurements associated with AIG’s share-based employeeIn the opinion of management, these consolidated finan-
compensation awards accounted for in accordance withcial statements contain the normal recurring adjustments nec-
FAS 123(R), ‘‘Share-Based Payment.’’essary for a fair statement of the results presented herein. All

material intercompany accounts and transactions have been AIG adopted FAS 157 on January 1, 2008, its required
eliminated. effective date. FAS 157 must be applied prospectively, except

for certain stand-alone derivatives and hybrid instrumentsChanges in Presentation
initially measured using the guidance in EITF 02-3, which

In the second quarter of 2008, AIG determined that certain must be applied as a cumulative effect accounting change to
accident and health contracts in its Foreign General Insurance retained earnings at January 1, 2008. The cumulative effect,
reporting unit, which were previously accounted for as short net of taxes, of adopting FAS 157 on AIG’s consolidated
duration contracts, should be treated as long duration insur- balance sheet was an increase in retained earnings of
ance products. Accordingly, the December 31, 2007 consoli- $4 million.
dated balance sheet has been revised to reflect the

The most significant effect of adopting FAS 157 onreclassification of $763 million of deferred direct response
AIG’s consolidated results of operations for the three- andadvertising costs, previously reported in other assets, to de-
six-month periods ended June 30, 2008 related to changes inferred policy acquisition costs. Additionally, $320 million has
fair value methodologies with respect to both liabilities al-been reclassified on the consolidated balance sheet as of De-
ready carried at fair value, primarily hybrid notes and deriva-cember 31, 2007 from unearned premiums to future policy
tives, and newly elected liabilities measured at fair value (seebenefits for life and accident and health insurance contracts.
FAS 159 discussion below). Specifically, the incorporation ofThese revisions did not have a material effect on AIG’s con-
AIG’s own credit spreads and the incorporation of explicitsolidated income before income taxes, net income, or share-
risk margins (embedded policy derivatives at transition only)holders’ equity for any period presented.
resulted in a decrease in pre-tax income of $149 million

In addition, see Recent Accounting Standards — Ac- ($97 million after tax) and an increase in pre-tax income of
counting Changes, below for a discussion of AIG’s adoption $2.6 billion ($1.7 billion after tax) for the three- and six-
of FASB Staff Position (FSP) No. FIN 39-1, ‘‘Amendment of month periods ended June 30, 2008, respectively. The effect
FASB Interpretation No. 39’’ (FSP FIN 39-1). of the changes in AIG’s own credit spreads was a decrease in

pre-tax income of $112 million and an increase of $2.5 bil-Additionally, certain other reclassifications and format
lion for the three- and six-month periods ended June 30,changes have been made to prior period amounts to conform
2008, respectively. The effect of the changes in counterpartyto the current period presentation.
credit spreads for assets measured at fair value at AIG Finan-

Recent Accounting Standards cial Products Corp. and AIG Trading Group Inc. and their
respective subsidiaries (AIGFP) was decreases of $362 millionAccounting Changes
and $3.0 billion for the three- and six-month periods endedFAS 157
June 30, 2008, respectively.

In September 2006, the Financial Accounting Standards
See Note 3 to the Consolidated Financial Statements forBoard (FASB) issued Statement of Financial Accounting Stan-

additional FAS 157 disclosures.dards (FAS) No. 157, ‘‘Fair Value Measurements’’ (FAS 157).
FAS 157 defines fair value, establishes a framework for mea-

FAS 159
suring fair value and expands disclosure requirements regard-

In February 2007, the FASB issued FAS 159, ‘‘The Fair Valueing fair value measurements but does not change existing
Option for Financial Assets and Financial Liabilities’’guidance about whether an asset or liability is carried at fair
(FAS 159). FAS 159 permits entities to choose to measure at
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

tively. The cash collateral received and paid related to AIGFP1. Summary of Significant Accounting
derivative instruments were previously recorded in trade pay-Policies (continued)
ables and trade receivables. Cash collateral received related to

fair value many financial instruments and certain other items non-AIGFP derivative instruments was previously recorded
that are not required to be measured at fair value. Subsequent in other liabilities. Accordingly, the derivative assets and lia-
changes in fair value for designated items are required to be bilities at December 31, 2007 have been reduced by $6.3 bil-
reported in income. FAS 159 also establishes presentation lion and $5.8 billion, respectively, related to the netting of
and disclosure requirements for similar types of assets and cash collateral.
liabilities measured at fair value. FAS 159 permits the fair
value option election on an instrument-by-instrument basis Future  Application  of  Accounting  Standards
for eligible items existing at the adoption date and at initial FAS 141(R)
recognition of an asset or liability, or upon most events that

In December 2007, the FASB issued FAS 141 (revised 2007),give rise to a new basis of accounting for that instrument.
‘‘Business Combinations’’ (FAS 141(R)). FAS 141(R) changes

AIG adopted FAS 159 on January 1, 2008, its required the accounting for business combinations in a number of
effective date. The adoption of FAS 159 with respect to elec- ways, including broadening the transactions or events that
tions made in the Life Insurance & Retirement Services seg- are considered business combinations; requiring an acquirer
ment resulted in an after-tax decrease to 2008 opening to recognize 100 percent of the fair value of assets acquired,
retained earnings of $559 million. The adoption of FAS 159 liabilities assumed, and noncontrolling (i.e., minority) inter-
with respect to elections made by AIGFP resulted in an after- ests; recognizing contingent consideration arrangements at
tax decrease to 2008 opening retained earnings of $448 mil- their acquisition-date fair values with subsequent changes in
lion. Included in this amount are net unrealized gains of fair value generally reflected in income; and recognizing
$105 million that were reclassified to retained earnings from preacquisition loss and gain contingencies at their acquisi-
accumulated other comprehensive income (loss) related to tion-date fair values, among other changes.
available for sale securities recorded on the consolidated bal-

AIG is required to adopt FAS 141(R) for business combi-ance sheet at January 1, 2008 for which the fair value option
nations for which the acquisition date is on or after Janu-was elected.
ary 1, 2009. Early adoption is prohibited.

See Note 3 to the Consolidated Financial Statements for
additional FAS 159 disclosures. FAS 160

In December 2007, the FASB issued FAS 160, ‘‘Noncontrol-FAS 157 and FAS 159
ling Interests in Consolidated Financial Statements, an

The following table summarizes the after-tax increase (de- amendment of ARB No. 51’’ (FAS 160). FAS 160 requires
crease) from adopting FAS 157 and FAS 159 on the open- noncontrolling (i.e., minority) interests in partially owned
ing shareholders’ equity accounts at January 1, 2008: consolidated subsidiaries to be classified in the consolidated

At January 1, 2008 balance sheet as a separate component of consolidated share-
Accumulated Cumulative holders’ equity. FAS 160 also establishes accounting rules forOther Effect of

Comprehensive Retained Accounting subsequent acquisitions and sales of noncontrolling interests
(in millions) Income/(Loss) Earnings Changes

and provides for how noncontrolling interests should be
FAS 157 $ — $ 4 $ 4 presented in the consolidated statement of income. The non-
FAS 159 (105) (1,007) (1,112)

controlling interests’ share of subsidiary income should be
Cumulative effect of

reported as a part of consolidated net income with disclosureaccounting changes $(105) $(1,003) $(1,108)
of the attribution of consolidated net income to the control-

FSP FIN 39-1 ling and noncontrolling interests on the face of the consoli-
dated statement of income.In April 2007, the FASB directed the FASB Staff to issue FSP

FIN 39-1. FSP FIN 39-1 modifies FIN No. 39, ‘‘Offsetting of AIG is required to adopt FAS 160 on January 1, 2009
Amounts Related to Certain Contracts,’’ and permits compa- and early application is prohibited. FAS 160 must be adopted
nies to offset cash collateral receivables or payables against prospectively, except that noncontrolling interests should be
derivative instruments under certain circumstances. AIG reclassified from liabilities to a separate component of share-
adopted the provisions of FSP FIN 39-1 effective January 1, holders’ equity and consolidated net income should be recast
2008, which requires retrospective application to all prior to include net income attributable to both the controlling and
periods presented. At June 30, 2008, the amounts of cash noncontrolling interests retrospectively. AIG is currently as-
collateral received and paid that were offset against net deriv- sessing the effect that adopting FAS 160 will have on its
ative positions totaled $7.3 billion and $12.3 billion, respec- consolidated financial statements.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

framework for selecting the principles to be used in the prepa-1. Summary of Significant Accounting
ration of financial statements presented in conformity withPolicies (continued)
GAAP but does not change current practices. FAS 162 will
become effective on the 60th day following Securities andFAS 161
Exchange Commission (SEC) approval of the Public Com-In March 2008, the FASB issued FAS 161, ‘‘Disclosures about
pany Accounting Oversight Board amendments to removeDerivative Instruments and Hedging Activities – an amend-
GAAP hierarchy from the auditing standards. FAS 162 willment of FASB Statement No. 133’’ (FAS 161). FAS 161 re-
have no effect on AIG’s consolidated financial condition, re-quires enhanced disclosures about (a) how and why AIG uses
sults of operations or cash flows.derivative instruments, (b) how derivative instruments and

related hedged items are accounted for under FAS No. 133, FSP FAS 140-3
‘‘Accounting for Derivative Instruments and Hedging Activi-

In February 2008, the FASB issued FSP FAS No. 140-3, ‘‘Ac-
ties’’ (FAS 133), and its related interpretations, and (c) how

counting for Transfers of Financial Assets and Repurchase
derivative instruments and related hedged items affect AIG’s

Financing Transactions’’ (FSP FAS 140-3). FSP FAS 140-3
consolidated financial condition, results of operations, and

requires an initial transfer of a financial asset and a repur-
cash flows. FAS 161 is effective for AIG beginning with finan-

chase financing that was entered into contemporaneously
cial statements issued in the first quarter of 2009. Because

with or in contemplation of the initial transfer to be evaluated
FAS 161 only requires additional disclosures about deriva-

as a linked transaction unless certain criteria are met. FSP
tives, it will have no effect on AIG’s consolidated financial

FAS 140-3 is effective for AIG beginning January 1, 2009 and
condition, results of operations or cash flows.

will be applied to new transactions entered into from that
date forward. Early adoption is prohibited. AIG is currentlyFAS 162
assessing the effect that adopting FSP FAS 140-3 will have onIn May 2008, the FASB issued FAS 162, ‘‘The Hierarchy of
its consolidated financial statements but does not believe theGenerally Accepted Accounting Principles’’ (FAS 162). FAS
effect will be material.162 identifies the sources of accounting principles and the
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information

AIG identifies its reportable segments by product line consistent with its management structure. These segments are General
Insurance, Life Insurance & Retirement Services, Financial Services and Asset Management.

AIG’s operations by major operating segment were as follows:
Three Months Six Months

Ended June 30, Ended June 30,Operating Segments
(in millions) 2008 2007 2008 2007
Total revenues(a):

General Insurance $ 12,757 $12,928 $ 25,046 $25,831
Life Insurance & Retirement Services(b) 10,161 14,023 18,913 27,705
Financial Services(c)(d) (3,605) 2,123 (10,165) 4,324
Asset Management(e) 797 1,781 648 3,450
Other 208 263 80 394
Consolidation and eliminations (385) 32 (558) 91

Total $ 19,933 $31,150 $ 33,964 $61,795
Operating income (loss)(a):

General Insurance $ 827 $ 2,976 $ 2,164 $ 6,072
Life Insurance & Retirement Services(b) (2,401) 2,620 (4,232) 4,901
Financial Services(c)(d) (5,905) 47 (14,677) 339
Asset Management(e) (314) 927 (1,565) 1,685
Other(f) (715) (460) (1,483) (930)
Consolidation and eliminations (248) 218 (227) 433

Total $ (8,756) $ 6,328 $ (20,020) $12,500

(a) Includes other-than-temporary impairment charges of $6.8 billion and $417 million for the three-month periods ended June 30, 2008 and 2007, respectively, and
$12.4 billion and $884 million for the six-month periods ended June 30, 2008 and 2007, respectively. Also includes gains (losses) from hedging activities that did
not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains and losses. For the three-month periods ended June 30,
2008 and 2007, the effect was $272 million and $(430) million, respectively. For the six-month periods ended June 30, 2008 and 2007, the effect was
$(476) million and $(882) million, respectively. These amounts result primarily from interest rate and foreign currency derivatives that are effective economic
hedges of investments and borrowings.

(b) Includes other-than-temporary impairment charges of $5.2 billion and $324 million for the three-month periods ended June 30, 2008 and 2007, respectively, and
$9.6 billion and $716 million for the six-month periods ended June 30, 2008 and 2007, respectively.

(c) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains
and losses. For the three-month periods ended June 30, 2008 and 2007, the effect was $5 million and $(443) million, respectively. For the six-month periods
ended June 30, 2008 and 2007, the effect was $(199) million and $(603) million, respectively. These amounts result primarily from interest rate and foreign
currency derivatives that are effective economic hedges of investments and borrowings.

(d) For the three- and six-month periods ended June 30, 2008, includes unrealized market valuation losses of $5.6 billion and $14.7 billion, respectively, on AIGFP’s
super senior credit default swap portfolio.

(e) Includes net realized capital losses of $464 million and $1.9 billion for the three- and six-month periods ended June 30, 2008, respectively, including other-than-
temporary impairment charges of $882 million and $1.9 billion, respectively.

(f) Includes AIG parent and other operations that are not required to be reported separately. The following table presents the operating loss for AIG’s Other
category:

Three Months Six Months
Ended June 30, Ended June 30,Other

(in millions) 2008 2007 2008 2007
Operating income (loss):

Equity earnings in partially owned companies $ 8 $ 50 $ 16 $ 91
Interest expense (452) (302) (820) (554)
Unallocated corporate expenses(a) (282) (210) (375) (382)
Net realized capital gains (losses)(b) 30 22 (235) (27)
Other miscellaneous, net (19) (20) (69) (58)

Total Other $ (715) $(460) $ (1,483) $(930)

(a) Includes expenses of corporate staff not attributable to specific operating segments, expenses related to efforts to improve internal controls, corporate
initiatives and certain compensation plan expenses. For the three- and six-month periods ended June 30, 2008, includes a charge of $101 million as a result
of the settlement of a dispute in connection with the July 2008 purchase of the balance of Ascot Underwriting Holdings Ltd., partially offset by a decrease in
certain compensation plan expenses.

(b) The increase in net realized capital losses in the six-month period ended June 30, 2008 reflected higher foreign exchange losses on foreign-denominated debt,
a portion of which was economically hedged but did not qualify for hedge accounting treatment under FAS 133, and losses on non-hedged derivatives.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

2. Segment Information (continued)

AIG’s General Insurance operations by major internal reporting unit were as follows:
Three Months Six Months

Ended June 30, Ended June 30,General Insurance
(in millions) 2008 2007 2008 2007
Total revenues:

Commercial Insurance $ 5,937 $ 6,904 $ 11,924 $13,995
Transatlantic 1,103 1,069 2,222 2,165
Personal Lines 1,259 1,223 2,511 2,436
Mortgage Guaranty 313 257 611 505
Foreign General Insurance 4,139 3,475 7,767 6,737
Reclassifications and eliminations 6 — 11 (7)

Total $ 12,757 $12,928 $ 25,046 $25,831
Operating income (loss):

Commercial Insurance $ 381 $ 1,904 $ 1,166 $ 3,833
Transatlantic 141 168 303 319
Personal Lines 21 118 24 224
Mortgage Guaranty (518) (81) (872) (73)
Foreign General Insurance 796 867 1,532 1,776
Reclassifications and eliminations 6 — 11 (7)

Total $ 827 $ 2,976 $ 2,164 $ 6,072

AIG’s Life Insurance & Retirement Services operations by major internal reporting unit were as follows:
Three Months Six Months

Ended June 30, Ended June 30,Life Insurance & Retirement Services
(in millions) 2008 2007 2008 2007
Total revenues:

Foreign:
Japan and Other $ 5,369 $ 4,863 $ 9,265 $ 9,633
Asia 4,575 5,019 8,852 9,510

Domestic:
Domestic Life Insurance 1,234 2,359 2,517 4,880
Domestic Retirement Services (1,017) 1,782 (1,721) 3,682

Total $ 10,161 $14,023 $ 18,913 $27,705
Operating income (loss):

Foreign:
Japan and Other $ 577 $ 810 $ 1,060 $ 1,723
Asia 196 844 448 1,215

Domestic:
Domestic Life Insurance (1,005) 368 (1,875) 713
Domestic Retirement Services (2,169) 598 (3,865) 1,250

Total $ (2,401) $ 2,620 $ (4,232) $ 4,901

AIG’s Financial Services operations by major internal reporting unit were as follows:
Three Months Six Months

Ended June 30, Ended June 30,Financial Services
(in millions) 2008 2007 2008 2007
Total revenues:

Aircraft Leasing $ 1,298 $1,173 $ 2,463 $2,231
Capital Markets(a) (6,088) (67) (14,831) 161
Consumer Finance(b) 1,028 911 1,959 1,756
Other, including intercompany adjustments 157 106 244 176

Total $ (3,605) $2,123 $ (10,165) $4,324
Operating income (loss):

Aircraft Leasing $ 334 $ 207 $ 555 $ 371
Capital Markets(a) (6,284) (255) (15,211) (187)
Consumer Finance(b) (33) 75 (85) 111
Other, including intercompany adjustments 78 20 64 44

Total $ (5,905) $ 47 $ (14,677) $ 339

(a) Revenues are shown net of interest expense of $1.2 billion and $805 million in the three-month periods ended June 30, 2008 and 2007, respectively, and
$1.7 billion and $1.9 billion for the six-month periods ended June 30, 2008 and 2007, respectively. In the three- and six-month periods ended June 30, 2008,
both revenues and operating income (loss) includes unrealized market valuation losses of $5.6 billion and $14.7 billion, respectively, on AIGFP’s super senior
credit default swap portfolio.

(b) The three- and six-month periods ended June 30, 2007 included pre-tax charges of $50 million and $178 million, respectively, in connection with domestic
Consumer Finance’s mortgage banking activities. Based on a current evaluation of the estimated cost of implementing the Supervisory Agreement entered
into with the Office of Thrift Supervision (OTS), partial reversals of these prior year charges of $25 million and $43 million, respectively, are included in the
three- and six-month periods ended June 30, 2008.

AIG’s Asset Management operations consist of a single internal reporting unit.
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American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

methodologies with respect to both liabilities already carried3. Fair  Value Measurements
at fair value, primarily hybrid notes and derivatives, and

Effective January 1, 2008 AIG adopted FAS 157 and newly elected liabilities measured at fair value (see FAS 159
FAS 159, which specify measurement and disclosure stan- discussion below). Specifically, the incorporation of AIG’s
dards related to assets and liabilities measured at fair value. own credit spreads and the incorporation of explicit risk mar-
See Note 1 to the Consolidated Financial Statements for addi- gins (embedded policy derivatives at transition only) resulted
tional information. in a decrease of $149 million to pre-tax income ($97 million

after tax) and an increase of $2.6 billion to pre-tax incomeThe most significant effect of adopting FAS 157 on
($1.7 billion after tax) for the three- and six-month periodsAIG’s results of operations for the three- and six-month peri-
ended June 30, 2008, respectively, as follows:ods ended June 30, 2008 related to changes in fair value

Net Pre-Tax Increase (Decrease)
Three Months Six Months

Ended June 30, Ended June 30, Liabilities Carried Business Segment
(in millions) 2008 2008 at Fair Value Affected

Income statement caption:
Net realized capital gains (losses) $ (37) $ 251 Freestanding derivatives All segments - excluding AIGFP

— (155) Embedded policy derivatives Life Insurance & Retirement Services
Unrealized market valuation losses on AIGFP Super senior credit default AIGFP

super senior credit default swap portfolio 44* 109* swap portfolio
Other income (156)* 2,427* Notes, GIAs, derivatives, AIGFP

other liabilities
Net pre-tax increase $ (149) $2,632

Liabilities already carried at fair value $ 20 $1,354
Newly elected liabilities measured at fair value

(FAS 159 elected) (169) 1,278
Net pre-tax increase $ (149) $2,632

* The effect of changes in AIG’s own credit spreads on pre-tax income for AIGFP was a decrease of $112 million and an increase of $2.5 billion for the three-
and six-month periods ended June 30, 2008, respectively. The effect of the changes in counterparty credit spreads for assets measured at fair value at AIGFP
was decreases in pre-tax income of $362 million and $3.0 billion for the three- and six-month periods ended June 30, 2008, respectively.

including the type of financial instrument, whether the finan-
Fair Value Measurements on a Recurring Basis

cial instrument is new to the market and not yet established,
AIG measures at fair value on a recurring basis financial the characteristics specific to the transaction and general mar-
instruments in its trading and available for sale securities ket conditions.
portfolios, certain mortgage and other loans receivable, cer-

Fixed  Maturity  Securities — Trading  and  Available  fortain spot commodities, derivative assets and liabilities, securi-
Saleties purchased (sold) under agreements to resell (repurchase),
AIG maximizes the use of observable inputs and minimizessecurities lending invested collateral, non-traded equity in-
the use of unobservable inputs when measuring fair value.vestments and certain private limited partnership and certain
Whenever available, AIG obtains quoted prices in active mar-hedge funds included in other invested assets, certain short-
kets for identical assets at the balance sheet date to measureterm investments, separate and variable account assets, cer-
at fair value fixed maturity securities in its trading and availa-tain policyholders’ contract deposits, securities and spot com-
ble for sale portfolios. Market price data generally is obtainedmodities sold but not yet purchased, certain trust deposits
from exchange or dealer markets.and deposits due to banks and other depositors, certain long-

term borrowings, and certain hybrid financial instruments AIG estimates the fair value of fixed maturity securities
included in other liabilities. The fair value of a financial in- not traded in active markets, including securities purchased
strument is the amount that would be received to sell an asset (sold) under agreements to resell (repurchase), and mortgage
or paid to transfer a liability in an orderly transaction be- and other loans receivable for which AIG elected the fair
tween market participants at the measurement date. value option, by referring to traded securities with similar

attributes, using dealer quotations, a matrix pricing method-The degree of judgment used in measuring the fair value
ology, discounted cash flow analyses or internal valuationof financial instruments generally correlates with the level of
models. This methodology considers such factors as the is-pricing observability. Financial instruments with quoted
suer’s industry, the security’s rating and tenor, its couponprices in active markets generally have more pricing ob-
rate, its position in the capital structure of the issuer, yieldservability and less judgment is used in measuring fair value.
curves, credit curves, prepayment rates and other relevantConversely, financial instruments traded in other-than-active
factors. For fixed maturity instruments that are not traded inmarkets or that do not have quoted prices have less ob-
active markets or that are subject to transfer restrictions,servability and are measured at fair value using valuation
valuations are adjusted to reflect illiquidity and/or non-trans-models or other pricing techniques that require more judg-
ferability, and such adjustments generally are based on avail-ment. Pricing observability is affected by a number of factors,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

OTC derivatives are valued using market transactions3. Fair  Value Measurements (continued)
and other market evidence whenever possible, including mar-

able market evidence. In the absence of such evidence, ket-based inputs to models, model calibration to market
management’s best estimate is used. clearing transactions, broker or dealer quotations or alterna-

tive pricing sources with reasonable levels of price trans-Equity  Securities  Traded  in  Active  Markets — Trading  and
parency. When models are used, the selection of a particularAvailable  for  Sale
model to value an OTC derivative depends on the contractual

AIG maximizes the use of observable inputs and minimizes terms of, and specific risks inherent in, the instrument as well
the use of unobservable inputs when measuring fair value. as the availability of pricing information in the market. AIG
Whenever available, AIG obtains quoted prices in active mar- generally uses similar models to value similar instruments.
kets for identical assets at the balance sheet date to measure Valuation models require a variety of inputs, including con-
at fair value marketable equity securities in its trading and tractual terms, market prices and rates, yield curves, credit
available for sale portfolios. Market price data generally is curves, measures of volatility, prepayment rates and correla-
obtained from exchange or dealer markets. tions of such inputs. For OTC derivatives that trade in liquid

markets, such as generic forwards, swaps and options, modelNon-Traded  Equity  Investments — Other  Invested  Assets
inputs can generally be corroborated by observable market

AIG initially estimates the fair value of equity instruments not
data by correlation or other means, and model selection does

traded in active markets by reference to the transaction price.
not involve significant management judgment.

This valuation is adjusted only when changes to inputs and
Certain OTC derivatives trade in less liquid marketsassumptions are corroborated by evidence such as transac-

with limited pricing information, and the determination oftions in similar instruments, completed or pending third-
fair value for these derivatives is inherently more difficult.party transactions in the underlying investment or compara-
When AIG does not have corroborating market evidence toble entities, subsequent rounds of financing, recapitalizations
support significant model inputs and cannot verify the modeland other transactions across the capital structure, offerings
to market transactions, the transaction price is initially usedin the equity capital markets, and changes in financial ratios
as the best estimate of fair value. Accordingly, when a pricingor cash flows. For equity securities that are not traded in
model is used to value such an instrument, the model is ad-active markets or that are subject to transfer restrictions,
justed so the model value at inception equals the transactionvaluations are adjusted to reflect illiquidity and/or non-trans-
price. Subsequent to initial recognition, AIG updates valua-ferability and such adjustments generally are based on availa-
tion inputs when corroborated by evidence such as similarble market evidence. In the absence of such evidence,
market transactions, third-party pricing services and/or bro-management’s best estimate is used.
ker or dealer quotations, or other empirical market data.

Private  Limited  Partnership  and  Hedge  Fund  Invest- When appropriate, valuations are adjusted for various factors
ments — Other  Invested  Assets such as liquidity, bid/offer spreads and credit considerations.

Such adjustments are generally based on available marketAIG initially estimates the fair value of investments in certain
evidence. In the absence of such evidence, management’s bestprivate limited partnerships and certain hedge funds by refer-
estimate is used.ence to the transaction price. Subsequently, AIG obtains the

fair value of these investments generally from net asset value With the adoption of FAS 157 on January 1, 2008, AIG’s
information provided by the general partner or manager of own credit risk has been considered and is incorporated into
the investments, the financial statements of which generally the fair value measurement of all freestanding derivative
are audited annually. liabilities.

Separate  and  Variable  Account Assets Embedded  Policy  Derivatives

Separate and variable account assets are composed primarily The fair value of embedded policy derivatives contained in
of registered and unregistered open-end mutual funds that certain variable annuity and equity-indexed annuity and life
generally trade daily and are measured at fair value in the contracts is measured based on actuarial and capital market
manner discussed above for equity securities traded in active assumptions related to projected cash flows over the expected
markets. lives of the contracts. These cash flow estimates primarily

include benefits and related fees assessed, when applicable,
Freestanding  Derivatives

and incorporate expectations about policyholder behavior.
Derivative assets and liabilities can be exchange-traded or Estimates of future policyholder behavior are subjective and
traded over the counter (OTC). AIG generally values ex- based primarily on AIG’s historical experience. With respect
change-traded derivatives using quoted prices in active mar- to embedded policy derivatives in AIG’s variable annuity con-
kets for identical derivatives at the balance sheet date. tracts, because of the dynamic and complex nature of the
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

tion to assist in quantifying the effect on the valuation of the3. Fair  Value Measurements (continued)
CDOs of the unique aspects of the CDOs’ structures such as

expected cash flows, risk neutral valuations are used. Esti- triggers that divert cash flows to the most senior part of the
mating the underlying cash flows for these products involves capital structure. In the determination of fair value, AIGFP
many estimates and judgments, including those regarding ex- also considers prices from collateral calls by counterparties to
pected market rates of return, market volatility, correlations these transactions and the price estimates for the super senior
of market index returns to funds, fund performance, discount CDO securities provided by third parties.
rates and policyholder behavior. With respect to embedded

In the case of credit default swaps written on investment-policy derivatives in AIG’s equity-indexed annuity and life
grade corporate debt and collateralized loan obligationscontracts, option pricing models are used to estimate fair
(CLOs), AIGFP estimates the value of its obligations by refer-value, taking into account assumptions for future equity in-
ence to the relevant market indices or third-party quotes ondex growth rates, volatility of the equity index, future interest
the underlying super senior tranches when available.rates, and determinations on adjusting the participation rate

and the cap on equity indexed credited rates in light of mar- In the case of credit default swaps written to facilitate
ket conditions and policyholder behavior assumptions. With regulatory capital relief for AIGFP’s European financial insti-
the adoption of FAS 157, these methodologies were not tution counterparties, AIGFP estimates the fair value of these
changed, with the exception of incorporating an explicit risk derivatives by considering observable market transactions,
margin to take into consideration market participant esti- including the early termination of these transactions by
mates of projected cash flows and policyholder behavior. counterparties, and other market data, to the extent relevant.

AIGFP’s  Super  Senior  Credit  Default  Swap  Portfolio Policyholders’  Contract  Deposits

AIGFP values its credit default swaps written on the most Policyholders’ contract deposits accounted for at fair value
senior risk layers (super senior) of designated pools of debt beginning January 1, 2008 are measured using an income
securities or loans using internal valuation models, third- approach by taking into consideration the following factors:
party prices and market indices. The specific valuation meth- ) Current policyholder account values and related surrender
odologies vary based on the nature of the referenced obliga- charges,
tions and availability of market prices. AIGFP uses a

) The present value of estimated future cash inflows (policymodified version of the Binomial Expansion Technique
fees) and outflows (benefits and maintenance expenses) as-(BET) model to value its credit default swap portfolio written
sociated with the product using risk neutral valuations,on super senior tranches of collateralized debt obligations
incorporating expectations about policyholder behavior,(CDOs) of asset-backed securities (ABS), including maturity-
market returns and other factors, andshortening puts that allow the holders of the securities issued

by certain CDOs to treat the securities as short-term eligible ) A risk margin that market participants would require for a
2a-7 investments under the Investment Company Act of 1940 market return and the uncertainty inherent in the model
(2a-7 Puts). The BET model uses default probabilities derived inputs.
from credit spreads implied from prices for the individual The change in fair value of these policyholders’ contract de-
securities included in the underlying collateral pools securing posits is recorded as incurred policy losses and benefits in the
the CDOs, as well as diversity scores, weighted average lives, consolidated statement of income (loss).
recovery rates and discount rates. Prices for the individual

Fair Value Measurements on a Non-Recurring Basissecurities held by a CDO are obtained in most cases from the
CDO collateral managers, to the extent available. The CDO AIG also measures the fair value of certain assets on a non-
collateral managers obtain these prices from various sources, recurring basis, generally quarterly, annually, or when events
which include dealer quotations, third party pricing services or changes in circumstances indicate that the carrying
and in-house valuation models. To the extent there is a lag in amount of the asset may not be recoverable. These assets
the prices provided by the collateral managers, AIGFP rolls include held to maturity securities, cost and equity-method
forward these prices to the end of the quarter using data investments, life settlement contracts, flight equipment, col-
provided by a third-party pricing service. Where a price for lateral securing foreclosed loans and real estate and other
an individual security is not provided by the CDO collateral fixed assets, goodwill, and other intangible assets. AIG uses a
manager, AIGFP derives the price from a matrix that aver- variety of techniques to measure the fair value of these assets
ages the prices of the various securities at the level of ABS when appropriate, as described below:
category, vintage and the rating of the reference security. The

) Held to Maturity Securities, Cost and Equity-Method In-determination of some of these inputs requires the use of
vestments: When AIG determines the carrying value ofjudgment and estimates, particularly in the absence of market
these assets may not be recoverable, AIG records the assetsobservable data. AIGFP also employs a Monte Carlo simula-
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

factors used to estimate the fair value of its real estate and3. Fair  Value Measurements (continued)
other fixed assets under an in-use premise discussed above.

at fair value with the loss recognized in income. In such
See Notes 1(c), (d), (e), (t), and (v) to Consolidated Fi-cases, AIG measures the fair value of these assets using the

nancial Statements included in the 2007 Annual Report ontechniques discussed above for fixed maturities and equity
Form 10-K for additional information about how AIG testssecurities.
various asset classes for impairment.

) Life Settlement Contracts: AIG measures the fair value of
individual life settlement contracts (which are included in Fair Value Hierarchy
other invested assets) whenever the carrying value plus the Beginning January 1, 2008, assets and liabilities recorded at
undiscounted future costs that are expected to be incurred fair value in the consolidated balance sheet are measured and
to keep the life settlement contract in force exceed the classified in a hierarchy for disclosure purposes consisting of
expected proceeds from the contract. In those situations, three ‘‘levels’’ based on the observability of inputs available
the fair value is determined on a discounted cash flows in the marketplace used to measure the fair values as dis-
basis, incorporating current life expectancy assumptions. cussed below:
The discount rate incorporates current information about

) Level 1: Fair value measurements that are quoted pricesmarket interest rates, the credit exposure to the insurance
(unadjusted) in active markets that AIG has the ability tocompany that issued the life settlement contract and AIG’s
access for identical assets or liabilities. Market price dataestimate of the risk margin an investor in the contracts
generally is obtained from exchange or dealer markets.would require.
AIG does not adjust the quoted price for such instruments.

) Flight Equipment Primarily Under Operating Leases: Assets and liabilities measured at fair value on a recurring
When AIG determines the carrying value of its commercial basis and classified as Level 1 include certain government
aircraft may not be recoverable, AIG records the aircraft at and agency securities, actively traded listed common stocks
fair value with the loss recognized in income. AIG mea- and derivative contracts, most separate account assets and
sures the fair value of its commercial aircraft using an in- most mutual funds.
come approach based on the present value of all cash flows

) Level 2: Fair value measurements based on inputs otherfrom existing and projected lease payments (based on his-
than quoted prices included in Level 1 that are observabletorical experience and current expectations of market par-
for the asset or liability, either directly or indirectly. Level 2ticipants) including net contingent rentals for the period
inputs include quoted prices for similar assets and liabilitiesextending to the end of the aircraft’s economic life in its
in active markets, and inputs other than quoted prices thathighest and best use configuration, plus its disposition
are observable for the asset or liability, such as interestvalue.
rates and yield curves that are observable at commonly

) Collateral Securing Foreclosed Loans and Real Estate and quoted intervals. Assets and liabilities measured at fair
Other Fixed Assets: When AIG takes collateral in con- value on a recurring basis and classified as Level 2 gener-
nection with foreclosed loans, AIG generally bases its esti- ally include certain government securities, most invest-
mate of fair value on the price that would be received in a ment-grade and high-yield corporate bonds, certain asset-
current transaction to sell the asset by itself. backed securities, certain listed equities, state, municipal

) Goodwill: AIG tests goodwill for impairment whenever and provincial obligations, hybrid securities, mutual fund
events or changes in circumstances indicate the carrying and hedge fund investments, derivative contracts, guaran-
amount of goodwill may not be recoverable, but at least teed investment agreements at AIGFP and physical
annually. When AIG determines goodwill may be im- commodities.
paired, AIG uses techniques that consider market-based ) Level 3: Fair value measurements based on valuation
earnings multiples of the unit’s peer companies or dis- techniques that use significant inputs that are unobserv-
counted cash flow techniques based on the price that could able. These measurements include circumstances in which
be received in a current transaction to sell the asset assum- there is little, if any, market activity for the asset or liabil-
ing the asset would be used with other assets as a group (in- ity. In certain cases, the inputs used to measure fair value
use premise). may fall into different levels of the fair value hierarchy. In

) Intangible Assets: AIG tests its intangible assets for im- such cases, the level in the fair value hierarchy within
pairment whenever events or changes in circumstances in- which the fair value measurement in its entirety falls is
dicate the carrying amount of an intangible asset may not determined based on the lowest level input that is signifi-
be recoverable. AIG measures the fair value of intangible cant to the fair value measurement in its entirety. AIG’s
assets based on an in-use premise that considers the same assessment of the significance of a particular input to the

fair value measurement in its entirety requires judgment. In
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default swap portfolio), policyholders’ contract deposits3. Fair  Value Measurements (continued)
carried at fair value, private equity and real estate fund

making the assessment, AIG considers factors specific to investments, and direct private equity investments. AIG’s
the asset or liability. Assets and liabilities measured at fair non-financial-instrument assets that are measured at fair
value on a recurring basis and classified as Level 3 include value on a non-recurring basis generally are classified as
certain distressed ABS, structured credit products, certain Level 3.
derivative contracts (including AIGFP’s super senior credit

Assets and Liabilities Measured at Fair Value on a Recurring Basis

The following table presents information about assets and liabilities measured at fair value on a recurring basis at June 30,
2008, and indicates the level of the fair value measurement based on the levels of the inputs used:

Total
Counterparty June 30,

(in millions) Level 1 Level 2 Level 3 Netting 2008

Assets:
Bonds available for sale $ 3,986 $370,850 $18,480 $ – $393,316
Bond trading securities 1 8,605 195 – 8,801
Common stocks available for sale 16,812 267 227 – 17,306
Common and preferred stocks trading 21,510 999 5 – 22,514
Preferred stocks available for sale – 2,238 258 – 2,496
Mortgage and other loans receivable – 741 4 – 745
Financial Services assets:

Securities available for sale 2 831 372 – 1,205
Trading securities 1,276 30,214 3,680 – 35,170
Spot commodities – 90 – – 90
Unrealized gain on swaps, options and forward transactions – 59,493 3,625 (51,570) 11,548
Securities purchased under agreements to resell – 16,597 – – 16,597

Securities lending invested collateral(a) – 40,595 8,489 – 49,084
Other invested assets(b) 2,643 7,588 11,868 – 22,099
Short-term investments(c) 39 24,128 – – 24,167
Separate and variable accounts 69,162 3,061 1,178 – 73,401
Other assets 94 4,611 353 (2,606) 2,452

Total $115,525 $570,908 $48,734 $(54,176) $680,991

Liabilities:
Policyholders’ contract deposits $ – $ – $ 4,179 $ – $ 4,179
Other policyholders’ funds 2 – – – 2
Financial Services liabilities:

Securities sold under agreements to repurchase – 8,298 40 – 8,338
Securities and spot commodities sold but not yet purchased 94 3,095 – – 3,189
Unrealized loss on swaps, options and forward transactions(d) – 52,897 30,299 (58,964) 24,232
Trust deposits and deposits due to banks and other depositors – 240 – – 240

Long-term borrowings – 51,150 2,689 – 53,839
Other liabilities 6 7,005 44 (194) 6,861

Total $ 102 $122,685 $37,251 $(59,158) $100,880

(a) Amounts exclude short-term investments that are carried at cost, which approximates fair value of $10.4 billion.

(b) Approximately 13 percent of the fair value of the assets recorded as Level 3 relates to various private equity, real estate, hedge fund and fund-of-funds

investments. AIG’s ownership in these funds represented 22 percent, or $1.4 billion of the Level 3 amount.

(c) Level 2 includes short-term investments that are carried at cost, which approximates fair value of $23.1 billion.

(d) Included in Level 3 are unrealized market valuation losses of $26.1 billion on AIGFP super senior credit default swap portfolio.

At June 30, 2008, Level 3 assets totaled $48.7 billion, representing 4.7 percent of total assets, and Level 3 liabilities totaled
$37.3 billion, representing 3.8 percent of total liabilities.
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3. Fair  Value Measurements (continued)

The following tables present changes during the three- and six-month periods ended June 30, 2008 in Level 3 assets and
liabilities measured at fair value on a recurring basis, and the realized and unrealized gains (losses) recorded in income during
the three- and six-month periods ended June 30, 2008 related to the Level 3 assets and liabilities that remained on the
consolidated balance sheet at June 30, 2008:

Net Changes in
Realized and Unrealized Gains

Unrealized Accumulated Purchases, (Losses) on
Balance Gains (Losses) Other Sales, Balance at Instruments

Beginning of Included Comprehensive Issuances and Transfers June 30, Held at
(in millions) Period(a) in Income(b) Income (Loss) Settlements-net In (Out) 2008 June 30, 2008

Three Months Ended June 30, 2008:
Assets:

Bonds available for sale $ 17,198 $ (679) $ (58) $ (34) $2,053 $ 18,480 $ –
Bond trading securities 116 5 2 15 57 195 7
Common stocks available for sale 251 (3) (3) (15) (3) 227 –
Common and preferred stocks trading 25 (1) 1 (13) (7) 5 –
Preferred stocks available for sale 133 (3) 8 (59) 179 258 –
Mortgage and other loans receivable – – – – 4 4 –
Financial Services assets:

Securities available for sale 294 (3) 2 77 2 372 –
Trading securities 3,419 (472) – 713 20 3,680 (361)

Securities lending invested collateral 9,622 (1,346) 908 (590) (105) 8,489 –
Other invested assets 11,348 (153) 70 533 70 11,868 166
Separate and variable accounts 1,065 (3) – 116 – 1,178 (4)
Other assets 337 (6) – 3 – 334 (6)

Total $ 43,808 $ (2,664) $ 930 $ 746 $2,270 $ 45,090 $ (198)

Liabilities:
Policyholders’ contract deposits $ (4,118) $ 129 $ 13 $ (203) $ – $ (4,179) $ 62
Financial Services liabilities:

Securities sold under agreements to repurchase (220) (3) – (39) 222 (40) 1
Unrealized loss on swaps, options and forward

transactions, net (20,860) (5,679) – (240) 105 (26,674) (5,496)
Long-term borrowings (2,838) (25) – 182 (8) (2,689) (12)
Other liabilities (74) 32 (1) 17 1 (25) 52

Total $(28,110) $ (5,546) $ 12 $ (283) $ 320 $(33,607) $ (5,393)

Six Months Ended June 30, 2008:
Assets:

Bonds available for sale $ 18,786 $ (1,444) $ (550) $ (224) $1,912 $ 18,480 $ –
Bond trading securities 141 (20) 2 15 57 195 (10)
Common stocks available for sale 224 (5) – 11 (3) 227
Common and preferred stocks trading 30 (1) 2 (19) (7) 5 –
Preferred stocks available for sale 135 (2) 6 (67) 186 258 –
Mortgage and other loans receivable – – – – 4 4 –
Financial Services assets:

Securities available for sale 285 (3) 8 82 – 372 –
Trading securities 4,422 (1,433) – 702 (11) 3,680 (1,233)

Securities lending invested collateral 11,353 (3,138) 1,087 (818) 5 8,489 –
Other invested assets 10,373 192 137 1,148 18 11,868 818
Separate and variable accounts 1,003 27 – 148 – 1,178 27
Other assets 141 – – 193 – 334 –

Total $ 46,893 $ (5,827) $ 692 $ 1,171 $2,161 $ 45,090 $ (398)

Liabilities:
Policyholders’ contract deposits $ (3,674) $ (57) $ (51) $ (397) $ – $ (4,179) $ (221)
Financial Services liabilities:

Securities sold under agreements to repurchase (208) (20) – (34) 222 (40) 1
Unrealized loss on swaps, options and forward

transactions, net (11,718) (14,562) – (429) 35 (26,674) (14,693)
Long-term borrowings (3,578) 90 – 638 161 (2,689) –
Other liabilities (503) (55) – 532 1 (25) 28

Total $(19,681) $(14,604) $ (51) $ 310 $ 419 $(33,607) $ (14,885)

(a) Certain recharacterizations of amounts previously reported in Level 3 were identified in the second quarter of 2008, and have been adjusted. The effect of

these reclassifications and recharacterizations on Level 3 net assets were net decreases of $1.8 billion and $1.0 billion at January 1, 2008 and March 31, 2008,

respectively. The Consolidated Statement of Income, the Consolidated Balance Sheet, and the Consolidated Statement of Cash Flows presented in the 2008
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

3. Fair  Value Measurements (continued)

first quarter Form 10-Q were not affected by these changes. Total Level 3 derivative exposures have been netted on these tables for presentation purposes

only.

(b) Net realized and unrealized gains and losses shown above are reported on the consolidated statement of income (loss) primarily as follows:

Major category of Assets/Liabilities Consolidated Statement of Income (Loss) Line Items

Financial Services assets and liabilities ) Other income
) Unrealized market valuation losses on AIGFP super senior credit default

swap portfolio
Other invested assets ) Net realized capital gains (losses)
Policyholders’ contract deposits ) Incurred policy losses and benefits

) Net realized capital gains (losses)
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3. Fair  Value Measurements (continued) Fair Value Measured on a Non-Recurring Basis
Both observable and unobservable inputs may be used to

At June 30, 2008, AIG had assets measured at fair value on adetermine the fair values of positions classified in Level 3 in
non-recurring basis on which it recorded impairment chargesthe tables above. As a result, the unrealized gains (losses) on
totaling $107 million during the six-month period endedinstruments held at June 30, 2008 may include changes in fair
June 30, 2008. These charges included a $45 million write-offvalue that were attributable to both observable (e.g., changes
of goodwill related to the Mortgage Guaranty reporting unit;in market interest rates) and unobservable inputs (e.g.,
a $49 million impairment charge on real estate owned, realchanges in unobservable long-dated volatilities).
estate loans held for sale and other intangible assets for

AIG uses various hedging techniques to manage risks
American General Finance, Inc.; and impairment charges on

associated with certain positions, including those classified
other assets of $13 million.

within Level 3. Such techniques may include the purchase or
sale of financial instruments that are classified within Level 1 Fair Value Option
and/or Level 2. As a result, the realized and unrealized gains

FAS 159 permits a company to choose to measure at fair(losses) for assets and liabilities classified within Level 3
value many financial instruments and certain other assets andpresented in the table above do not reflect the related realized
liabilities that are not required to be measured at fair value.or unrealized gains (losses) on hedging instruments that are
Subsequent changes in fair value for designated items areclassified within Level 1 and/or Level 2.
required to be reported in income. Unrealized gains andChanges in the fair value of separate and variable ac-
losses on financial instruments in AIG’s insurance businessescount assets are completely offset in the consolidated state-
and in AIGFP for which the fair value option was electedment of income (loss) by changes in separate and variable
under FAS 159 are classified in incurred policy losses andaccount liabilities, which are not carried at fair value and
benefits and in other income, respectively, in the consolidatedtherefore not included in the foregoing tables.
statement of income (loss).
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3. Fair  Value Measurements (continued)

The following table presents the gains or losses recorded during the three- and six-month periods ended June 30, 2008 related
to the eligible instruments for which AIG elected the fair value option and the related transition adjustment recorded as a
decrease to opening shareholders’ equity at January 1, 2008(a):

Gain (Loss) Gain (Loss)
January 1, Transition January 1, Three Months Six Months

2008 Adjustment 2008 Ended Ended
prior to upon after June 30, June 30,

(in millions) Adoption Adoption Adoption 2008 2008

Mortgage and other loans receivable $ 1,109 $ — $ 1,109 $ 11 $ 79
Financial Services assets(b):

Trading securities (formerly available for sale) 39,278 5 39,283 (718) (1,151)
Securities purchased under agreements to resell 20,950 1 20,951 307 575

Other invested assets 321 (1) 320 2 12
Short-term investments 6,969 — 6,969 43 67
Deferred policy acquisition costs 1,147 (1,147) — — —
Other assets 435 (435) — — —

Future policy benefits for life, accident and health insurance contracts 299 299 — — —
Policyholders’ contract deposits(c) 3,739 360 3,379 3 118
Financial Services liabilities(b):

Securities sold under agreements to repurchase 6,750 (10) 6,760 (120) (416)
Securities and spot commodities sold but not yet purchased 3,797 (10) 3,807 (34) (13)
Trust deposits and deposits due to banks and other depositors 216 (25) 241 4 (11)

Long-term borrowings 57,968 (675) 58,643 582 (391)
Other liabilities 1,792 — 1,792 (286) (319)

Total gain (loss) for the three- and six-month periods ended June 30,
2008 $(206) $(1,450)

Pre-tax cumulative effect of adopting the fair value option (1,638)
Decrease in deferred tax liabilities 526

Cumulative effect of adopting the fair value option $(1,112)

(a) Certain of AIG’s financial instruments are required to be accounted for at fair value, with changes in fair value included in earnings, under FAS 115,
‘‘Accounting for Certain Investments in Debt and Equity Securities,’’ or FAS 133 and are not included in the table above.

(b) AIGFP elected to apply the fair value option to all eligible assets and liabilities (other than equity method investments, trade receivables and trade payables)
because electing the fair value option will allow AIGFP to more closely align its earnings with the economics of its transactions by recognizing concurrently
through earnings the change in fair value of its derivatives and the offsetting change in fair value of the assets and liabilities being hedged as well as the
manner in which the business is evaluated by management. Substantially all of the gain (loss) amounts shown above are reported in other income on the
consolidated statement of income (loss).

(c) AIG elected to apply the fair value option to certain single premium variable life products in Japan and an investment-linked life insurance product sold
principally in Asia, both classified within policyholders’ contract deposits in the consolidated balance sheet. AIG elected the fair value option for these
liabilities to more closely align its accounting with the economics of its transactions. For the investment-linked product sold principally in Asia, the election
will more effectively align changes in the fair value of assets with a commensurate change in the fair value of policyholders’ liabilities. For the single premium
life products in Japan, the fair value option election will allow AIG to economically hedge the inherent market risks associated with this business in an
efficient and effective manner through the use of derivative instruments. The hedging program, which was initiated in the second quarter of 2008, results in
an accounting presentation for this business that more closely reflects the underlying economics and the way the business is managed, with the change in the
fair value of derivatives and underlying assets largely offsetting the change in fair value of the policy liabilities. AIG did not elect the fair value option for
other liabilities classified in policyholders’ contract deposits because other contracts do not share the same contract features that created the disparity
between the accounting presentation and the economic performance.

Interest income and expense and dividend income on tion about AIG’s policies for recognition, measurement, and
assets and liabilities elected under the fair value option are disclosure of interest and dividend income and interest
recognized and classified in the consolidated statement of expense.
income (loss) depending on the nature of the instrument and During the three- and six-month periods ended June 30,
related market conventions. At AIGFP, interest and dividends 2008, AIG recognized a loss of $169 million and a gain of
and interest expense are included in other income. Otherwise, $1.3 billion, respectively, attributable to the observable effect of
interest and dividends are included in net investment income changes in credit spreads on AIG’s own liabilities for which the
in the consolidated statement of income (loss). See Note 1(a) fair value option was elected. AIG calculates the effect of these
to the Consolidated Financial Statements included in the credit spread changes using discounted cash flow techniques
2007 Annual Report on Form 10-K for additional informa- that incorporate current market interest rates, AIG’s ob-
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3. Fair  Value Measurements (continued) Equity Units
servable credit spreads on these liabilities and other factors Each equity unit has an initial stated amount of $75 and
that mitigate the risk of nonperformance such as collateral consists of a stock purchase contract issued by AIG and,
posted. initially, a 1/40th or 2.5 percent undivided beneficial owner-

ship interest in three series of junior subordinated debenturesThe following table presents the difference between fair
(Series B-1, B-2 and B-3), each with a principal amount ofvalues and the aggregate contractual principal amounts of
$1,000.mortgage and other loans receivable and long-term borrow-

ings, for which the fair value option was elected: Each stock purchase contract requires its holder to
purchase, and requires AIG to sell, a variable number ofPrincipal

Fair Value at Amount shares of AIG common stock for $25 in cash on each of theJune 30, Due Upon
(in millions) 2008 Maturity Difference following dates: February 15, 2011, May 1, 2011 and Au-
Assets: gust 1, 2011. The number of shares that AIG is obligated to

Mortgage and other deliver on each stock purchase date is set forth in the chart
loans receivable $ 745 $ 716 $ 29 below (where the ‘‘applicable market value’’ is an average of

Liabilities: the trading prices of AIG’s common stock over the 20-trad-
Long-term borrowings $48,176 $47,168 $1,008

ing-day period ending on the third business day prior to the
relevant stock purchase date).At June 30, 2008, there were no mortgage and other

loans receivable for which the fair value option was elected,
If the applicable marketthat were 90 days or more past due and in non-accrual status. value is: then AIG is obligated to issue:

) Greater than or equal to ) 0.54823 shares per stock4. Shareholders’  Equity and Earnings
$45.60 purchase contract(Loss)  Per Share

) Between $45.60 and $38.00 ) Shares equal to $25 divided
by the applicable marketShareholders’ Equity
value

From time to time, AIG may buy shares of its common stock ) Less than or equal to ) 0.6579 shares per stock
for general corporate purposes, including to satisfy its obliga- $38.00 purchase contract
tions under various share-based employee compensation

Basic earnings (loss) per share (EPS) will not be affected
plans. In February 2007, AIG’s Board of Directors increased

by outstanding stock purchase contracts. Diluted EPS will be
AIG’s share repurchase program by authorizing the purchase

determined considering the potential dilution from outstand-
of shares with an aggregate purchase price of $8 billion. In

ing stock purchase contracts using the treasury stock method,
November 2007, AIG’s Board of Directors authorized the

and therefore diluted EPS will not be affected by outstanding
purchase of an additional $8 billion in common stock. In

stock purchase contracts until the applicable market value
2007, AIG entered into structured share repurchase arrange-

exceeds $45.60.
ments providing for the purchase of shares over time with an

AIG is obligated to pay quarterly contract adjustmentaggregate purchase price of $7 billion.
payments to the holders of the stock purchase contracts, at an

A total of 37,926,059 shares were purchased during the
initial annual rate of 2.7067 percent applied to the stated

first six months of 2008 to meet commitments that existed at
amount. The present value of the contract adjustment pay-

December 31, 2007. At August 5, 2008, $9 billion was avail-
ments, $431 million, was recognized at inception as a liability

able for purchases under the aggregate authorization. AIG
(a component of other liabilities), and was recorded as a

does not expect to purchase additional shares under its share
reduction to additional paid-in capital.

repurchase program for the foreseeable future.
In addition to the stock purchase contracts, as part of the

The quarterly dividend per common share declared in
equity units, AIG issued $1.96 billion of each of the Se-

May 2008 and payable on September 19, 2008 is $0.22.
ries B-1, B-2 and B-3 junior subordinated debentures, which

In May 2008, AIG sold 196,710,525 shares of common initially pay interest at rates of 5.67 percent, 5.82 percent and
stock at a price per share of $38 for gross proceeds of 5.89 percent, respectively. For accounting purposes, AIG al-
$7.47 billion and 78,400,000 equity units at a price per unit located the proceeds of the equity units between the stock
of $75 for gross proceeds of $5.88 billion. The equity units, purchase contracts and the junior subordinated debentures
the key terms of which are summarized below, are recorded on a relative fair value basis. AIG determined that the fair
as long-term borrowings on the consolidated balance sheet. value of the stock purchase contract at issuance was zero, and

therefore all of the proceeds were allocated to the junior
subordinated debentures.
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amortized over shorter periods. AIG estimates the modifica-4. Shareholders’  Equity and Earnings
tions will increase the amortization of this cost by $106 mil-(Loss)  Per Share (continued)
lion and $46 million in 2008 and 2009, respectively, with a
related reduction in amortization expense of $128 million inShare-based Employee Compensation Plans
2010 through 2013.During the first quarter of 2008, AIG reviewed the vesting

In the second quarter of 2008, reversals of previouslyschedules of its share-based employee compensation plans, and
accrued costs related to certain performance-based compen-on March 11, 2008, AIG’s management and the Compensation
sation plans were made, as performance to date is below theand Management Resources Committee of AIG’s Board of Di-
performance thresholds set forth in those plans.rectors determined that, to fulfill the objective of attracting and

retaining high quality personnel, the vesting schedules of certain Earnings (Loss) Per Share (EPS)
awards outstanding under these plans and all awards made in Basic EPS is based on the weighted average number of com-
the future under these plans should be shortened. mon shares outstanding, adjusted to reflect all stock divi-

For accounting purposes, a modification of the terms or dends and stock splits. Diluted EPS is based on those shares
conditions of an equity award is treated as an exchange of the used in basic EPS plus shares that would have been outstand-
original award for a new award. As a result of this modifica- ing assuming issuance of common shares for all dilutive po-
tion, the incremental compensation cost related to the af- tential common shares outstanding, adjusted to reflect all
fected awards totaled $24 million and will, together with the stock dividends and stock splits.
unamortized originally-measured compensation cost, be

The computation of basic and diluted EPS was as follows:
Three Months Six Months

Ended June 30, Ended June 30,
(in millions, except per share data) 2008 2007 2008 2007

Numerator for EPS:
Net income (loss) $(5,357) $4,277 $(13,162) $8,407

Denominator for EPS:
Weighted average shares outstanding used in the computation of EPS:

Common stock issued 2,850 2,751 2,808 2,751
Common stock in treasury (258) (161) (247) (156)
Deferred shares 13 12 14 12

Weighted average shares outstanding – basic 2,605 2,602 2,575 2,607
Incremental shares arising from awards outstanding under share-based employee

compensation plans* — 11 — 14

Weighted average shares outstanding – diluted* 2,605 2,613 2,575 2,621

EPS:
Basic $ (2.06) $ 1.64 $ (5.11) $ 3.22
Diluted $ (2.06) $ 1.64 $ (5.11) $ 3.21

* Calculated using the treasury stock method. Certain potential common shares arising from share-based employee compensation plans were not included in
the computation of diluted EPS because the effect would have been antidilutive. The number of potential shares excluded was 7 million for the six-month
period ended 2007.

has been filed to report a change in ownership subsequent to5. Ownership
March 20, 2007.According to the Schedule 13D filed on March 20, 2007 by

C.V. Starr & Co., Inc. (Starr), Starr International Company, 6. Commitments,  Contingencies and
Inc. (SICO), Edward E. Matthews, Maurice R. Greenberg, Guarantees
the Maurice R. and Corinne P. Greenberg Family Founda-

(a) Litigation  and Investigationstion, Inc., the Universal Foundation, Inc., the Maurice R. and
AIG and its subsidiaries, in common with the insurance andCorinne P. Greenberg Joint Tenancy Company, LLC and the
financial services industries in general, are subject to litiga-C.V. Starr & Co., Inc. Trust, these reporting persons could be
tion, including claims for punitive damages, in the normalconsidered to beneficially own 354,987,261 shares of AIG’s
course of their business. At the current time, AIG cannotcommon stock at that date. Based on the shares of AIG’s
predict the outcome of the matters described below, or esti-common stock outstanding at July 31, 2008, this ownership
mate any potential additional costs related to these matters,would represent approximately 13 percent of the voting stock
unless otherwise indicated. In AIG’s insurance operations,of AIG. Although these reporting persons have made filings
litigation arising from claims settlement activities is generallyunder Section 16 of the Exchange Act, reporting sales of
considered in the establishment of AIG’s reserve for lossesshares of common stock, no amendment to the Schedule 13D
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November 10, 2006 through June 6, 2008. The Court has not6. Commitments,  Contingencies and
yet appointed a lead plaintiff in these actions.Guarantees (continued)

ERISA Actions – Southern District of New York. Onand loss expenses. However, the potential for increasing jury
June 25, 2008, the Company, certain of its executive officersawards and settlements makes it difficult to assess the ulti-
and directors, and unnamed members of the Company’s Re-mate outcome of such litigation.
tirement Board and Investment Committee were named as de-

Various federal, state and foreign regulatory and govern- fendants in two nearly identical separate actions filed in the
mental agencies are reviewing certain public disclosures, trans- Southern District of New York. The actions purport to be
actions and practices of AIG and its subsidiaries in connection brought as class actions on behalf of all participants in or
with industry wide and other inquiries. These reviews include beneficiaries of certain pension plans sponsored by AIG or its
the inquiries by the SEC and U.S. Department of Justice (DOJ), subsidiaries (the Plans) during the period May 11, 2007 to
previously confirmed by AIG, with respect to AIG’s valuation June 25, 2008 and whose participant accounts included invest-
of and disclosures relating to the AIGFP super senior credit ments in the Company’s common stock. Plaintiffs allege,
default swap portfolio. AIG has cooperated, and will continue among other things, that the defendants breached their fiduci-
to cooperate, in producing documents and other information ary responsibilities to Plan participants and their beneficiaries
in response to subpoenas and other requests. In connection under the Employee Retirement Income Security Act of 1974,
with some of the SEC investigations, AIG understands that as amended (ERISA), by: (i) failing to prudently and loyally
some of its employees have received Wells notices and it is manage the Plans and the Plans’ assets; (ii) failing to provide
possible that additional current and former employees could complete and accurate information to participants and benefi-
receive similar notices in the future. Under SEC procedures, a ciaries about the Company and the value of the Company’s
Wells notice is an indication that the SEC staff has made a stock; (iii) failing to monitor appointed Plan fiduciaries and to
preliminary decision to recommend enforcement action that provide them with complete and accurate information; and
provides recipients with an opportunity to respond to the SEC (iv) breach of the duty to avoid conflicts of interest. The al-
staff before a formal recommendation is finalized. leged ERISA violations relate to, among other things, the de-

In the opinion of AIG management, AIG’s ultimate lia- fendants’ purported failure to monitor and/or disclose
bility for the unresolved litigation and investigation matters unrealized market valuation losses on AIGFP’s super senior
referred to below is not likely to have a material adverse credit default swap portfolio as a result of severe credit market
effect on AIG’s consolidated financial condition, although it disruption. Three additional purported ERISA class action
is possible that the effect would be material to AIG’s consoli- complaints were subsequently filed in the Southern District of
dated results of operations for an individual reporting period. New York, both containing similar allegations. It is anticipated

that these actions will all be consolidated and that the Court
Litigation  Relating  to  AIGFP’s  Super  Senior will then appoint a lead plaintiff in the consolidated action.
Credit  Default  Swap Portfolio

Derivative Actions – Southern District of New York.
Securities Actions – Southern District of New York. On November 20, 2007, two purported shareholder deriva-

On May 21, 2008, a purported securities fraud class action tive actions were filed in the Southern District of New York
complaint was filed against AIG and certain of its current and naming as defendants the then current directors of AIG and
former officers and directors in the United States District certain senior officers of AIG and its subsidiaries. Plaintiffs
Court for the Southern District of New York (the Southern assert claims for breach of fiduciary duty, waste of corporate
District of New York). The complaint alleges that defendants assets and unjust enrichment, as well as violations of Sec-
made statements during the period May 11, 2007 through tion 10(b) of the Exchange Act and Rule 10b-5 promulgated
May 9, 2008 in press releases, the Company’s quarterly and thereunder, and Section 20(a) of the Exchange Act, among
year-end filings and during conference calls with analysts other things, in connection with AIG’s public disclosures re-
which were materially false and misleading and which artifi- garding its exposure to what the lawsuits describe as the
cially inflated the price of the Company’s stock. The alleged subprime market crisis. The actions were consolidated as In
false and misleading statements relate to, among other things, re American International Group, Inc. 2007 Derivative Liti-
unrealized market valuation losses on AIGFP’s super senior gation (the 2007 Derivative Litigation). On February 15,
credit default swap portfolio as a result of severe credit mar- 2008, plaintiffs filed a consolidated amended complaint al-
ket disruption. The complaint alleges claims under Sec- leging the same causes of action. On April 15, 2008, motions
tions 10(b) and 20(a) of the Exchange Act. Three additional to dismiss the action were filed on behalf of all defendants.
purported securities class action complaints were subse-

On June 9, 2008, a purported shareholder derivativequently filed in the Southern District of New York, all con-
action was filed in the Southern District of New York assert-taining similar allegations. One of the additional complaints

filed on June 19, 2008, alleges a purported class period of
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As a result of these settlements, AIG made payments or6. Commitments,  Contingencies and
placed amounts in escrow in 2006 totaling approximatelyGuarantees (continued)
$1.64 billion, $225 million of which represented fines and

ing claims on behalf of AIG based generally on the same penalties. Amounts held in escrow totaling $334 million, in-
allegations as in the consolidated amended complaint in the cluding interest thereon, are included in other assets at
2007 Derivative Litigation. On June 10, 2008, the clerk of June 30, 2008. At that date, all of the funds were escrowed
the court was informed that the action should be consoli- for settlement of claims resulting from the underpayment by
dated with the 2007 Derivative Litigation. AIG of its residual market assessments for workers

Derivative Action – Supreme Court of New York. On compensation.
February 29, 2008, a purported shareholder derivative com- In addition to the escrowed funds, $800 million was
plaint was filed in the Supreme Court of Nassau County, deposited into a fund under the supervision of the SEC as part
asserting the same state law claims against the same defend- of the settlements to be available to resolve claims asserted
ants as in the consolidated amended complaint in the 2007 against AIG by investors, including the securities class action
Derivative Litigation. On May 19, 2008, defendants filed a shareholder lawsuits described below.
motion to dismiss or to stay the proceedings in light of the

Also, as part of the settlements, AIG agreed to retain, forpending 2007 Derivative Litigation.
a period of three years, an independent consultant to conduct

Action by the Starr Foundation – Supreme Court of a review that will include, among other things, the adequacy
New York. On May 7, 2008, the Starr Foundation filed a of AIG’s internal control over financial reporting, the poli-
complaint in New York State Supreme Court against AIG, cies, procedures and effectiveness of AIG’s regulatory, com-
AIG’s former Chief Executive Officer, Martin Sullivan, and pliance and legal functions and the remediation plan that AIG
AIG’s Chief Financial Officer, Steven Bensinger, asserting a has implemented as a result of its own internal review.
claim for common law fraud. The complaint alleges that the

Other Regulatory Settlements. AIG’s 2006 regulatorydefendants made materially misleading statements and omis-
settlements with the SEC, DOJ, NYAG and DOI did notsions concerning alleged multi-billion dollar losses in AIG’s
resolve investigations by regulators from other states intoportfolio of credit default swaps. The complaint asserts that if
insurance brokerage practices. AIG entered into agreementsthe Starr Foundation had known the truth about the alleged
effective January 29, 2008 with the Attorneys General of thelosses, it would have sold its remaining shares of AIG stock.
States of Florida, Hawaii, Maryland, Michigan, Oregon,The complaint alleges that the Starr Foundation has suffered
Texas and West Virginia; the Commonwealths of Massachu-damages of at least $300 million. On May 30, 2008, a mo-
setts and Pennsylvania; and the District of Columbia; as welltion to dismiss the complaint was filed on behalf of
as the Florida Department of Financial Services and the Flor-defendants.
ida Office of Insurance Regulation, relating to their respective

2006 Regulatory  Settlements  and Related  Matters industry wide investigations into producer compensation and
insurance placement practices. The settlements call for total2006 Regulatory Settlements. In February 2006, AIG
payments of $12.5 million to be allocated among the tenreached a resolution of claims and matters under investiga-
jurisdictions representing restitution to state agencies and re-tion with the United States Department of Justice (DOJ), the
imbursement of the costs of the investigation. During theSEC, the Office of the New York Attorney General
term of the settlement agreements, AIG will continue to(NYAG) and the New York State Department of Insurance
maintain certain producer compensation disclosure and(DOI). AIG recorded an after-tax charge of $1.15 billion
ongoing compliance initiatives. AIG will also continue to co-relating to these settlements in the fourth quarter of 2005.
operate with the industry wide investigations. The agreementThe settlements resolved investigations conducted by the
with the Texas Attorney General also settles allegations ofSEC, NYAG and DOI in connection with the accounting,
anticompetitive conduct relating to AIG’s relationship withfinancial reporting and insurance brokerage practices of AIG
Allied World Assurance Company and includes an additionaland its subsidiaries, as well as claims relating to the un-
settlement payment of $500,000 related thereto.derpayment of certain workers compensation premium taxes

and other assessments. These settlements did not, however, AIG entered into an agreement effective March 13, 2008
resolve investigations by regulators from other states into with the Pennsylvania Insurance Department relating to the
insurance brokerage practices related to contingent commis- Department’s investigation into the affairs of AIG and certain
sions and other broker-related conduct, such as alleged bid of its Pennsylvania-domiciled insurance company subsidiar-
rigging. Nor did the settlements resolve any obligations that ies. The settlement calls for total payments of approximately
AIG may have to state guarantee funds in connection with $13.5 million, of which approximately $4.4 million was paid
any of these matters. under previous settlement agreements. During the term of the

settlement agreement, AIG will provide annual reinsurance
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tions of Sections 11 and 15 of the Securities Act of 1933,6. Commitments,  Contingencies and
Section 10(b) of the Exchange Act and Rule 10b-5 promul-Guarantees (continued)
gated thereunder, Section 20(a) of the Exchange Act, and

reports, as well as maintain certain producer compensation Section 20A of the Exchange Act. In April 2006, the court
disclosure and ongoing compliance initiatives. denied the defendants’ motions to dismiss the second

NAIC Examination of Workers Compensation Pre- amended class action complaint and the Florida complaint. In
mium Reporting. During 2006, the Settlement Review December 2006, a third amended class action complaint was
Working Group of the National Association of Insurance filed, which does not differ substantially from the prior com-
Commissioners (NAIC), under the direction of the states of plaint. Fact and class discovery is currently ongoing. On Feb-
Indiana, Minnesota and Rhode Island, began an investigation ruary 20, 2008, the lead plaintiff filed a motion for class
into the underreporting of workers’ compensation premiums. certification. On June 9, 2008, the lead plaintiff filed a mo-
In late 2007, the Settlement Review Working Group recom- tion for leave to amend its complaint to include allegations
mended that a multi-state targeted market conduct examina- related to unrealized market valuation losses on AIGFP’s
tion focusing on workers’ compensation insurance be super senior credit default swap portfolio. On July 17, 2008,
commenced under the direction of the NAIC’s Market Analy- the Court denied lead plaintiffs’ motion for leave to amend.
sis Working Group. AIG was informed of the multi-state ERISA Action – Southern District of New York. Be-
targeted market conduct examination in January 2008. AIG tween November 30, 2004 and July 1, 2005, several ERISA
has been advised that the lead states in the multi-state exami- actions were filed in the Southern District of New York on
nation are Delaware, Florida, Indiana, Massachusetts, Min- behalf of purported class participants and beneficiaries of
nesota, New York, Pennsylvania, and Rhode Island and that three pension plans sponsored by AIG or its subsidiaries. A
all other states (and the District of Columbia) have agreed to consolidated complaint filed on September 26, 2005 alleges a
participate. AIG has also been advised that the examination class period between September 30, 2000 and May 31, 2005
will focus on both legacy issues and AIG’s current compliance and names as defendants AIG, the members of AIG’s Retire-
with legal requirements applicable to AIG’s writing and re- ment Board and the Administrative Boards of the plans at
porting of workers’ compensation insurance, but as of issue, and present or former members of AIG’s Board of
July 31, 2008 no determinations had been made with respect Directors. The factual allegations in the complaint are essen-
to these issues. tially identical to those in the securities actions described

Securities Action – Southern District of New York. Be- above. The parties have reached an agreement to settle this
ginning in October 2004, a number of putative securities matter for an amount within AIG’s insurance coverage limits.
fraud class action suits were filed in the Southern District of On July 3, 2008, the Court granted preliminary approval of
New York against AIG and consolidated as In re American the settlement. The Court has scheduled a hearing on final
International Group, Inc. Securities Litigation. Subsequently, settlement approval for October 7, 2008.
a separate, though similar, securities fraud action was also Derivative Action – Southern District of New York.
brought against AIG by certain Florida pension funds. The Between October 25, 2004 and July 14, 2005, seven separate
lead plaintiff in the class action is a group of public retirement derivative actions were filed in the Southern District of New
systems and pension funds benefiting Ohio state employees, York, five of which were consolidated into a single action (the
suing on behalf of themselves and all purchasers of AIG’s New York 2004/2005 Derivative Litigation). The complaint
publicly traded securities between October 28, 1999 and in this action contains nearly the same types of allegations
April 1, 2005. The named defendants are AIG and a number made in the securities fraud action described above. The
of present and former AIG officers and directors, as well as named defendants include current and former officers and
Starr, SICO, General Reinsurance Corporation (General Re), directors of AIG, as well as Marsh & McLennan Companies,
and PricewaterhouseCoopers LLP (PwC), among others. The Inc. (Marsh), SICO, Starr, ACE Limited and subsidiaries
lead plaintiff alleges, among other things, that AIG: (1) con- (ACE), General Re, PwC, and certain employees or officers of
cealed that it engaged in anti-competitive conduct through these entity defendants. Plaintiffs assert claims for breach of
alleged payment of contingent commissions to brokers and fiduciary duty, gross mismanagement, waste of corporate as-
participation in illegal bid-rigging; (2) concealed that it used sets, unjust enrichment, insider selling, auditor breach of con-
‘‘income smoothing’’ products and other techniques to inflate tract, auditor professional negligence and disgorgement from
its earnings; (3) concealed that it marketed and sold ‘‘income AIG’s former Chief Executive Officer, Maurice R. Greenberg,
smoothing’’ insurance products to other companies; and and former Chief Financial Officer, Howard I. Smith, of in-
(4) misled investors about the scope of government investiga- centive-based compensation and AIG share proceeds under
tions. In addition, the lead plaintiff alleges that AIG’s former Section 304 of the Sarbanes-Oxley Act, among others. Plain-
Chief Executive Officer, Maurice R. Greenberg, manipulated tiffs seek, among other things, compensatory damages, cor-
AIG’s stock price. The lead plaintiff asserts claims for viola- porate governance reforms, and a voiding of the election of
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AIG’s motion to stay discovery pending the resolution of6. Commitments,  Contingencies and
claims against AIG in the New York consolidated securitiesGuarantees (continued)
action. The court also directed the parties to coordinate a

certain AIG directors. AIG’s Board of Directors has ap- briefing schedule for the motions to dismiss. On April 11,
pointed a special committee of independent directors (special 2008, the shareholder plaintiffs filed the First Amended Com-
committee) to review the matters asserted in the operative bined Complaint, which added claims against former AIG
consolidated derivative complaint. The court has entered an directors and officers Maurice Greenberg, Edward Mat-
order staying this action pending resolution of the Delaware thews, and Thomas Tizzio for breach of fiduciary duty based
2004/2005 Derivative Litigation discussed below. The court on alleged bid-rigging in the municipal derivatives market.
also has entered an order that termination of certain named On April 15, 2008, shareholder plaintiffs submitted a stipula-
defendants from the Delaware action applies to this action tion dismissing former AIG director and officer, Evan Green-
without further order of the court. On October 17, 2007, berg, without prejudice. On June 13, 2008, certain
plaintiffs and those AIG officer and director defendants defendants filed motions to dismiss the shareholder plaintiffs’
against whom the shareholder plaintiffs in the Delaware ac- portions of the complaint.
tion are no longer pursuing claims filed a stipulation provid-

AIG is also named as a defendant in a derivative actioning for all claims in this action against such defendants to be
in the Delaware Chancery Court brought by shareholders ofdismissed with prejudice. Former directors and officers Mau-
Marsh. On July 10, 2008, shareholder plaintiffs filed a sec-rice R. Greenberg and Howard I. Smith have asked the court
ond consolidated amended complaint, which contains claimsto refrain from so ordering this stipulation.
against AIG for aiding and abetting a breach of fiduciary duty

Derivative Actions – Delaware Chancery Court. From and contribution and indemnification in connection with al-
October 2004 to April 2005, AIG shareholders filed five de- leged bid-rigging and steering practices in the commercial
rivative complaints in the Delaware Chancery Court. All of insurance market.
these derivative lawsuits were consolidated into a single ac-

Policyholder Antitrust and RICO Actions. Commenc-tion as In re American International Group, Inc. Consoli-
ing in 2004, policyholders brought multiple federal antitrustdated Derivative Litigation (the Delaware 2004/2005
and Racketeer Influenced and Corrupt Organizations ActDerivative Litigation). The amended consolidated complaint
(RICO) class actions in jurisdictions across the nation againstnamed 43 defendants (not including nominal defendant AIG)
insurers and brokers, including AIG and a number of itswho, as in the New York 2004/2005 Derivative Litigation,
subsidiaries, alleging that the insurers and brokers engaged inwere current and former officers and directors of AIG, as well
a broad conspiracy to allocate customers, steer business, andas other entities and certain of their current and former em-
rig bids. These actions, including 24 complaints filed in dif-ployees and directors. The factual allegations, legal claims
ferent federal courts naming AIG or an AIG subsidiary as aand relief sought in this action are similar to those alleged in
defendant, were consolidated by the judicial panel on multi-the New York 2004/2005 Derivative Litigation, except that
district litigation and transferred to the United States Districtthe claims are only under state law. Earlier in 2007, the court
Court for the District of New Jersey for coordinated pretrialapproved an agreement that AIG be realigned as plaintiff,
proceedings. The consolidated actions have proceeded in thatand, on June 13, 2007, acting on the direction of the special
court in two parallel actions, In re Insurance Brokerage Anti-committee, AIG filed an amended complaint against former
trust Litigation (the Commercial Complaint) and In re Em-directors and officers Maurice R. Greenberg and Howard I.
ployee Benefit Insurance Brokerage Antitrust Litigation (theSmith, alleging breach of fiduciary duty and indemnification.
Employee Benefits Complaint, and, together with the Com-Also on June 13, 2007, the special committee filed a motion
mercial Complaint, the multi-district litigation).to terminate the litigation as to certain defendants, while

taking no action as to others. Defendants Greenberg and The plaintiffs in the Commercial Complaint are a group
Smith filed answers to AIG’s complaint and brought third- of corporations, individuals and public entities that con-
party complaints against certain current and former AIG di- tracted with the broker defendants for the provision of insur-
rectors and officers, PwC and Regulatory Insurance Services, ance brokerage services for a variety of insurance needs. The
Inc. On September 28, 2007, AIG and the shareholder plain- broker defendants are alleged to have placed insurance cover-
tiffs filed a combined amended complaint in which AIG con- age on the plaintiffs’ behalf with a number of insurance com-
tinued to assert claims against defendants Greenberg and panies named as defendants, including AIG subsidiaries. The
Smith and took no position as to the claims asserted by the Commercial Complaint also named various brokers and
shareholder plaintiffs in the remainder of the combined other insurers as defendants (three of which have since set-
amended complaint. In that pleading, the shareholder plain- tled). The Commercial Complaint alleges, among other
tiffs are no longer pursuing claims against certain AIG of- things, that defendants engaged in a widespread conspiracy
ficers and directors. On February 12, 2008, the court granted to allocate customers through bid-rigging and steering prac-
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District Court, but are currently stayed pending a decision by6. Commitments,  Contingencies and
the court on whether they will proceed during the appeal ofGuarantees (continued)
the dismissal of the multi-district litigation. The AIG defend-

tices. Plaintiffs assert that the defendants violated the Sher- ants have also sought to have state court actions making
man Antitrust Act, RICO, and the antitrust laws of 48 states similar allegations stayed pending resolution of the multi-
and the District of Columbia, and are liable under common district litigation proceeding. These efforts have generally
law breach of fiduciary duty and unjust enrichment theories. been successful, although plaintiffs in one case pending in
Plaintiffs seek treble damages plus interest and attorneys’ fees Texas state court have moved to re-open discovery; a hearing
as a result of the alleged RICO and Sherman Antitrust Act on that motion was held on April 9, 2008 at which the court
violations. deferred ruling on the motion until defendants file their Spe-

The plaintiffs in the Employee Benefits Complaint are a cial Exceptions. AIG has recently settled several of the vari-
group of individual employees and corporate and municipal ous federal and state actions alleging claims similar to those
employers alleging claims on behalf of two separate nation- in the multi-district litigation, including a state court action
wide purported classes: an employee class and an employer pending in Florida in which discovery had been allowed to
class that acquired insurance products from the defendants proceed.
from August 26, 1994 to the date of any class certification. Ohio Attorney General Action – Ohio Court of Com-
The Employee Benefits Complaint names AIG, as well as mon Pleas. On August 24, 2007, the Ohio Attorney Gen-
various other brokers and insurers, as defendants. The activi- eral filed a complaint in the Ohio Court of Common Pleas
ties alleged in the Employee Benefits Complaint, with certain against AIG and a number of its subsidiaries, as well as sev-
exceptions, track the allegations made in the Commercial eral other broker and insurer defendants, asserting violation
Complaint. of Ohio’s antitrust laws. The complaint, which is similar to

The Court in connection with the Commercial Com- the Commercial Complaint, alleges that AIG and the other
plaint granted (without leave to amend) defendants’ motions broker and insurer defendants conspired to allocate custom-
to dismiss the federal antitrust and RICO claims on Au- ers, divide markets, and restrain competition in commercial
gust 31, 2007 and September 28, 2007, respectively. The lines of casualty insurance sold through the broker defendant.
court declined to exercise supplemental jurisdiction over the The complaint seeks treble damages on behalf of Ohio public
state law claims in the Commercial Complaint and therefore purchasers of commercial casualty insurance, disgorgement
dismissed it in its entirety. On January 14, 2008, the court on behalf of both public and private purchasers of commer-
granted defendants’ motion for summary judgment on the cial casualty insurance, as well as a $500 per day penalty for
ERISA claims in the Employee Benefits Complaint and subse- each day of conspiratorial conduct. AIG, along with other co-
quently dismissed the remaining state law claims without defendants, moved to dismiss the complaint on Novem-
prejudice, thereby dismissing the Employee Benefits Com- ber 16, 2007. On June 30, 2008, the Court denied defend-
plaint in its entirety. On February 12, 2008, plaintiffs filed a ants’ motion to dismiss.
notice of appeal to the United States Court of Appeals for the Action Relating to Workers Compensation Premium
Third Circuit with respect to the dismissal of the Employee Reporting – Northern District of Illinois. On May 24,
Benefits Complaint. Plaintiffs previously appealed the dismis- 2007, the National Workers Compensation Reinsurance Pool
sal of the Commercial Complaint to the United States Court (the NWCRP), on behalf of its participant members, filed a
of Appeals for the Third Circuit on October 10, 2007. On lawsuit in the United States District Court for the Northern
July 2, 2008, the Third Circuit stayed all proceedings in both District of Illinois against AIG with respect to the underpay-
appeals pending resolution in the district court of joint mo- ment by AIG of its residual market assessments for workers
tions for approval of class plaintiffs’ settlement with the compensation. The complaint alleges claims for violations of
Marsh defendants. On July 10, 2008, appellants filed a mo- RICO, breach of contract, fraud and related state law claims
tion to vacate the stay, which was granted on July 30, 2008. arising out of AIG’s alleged underpayment of these assess-
On July 31, 2008, the Third Circuit informed the parties that ments between 1970 and the present and seeks damages pur-
oral argument in both appeals had been tentatively scheduled portedly in excess of $1 billion. On August 6, 2007, the court
for April 20, 2009. denied AIG’s motion seeking to dismiss or stay the complaint

A number of complaints making allegations similar to or, in the alternative, to transfer to the Southern District of
those in the multi-district litigation have been filed against New York. On December 26, 2007, the court denied AIG’s
AIG and other defendants in state and federal courts around motion to dismiss the complaint. On March 17, 2008, AIG
the country. The defendants have thus far been successful in filed an amended answer, counterclaims and third-party
having the federal actions transferred to the District of New claims against NCCI (in its capacity as attorney-in-fact for
Jersey and consolidated into the multi-district litigation. the NWCRP), the NWCRP, its board members, and certain
These additional consolidated actions are still pending in the of the other insurance companies that are members of the
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claims. In addition, AIG filed counterclaims asserting breach6. Commitments,  Contingencies and
of contract, unjust enrichment, conversion, breach of fiduci-Guarantees (continued)
ary duty, a constructive trust and declaratory judgment, relat-

NWCRP alleging violations of RICO, as well as claims for ing to SICO’s breach of its commitment to use its AIG shares
conspiracy, fraud, and other state law claims. The counter- only for the benefit of AIG and AIG employees. On June 23,
claim- and third-party defendants filed motions to dismiss on 2008, the Court denied in part and granted in part SICO’s
June 9, 2008. The motions are scheduled for decision on motion for summary judgment, and on July 31, 2008 the
November 20, 2008. Discovery is currently ongoing while the parties submitted a joint pre-trial order.
motions are pending.

Derivative Action Relating to Starr and SICO. On De-
Action Relating to Workers Compensation Premium cember 31, 2002, a derivative lawsuit was filed in the Dela-

Reporting – Minnesota. On February 16, 2006, the Attor- ware Chancery Court against twenty directors and executives
ney General of the State of Minnesota filed a complaint of AIG as well as against AIG as a nominal defendant that
against AIG with respect to claims by the Minnesota Depart- alleges, among other things, that the directors of AIG
ment of Revenue and the Minnesota Special Compensation breached the fiduciary duties of loyalty and care by approv-
Fund, alleging that AIG made false statements and reports to ing the payment of commissions to insurance managing gen-
Minnesota agencies and regulators, unlawfully reducing eral agencies owned by Starr and of rental and service fees to
AIG’s contributions and payments to Minnesota and certain SICO and the executives breached their duty of loyalty by
state funds relating to its workers’ compensation premiums. causing AIG to enter into contracts with Starr and SICO and
While AIG settled that litigation in December 2007, a similar their fiduciary duties by usurping AIG’s corporate opportuni-
lawsuit was filed by the Minnesota Workers Compensation ties. The complaint further alleges that the Starr agencies did
Reinsurance Association and the Minnesota Workers Com- not provide any services that AIG was not capable of provid-
pensation Insurers Association in the United States District ing itself, and that the diversion of commissions to these
Court for the District of Minnesota. On March 28, 2008, the entities was solely for the benefit of Starr’s owners. The com-
court granted AIG’s motion to dismiss the case in its entirety. plaint also alleges that the service fees and rental payments
On April 25, 2008, plaintiffs appealed to the United States made to SICO and its subsidiaries were improper. Under the
Court of Appeals for the Eighth Circuit and also filed a new terms of a stipulation approved by the court on February 16,
complaint making similar allegations in Minnesota state 2006, the claims against the outside independent directors
court. On April 30, 2008, substantially identical claims were were dismissed with prejudice, while the claims against the
also filed in Minnesota state court by the Minnesota Insur- other directors were dismissed without prejudice. In an opin-
ance Guaranty Association and Minnesota Assigned Risk ion dated June 21, 2006, the Court denied defendants’ mo-
Plan. tion to dismiss, except with respect to plaintiff’s challenge to

Action Relating to Workers Compensation Premium payments made to Starr before January 1, 2000. On July 21,
Reporting – District of South Carolina. A purported class 2006, plaintiff filed its second amended complaint, which
action was also filed in the United States District Court for alleges that, between January 1, 2000 and May 31, 2005,
the District of South Carolina on January 25, 2008 against individual defendants breached their duty of loyalty by caus-
AIG and certain of its subsidiaries, on behalf of a class of ing AIG to enter into contracts with Starr and SICO and
employers that obtained workers’ compensation insurance breached their fiduciary duties by usurping AIG’s corporate
from AIG companies and allegedly paid inflated premiums as opportunity. Starr is charged with aiding and abetting
a result of AIG’s alleged underreporting of workers’ compen- breaches of fiduciary duty and unjust enrichment for its ac-
sation premiums. An amended complaint in the South Caro- ceptance of the fees. SICO is no longer named as a defendant.
lina action was filed on March 24, 2008, and AIG filed a On June 27, 2007, Starr filed a cross-claim against AIG,
motion to dismiss the amended complaint on April 21, 2008. alleging one count that includes contribution, unjust enrich-
On July 8, 2008, the South Carolina court granted AIG’s ment and setoff. On November 15, 2007, the court granted
motion to dismiss all claims without prejudice and granted AIG’s motion to dismiss the cross-claim by Starr to the extent
plaintiff leave to refile subject to certain conditions. that it sought affirmative relief from AIG. On February 14,

2008, the court granted a motion to add former AIG officer
Litigation  Relating  to  SICO and Starr Thomas Tizzio as a defendant. As a result, the remaining

SICO Action. In July, 2005 SICO filed a complaint defendants in the case are AIG (the nominal defendant), Starr
against AIG in the Southern District of New York, claiming and former directors and officers Maurice Greenberg, How-
that AIG had refused to provide SICO access to certain art- ard Smith, Edward Matthews and Thomas Tizzio. Trial is
work, and asking the court to order AIG immediately to currently scheduled to begin in September 2008.
release the property to SICO. AIG filed an answer denying
SICO’s allegations and setting forth defenses to SICO’s
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alleges failure to comply with certain provisions of the Louisi-6. Commitments,  Contingencies and
ana Any Willing Provider Act relating to discounts taken byGuarantees (continued)
defendants on bills submitted by Louisiana medical providers

Litigation  Matters  Relating  to  AIG’s  General and hospitals that provided treatment or services to workers
Insurance  Operations compensation claimants and seeks monetary penalties and

Caremark. AIG and certain of its subsidiaries have injunctive relief. On January 25, 2008, plaintiffs and the AIG
been named defendants in two putative class actions in state subsidiary agreed to resolve the lawsuit on a class-wide basis
court in Alabama that arise out of the 1999 settlement of for approximately $29 million. On May 29, 2008, the court
class and derivative litigation involving Caremark Rx, Inc. entered a Final Order and Judgment, approving the settle-
(Caremark). The plaintiffs in the second-filed action have ment and fully and finally resolving the litigation.
intervened in the first-filed action, and the second-filed action (b) Commitments
has been dismissed. An excess policy issued by a subsidiary of

Flight  EquipmentAIG with respect to the 1999 litigation was expressly stated
to be without limit of liability. In the current actions, plain- At June 30, 2008, International Lease Finance Corporation
tiffs allege that the judge approving the 1999 settlement was (ILFC) had committed to purchase 179 new aircraft delivera-
misled as to the extent of available insurance coverage and ble from 2008 through 2019 at an estimated aggregate
would not have approved the settlement had he known of the purchase price of $17.6 billion. ILFC will be required to find
existence and/or unlimited nature of the excess policy. They customers for any aircraft acquired, and it must arrange fi-
further allege that AIG, its subsidiaries, and Caremark are nancing for portions of the purchase price of such equipment.
liable for fraud and suppression for misrepresenting and/or ILFC ordered 74 Boeing 787 aircraft with the first air-
concealing the nature and extent of coverage. In addition, the craft now scheduled to be delivered in late 2011. Boeing has
intervenor-plaintiffs allege that various lawyers and law firms made several announcements concerning the delays in the
who represented parties in the underlying class and derivative deliveries of the 787s. Boeing has informed ILFC that its
litigation (the Lawyer Defendants) are also liable for fraud 787 deliveries will be delayed 19-30 months with an average
and suppression, misrepresentation, and breach of fiduciary delay in excess of 27 months per aircraft and span across
duty. The complaints filed by the plaintiffs and the inter- ILFC’s entire order, with the original contracted deliveries
venor-plaintiffs request compensatory damages for the 1999 running from 2010 through 2017.
class in the amount of $3.2 billion, plus punitive damages.

Other  CommitmentsAIG and its subsidiaries deny the allegations of fraud and
suppression and have asserted that information concerning In the normal course of business, AIG enters into commit-
the excess policy was publicly disclosed months prior to the ments to invest in limited partnerships, private equities, hedge
approval of the settlement. AIG and its subsidiaries further funds and mutual funds and to purchase and develop real
assert that the current claims are barred by the statute of estate in the U.S. and abroad. These commitments totaled
limitations and that plaintiffs’ assertions that the statute was $8.7 billion at June 30, 2008.
tolled cannot stand against the public disclosure of the excess

On June 27, 2005, AIG entered into an agreement pursu-coverage. The plaintiffs and intervenor-plaintiffs, in turn,
ant to which AIG agreed, subject to certain conditions, tohave asserted that the disclosure was insufficient to inform
make any payment that is not promptly paid with respect tothem of the nature of the coverage and did not start the
the benefits accrued by certain employees of AIG and itsrunning of the statute of limitations. On November 26, 2007,
subsidiaries under the SICO Plans (as discussed below underthe trial court issued an order that dismissed the intervenors’
‘‘Benefits Provided by Starr International Company, Inc. andcomplaint against the Lawyer Defendants and entered a final
C.V. Starr & Co., Inc.’’).judgment in favor of the Lawyer Defendants. The intervenors
(c) Contingenciesare appealing the dismissal of the Lawyer Defendants and on

January 2, 2008, requested a stay of all trial court proceed- Loss Reserves. Although AIG regularly reviews the adequacy
ings pending the appeal. On March 4, 2008, the trial court of the established reserve for losses and loss expenses, there
granted the motion for a stay. No further proceedings at the can be no assurance that AIG’s ultimate loss reserves will not
trial court level will occur until the appeal of the dismissal of develop adversely and materially exceed AIG’s current loss
the Lawyer Defendants is resolved. AIG cannot reasonably reserves. Estimation of ultimate net losses, loss expenses and
estimate either the likelihood of its prevailing in these actions loss reserves is a complex process for long-tail casualty lines
or the potential damages in the event liability is determined. of business, which include excess and umbrella liability, di-

rectors and officers liability (D&O), professional liability,Gunderson. A subsidiary of AIG has been named as a
medical malpractice, workers’ compensation, general liabil-defendant in a putative class action lawsuit in the 14th Judi-
ity, products liability and related classes, as well as for asbes-cial District Court for the State of Louisiana. The complaint
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to vote, dispose of or receive dividends with respect to such6. Commitments,  Contingencies and
shares, and shares are subject to forfeiture under certain con-Guarantees (continued)
ditions, including but not limited to the participant’s volun-

tos and environmental exposures. Generally, actual historical tary termination of employment with AIG prior to normal
loss development factors are used to project future loss devel- retirement age. Under the SICO Plans, SICO’s Board of Di-
opment. However, there can be no assurance that future loss rectors may elect to pay a participant cash in lieu of shares of
development patterns will be the same as in the past. Moreo- AIG common stock. Following notification from SICO to
ver, any deviation in loss cost trends or in loss development participants in the SICO Plans that it will settle specific future
factors might not be discernible for an extended period of awards under the SICO Plans with shares rather than cash,
time subsequent to the recording of the initial loss reserve AIG modified its accounting for the SICO Plans from variable
estimates for any accident year. Thus, there is the potential to fixed measurement accounting. AIG gave effect to this
for reserves with respect to a number of years to be signifi- change in settlement method beginning on December 9,
cantly affected by changes in loss cost trends or loss develop- 2005, the date of SICO’s notice to participants in the SICO
ment factors that were relied upon in setting the reserves. Plans.
These changes in loss cost trends or loss development factors

(d) Guaranteescould be attributable to changes in inflation, in labor and
material costs or in the judicial environment, or in other AIG and certain of its subsidiaries become parties to deriva-
social or economic phenomena affecting claims. tive financial instruments with market risk resulting from

both dealer and end-user activities to reduce currency, inter-Benefits Provided by Starr International Company, Inc.
est rate, equity and commodity exposures. These instrumentsand C.V. Starr & Co., Inc. SICO has provided a series of
are carried at their fair value in the consolidated balancetwo-year Deferred Compensation Profit Participation Plans
sheet. The majority of AIG’s derivative activity is transacted(SICO Plans) to certain AIG employees. The SICO Plans were
by AIGFP. See Note 8 to the 2007 Annual Report oncreated in 1975 when the voting shareholders and Board of
Form 10-K.Directors of SICO, a private holding company whose princi-

pal asset is AIG common stock, decided that a portion of the AIG has issued unconditional guarantees with respect to
capital value of SICO should be used to provide an incentive the prompt payment, when due, of all present and future
plan for the current and succeeding managements of all payment obligations and liabilities of AIGFP arising from
American International companies, including AIG. transactions entered into by AIGFP.

None of the costs of the various benefits provided under SAI Deferred Compensation Holdings, Inc., a wholly
the SICO Plans has been paid by AIG, although AIG has owned subsidiary of AIG, has established a deferred compen-
recorded a charge to reported earnings for the deferred com- sation plan for registered representatives of certain AIG sub-
pensation amounts paid to AIG employees by SICO, with an sidiaries, pursuant to which participants have the
offsetting amount credited to additional paid-in capital re- opportunity to invest deferred commissions and fees on a
flecting amounts considered to be contributed by SICO. The notional basis. The value of the deferred compensation fluc-
SICO Plans provide that shares currently owned by SICO are tuates with the value of the deferred investment alternatives
set aside by SICO for the benefit of the participant and dis- chosen. AIG has provided a full and unconditional guarantee
tributed upon retirement. The SICO Board of Directors cur- of the obligations of SAI Deferred Compensation Holdings,
rently may permit an early payout of units under certain Inc. to pay the deferred compensation under the plan.
circumstances. Prior to payout, the participant is not entitled
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7. Employee Benefits

The components of the net periodic benefit cost with respect to pensions and other postretirement benefits were as
follows:

Pensions Postretirement
Non-U.S. U.S. Non-U.S. U.S.

(in millions) Plans Plans Total Plans Plans Total
Three Months Ended June 30, 2008

Components of net periodic benefit cost:
Service cost $ 26 $ 32 $ 58 $ 2 $ 2 $ 4
Interest cost 14 50 64 1 4 5
Expected return on assets (12) (59) (71) – – –
Amortization of prior service cost (2) (1) (3) – – –
Amortization of net loss 3 5 8 – – –
Settlement loss 2 – 2 – – –

Net periodic benefit cost $ 31 $ 27 $ 58 $ 3 $ 6 $ 9

Three Months Ended June 30, 2007
Components of net periodic benefit cost:
Service cost $ 21 $ 30 $ 51 $ 2 $ 3 $ 5
Interest cost 12 44 56 – 4 4
Expected return on assets (9) (54) (63) – – –
Amortization of prior service cost (3) – (3) – (1) (1)
Amortization of net loss 3 9 12 – – –
Settlement loss 1 – 1 – – –

Net periodic benefit cost $ 25 $ 29 $ 54 $ 2 $ 6 $ 8

Six Months Ended June 30, 2008
Components of net periodic benefit cost:
Service cost $ 50 $ 64 $ 114 $ 4 $ 4 $ 8
Interest cost 28 100 128 2 8 10
Expected return on assets (23) (119) (142) – – –
Amortization of prior service cost (5) (1) (6) – – –
Amortization of net loss 7 9 16 – – –
Settlement loss 2 – 2 – – –

Net periodic benefit cost $ 59 $ 53 $ 112 $ 6 $ 12 $ 18

Six Months Ended June 30, 2007
Components of net periodic benefit cost:
Service cost $ 44 $ 60 $ 104 $ 3 $ 5 $ 8
Interest cost 24 89 113 1 8 9
Expected return on assets (18) (107) (125) – – –
Amortization of prior service cost (5) (1) (6) – (1) (1)
Amortization of net loss 5 18 23 – – –
Settlement loss 1 – 1 – – –

Net periodic benefit cost $ 51 $ 59 $ 110 $ 4 $ 12 $ 16

operating results of AIGFP. Therefore, the related tax effect
8. Federal  Income Taxes of other-than-temporary impairments, which is calculated at

the applicable local statutory rate (predominantly 35 per-Interim Period Tax Assumptions and Effective Tax Rates
cent), and the operating results of AIGFP, which are tax ef-

AIG’s interim period tax expense or benefit is measured using fected at the U.S. statutory tax rate of 35 percent, are
an estimated annual effective tax rate. To the extent that a reported as discrete adjustments to the estimated annual ef-
portion of AIG’s annual pretax income or loss cannot be fective tax rate that AIG applies to all other pretax income.
reliably estimated, the actual tax expense or benefit applica-

The effective tax rate on the pre-tax loss for the three-ble to that income or loss is reported in the interim period in
month period ended June 30, 2008 was 38.4 percent. Thewhich the related income or loss is reported. AIG is unable to
effective tax rate was higher than the statutory rate of 35reliably estimate other-than-temporary impairments and the
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justed the timing of cash flows relating to income taxes gener-8. Federal  Income Taxes (continued)
ated by the transactions. AIG recorded a $100 million after-

percent due primarily to tax benefits from foreign operations tax charge in the quarter ended June 30, 2008 as a result of
and tax exempt interest. The effective tax rate on the pre-tax this evaluation.
loss for the six-month period ended June 30, 2008 was
34.4 percent. The effective tax rate was adversely affected by FIN 48
$703 million of tax charges from the first three months of

As of June 30, 2008 and December 31, 2007, AIG’s unrecog-2008, comprised of increases in the reserves for uncertain tax
nized tax benefits, excluding interest and penalties, werepositions and other discrete period items. The effective tax
$2.5 billion and $1.3 billion, respectively. As of June 30,rate on the pre-tax income for the three- and six-month peri-
2008 and December 31, 2007, AIG’s unrecognized tax bene-ods ended June 30, 2007 was 26.5 percent and 27.2 percent,
fits included $965 million and $299 million, respectively,respectively. The effective tax rates were low, due primarily
related to tax positions the disallowance of which would notto benefits from remediation adjustments and the recognition
affect the effective tax rate. Accordingly, as of June 30, 2008of tax benefits associated with the SICO Plan for which the
and December 31, 2007, the amount of unrecognized taxcompensation expense was recognized in prior years.
benefits that, if recognized, would favorably affect the effec-
tive tax rate was $1.5 billion and $1.0 billion, respectively.Tax Filings  and Examinations
Substantially all of the increase as of June 30, 2008 was

On April 3, 2008, AIG filed a refund claim for tax years 1997 attributable to the quarter ended March 31, 2008.
through 2004. The refund claim relates to the tax effect of the

At June 30, 2008, AIG had accrued $429 million for therestatement of AIG’s 2004 and prior financial statements.
payment of interest (net of the federal benefit) and penalties.

There has been no material change to the status of the
AIG continually evaluates proposed adjustments by tax-assertion of additional tax made by the Internal Revenue

ing authorities. At June 30, 2008, such proposed adjustmentsService (IRS) in their Statutory Notice of Deficiency as de-
would not result in a material change to AIG’s consolidatedscribed in AIG’s Quarterly Report on Form 10-Q for the
financial condition, although it is possible that the effectquarter ended March 31, 2008. AIG continues to believe that
could be material to AIG’s consolidated results of operationsit has adequate reserves for any liability that could result
for an individual reporting period. Although it is reasonablyfrom the IRS actions.
possible that a significant change in the balance of unrecog-

In the second quarter of 2008, three separate court deci- nized tax benefits may occur within the next twelve months,
sions were rendered relating to certain leasing transactions, at this time it is not possible to estimate the range of the
which were adverse to the affected taxpayers. In accordance change due to the uncertainty of the potential outcomes.
with FIN 48 and FSP 13-2, AIG evaluated the effect of these
decisions on leasing transactions of AIG subsidiaries and ad-
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9. Information Provided in Connection with Outstanding Debt

The following condensed consolidating financial statements reflect the following:

) AIG Life Holdings (US), Inc. (AIGLH), formerly known as American General Corporation, is a holding company and a wholly owned
subsidiary of AIG. AIG provides a full and unconditional guarantee of all outstanding debt of AIGLH.

) AIG Liquidity Corp. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all obligations of AIG Liquidity
Corp.

) AIG Program Funding, Inc. is a wholly owned subsidiary of AIG. AIG provides a full and unconditional guarantee of all obligations of AIG
Program Funding, Inc.

Condensed  Consolidating  Balance  Sheet

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AIGLH Corp. Funding, Inc. Subsidiaries Eliminations AIG

June 30, 2008
Assets:

Investments and Financial
Services assets $ 28,453 $ 40 $ – $ – $ 829,778 $ (22,669) $ 835,602

Cash 3 – – – 2,226 – 2,229
Carrying value of subsidiaries

and partially owned
companies, at equity 91,567 19,869 – – 19,151 (129,959) 628

Other assets 19,511 2,608 – – 189,172 126 211,417

Total assets $139,534 $22,517 $ – $ – $1,040,327 $ (152,502) $1,049,876

Liabilities:
Insurance liabilities $ – $ – $ – $ – $ 557,673 $ (108) $ 557,565
Debt 47,827 2,136 – – 149,034 (20,359) 178,638
Other liabilities 13,619 2,991 – – 220,587 (1,712) 235,485

Total liabilities 61,446 5,127 – – 927,294 (22,179) 971,688

Preferred shareholders’ equity in
subsidiary companies – – – – 100 – 100

Total shareholders’ equity 78,088 17,390 – – 112,933 (130,323) 78,088

Total liabilities, preferred
shareholders’ equity in
subsidiary companies and
shareholders’ equity $139,534 $22,517 $ – $ – $1,040,327 $ (152,502) $1,049,876

December 31, 2007
Assets:

Investments and Financial
Services assets $ 14,648 $ 40 $ – $ – $ 849,144 $ (21,790) $ 842,042

Cash 84 1 – – 2,199 – 2,284
Carrying value of subsidiaries

and partially owned
companies, at equity 111,714 24,396 – – 18,542 (153,998) 654

Other assets 9,414 2,592 – – 191,220 155 203,381

Total assets $135,860 $27,029 $ – $ – $1,061,105 $ (175,633) $1,048,361

Liabilities:
Insurance liabilities $ 43 $ – $ – $ – $ 534,369 $ (75) $ 534,337
Debt 36,045 2,136 – – 156,003 (18,135) 176,049
Other liabilities 3,971 2,826 – – 238,362 (3,085) 242,074

Total liabilities 40,059 4,962 – – 928,734 (21,295) 952,460

Preferred shareholders’ equity in
subsidiary companies – – – – 100 – 100

Total shareholders’ equity 95,801 22,067 – – 132,271 (154,338) 95,801

Total liabilities, preferred
shareholders’ equity in
subsidiary companies and
shareholders’ equity $135,860 $27,029 $ – $ – $1,061,105 $ (175,633) $1,048,361
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9. Information Provided in Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Income  (Loss)

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AIGLH Corp. Funding, Inc. Subsidiaries Eliminations AIG

Three Months Ended June 30, 2008
Operating income (loss) $ (52) $ (20) $* $ – $ (8,684) $ – $ (8,756)
Equity in undistributed net income

of consolidated subsidiaries (6,164) (1,729) – – – 7,893 –
Dividend income from consolidated

subsidiaries 724 – – – – (724) –
Income taxes (benefits) (135) (4) * – (3,218) – (3,357)
Minority interest – – – – 42 – 42

Net income (loss) $ (5,357) $(1,745) $ * $ – $ (5,424) $ 7,169 $ (5,357)

Three Months Ended June 30, 2007
Operating income (loss) $ (282) $ (13) $ * $ – $ 6,623 $ – $ 6,328
Equity in undistributed net income

of consolidated subsidiaries 3,605 340 – – – (3,945) –
Dividend income from consolidated

subsidiaries 879 218 – – – (1,097) –
Income taxes (benefits) (75) (15) * – 1,769 – 1,679
Minority interest – – – – (372) – (372)

Net income (loss) $ 4,277 $ 560 $ * $ – $ 4,482 $ (5,042) $ 4,277

Six Months Ended June 30, 2008
Operating income (loss) $ (885) $ (41) $ * $ – $(19,094) $ – $(20,020)
Equity in undistributed net income

of consolidated subsidiaries (13,918) (2,975) – – – 16,893 –
Dividend income from consolidated

subsidiaries 1,473 – – – – (1,473) –
Income taxes (benefits) (168) (7) * – (6,719) – (6,894)
Minority interest – – – – (36) – (36)

Net income (loss) $(13,162) $(3,009) $ * $ – $(12,411) $ 15,420 $(13,162)

Six Months Ended June 30, 2007
Operating income (loss) $ (543) $ (86) $ * $ – $ 13,129 $ – $ 12,500
Equity in undistributed net income

of consolidated subsidiaries 6,849 491 – – – (7,340) –
Dividend income from consolidated

subsidiaries 2,165 658 – – – (2,823) –
Income taxes (benefits) 64 (7) * – 3,348 – 3,405
Minority interest – – – – (688) – (688)

Net income (loss) $ 8,407 $ 1,070 $ * $ – $ 9,093 $(10,163) $ 8,407

*Less than $1 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

9. Information Provided in  Connection with Outstanding Debt (continued)

Condensed  Consolidating  Statement  of  Cash  Flows

American
International AIG AIG

Group, Inc. Liquidity Program Other Consolidated
(in millions) (As Guarantor) AIGLH Corp. Funding, Inc. Subsidiaries AIG

Six Months Ended June 30, 2008
Net cash provided by (used in) operating activities $ (594) $ 115 $ * $ – $ 17,068 $ 16,589

Cash flows from investing:
Invested assets disposed 603 – – – 79,738 80,341
Invested assets acquired (2,096) – – – (87,214) (89,310)
Other (11,466) (116) * – (1,412) (12,994)

Net cash provided by (used in) investing activities (12,959) (116) * – (8,888) (21,963)

Cash flows from financing activities:
Issuance of debt 13,080 – – – 42,605 55,685
Repayments of debt (1,912) – – – (54,733) (56,645)
Proceeds from common stock issued 7,343 – 7,343
Payments advanced to purchase shares (1,000) – – – – (1,000)
Cash dividends paid to shareholders (1,036) – – – – (1,036)
Other (3,003) – * – 3,930 927

Net cash provided by (used in) financing activities 13,472 – * – (8,198) 5,274

Effect of exchange rate changes on cash – – – – 45 45

Change in cash (81) (1) * – 27 (55)
Cash at beginning of period 84 1 – – 2,199 2,284

Cash at end of period $ 3 $ – $ * $ – $ 2,226 $ 2,229

Six Months Ended June 30, 2007
Net cash provided by (used in) operating activities $ (1,076) $ 172 $ * $ – $ 18,335 $ 17,431

Cash flows from investing:
Invested assets disposed 1,768 – – – 82,139 83,907
Invested assets acquired (6,857) – – – (99,942) (106,799)
Other (2,012) (76) * – (15,334) (17,422)

Net cash provided by (used in) investing activities (7,101) (76) * – (33,137) (40,314)

Cash flows from financing activities:
Issuance of debt 11,958 – – – 38,133 50,091
Repayments of debt (790) – – – (34,147) (34,937)
Proceeds from common stock issued – – – – – –
Payments advanced to purchase shares (4,000) – – – – (4,000)
Cash dividends paid to shareholders (859) – – – – (859)
Other 1,828 (96) * – 10,920 12,652

Net cash provided by (used in) financing activities 8,137 (96) * – 14,906 22,947

Effect of exchange rate changes on cash – – – – (19) (19)

Change in cash (40) – * – 85 45
Cash at beginning of period 76 – – – 1,514 1,590

Cash at end of period $ 36 $ – $ * $ – $ 1,599 $ 1,635

*Less than $1 million.

During the second quarter of 2008, AIG made certain revisions to the American International Group, Inc. (as Guarantor)
Condensed Statement of Cash Flows, primarily relating to the effect of reclassifying certain intercompany and securities
lending balances. Accordingly, AIG revised the previous period presented to conform to the revised presentation. There was no
effect on the Consolidated Statement of Cash Flows or ending cash balances.

The revisions and their effect on the American International Group, Inc. (as Guarantor) Condensed Statement of Cash
Flows for the six months ended June 30, 2007 were as follows:

Originally Reported
(in millions) June 30, 2007 Revisions As Revised

Cash flows provided by (used in) operating activities $ 743 $(1,819) $ (1,076)

Cash flows provided by (used in) investing activities (7,215) 114 (7,101)

Cash flows provided by (used in) financing activities 6,432 1,705 8,137
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)

10. Cash Flows

During 2007, AIG made certain revisions to the Consolidated In addition, the table below reflects the effects of the
Statement of Cash Flows, primarily relating to the effect of adoption of FSP FIN 39-1 as discussed in Note 1, Summary
reclassifying certain policyholders’ account balances, the of Significant Accounting Policies.
elimination of certain intercompany balances and revisions
related to separate account assets. Accordingly, AIG revised
the previous periods presented to conform to the revised
presentation. There was no effect on ending cash balances.

The revisions and their effect on the Consolidated Statement of Cash Flows for the six months ended June 30, 2007 were
as follows:

Originally Reported
(in millions) June 30, 2007 Revisions As Revised

Cash flows provided by (used in) from operating activities $ 15,071 $ 2,360 $ 17,431

Cash flows provided by (used in) from investing activities (37,873) (2,441) (40,314)

Cash flows provided by (used in) financing activities 22,866 81 22,947
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ITEM 2. Management’s  Discussion  and  Analysis  of  Financial  Condition  and  Results  of  Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide the reader
a narrative with respect to AIG’s operations, financial condition and liquidity and certain other significant matters.
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Cautionary Statement Regarding Projections and Other Information About Future Events

This Quarterly Report on Form 10-Q and other publicly available documents may include, and AIG’s officers and
representatives may from time to time make, projections concerning financial information and statements concerning future
economic performance and events, plans and objectives relating to management, operations, products and services, and
assumptions underlying these projections and statements. These projections and statements are not historical facts but instead
represent only AIG’s belief regarding future events, many of which, by their nature, are inherently uncertain and outside AIG’s
control. These projections and statements may address, among other things, the status and potential future outcome of the
current regulatory and civil proceedings against AIG and their potential effect on AIG’s businesses, financial condition, results
of operations, cash flows and liquidity, AIG’s exposures to subprime mortgages, monoline insurers and the residential and
commercial real estate markets and AIG’s strategy for growth, product development, market position, financial results and
reserves. It is possible that AIG’s actual results and financial condition may differ, possibly materially, from the anticipated
results and financial condition indicated in these projections and statements. Factors that could cause AIG’s actual results to
differ, possibly materially, from those in the specific projections and statements are discussed in Outlook and throughout this
Management’s Discussion and Analysis of Financial Condition and Results of Operations and in Item 1A. Risk Factors of
AIG’s Annual Report on Form 10-K for the year ended December 31, 2007 (2007 Annual Report on Form 10-K). AIG is not
under any obligation (and expressly disclaims any such obligations) to update or alter any projection or other statement,
whether written or oral, that may be made from time to time, whether as a result of new information, future events or
otherwise.
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In addition to reviewing AIG’s results for the three and six supplement and update Item 1A. Risk Factors in the 2007
months ended June 30, 2008, this Management’s Discussion Annual Report on Form 10-K.
and Analysis of Financial Condition and Results of

General TrendsOperations supplements and updates the information and
discussion included in the 2007 Annual Report on In mid-2007, the U.S. residential mortgage market began to
Form 10-K. Throughout this Management’s Discussion and experience serious disruption due to credit quality
Analysis of Financial Condition and Results of Operations, deterioration in a significant portion of loans originated,
AIG presents its operations in the way it believes will be most particularly to non-prime and subprime borrowers; evolving
meaningful. Statutory loss ratios and combined ratios are changes in the regulatory environment; a residential housing
presented in accordance with accounting principles market characterized by a slowing pace of transactions and
prescribed by insurance regulatory authorities because these declining prices; increased cost and reduced availability of
are standard measures of performance filed with insurance borrowings for mortgage participants; a rising
regulatory authorities and used for analysis in the insurance unemployment rate; increased delinquencies in non-mortgage
industry and thus allow more meaningful comparisons with consumer credit; and illiquid credit markets. The conditions
AIG’s insurance competitors. AIG also uses cross-references continued and worsened throughout 2007 and to date in
to additional information included in this Quarterly Report 2008, expanding into the broader U.S. credit markets and
on Form 10-Q and in the 2007 Annual Report on Form 10-K resulting in greater volatility, less liquidity, widening of credit
to assist readers seeking related information on a particular spreads, a lack of price transparency and increased credit
subject. losses in certain markets.

AIG participates in the U.S. residential mortgage marketOverview of Operations
in several ways: American General Finance, Inc. (AGF)and Business Results
originates principally first-lien mortgage loans and to a lesser

AIG identifies its reportable segments by product line,
extent second-lien mortgage loans to buyers and owners of

consistent with its management structure. These segments are
residential housing; United Guaranty Corporation (UGC)

General Insurance, Life Insurance & Retirement Services,
provides first loss mortgage guaranty insurance for high

Financial Services and Asset Management. Through these
loan-to-value first- and second-lien residential mortgages;

operating segments, AIG provides insurance, financial and
AIG insurance and financial services subsidiaries invest in

investment products and services to both businesses and
mortgage-backed securities and collateralized debt

individuals in more than 130 countries and jurisdictions. This
obligations (CDOs), in which the underlying collateral is

geographic, product and service diversification is one of
composed in whole or in part of residential mortgage loans;

AIG’s major strengths and sets it apart from its competitors.
and AIG Financial Products Corp. and AIG Trading Group

AIG’s Other category consists of items not allocated to AIG’s
Inc. and their respective subsidiaries (collectively, AIGFP)

operating segments.
provides credit protection through credit default swaps on

AIG’s subsidiaries serve commercial, institutional and certain super senior tranches of CDOs.
individual customers through an extensive property-casualty

Continuing disruption in the U.S. residential mortgage
and life insurance and retirement services network. In the

and other credit markets may also increase claim activity in
United States, AIG companies are the largest underwriters of

the financial institution segment of AIG’s directors and
commercial and industrial insurance and are among the

officers liability (D&O) and professional liability classes of
largest life insurance and retirement services operations as

business. However, based on its review of information
well. AIG’s Financial Services businesses include commercial

currently available, AIG believes overall loss activity for the
aircraft and equipment leasing, capital markets operations

broader D&O and professional liability classes is likely to
and consumer finance, both in the United States and abroad.

remain within or near the levels observed during the last
AIG also provides asset management services to institutions

several years, which include losses related to stock options
and individuals. As part of its Spread-Based Investment

backdating as well as to the U.S. residential mortgage market.
activities, and to finance its operations, AIG issues various

The operating results of AIG’s consumer finance anddebt instruments in the public and private markets.
mortgage guaranty operations in the United States have been

Outlook and are likely to continue to be adversely affected by the
factors referred to above. The downward cycle in the

The following paragraphs supplement and update the
U.S. housing market is not expected to improve until

information and discussion included in Management’s
residential inventories return to a more normal level and the

Discussion and Analysis of Financial Condition and Results
mortgage credit market stabilizes. The duration and severity

of Operations — Outlook in the 2007 Annual Report on
of the downward cycle could be further negatively affected in

Form 10-K to reflect developments in or affecting AIG’s
the event of an economic recession. AIG expects that this

business to date during 2008. These paragraphs also
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downward cycle will continue to adversely affect UGC’s $10.5 billion, while a downgrade to ‘A2’ or ‘A’, respectively,
operating results for the foreseeable future and will result in a by either of the two rating agencies would permit
significant operating loss for UGC through at least the first counterparties to call for up to approximately $1.1 billion of
half of 2009. AIG also incurred substantial unrealized market additional collateral.
valuation losses on AIGFP’s super senior credit default swap

Furthermore, a downgrade of AIG’s long-term senior
portfolio and substantial other-than-temporary impairment

debt ratings to ‘A1’ by Moody’s or to the same levels by both
charges on AIG’s available for sale securities in the first six

rating agencies would permit either AIG or the counterparties
months of 2008 and fourth quarter of 2007. The results from

to elect early termination of contracts resulting in payments
AIG’s operations with exposure to the U.S. residential

of up to approximately $4.6 billion, while a downgrade to
mortgage market will be highly dependent on future market

‘A2’ by Moody’s and ‘A’ by S&P would permit either AIG or
conditions. Continuing market deterioration will cause AIG

the counterparties to elect early termination of additional
to report additional unrealized market valuation losses and

contracts resulting in additional payments of up to
impairment charges. Given the current difficult market

approximately $800 million. AIGFP believes that it is
conditions, AIG is not able to predict the extent of any future

unlikely that certain of these counterparties would exercise
market valuation losses or impairment charges. Moreover,

their rights to elect termination of their contracts given the
AIG is unable to assess the effect, if any, that recent

substantial economic benefit that such counterparties would
transactions involving sales of large portfolios of CDOs will

forfeit upon termination.
have on the pricing of its credit default swaps, referenced

The actual amount of collateral that AIGFP would beCDOs or available for sale securities or on collateral posting
required to post to counterparties in the event of suchrequirements. There can be no assurance that increased
downgrades, or the aggregate amount of payments that AIGclaims activity, operating losses, unrealized market valuation
could be required to make, depends on market conditions,losses and impairment charges will not be material to AIG’s
the fair value of outstanding affected transactions and otherconsolidated financial condition or AIG’s consolidated
factors prevailing at the time of the downgrade. Additionalresults of operations for an individual reporting period.
obligations to post collateral or the costs of assignment,

The ongoing effect of the downward cycle in the
repayment or alternative credit support would increase the

U.S. housing market on AIG’s consolidated financial
demands on AIG’s liquidity. Further downgrades could result

condition could be material if the market disruption
in requirements for substantial additional collateral, which

continues to expand beyond the residential mortgage
could have a material adverse effect on AIG’s liquidity. For a

markets, notwithstanding AIG’s efforts to mitigate the risks
further discussion of AIG’s credit ratings and the potential

to its business by disciplined underwriting and active risk
effect of posting collateral on AIG’s liquidity, see — Capital

management. AIG is also exploring measures to further
Resources and Liquidity — Credit Ratings and — Liquidity

protect its capital, reduce risks where appropriate and
herein.

enhance its overall liquidity.
Globally, heightened regulatory scrutiny of financial

A significant portion of AIGFP’s guaranteed investment
services companies in many jurisdictions has the potential to

agreements (GIAs) and financial derivative transactions
affect future financial results through higher compliance

include provisions that require AIGFP, upon a downgrade of
costs. This is particularly true in the United States, where

AIG’s long-term debt ratings, to post collateral or, with the
federal and state authorities have commenced various

consent of the counterparties, assign or repay its positions or
investigations of the financial services industry, and in Japan

arrange a substitute guarantee of its obligations by an obligor
and Southeast Asia, where financial institutions have received

with higher debt ratings.
remediation orders affecting consumer and policyholder

It is estimated that, as of the close of business on July 31, rights.
2008, based on AIGFP’s outstanding municipal GIAs and

As a result of the disruption of the U.S. residential
financial derivative transactions at that date, a downgrade of

housing market, AIG recognized other-than-temporary
AIG’s long-term senior debt ratings to ‘A1’ by Moody’s

impairment charges over the last three quarters. Accordingly,
Investors Service (Moody’s) and ‘A+’ by Standard & Poor’s, a

any accretion to the expected recovery amount will be
division of The McGraw-Hill Companies, Inc. (S&P), would

recognized in earnings in future periods over the expected
permit counterparties to make additional calls for up to

recovery periods.
approximately $13.3 billion of collateral, while a downgrade

AIG tested goodwill for impairment as of June 30, 2008to ‘A2’ by Moody’s and ‘A’ by S&P would permit
and no impairment was identified. However, as a result ofcounterparties to call for approximately $1.2 billion of
structural trends in the consumer finance market and theadditional collateral. If either of Moody’s or S&P
current competitive environment in the personal lines market,downgraded AIG’s ratings to ‘A1’ or ‘A+’, respectively, the

estimated collateral call would be for up to approximately
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the excess of the fair value over the carrying value of AIG’s Life  Insurance & Retirement  Services
Consumer Finance and Personal Lines reporting units has

Disruption in the U.S. residential mortgage and credit
narrowed. As of June 30, 2008, goodwill related to each of

markets had a significant adverse effect on Life Insurance &
these reporting units amounted to approximately

Retirement Services operating results, specifically its net
$700 million. A continuation of these trends could result in

investment income and net realized capital losses in 2007 and
impairment in goodwill for these reporting units in the future.

the first six months of 2008, and AIG expects that this
disruption will continue to be a key factor in the remainder ofGeneral  Insurance
2008 and beyond, especially in its U.S.-based operations. The

The commercial property and casualty insurance industry has volatility in operating results will be further magnified by the
historically experienced cycles of price erosion followed by continuing market shift to variable products with living
rate strengthening as a result of catastrophes or other benefits.
significant losses that affect the overall capacity of the

In response to the market disruption, AIG, including
industry to provide coverage. As premium rates decline, AIG

Domestic Life and Domestic Retirement Services, has been
will generally experience higher current accident year loss

increasing its liquidity position and investing in shorter
ratios, as the written premiums are earned, and higher

duration investments. While prudent in the current
expense ratios if written premiums decline more quickly than

environment, such actions will reduce overall investment
expenses. Despite industry price erosion in commercial lines,

yields for the foreseeable future.
AIG expects to continue to identify profitable opportunities
and build attractive new general insurance businesses as a Recent capital markets volatility has put pressure on
result of AIG’s broad product line and extensive distribution credit lenders resulting in increased costs for premium
networks in the United States and abroad. financing, which could affect future sales of products where

such financing is used, primarily in large universal life policies
Workers compensation remains under considerable

in Domestic Life Insurance.
pricing pressure, as statutory rates continue to decline. Rates
for most casualty lines of insurance continue to decline due to The U.S. dollar has significantly weakened against many
competitive pressures, particularly for aviation, excess currencies, resulting in a favorable effect on operating results
casualty and D&O exposures. Rates for commercial property due to the translation of foreign currencies to the U.S. dollar.
lines are also declining following another year of relatively However, the weakened dollar has an unfavorable effect on
low catastrophe losses in 2007, a decline that is continuing other-than-temporary impairments in Foreign Life
despite increased natural catastrophe losses in 2008. Further Insurance & Retirement Services and will continue to affect
price erosion is expected during the remainder of 2008 for the operating results throughout 2008.
commercial lines. AIG seeks to mitigate the decline by

During the second quarter of 2008, AIG made capital
constantly seeking out profitable opportunities across its

contributions aggregating $1.1 billion to the surplus of
diverse product lines and distribution networks while

certain of its Domestic Life Insurance and Domestic
maintaining a commitment to underwriting discipline. There

Retirement Services subsidiaries to replace a portion of the
can be no assurance that price erosion will not become more

capital lost as a result of net realized capital losses, including
widespread or that AIG’s profitability will not deteriorate

other-than temporary impairments. In Taiwan, $361 million
from current levels in major commercial lines.

was contributed to meet the needs of this growing business
The personal lines automobile insurance industry is and increased risk-based capital requirements. AIG expects

currently experiencing a soft market. Industry underwriting that it will make additional capital contributions to these
results are expected to deteriorate due to a generally operations during the remainder of 2008, in large measure
weakening economy and increasing loss trends. AIG’s due to the continued effect of net realized capital losses
personal auto business has been affected by these trends, but resulting from severity-related other-than-temporary
AIG has filed rate increases, tightened underwriting impairment charges.
guidelines and made pricing enhancements to seek to improve

Financial  Servicesthe underwriting results.

During 2008, AIGFP’s revenues from certain products haveAIG has capital maintenance agreements with the
declined, in part, as a consequence of the continuedcompanies included in the Commercial Insurance and
disruption in the credit markets, the general decline inMortgage Guaranty reporting units that set forth procedures
liquidity in the marketplace, and AIGFP’s efforts to managethrough which AIG will provide ongoing capital support.
its liquidity. Furthermore, AIGFP has not been able to replaceAIG expects that additional capital contributions may be
revenues previously generated from certain structured taxrequired during the remainder of 2008 pursuant to these
and credit derivative transactions that were terminated oragreements.
matured at the end of 2007 and early 2008. AIG expects that
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AIGFP’s operating results will continue to be adversely Actual ultimate realized credit losses are likely to vary,
affected for the foreseeable future. perhaps materially, from these scenarios, and there can be no

assurance that the ultimate realized credit losses related to the
AIG exercises significant judgment in the valuation of its

AIGFP super senior multi-sector CDO credit default swap
various credit default swap portfolios. AIG uses pricing

portfolio will be consistent with either scenario or that such
models and other methodologies to value these portfolios

realized credit losses will not exceed the potential realized
that take into account, where applicable, and to the extent

credit losses illustrated by Scenario B. For a further discussion
possible, third-party prices, pricing matrices, the movement

of AIG’s stress testing using the roll rate analyses, see Risk
of indices (such as the CDX and iTraxx), collateral calls and

Management — Stress Testing/Sensitivity Analysis.
other observable market data. AIG believes that the
assumptions and judgments it makes are reasonable and lead Approximately $307 billion of the $441 billion in
to an overall methodology that is reasonable, but other notional exposure on AIGFP’s super senior credit default
market participants may use other methodologies, including, swap portfolio as of June 30, 2008 was written to facilitate
among other things, models, indices and selection of third- regulatory capital relief for financial institutions primarily in
party pricing sources, that are based upon different Europe. AIG expects that the majority of these transactions
assumptions and judgments, and these methodologies may will be terminated within the next 9 to 21 months by AIGFP’s
generate materially different values. counterparties when they no longer provide the regulatory

capital benefit.
For additional information regarding AIG’s

methodology, models and assumptions with respect to the In light of early termination experience to date and after
valuation and credit-based analyses of the AIGFP super other comprehensive analyses, AIG determined that there
senior credit default swap portfolio, see Critical Accounting was no unrealized market valuation adjustment to be
Estimates — Fair Value Measurements of Certain Financial recognized for this regulatory capital relief portfolio for the
Assets and Liabilities — AIGFP’s Super Senior Credit Default six months ended June 30, 2008 other than for transactions
Swap Portfolio, and — Valuation of Level 3 Assets and where AIGFP believes the counterparties are no longer using
Liabilities — Super senior credit default swap portfolio. See the transactions to obtain regulatory capital relief. AIG will
Risk Management — Credit Derivatives. continue to assess the valuation of this portfolio and monitor

developments in the marketplace. Given the significant
The ongoing disruption in the U.S. residential mortgage

deterioration in the global credit markets and the risk that
and credit markets and the downgrades of residential

AIGFP’s expectations with respect to the termination of these
mortgage-backed securities and CDO securities by rating

transactions by its counterparties may not materialize, there
agencies continue to adversely affect the fair value of the

can be no assurance that AIG will not recognize unrealized
super senior credit default swap portfolio written by AIGFP.

market valuation losses from this portfolio in future periods,
AIG expects that continuing limitations on the availability of

and recognition of even a small percentage decline in the fair
market observable data will affect AIG’s determinations of

value of this portfolio could be material to an individual
the fair value of these derivatives. The fair value of these

reporting period. These transactions contributed
derivatives is expected to continue to fluctuate, perhaps

approximately $156 million to AIGFP’s revenues in the six-
materially, in response to changing market conditions, and

month period ended June 30, 2008. If AIGFP is not successful
AIG’s estimates of the value of AIGFP’s super senior credit

in replacing the revenues generated by these transactions,
default swap portfolio at future dates could therefore be

AIGFP’s operating results could be materially adversely
materially different from current estimates. Further declines

affected.
in the fair values of these derivatives may also require AIGFP
to post additional collateral which may be material to The airline industry is experiencing financial stress
AIGFP’s financial condition. primarily due to record-high fuel costs, tightening of the

credit markets and generally worsening economic conditions.
At June 30, 2008, the fair value of AIGFP’s super senior

This financial stress is causing a slow-down in the airline
credit default swap portfolio, a net loss of $26.1 billion,

industry, and will likely have a negative effect on future lease
represents AIG’s best estimate of the amount it would need to

rates and could begin to influence ILFC’s results of
pay a willing, able and knowledgeable third party to assume

operations as some airlines may approach ILFC to
the obligations under AIGFP’s super senior credit default

renegotiate transactions.
swap portfolio at that date.

At June 30, 2008, AIG used a roll rate analysis to stress Asset  Management
the AIGFP super senior multi-sector CDO credit default swap

In the Institutional Asset Management business, management
portfolio for potential pre-tax realized credit losses. Two

fees are earned based on the value of assets under
scenarios illustrated in this process resulted in potential

management or committed capital. Declines in the equity and
realized credit losses of approximately $5.0 billion

credit markets negatively affect the value of these investments
(Scenario A) and approximately $8.5 billion (Scenario B).
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which may result in lower base management fees. transferring such investments to a to-be-established AIG
Additionally, real estate investments are made through AIG sponsored fund or acquiring such investments to be held
Global Real Estate Investment Corp. (AIG Global Real temporarily until distribution to a third party or AIG affiliate
Estate), typically for the purpose of development or is completed (warehoused assets). Market conditions may
repositioning and subsequent sale. Softening of the real estate impede AIG from launching new investment products for
and/or credit markets may delay the timing of development, which these warehoused assets are being held. Market
repositioning and subsequent sale of these investments. conditions may also prevent AIG from recovering its

investment upon transfer or divestment.
From time to time, AIG Global Asset Management

Holdings Corp. and its subsidiaries and affiliated companies For a description of important factors that may affect the
(collectively, AIG Investments) acquires alternative operations and initiatives described above, see Item 1A. Risk
investments, primarily consisting of direct controlling equity Factors in the 2007 Annual Report on Form 10-K.
interests in private enterprises, with the intention of

Consolidated  Results

AIG’s consolidated revenues, income (loss) before income taxes, minority interest and net income (loss) were as follows:

Three Months Ended Six Months EndedPercentage Percentage
June 30, June 30,Increase/ Increase/

(in millions) 2008 2007 (Decrease) 2008 2007 (Decrease)
Total revenues $ 19,933 $31,150 (36)% $ 33,964 $61,795 (45)%
Income (loss) before income taxes and minority interest (8,756) 6,328 — (20,020) 12,500 —
Net income (loss) $ (5,357) $ 4,277 —% $(13,162) $ 8,407 —%

AIG’s consolidated revenues decreased in the three and Services. Policyholder trading gains are offset by a charge to
six-month periods ended June 30, 2008 compared to the incurred policy losses and benefits expense.
same periods in 2007 due to unrealized market valuation Income (loss) before income taxes and minority interest
losses of $5.6 billion and $14.7 billion, respectively, on declined in the three- and six-month periods ended June 30,
AIGFP’s super senior credit default swap portfolio recorded 2008 due primarily to the losses described above.
in other income, higher net realized capital losses and a

Income Taxesdecline in net investment income, which more than offset
growth in premiums and other considerations in the Life The effective tax rate on the pre-tax loss for the three-month
Insurance & Retirement Services segment. Net realized period ended June 30, 2008 was 38.4 percent. The effective
capital losses of $6.1 billion and $12.2 billion in the three and tax rate was higher than the statutory rate of 35 percent due
six-month periods ended June 30, 2008, respectively, primarily to tax benefits from foreign operations and tax
included other-than-temporary impairment charges of exempt interest. The effective tax rate on the pre-tax loss for
$6.8 billion and $12.4 billion, primarily related to the the six-month period ended June 30, 2008 was 34.4 percent.
significant disruption in the residential mortgage and credit The effective tax rate was adversely affected by $703 million
markets and investment-related losses of $241 million and of tax charges from the first three months of 2008, comprised
$1.0 billion where AIG lacks the intent to hold the of increases in the reserves for uncertain tax positions and
investments to recovery. Total other-than-temporary other discrete period items. The effective tax rate on the pre-
impairment charges in the three- and six-month periods tax income for the three- and six-month periods ended
ended June 30, 2007 were $417 million and $884 million, June 30, 2007 was 26.5 percent and 27.2 percent,
respectively. See Invested Assets — Portfolio Review — respectively. The effective tax rates were low due primarily to
Other-Than-Temporary Impairments herein. The decline in benefits from remediation adjustments and the recognition of
net investment income reflects higher trading account losses tax benefits associated with the SICO Plan for which the
in the U.K., lower returns from yield enhancement income, compensation expense was recognized in prior years. See also
partnerships, hedge funds and mutual funds as well as lower Note 8 to Consolidated Financial Statements.
policyholder trading gains in Life Insurance & Retirement
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Segment  Results

The following table summarizes the operations of each principal segment: (See also Note 2 to Consolidated Financial
Statements.)

Three Months Ended Six Months EndedPercentage Percentage
June 30, June 30,Operating Segments Increase/ Increase/

(in millions) 2008 2007 (Decrease) 2008 2007 (Decrease)

Total revenues(a):
General Insurance $ 12,757 $12,928 (1)% $ 25,046 $25,831 (3)%
Life Insurance & Retirement Services(b) 10,161 14,023 (28) 18,913 27,705 (32)
Financial Services(c)(d) (3,605) 2,123 — (10,165) 4,324 —
Asset Management(e) 797 1,781 (55) 648 3,450 (81)
Other 208 263 (21) 80 394 (80)
Consolidation and eliminations (385) 32 — (558) 91 —

Total $ 19,933 $31,150 (36)% $ 33,964 $61,795 (45)%
Operating income (loss)(a):

General Insurance $ 827 $ 2,976 (72)% $ 2,164 $ 6,072 (64)%
Life Insurance & Retirement Services(b) (2,401) 2,620 — (4,232) 4,901 —
Financial Services(c)(d) (5,905) 47 — (14,677) 339 —
Asset Management(e) (314) 927 — (1,565) 1,685 —
Other (715) (460) — (1,483) (930) —
Consolidation and eliminations (248) 218 — (227) 433 —

Total $ (8,756) $ 6,328 — $(20,020) $12,500 —%

(a) Includes other-than-temporary impairment charges of $6.8 billion and $417 million for the three-month periods ended June 30, 2008 and 2007,
respectively, and $12.4 billion and $884 million for the six-month periods ended June 30, 2008 and 2007, respectively. Also includes gains (losses) from
hedging activities that did not qualify for hedge accounting treatment under FAS No. 133, ‘‘Accounting for Derivative Instruments and Hedging Activities’’
(FAS 133), including the related foreign exchange gains and losses. For the three-month periods ended June 30, 2008 and 2007, the effect was $272 million
and $(430) million, respectively, in both revenues and operating income (loss). For the six-month periods ended June 30, 2008 and 2007, the effect was
$(476) million and $(882) million, respectively, in both revenues and operating income (loss). These amounts result primarily from interest rate and foreign
currency derivatives that are effective economic hedges of investments and borrowings.

(b) Includes other-than-temporary impairment charges of $5.2 billion and $324 million for the three-month periods ended June 30, 2008 and 2007,
respectively, and $9.6 billion and $716 million for the six-month periods ended June 30, 2008 and 2007, respectively.

(c) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange
gains and losses. For the three-month periods ended June 30, 2008 and 2007, the effect was $5 million and $(443) million, respectively, in both revenues and
operating income (loss). For the six-month periods ended June 30, 2008 and 2007, the effect was $(199) million and $(603) million, respectively, in both
revenues and operating income (loss). These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges
of investments and borrowings.

(d) For the three- and six-month periods ended June 30, 2008, both revenues and operating income (loss) include unrealized market valuation losses of
$5.6 billion and $14.7 billion, respectively, on AIGFP’s super senior credit default swap portfolio.

(e) Includes net realized capital losses of $464 million and $1.9 billion for the three- and six-month periods ended June 30, 2008, respectively, including other-
than-temporary impairment charges of $882 million and $1.9 billion, respectively.

incurred by Commercial Insurance in 2008. Operating lossesGeneral  Insurance
from the Mortgage Guaranty business and a decline in

AIG’s General Insurance operations provide property and
Foreign General Insurance net investment income in 2008

casualty products and services throughout the world.
also contributed to the decrease in General Insurance

Revenues in the General Insurance segment represent net
operating income.

premiums earned, net investment income and net realized
capital gains (losses). The decrease in General Insurance Life  Insurance & Retirement  Services
revenues in the three-month period ended June 30, 2008

AIG’s Life Insurance & Retirement Services operationscompared to the same period in 2007 was due to higher net
provide insurance, financial and investment-orientedrealized capital losses in the three-month period ended
products throughout the world. Revenues in the LifeJune 30, 2008 compared to the same period in 2007 and
Insurance & Retirement Services operations representlower net investment income as returns on partnership
premiums and other considerations, net investment incomeinvestments declined. The decrease in General Insurance
and net realized capital gains (losses). Foreign operationsrevenues in the six-month period ended June 30, 2008
contributed approximately 80 percent of AIG’s Lifecompared to the same period in 2007 was due to net realized
Insurance & Retirement Services premiums and othercapital losses in the six-month period ended June 30, 2008
considerations for both the three- and six-month periodscompared to net realized capital gains in the same period of
ended June 30, 2008 and 2007.2007 and lower net investment income as returns on

partnership investments declined. The decrease in General Life Insurance & Retirement Services reported operating
Insurance operating income in the three- and six-month losses in the three- and six-month periods of 2008 compared
periods ended June 30, 2008 compared to the same period in to operating income in the same period in 2007, primarily
2007 was principally due to lower underwriting profit and due to lower net investment income and higher net realized
net investment income from AIG Commercial Insurance capital losses in 2008, which were partially offset by the
(Commercial Insurance) as well as net realized capital losses favorable effect of foreign exchange rates, lower deferred
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policy acquisition costs (DAC) and sales inducement asset wholesale originations (originations through mortgage
(SIA) amortization related to realized capital losses, growth brokers).
in the underlying reserves which reflects increased assets

In the second quarter and first six months of 2007, the
under management and increased business in force.

domestic consumer finance operations recorded pre-tax
charges of $50 million and $178 million, respectively,

Financial  Services
representing the estimated cost of implementing the

AIG’s Financial Services subsidiaries engage in diversified Supervisory Agreement entered into with the Office of Thrift
activities including aircraft and equipment leasing, capital Supervision (OTS), which are discussed in the Consumer
markets, consumer finance and insurance premium finance. Finance results of operations section. Based on the current
Revenues in the Financial Services segment include interest, estimated cost of implementing the Supervisory Agreement,
realized and unrealized gains and losses, including the partial reversals of these prior year charges of $25 million
unrealized market valuation losses on AIGFP’s super senior and $43 million were recorded for the three- and six-month
credit default swap portfolio, and lease and finance charges. periods ended June 30, 2008, respectively.

Financial Services reported operating losses in the three- Operating income for ILFC increased in the three and
and six-month periods ended June 30, 2008 compared to six-month periods ended June 30, 2008 compared to the
operating income in the same periods in 2007, primarily due same periods in 2007 driven to a large extent by a larger
to unrealized market valuation losses of $5.6 billion and aircraft fleet, higher lease rates and higher utilization and
$14.7 billion in the three- and six-month periods ended lower composite borrowing rates.
June 30, 2008, respectively, on AIGFP’s super senior credit
default swap portfolio, the remaining operating loss resulting Asset  Management
from the change in credit spreads on AIGFP’s other assets and

AIG’s Asset Management operations include institutional
liabilities and a decline in operating income for AGF. Capital

asset management, broker-dealer related services and mutual
Markets net operating loss for the three- and six-month

funds and the Spread-Based Investment business. Revenues in
periods ended June 30, 2008 was $6.3 billion and $15.2

the Asset Management segment represent investment income
billion, respectively, reflecting the pre-tax unrealized market

with respect to spread-based products, and management and
valuation loss on the super senior credit default swap

advisory fees, carried interest revenues on the performance of
portfolio. Included in the unrealized market valuation loss

the underlying funds, and realized gains on real estate
were gains of $44 million and $109 million as a result of the

investments in institutional products.
effects of AIG’s own credit spreads on the valuation of these

Asset Management reported operating losses in thederivatives for the three- and six-month periods ended
three- and six-month periods ended June 30, 2008 comparedJune 30, 2008, respectively. The effect of the changes in
to operating income in the same periods in 2007, due toAIG’s own credit spreads, including the aforementioned
other-than-temporary impairment charges on fixed maturityamounts reflected in the unrealized market valuation loss,
securities, lower partnership income and a decline in carriedwas a decrease in pre-tax income of $112 million and an
interest revenues. 2007 results included a gain ofincrease of $2.5 billion for the three- and six-month periods
$398 million related to the sale of a portion of AIG’sended June 30, 2008, respectively. The effect of the changes
investment in The Blackstone Group L.P. in connection within counterparty credit spreads for assets measured at fair
its initial public offering.value at AIGFP was a decrease of $362 million and

$3.0 billion for the three- and six-month periods ended
Capital  ResourcesJune 30, 2008, respectively. On January 1, 2008, AIGFP

elected the fair value option for almost all of its eligible At June 30, 2008, AIG had total consolidated shareholders’
financial assets and liabilities. Included in the first quarter equity of $78.1 billion and total consolidated borrowings of
2008 net operating loss was the transition amount of $178.6 billion. At that date, $68.6 billion of such borrowings
$291 million related to the adoption of FAS 157 and were subsidiary borrowings not guaranteed by AIG.
FAS 159.

In May 2008, AIG raised a total of approximately
AGF’s operating income declined in the three- and six- $20 billion through the sale of: (i) 196,710,525 shares of AIG

month periods ended June 30, 2008 compared to the same common stock at a price per share of $38, for an aggregate
periods in 2007, primarily due to increases in the provision amount of $7.47 billion; (ii) 78.4 million equity units at a
for finance receivable losses and unfavorable variances price per unit of $75, for an aggregate amount of
related to derivatives which economically hedge AGF debt. $5.88 billion; and (iii) $6.9 billion of junior subordinated
AGF’s operating income for the three- and six- month periods debentures in three series. The equity units and junior
ended June 30, 2008 also reflected a pre-tax charge of subordinated debentures receive hybrid equity treatment
$27 million resulting from AGF’s decision to cease its from the major rating agencies under their current policies.
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rate adequacy and the projected loss ratio with respect toLiquidity
prior accident years.

AIG manages liquidity at both the subsidiary and parent
) Expected loss ratios for the latest accident year: in thiscompany levels. At June 30, 2008, AIG’s consolidated

case, accident year 2008 for the year-end 2008 lossinvested assets, primarily held by its subsidiaries, included
reserve analysis. For low-frequency, high-severity classes$82.2 billion in cash and short-term investments.
such as excess casualty, expected loss ratios generally areConsolidated net cash provided from operating activities in
utilized for at least the three most recent accident years.the first six months of 2008 amounted to $16.6 billion. At

) Loss development factors: used to project the reportedboth the subsidiary and parent company level, liquidity
losses for each accident year to an ultimate amount.management activities are intended to preserve and enhance

funding stability, flexibility, and diversity through a wide ) Reinsurance recoverable on unpaid losses: the
range of potential operating environments and market expected recoveries from reinsurers on losses that have
conditions. AIG’s primary sources of cash flow are dividends not yet been reported and/or settled.
and other payments from its regulated and unregulated
subsidiaries, as well as issuances of debt and equity securities. Future  Policy  Benefits  for  Life  and  Accident  and  Health
Primary uses of cash flow are for debt service, subsidiary Contracts  (Life  Insurance &  Retirement  Services):
funding, shareholder dividend payments and common stock ) Interest rates: which vary by geographical region, year
repurchases. Management believes that AIG’s liquid assets, of issuance and products.
cash provided by operations and access to the capital markets

) Mortality, morbidity and surrender rates: based uponwill enable it to meet its anticipated cash requirements.
actual experience by geographical region modified to

For additional information, see Capital Resources and allow for variation in policy form, risk classification and
Liquidity. distribution channel.

Critical  Accounting Estimates Deferred  Policy  Acquisition  Costs  (Life  Insurance &

Retirement  Services):The preparation of financial statements in conformity with
) Recoverability: based on current and future expectedaccounting principles generally accepted in the United States

profitability, which is affected by interest rates, foreignof America (GAAP) requires the application of accounting
exchange rates, mortality/morbidity experience,policies that often involve a significant degree of judgment.
expenses, investment returns and policy persistency.AIG considers that its accounting policies that are most

dependent on the application of estimates and assumptions,
Deferred  Policy  Acquisition  Costs  (General  Insurance):and therefore viewed as critical accounting estimates, to be
) Recoverability: based upon the current terms andthose relating to reserves for losses and loss expenses, future

profitability of the underlying insurance contracts.policy benefits for life and accident and health contracts,
recoverability of DAC, estimated gross profits for

Estimated  Gross  Profits  for  Investment-Oriented  Productsinvestment-oriented products, fair value measurements of
(Life  Insurance &  Retirement  Services):certain financial assets and liabilities, other-than-temporary
) Estimated gross profits: to be realized over theimpairments, the allowance for finance receivable losses and

estimated duration of the contracts (investment-orientedflight equipment recoverability. These accounting estimates
products) affect the carrying value of DAC, unearnedrequire the use of assumptions about matters, some of which
revenue liability, SIAs and associated amortizationare highly uncertain at the time of estimation. To the extent
patterns. Estimated gross profits include investmentactual experience differs from the assumptions used, AIG’s
income and gains and losses on investments less requiredresults of operations would be directly affected.
interest, actual mortality and other expenses.

Throughout this Management’s Discussion and Analysis
of Financial Condition and Results of Operations, AIG’s Allowance  for  Finance  Receivable  Losses  (Financial
critical accounting estimates are discussed in detail. The Services):
major categories for which assumptions are developed and ) Historical defaults and delinquency experience:
used to establish each critical accounting estimate are utilizing factors, such as delinquency ratio, allowance
highlighted below. ratio, charge-off ratio and charge-off coverage.

) Portfolio characteristics: portfolio composition and
Reserves  for  Losses  and  Loss  Expenses consideration of the recent changes to underwriting
(General  Insurance): criteria and portfolio seasoning.
) Loss trend factors: used to establish expected loss

) External factors: consideration of current economicratios for subsequent accident years based on premium
conditions, including levels of unemployment and
personal bankruptcies.
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) Migration analysis: empirical technique measuring AIG generally accretes into income the discount or amortizes
historical movement of similar finance receivables the reduced premium resulting from the reduction in cost
through various levels of repayment, delinquency, and basis over the remaining life of the security.
loss categories to existing finance receivable pools.

Fair  Value  Measurements  of  Certain  Financial  Assets  and

Flight  Equipment  Recoverability  (Financial  Services): Liabilities:

) Expected undiscounted future net cash flows: based
AIG measures at fair value on a recurring basis financial

upon current lease rates, projected future lease rates and
instruments in its trading and available for sale securities

estimated terminal values of each aircraft based on
portfolios, certain mortgage and other loans receivable,

expectations of market participants.
certain spot commodities, derivative assets and liabilities,
securities purchased (sold) under agreements to resell

Other-Than-Temporary  Impairments:
(repurchase), securities lending invested collateral, non-

AIG evaluates its investments for impairment such that a
marketable equity investments, included in other invested

security is considered a candidate for other-than-temporary
assets, certain policyholders’ contract deposits, securities and

impairment if it meets any of the following criteria:
spot commodities sold but not yet purchased, certain trust

) Trading at a significant (25 percent or more) discount to
deposits and deposits due to banks and other depositors,

par, amortized cost (if lower) or cost for an extended
certain long-term borrowings, and certain hybrid financial

period of time (nine consecutive months or longer);
instruments included in other liabilities. The fair value of a

) The occurrence of a discrete credit event resulting in financial instrument is the amount that would be received to
(i) the issuer defaulting on a material outstanding sell an asset or paid to transfer a liability in an orderly
obligation; (ii) the issuer seeking protection from transaction between market participants at the measurement
creditors under the bankruptcy laws or any similar laws date.
intended for court supervised reorganization of insolvent

The degree of judgment used in measuring the fair valueenterprises; or (iii) the issuer proposing a voluntary
of financial instruments generally correlates with the level ofreorganization pursuant to which creditors are asked to
pricing observability. Financial instruments with quotedexchange their claims for cash or securities having a fair
prices in active markets generally have more pricingvalue substantially lower than par value of their
observability and less judgment is used in measuring fairclaims; or
value. Conversely, financial instruments traded in other-than-

) AIG may not realize a full recovery on its investment,
active markets or that do not have quoted prices have less

regardless of the occurrence of one of the foregoing
observability and are measured at fair value using valuation

events.
models or other pricing techniques that require more

The determination that a security has incurred an other- judgment. Pricing observability is affected by a number of
than-temporary decline in value requires the judgment of factors, including the type of financial instrument, whether
management and consideration of the fundamental condition the financial instrument is new to the market and not yet
of the issuer, its near-term prospects and all the relevant facts established, the characteristics specific to the transaction and
and circumstances. The above criteria also consider general market conditions.
circumstances of a rapid and severe market valuation decline,
such as that experienced in current credit markets, in which Fixed  Maturity  Securities — Trading  and  Available  for

AIG could not reasonably assert that the recovery period Sale

would be temporary (severity losses). For further discussion,
AIG maximizes the use of observable inputs and minimizes

see Invested Assets — Portfolio Review — Other-Than-
the use of unobservable inputs when measuring fair value.

Temporary Impairments.
Whenever available, AIG obtains quoted prices in active

At each balance sheet date, AIG evaluates its securities markets for identical assets at the balance sheet date to
holdings with unrealized losses. When AIG does not intend to measure at fair value fixed maturity securities in its trading
hold such securities until they have recovered their cost basis, and available for sale portfolios. Market price data generally
AIG records the unrealized loss in income. If a loss is is obtained from exchange or dealer markets.
recognized from a sale subsequent to a balance sheet date

AIG estimates the fair value of fixed maturity securities
pursuant to changes in circumstances, the loss is recognized

not traded in active markets, including securities purchased
in the period in which the intent to hold the securities to

(sold) under agreements to resell (repurchase) and mortgage
recovery no longer existed.

and other loans receivable, for which AIG elected the fair
In periods subsequent to the recognition of an other- value option by referring to traded securities with similar

than-temporary impairment charge for fixed maturity attributes, using dealer quotations and matrix pricing
securities, which is not credit or foreign exchange related, methodologies, or discounted cash flow analyses. This
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Freestanding  Derivativesmethodology considers such factors as the issuer’s industry,
the security’s rating and tenor, its coupon rate, its position in Derivative assets and liabilities can be exchange-traded or
the capital structure of the issuer, yield curves, credit curves, traded over the counter (OTC). AIG generally values
prepayment rates and other relevant factors. For fixed exchange-traded derivatives within portfolios using models
maturity securities that are not traded in active markets or that calibrate to market clearing levels and eliminate timing
that are subject to transfer restrictions, valuations are differences between the closing price of the exchange-traded
adjusted to reflect illiquidity and/or non-transferability, and derivatives and their underlying instruments.
such adjustments generally are based on available market

OTC derivatives are valued using market transactionsevidence. In the absence of such evidence, management’s best
and other market evidence whenever possible, includingestimate is used.
market-based inputs to models, model calibration to market
clearing transactions, broker or dealer quotations orEquity  Securities  Traded  in  Active  Markets — Trading  and
alternative pricing sources with reasonable levels of priceAvailable  for  Sale
transparency. When models are used, the selection of a

AIG maximizes the use of observable inputs and minimizes
particular model to value an OTC derivative depends on the

the use of unobservable inputs when measuring fair value.
contractual terms of, and specific risks inherent in, the

Whenever available, AIG obtains quoted prices in active
instrument as well as the availability of pricing information in

markets for identical assets at the balance sheet date to
the market. AIG generally uses similar models to value

measure at fair value marketable equity securities in its
similar instruments. Valuation models require a variety of

trading and available for sale portfolios. Market price data
inputs, including contractual terms, market prices and rates,

generally is obtained from exchange or dealer markets.
yield curves, credit curves, measures of volatility, prepayment
rates and correlations of such inputs. For OTC derivatives

Direct  Private  Equity  Securities  Not  Traded  in  Active
that trade in liquid markets, such as generic forwards, swaps

Markets — Other  Invested  Assets
and options, model inputs can generally be corroborated by

AIG initially estimates the fair value of equity securities not observable market data by correlation or other means and
traded in active markets by reference to the transaction price. model selection does not involve significant management
This valuation is adjusted only when changes to inputs and judgment.
assumptions are corroborated by evidence such as

Certain OTC derivatives trade in less liquid markets
transactions in similar instruments, completed or pending

with limited pricing information and the determination of
third-party transactions in the underlying investment or

fair value for these derivatives is inherently more difficult.
comparable entities, subsequent rounds of financing,

When AIG does not have corroborating market evidence to
recapitalizations and other transactions across the capital

support significant model inputs and cannot verify the model
structure, offerings in the equity capital markets, and changes

to market transactions, the transaction price is initially used
in financial ratios or cash flows. For equity securities that are

as the best estimate of fair value. Accordingly, when a pricing
not traded in active markets or that are subject to transfer

model is used to value such an instrument, the model is
restrictions, valuations are adjusted to reflect illiquidity

adjusted so the model value at inception equals the
and/or non-transferability and such adjustments generally are

transaction price. Subsequent to initial recognition, AIG
based on available market evidence. In the absence of such

updates valuation inputs when corroborated by evidence
evidence, management’s best estimate is used. AIG initially

such as similar market transactions, third-party pricing
estimates the fair value of investments in private limited

services and/or broker or dealer quotations, or other
partnerships and hedge funds by reference to the transaction

empirical market data. When appropriate, valuations are
price. Subsequently, AIG obtains the fair value of these

adjusted for various factors such as liquidity, bid/offer
investments generally from net asset value information

spreads and credit considerations. Such adjustments are
provided by the general partner or manager of the

generally based on available market evidence. In the absence
investments, the financial statements of which generally are

of such evidence, management’s best estimate is used.
audited annually.

With the adoption of FAS 157 on January 1, 2008, AIG’s
Separate  and  Variable  Account Assets own credit risk has been considered and is incorporated into

the fair value measurement of all freestanding derivative
Separate and variable account assets are composed primarily

liabilities.
of registered and unregistered open-end mutual funds that
generally trade daily and are measured at fair value in the

Embedded  Policy  Derivatives
manner discussed above for equity securities traded in active

The fair value of embedded policy derivatives contained inmarkets.
certain variable annuity and equity-indexed annuity and life
contracts is measured based on actuarial and capital market

48



American International Group, Inc. and Subsidiaries

assumptions related to projected cash flows over the expected manager, AIGFP derives the price from a matrix that
lives of the contracts. These cash flow estimates primarily averages the prices of the various securities at the level of ABS
include benefits and related fees assessed, when applicable, category, vintage and the rating of the referenced security.
and incorporate expectations about policyholder behavior. The determination of some of these inputs requires the use of
Estimates of future policyholder behavior are subjective and judgment and estimates, particularly in the absence of market
based primarily on AIG’s historical experience. With respect observable data. AIGFP also employs a Monte Carlo
to embedded policy derivatives in AIG’s variable annuity simulation to assist in quantifying the effect on the valuation
contracts, because of the dynamic and complex nature of the of the CDOs of the unique aspects of the CDOs’ structure
expected cash flows, risk neutral valuations are used. such as triggers that divert cash flows to the most senior part
Estimating the underlying cash flows for these products of the capital structure. In the determination of fair value,
involves many estimates and judgments, including those AIGFP also considers collateral calls and the price estimates
regarding expected market rates of return, market volatility, for the super senior CDO securities provided by third parties,
correlations of market index returns to funds, fund including counterparties to these transactions. See Note 3 to
performance, discount rates and policyholder behavior. With Consolidated Financial Statements for additional
respect to embedded policy derivatives in AIG’s equity- information about fair value measurements.
indexed annuity and life contracts, option pricing models are

In the case of credit default swaps written on investment-
used to estimate fair value, taking into account assumptions

grade corporate debt and CLOs, AIGFP estimates the value
for future equity indexed growth rates, volatility of the equity

of its obligations by reference to the relevant market indices
index, future interest rates, and determination on adjusting

or third-party quotes on the underlying super senior tranches
the participation rate and the cap on equity indexed credited

where available.
rates in light of market conditions and policyholder behavior

In the case of credit default swaps written to facilitateassumptions. With the adoption of FAS 157, these
regulatory capital relief for AIGFP’s European financialmethodologies were not changed, with the exception of
institution counterparties, AIGFP estimates the fair value ofincorporating an explicit risk margin to take into
these derivatives by considering observable marketconsideration market participant estimates of projected cash
transactions, including the early termination of theseflows and policyholder behavior.
transactions by counterparties, and other market data, to the

AIGFP’s  Super  Senior  Credit  Default  Swap  Portfolio extent relevant.

AIGFP values its credit default swaps written on the most
Policyholders’  Contract  Deposits

senior risk layers (super senior) of designated pools of debt
Policyholders’ contract deposits accounted for at fair valuesecurities or loans using internal valuation models, third-
beginning January 1, 2008 are measured using an incomeparty prices and market indices. The specific valuation
approach by taking into consideration the following factors:methodologies vary based on the nature of the referenced

obligations and availability of market prices. AIGFP uses a
) Current policyholder account values and related

modified version of the Binomial Expansion Technique (BET) surrender charges,
model to value its credit default swap portfolio written on

) The present value of estimated future cash inflowssuper senior tranches of CDOs of asset-backed securities
(policy fees) and outflows (benefits and maintenance(ABS), including maturity-shortening puts that allow the
expenses) associated with the product using risk neutralholders of the securities issued by certain CDOs to treat the
valuations, incorporating expectations aboutsecurities as short-term eligible 2a-7 investments under the
policyholder behavior, market returns and otherInvestment Company Act of 1940 (2a-7 Puts). The BET
factors, andmodel uses default probabilities derived from credit spreads

implied from market prices for the individual securities
) A risk margin that market participants would require for

included in the underlying collateral pools securing the a market return and the uncertainty inherent in the
CDOs, as well as diversity scores, weighted average lives, model inputs.
recovery rates and discount rates. Prices for the individual

The change in fair value of these policyholders’ contractsecurities held by a CDO are obtained in most cases from the
deposits is recorded as incurred policy losses and benefits inCDO collateral managers, to the extent available. The CDO
the consolidated statement of income (loss).collateral managers obtain these prices from various sources,

which include dealer quotations, third-party pricing services
Level 3  Assets  and  Liabilitiesand in-house valuation models. To the extent there is a lag in

the prices provided by the collateral managers, AIGFP rolls Under FAS 157, assets and liabilities recorded at fair value in
forward these prices to the end of the quarter using data the consolidated balance sheet are classified in a hierarchy for
provided by a third-party pricing service. Where a price for disclosure purposes consisting of three ‘‘levels’’ based on the
an individual security is not provided by the CDO collateral
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observability of inputs available in the marketplace used to Certain Residential Mortgage-Backed Securities (RMBS):
measure the fair value. See Note 3 to the Consolidated These assets initially are valued at the transaction price.
Financial Statements for additional information about fair Subsequently, they may be valued by comparison to
value measurements. transactions in instruments with similar collateral and risk

profiles, remittances received and updated cumulative loss
At June 30, 2008, AIG classified $48.7 billion and

data on underlying obligations, discounted cash flow
$37.3 billion of assets and liabilities, respectively, measured

techniques, and/or option adjusted spread analyses.
at fair value on a recurring basis as Level 3. This represented
4.7 percent and 3.8 percent of the total assets and liabilities, Certain Asset-Backed Securities — non-mortgage: These
respectively, measured at fair value on a recurring basis. assets initially are valued at the transaction price.
Level 3 fair value measurements are based on valuation Subsequently, they may be valued based on external
techniques that use at least one significant input that is price/spread data. When position-specific external price data
unobservable. These measurements are made under are not observable, the valuation is based on prices of
circumstances in which there is little, if any, market activity comparable securities.
for the asset or liability. AIG’s assessment of the significance

CDOs: These assets initially are valued at the transaction
of a particular input to the fair value measurement in its

price. Subsequently, they are valued based on external
entirety requires judgment.

price/spread data from independent third parties, dealer
In making the assessment, AIG considers factors specific quotations, matrix pricing, or using the BET model.

to the asset or liability. In certain cases, the inputs used to
Super senior credit default swap portfolio: AIGFP wrote

measure fair value of an asset or a liability may fall into
credit protection on the super senior risk layer of diversified

different levels of the fair value hierarchy. In such cases, the
portfolios of investment-grade corporate debt, CLOs and

level in the fair value hierarchy within which the fair value
multi-sector CDOs. In these transactions, AIGFP is at risk

measurement in its entirety is classified is determined based
only on the super senior portion related to a diversified

on the lowest level input that is significant to the fair value
portfolio referenced to loans or debt securities, which is the

measurement in its entirety.
last tranche to suffer losses after significant subordination.
AIGFP also wrote protection on tranches below the super

Valuation  of  Level 3  Assets  and  Liabilities
senior layer.

AIG values its assets and liabilities classified as Level 3 using
At June 30, 2008, the notional amount, fair value and

judgment and valuation models or other pricing techniques
unrealized market valuation loss of the AIGFP super senior

that require a variety of inputs including contractual terms,
credit default swap portfolio, including certain regulatory

market prices and rates, yield curves, credit curves, measures
capital relief transactions, by asset class were as follows:

of volatility, prepayment rates and correlations of such
Unrealized Marketinputs, some of which may be unobservable. The following

Valuation Loss
paragraphs describe the methods AIG uses to measure on a (Gain)

Three Sixrecurring basis the fair value of the major classes of assets and Fair Value
Months MonthsLoss atliabilities classified in Level 3. Ended Ended

Notional June 30, June 30, June 30,
(in millions) Amount 2008 2008(a) 2008(a)Private equity and real estate fund investments: These assets

initially are valued at the transaction price, i.e., the price paid Regulatory Capital:(b)

Corporate loans $172,717 $ — $ — $ —to acquire the asset. Subsequently, they are measured based Prime residential
on net asset value using information provided by the general mortgages 132,612 — — —

Other(c)(d) 1,619 125 125 125partner or manager of these investments, the accounts of
Total 306,948 125 125 125

which generally are audited on an annual basis. Arbitrage:
Multi-sector CDOs(e) 80,301 24,785 5,569 13,606

Corporate bonds and private placement debt: These assets Corporate debt/CLOs 53,767 996 (126) 770
Total 134,068 25,781 5,443 14,376initially are valued at the transaction price. Subsequently,

Mezzanine tranches(f) 5,824 171 (3) 171they are valued using market data for similar instruments
Total $446,840 $26,077(g) $5,565 $14,672

(e.g., recent transactions, bond spreads or credit default swap
(a) Includes credit valuation adjustment gains of $44 million andspreads), comparisons to benchmark derivative indices or

$109 million, respectively, for the three- and six-month periods ended
movements in underlying credit spreads. When observable June 30, 2008.
price quotations are not available, fair value is determined (b) Represents predominantly transactions written to facilitate regulatory
based on cash flow models with yield curves, bond or single- capital relief.

(c) Represents transactions where AIGFP believes the counterparties are noname credit default swap spreads and estimated recovery
longer using the transactions to obtain regulatory capital relief.rates.

(d) During the second quarter of 2008, a European RMBS regulatory capital

relief transaction with a notional amount of $1.6 billion was not
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The BET model also uses diversity scores, weighted
terminated as expected when it no longer provided regulatory capital relief

average lives, recovery rates and discount rates. Theto the counterparty.
determination of some of these inputs requires the use of(e) Approximately $57.8 billion in net notional amount includes some
judgment and estimates, particularly in the absence of marketexposure to U.S. sub-prime mortgages and approximately $9.6 billion in

net notional amount includes CDOs of CMBS. observable data. AIGFP also employs a Monte Carlo
(f) Represents credit default swaps written by AIGFP on tranches below super simulation to assist in quantifying the effect on valuation of

senior on certain regulatory capital relief trades. the CDO of the unique features of the CDOs’ structure such
(g) Fair value amounts are shown before the effects of counterparty netting

as triggers that divert cash flows to the most senior level of
adjustments.

the capital structure.
The valuation of the super senior credit derivatives

AIG selected the BET model for the following reasons:continues to be challenging given the limitation on the
availability of market observable information due to the lack ) it is known and utilized by other institutions;
of trading and price transparency in the structured finance

) it has been studied extensively, documented and
market, particularly during and since the fourth quarter of

enhanced over many years;
2007. These market conditions have increased the reliance on
management estimates and judgments in arriving at an ) it is transparent and relatively simple to apply;
estimate of fair value for financial reporting purposes.

) the parameters required to run the BET model are
Further, disparities in the valuation methodologies employed

generally observable; and
by market participants and the varying judgments reached by

) it can easily be modified to use probabilities ofsuch participants when assessing volatile markets has
default and expected losses derived from theincreased the likelihood that the various parties to these
underlying collateral securities market prices insteadinstruments may arrive at significantly different estimates as
of using rating-based historical probabilities ofto their fair values.
default.

AIGFP’s valuation methodologies for the super senior
AIG’s implementation of the BET model uses a Montecredit default swap portfolio have evolved in response to the

Carlo simulation of the cash flows of each underlying CDOdeteriorating market conditions and the lack of sufficient
for various scenarios of defaults by the underlying collateralmarket observable information. AIG has sought to calibrate
securities. The Monte Carlo simulation allows the model tothe model to market information and to review the
take into account the cash flow waterfall and to capture theassumptions of the model on a regular basis.
benefits due to cash flow diversion within each CDO.

During the second quarter of 2008, AIGFP implemented
The BET model has certain limitations. A well knownfurther refinements to the cash flow waterfall used by the

limitation of the BET model is that it can understate theBET model and the assumptions used therein.  These
expected losses for super senior tranches when defaultrefinements reflected the ability of a CDO to use principal
correlations are high. The model uses correlations impliedproceeds to cover interest payment obligations on lower-
from diversity scores which do not capture the tendency forrated tranches, the ability of a CDO to use principal proceeds
correlations to increase as defaults increase. Recognizing thisto cure a breach of an overcollateralization test, the ability of
concern, AIG tested the sensitivity of the valuations to thea CDO to amortize certain senior CDO tranches on a pro-
diversity scores. The results of the testing demonstrated thatrata or sequential basis and the preferential payment of
the valuations are not very sensitive to the diversity scoresmanagement fees. To the extent there is a lag in the prices
because the expected losses generated from the prices of theprovided by the collateral managers, AIG refines those prices
collateral pool securities are currently high, breaching theby rolling them forward to the end of the quarter using prices
attachment point in most transactions. Once the attachmentprovided by a third-party pricing service. The net effect of
point is breached by a sufficient amount, the diversity scores,these refinements was an increase in the unrealized market
and their implied correlations, are no longer a significantvaluation loss of $342 million. Refinements made during the
driver of the valuation of a super senior tranche.first quarter of 2008 had only a de minimus effect on the

unrealized market valuation loss.
The credit default swaps written by AIGFP generally

cover the failure of payment on the super senior CDOAIGFP employs a modified version of the BET model to
security, which in certain cases may also cover thevalue its credit default swap portfolio written on the super
acceleration of the super senior CDO security upon an eventsenior securities issued by CDOs, including the embedded
of default of the CDO. AIGFP does not own the securities in2a-7 Puts. The BET model uses default probabilities derived
the CDO collateral pool. The credit spreads implied from thefrom credit spreads implied from market prices for the
market prices of the securities in the CDO collateral poolindividual securities included in the underlying collateral
incorporate the risk of default (credit risk), the market’s pricepools securing the CDOs. AIGFP obtained prices on these
for liquidity risk and in distressed markets, the risk aversionsecurities primarily from the CDO collateral managers.
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costs. Spreads on credit derivatives tend to be narrower than of the underlying collateral securities would cause an
the credit spreads implied from the market prices of the additional unrealized market valuation loss of approximately
securities in the CDO collateral pool because, unlike $4.0 billion, while an increase in the aggregate price of the
investing in a bond, there is no need to fund the position underlying collateral securities by five points (for example,
(except when an actual credit event occurs). In times of from 90 cents per dollar to 95 cents per dollar) would reduce
illiquidity, the difference between spreads on cash securities the unrealized market valuation loss by approximately
and derivative instruments (the negative basis) may be even $3.9 billion. Any further declines in the value of the
wider for high quality assets. AIGFP was unable to reliably underlying collateral securities held by a CDO will similarly
verify this negative basis with market observable inputs due affect the value of the super senior CDO securities given their
to the accelerating severe dislocation, illiquidity and lack of significantly depressed valuations. Given the current difficult
trading in the ABS market during the fourth quarter of 2007 market conditions, AIG cannot predict reasonably likely
and the first six months of 2008. The valuations produced by changes in the prices of the underlying collateral securities
the BET model therefore represent the valuations of the held within a CDO at this time.
underlying super senior CDO cash securities based on AIG’s

The following table presents other key inputs used in the
assumptions about those securities, albeit with no recognition

valuation of the credit default swap portfolio written on the
of any potential effect of the basis differential on that

super senior securities issued by multi-sector CDOs, and
valuation. AIGFP also considered the valuation of the super

the potential increase (decrease) to the unrealized market
senior CDO securities provided by third parties, including

valuation loss at June 30, 2008 calculated using the BET
counterparties to these transactions, and made adjustments

model for changes in these key inputs:
as necessary.

IncreaseValuation  Sensitivity (Decrease) To
Unrealized Market

Set forth in the paragraphs below are sensitivity analyses that (in millions) Valuation Loss
Weighted average livesestimate the effects of using alternative pricing and other key

Effect of an increase of 1 year $ 519inputs on AIG’s calculation of the unrealized market
Effect of a decrease of 1 year (905)valuation loss related to the AIGFP super senior credit default

Recovery ratesswap portfolio. While AIG believes that the ranges used in
Effect of an increase of 10% (18)

these analyses are reasonable, given the current difficult Effect of a decrease of 10% 254
market conditions, AIG is unable to predict which of the Diversity scores
scenarios is most likely to occur. AIG is also unable to assess Effect of an increase of 5 (84)
the effect, if any, that recent transactions involving sales of Effect of a decrease of 5 261

Discount curvelarge portfolios of CDOs will have on the pricing of the
Effect of an increase of 100 basis points 181AIGFP super senior credit default swap portfolio. Actual

results in any period are likely to vary, perhaps materially,
These results are calculated by stressing a particularfrom the modeled scenarios, and there can be no assurance

assumption independently of changes in any otherthat the unrealized market valuation loss related to the
assumption. No assurance can be given that the actual levelsAIGFP super senior credit default swap portfolio will be
of the key inputs will not exceed, perhaps significantly, theconsistent with any of the sensitivity analyses.
ranges assumed by AIG for purposes of the above analysis.

The most significant assumption used in developing the No assumption should be made that results calculated from
estimate is the pricing of the securities within the CDO the use of other changes in these key inputs can be
collateral pools. These prices are used to derive default interpolated or extrapolated from the results set forth above.
probabilities and expected losses that are used in the BET

In the case of credit default swaps written on investmentmodel. If the actual pricing of the securities within the
grade corporate debt and CLOs, AIGFP estimates the valuecollateral pools differs from the pricing used in estimating the
of its obligations by reference to the relevant market indicesfair value of the super senior credit default swap portfolio,
or third-party quotes on the underlying super senior tranchesthere is potential for material variation in the fair value
where available.estimate. A decrease by five points (for example, from 87

cents per dollar to 82 cents per dollar) in the aggregate price
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The following table represents the relevant market Form 10-K. AIG is developing new systems and processes to
credit indices and index CDS maturity used in the valuation reduce reliance on certain manual controls that have been
of the credit default swap portfolio written on investment- established as compensating controls over valuation of this
grade corporate debt and the increase (decrease) to the portfolio and in other areas, and is strengthening the
unrealized market valuation loss at June 30, 2008 resources required to remediate this weakness.
corresponding to changes in these market credit indices Notwithstanding this need to continue strengthening these
and maturity: controls, AIG has an oversight structure that includes

appropriate segregation of duties with respect to the
valuation of its financial instruments. Senior management,Increase

(Decrease) To independent of the trading and investing functions, is
Unrealized Market

responsible for the oversight of control and valuation policies(in millions) Valuation Loss

and for reporting the results of these controls and policies toCDS maturity (in years) 5 7 10
AIG’s Audit Committee. AIG employs procedures for theCDX Index

Effect of an increase of 10 basis points $(23) $ (48) $(10) approval of new transaction types and markets, price
Effect of a decrease of 10 basis points 23 49 10 verification, periodic review of profit and loss, and review of

iTraxx Index valuation models by personnel with appropriate technical
Effect of an increase of 10 basis points (11) (37) (8) knowledge of relevant products and markets. These
Effect of a decrease of 10 basis points 11 37 8

procedures are performed by personnel independent of the
trading and investing functions. For valuations that requireThese results are calculated by stressing a particular
inputs with little or no market observability, AIG comparesassumption independently of changes in any other
the results of its valuation models to actual subsequentassumption. No assurance can be given that the actual levels
transactions.of the indices and maturity will not exceed, perhaps

significantly, the ranges assumed by AIG for purposes of the Operating Reviewabove analysis. No assumption should be made that results
calculated from the use of other changes in these indices and General  Insurance  Operations
maturity can be interpolated or extrapolated from the results

AIG’s General Insurance subsidiaries are multiple line
set forth above.

companies writing substantially all lines of property and
For additional information about AIGFP’s super senior casualty insurance and various personal lines both

credit default swap portfolio, see Risk Management — Credit domestically and abroad and constitute the AIG Property
Derivatives. Casualty Group (formerly known as Domestic General

Insurance) and the Foreign General Insurance Group.
Other derivatives. Valuation models that incorporate
unobservable inputs initially are calibrated to the transaction AIG Property Casualty Group is comprised of
price. Subsequent valuations are based on observable inputs Commercial Insurance, Transatlantic, Personal Lines and
to the valuation model (e.g., interest rates, credit spreads, Mortgage Guaranty businesses.
volatilities, etc.). Model inputs are changed only when

Commercial Insurance writes substantially all classes of
corroborated by market data.

business insurance, accepting such business mainly from
insurance brokers. This provides Commercial Insurance the

Transfers  into  Level 3
opportunity to select specialized markets and retain

During the three-months ended June 30, 2008, AIG underwriting control. Any licensed broker is able to submit
transferred from Level 2 to Level 3 approximately business to Commercial Insurance without the traditional
$2.3 billion of assets, primarily representing fixed maturity agent-company contractual relationship, but such broker
securities for which the significant inputs used to measure the usually has no authority to commit Commercial Insurance to
fair value of the securities became unobservable primarily as accept a risk.
a result of the significant disruption in the credit markets. See

Transatlantic Holdings, Inc. (Transatlantic) subsidiariesNote 3 to the Consolidated Financial Statements for
offer reinsurance capacity on both a treaty and facultativeadditional information about transfers into Level 3.
basis both in the U.S. and abroad. Transatlantic structures
programs for a full range of property and casualty products

Valuation  Controls
with an emphasis on specialty risk.

AIG is actively developing and implementing a remediation
AIG’s Personal Lines operations provide automobileplan to address the material weakness in internal control

insurance through aigdirect.com, its direct marketingrelating to the fair value valuation of the AIGFP super senior
distribution channel, and the Agency Auto Division, itscredit default swap portfolio, and oversight thereof as
independent agent/broker distribution channel. It alsodescribed in Item 9A. of the 2007 Annual Report on
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provides a broad range of coverages for high net worth residences. UGC subsidiaries also write second-lien and
individuals through the AIG Private Client Group (Private private student loan guaranty insurance.
Client Group). Coverages for the Personal Lines operations

AIG’s Foreign General Insurance Group writes both
are written predominantly in the United States.

commercial and consumer lines of insurance which is
The main business of the subsidiaries of UGC is the primarily underwritten through American International

issuance of residential mortgage guaranty insurance, both Underwriters (AIU), a marketing unit consisting of wholly
domestically and internationally, that covers the first loss for owned agencies and insurance companies. The Foreign
credit defaults on high loan-to-value conventional first-lien General Insurance Group also includes business written by
mortgages for the purchase or refinance of one to four family AIG’s foreign-based insurance subsidiaries.
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General  Insurance  Results

General Insurance operating income is comprised of statutory underwriting profit (loss), changes in DAC, net investment
income and net realized capital gains and losses. Operating income, as well as net premiums written, net premiums
earned, net investment income and net realized capital gains (losses) and statutory ratios were as follows:

Three Months Six Months EndedPercentage Percentage
Ended June 30, June 30,Increase/ Increase/

(in millions, except ratios) 2008 2007 (Decrease) 2008 2007 (Decrease)
Net premiums written:

AIG Property Casualty Group
Commercial Insurance $ 5,988 $ 6,439 (7)% $11,101 $12,448 (11)%
Transatlantic 988 983 1 2,024 1,967 3
Personal Lines 1,230 1,203 2 2,518 2,432 4
Mortgage Guaranty 288 272 6 592 538 10

Foreign General Insurance 3,726 3,242 15 8,065 6,860 18
Total $12,220 $12,139 1% $24,300 $24,245 —%
Net premiums earned:

AIG Property Casualty Group
Commercial Insurance $ 5,912 $ 5,996 (1)% $11,329 $11,977 (5)%
Transatlantic 1,023 948 8 2,040 1,913 7
Personal Lines 1,209 1,168 4 2,408 2,323 4
Mortgage Guaranty 269 221 22 525 431 22

Foreign General Insurance 3,740 3,030 23 7,208 5,938 21
Total $12,153 $11,363 7% $23,510 $22,582 4%
Net investment income:

AIG Property Casualty Group
Commercial Insurance $ 587 $ 984 (40)% $ 1,330 $ 2,017 (34)%
Transatlantic 120 119 1 237 235 1
Personal Lines 56 57 (2) 113 114 (1)
Mortgage Guaranty 44 39 13 88 76 16

Foreign General Insurance 357 427 (16) 599 746 (20)
Reclassifications and eliminations 3 2 50 5 3 67
Total $ 1,167 $ 1,628 (28)% $ 2,372 $ 3,191 (26)%
Net realized capital gains (losses) $ (563) $ (63) —% $ (836) $ 58 —%
Operating income (loss):

AIG Property Casualty Group
Commercial Insurance $ 381 $ 1,904 (80)% $ 1,166 $ 3,833 (70)%
Transatlantic 141 168 (16) 303 319 (5)
Personal Lines 21 118 (82) 24 224 (89)
Mortgage Guaranty (518) (81) — (872) (73) —

Foreign General Insurance 796 867 (8) 1,532 1,776 (14)
Reclassifications and eliminations 6 — — 11 (7) —
Total $ 827 $ 2,976 (72)% $ 2,164 $ 6,072 (64)%
Statutory underwriting profit (loss)(b):

AIG Property Casualty Group
Commercial Insurance $ 357 $ 946 (62)% $ 575 $ 1,730 (67)%
Transatlantic 66 37 78 120 53 126
Personal Lines (42) 56 — (105) 89 —
Mortgage Guaranty (564) (126) — (971) (168) —

Foreign General Insurance 443 371 19 807 773 4
Total $ 260 $ 1,284 (80)% $ 426 $ 2,477 (83)%
AIG Property Casualty Group:

Loss Ratio 80.6 68.2 79.6 68.5
Expense Ratio 21.4 19.6 22.8 20.3

Combined Ratio 102.0 87.8 102.4 88.8
Foreign General Insurance:

Loss Ratio 53.7 52.1 52.8 51.4
Expense Ratio(a) 34.6 33.3 32.2 30.8

Combined ratio 88.3 85.4 85.0 82.2
Consolidated:

Loss Ratio 72.3 63.9 71.4 64.0
Expense Ratio 25.4 23.2 25.9 23.3

Combined Ratio 97.7 87.1 97.3 87.3

(a) Includes amortization of advertising costs.

(b) Statutory underwriting profit (loss) is a measure that U.S. domiciled insurance companies are required to report to their regulatory authorities. The following

table reconciles statutory underwriting profit (loss) to operating income for General Insurance:
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Foreign
Commercial Personal Mortgage General Reclassifications

(in millions) Insurance Transatlantic Lines Guaranty Insurance and Eliminations Total

Three Months Ended June 30, 2008:
Statutory underwriting profit (loss) $ 357 $ 66 $ (42) $ (564) $ 443 $ – $ 260
Increase (decrease) in DAC (1) (5) 13 2 (46) – (37)
Net investment income 587 120 56 44 357 3 1,167
Net realized capital gains (losses) (562) (40) (6) – 42 3 (563)

Operating income (loss) $ 381 $ 141 $ 21 $ (518) $ 796 $ 6 $ 827

Three Months Ended June 30, 2007:
Statutory underwriting profit (loss) $ 946 $ 37 $ 56 $ (126) $ 371 $ – $1,284
Increase (decrease) in DAC 50 10 7 9 51 – 127
Net investment income 984 119 57 39 427 2 1,628
Net realized capital gains (losses) (76) 2 (2) (3) 18 (2) (63)

Operating income (loss) $1,904 $ 168 $ 118 $ (81) $ 867 $ – $2,976

Six Months Ended June 30, 2008:
Statutory underwriting profit (loss) $ 575 $ 120 $ (105) $ (971) $ 807 $ – $ 426
Increase (decrease) in DAC (4) 1 26 13 166 – 202
Net investment income 1,330 237 113 88 599 5 2,372
Net realized capital gains (losses) (735) (55) (10) (2) (40) 6 (836)

Operating income (loss) $1,166 $ 303 $ 24 $ (872) $1,532 $ 11 $2,164

Six Months Ended June 30, 2007:
Statutory underwriting profit (loss) $1,730 $ 53 $ 89 $ (168) $ 773 $ – $2,477
Increase (decrease) in DAC 85 14 22 21 204 – 346
Net investment income 2,017 235 114 76 746 3 3,191
Net realized capital gains (losses) 1 17 (1) (2) 53 (10) 58

Operating income (loss) $3,833 $ 319 $ 224 $ (73) $1,776 $ (7) $6,072

AIG transacts business in most major foreign currencies. Mortgage Guaranty’s loss ratios for the foreseeable future.
The effects of changes in foreign currency exchange rates The loss ratio also increased for other property and casualty
on the growth of General Insurance net premiums written lines due to premium rate decreases and changes in loss
were as follows: trends. Unfavorable prior year development increased

incurred losses by $93 million in the three-month periodThree Months Six Months
Ended Ended ended June 30, 2008 while favorable prior year development

June 30, June 30,
decreased incurred losses by $87 million in the three-month2008 2007 2008 2007
period ended June 30, 2007, accounting for 1.5 points of theGrowth in original currency* (2.2)% 3.3% (2.8)% 4.7%
increase in the loss ratio.Foreign exchange effect 2.9 1.0 3.0 1.2

Growth as reported in U.S. dollars 0.7% 4.3% 0.2% 5.9% General Insurance net premiums written increased in the
* Computed using a constant exchange rate throughout each period. three-month period ended June 30, 2008 compared to the

same period in 2007, as a decline in Commercial Insurance
Quarterly  General  Insurance  Results resulting from declining rates was offset by growth in Foreign

General Insurance from both established and newGeneral Insurance operating income decreased in the three-
distribution channels, and the positive effect of changes inmonth period ended June 30, 2008 compared to the same
foreign currency exchange rates.period in 2007 due to declines in both underwriting profit

and net investment income as well as increased net realized General Insurance net investment income declined in the
capital losses in the three month-period ended June 30, 2008. three-month period ended June 30, 2008 by $461 million
The combined ratio for the three-month period ended compared to the same period in 2007. Interest and dividend
June 30, 2008 increased to 97.7, an increase of 10.6 points income increased $60 million in the three-month period
compared to the same period in 2007, primarily due to an ended June 30, 2008 compared to the same period in 2007 as
increase in the loss ratio of 8.4 points. The loss ratio for investments in fixed maturities and equity securities increased
accident year 2008 recorded in the three-month period ended by $9.0 billion and the average yield was substantially
June 30, 2008 was 6.2 points higher than the loss ratio unchanged for both periods. Income from partnership and
recorded in the three-month period ended June 30, 2007 for mutual fund investments declined $413 million in the three-
accident year 2007. Increases in Mortgage Guaranty losses month period ended June 30, 2008 compared to the same
accounted for 3.6 points of the increase in the 2008 accident period in 2007, primarily due to weaker equity market
year loss ratio. The downward cycle in the U.S. housing performance in 2008.
market is not expected to improve until residential

Net realized capital losses in the three-month periodinventories return to a more normal level, and AIG expects
ended June 30, 2008 include other-than-temporarythat this downward cycle will continue to adversely affect
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impairment charges of $685 million principally on fixed Private Client Group of Personal Lines and in Mortgage
maturity securities, compared to $84 million in the same Guaranty.
period of 2007. See also Capital Resources and Liquidity and

General Insurance net investment income declined in the
Invested Assets herein.

six-month period ended June 30, 2008 by $819 million
compared to the same period in 2007. Interest and dividendYear-to-Date  General  Insurance  Results
income increased $169 million in the six-month period ended

General Insurance operating income decreased in the six- June 30, 2008 compared to the same period in 2007 as
month period ended June 30, 2008 compared to the same investment in fixed maturities and equity securities increased
period in 2007 due to declines in both underwriting profit by $9.0 billion and the average yield was substantially
and net investment income as well as net realized capital unchanged for both periods. Income from partnership and
losses in the six month-period ended June 30, 2008 compared mutual fund investments declined $937 million in the six-
to net realized capital gains in the same period in 2007. The month period ended June 30, 2008 compared to the same
combined ratio for the six-month period ended June 30, 2008 period in 2007, primarily due to poor performance in the
increased to 97.3, an increase of 10.0 points compared to the equity markets in 2008. Investment expenses declined
same period in 2007, primarily due to an increase in the loss $55 million the six-month period ended June 30, 2008
ratio of 7.4 points. The loss ratio for accident year 2008 compared to the same period in 2007, primarily due to
recorded in the six-month period ended June 30, 2008 was decreased interest expense on deposit liabilities.
5.2 points higher than the loss ratio recorded in the six-

Net realized capital losses in the six-month period endedmonth period ended June 30, 2007 for accident year 2007.
June 30, 2008 include other-than-temporary impairmentIncreases in Mortgage Guaranty losses accounted for 3.3
charges of $840 million compared to $130 million in thepoints of the increase in the 2008 accident year loss ratio. The
same period of 2007. See also Capital Resources andloss ratio also increased for other property and casualty lines
Liquidity and Invested Assets herein.due to premium rate decreases and changes in loss trends.

Favorable development from prior years and increases in the
Quarterly  Commercial  Insurance  Results

loss reserve discount reduced incurred losses by $84 million
Commercial Insurance’s operating income decreased in theand $342 million in the six-month periods ended June 30,
three-month period ended June 30, 2008 compared to the2008 and 2007, respectively. The favorable development in
same period in 2007 primarily due to declines in boththe six-month period ended June 30, 2008 includes
underwriting profit and net investment income as well as$339 million of favorable development recognized in the first
increased net realized capital losses in the three-month periodthree months of 2008, related to policies whose premiums
ended June 30, 2008. The decline is also reflected in thevary with the level of losses incurred (loss sensitive policies).
combined ratio, which increased 10.8 points in the three-Loss sensitive policies did not have a significant effect in
month period ended June 30, 2008 compared to the same2007. The favorable development on loss sensitive policies
period in 2007. The loss ratio for accident year 2008,had no effect on underwriting profit as it was entirely offset
recorded in the three-month period ended June 30, 2008 wasby a reduction in earned premiums. The reduction in incurred
5.1 points higher than the loss ratio recorded in the three-losses and earned premiums resulting from loss sensitive
month period ended June 30, 2007 for accident year 2007.policies reduced the loss ratio by 0.4 points compared to the
The increase in the 2008 accident year loss ratio includes 1.4same period in 2007. Other unfavorable loss development,
points for losses related to the Midwest floods with thepartially offset by increases in the loss reserve discount for the
remaining increase due to higher casualty losses and the effectsix-month period ended June 30, 2008, increased incurred
of premium rate declines and several large fire losses.losses by $255 million, accounting for 2.6 points of the
Unfavorable prior year development increased incurred lossesincrease in the loss ratio compared to the same period of
by $75 million in the three-month period ended June 30,2007. Favorable loss development in the six-month periods
2008 while favorable prior year development decreasedended June 30, 2008 and 2007, of $37 million and
incurred losses by $65 million in the three-month period$50 million, respectively (recognized in consolidation and
ended June 30, 2007, accounting for 2.3 points of therelated to certain asbestos settlements), reduced overall
increase in the loss ratio. Increases in the loss reserve discountincurred losses.
reduced incurred losses by $50 million and $125 million in

General Insurance net premiums written were essentially
the three-month periods ended June 30, 2008 and 2007,

unchanged in the six-month period ended June 30, 2008
respectively, accounting for 1.2 points of the increase in the

compared to the same period in 2007, as a decline in
loss ratio. Commercial Insurance’s net premiums written

Commercial Insurance rates was offset by growth in Foreign
declined in the three-month period ended June 30, 2008

General Insurance from both established and new
compared to the same period in 2007 primarily due to

distribution channels; the positive effect of changes in foreign
declines in workers’ compensation premiums and other

currency exchange rates; and, to a lesser extent, growth in the
casualty lines of business.
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Commercial Insurance’s expense ratio increased to 19.6 includes $339 million of favorable development related to
in the three-month period ended June 30, 2008 compared to loss sensitive polices. The favorable development on loss
17.5 in the same period of 2007. The increase in the expense sensitive policies had no effect on underwriting profit as the
ratio was due to changes in property reinsurance programs, reduction in incurred losses was entirely offset by a reduction
increases in the provision for uncollectible premiums and in earned premiums. However, the reductions in both earned
changes in the mix of business. The 2008 property premiums and incurred losses accounted for a reduction in
reinsurance programs include more excess of loss treaties, the loss ratio of 0.8 points compared to the same period of
which have little or no ceding commissions, and less pro rata 2007 related to loss sensitive policies. Other unfavorable loss
treaties, which have ceding commissions, compared to the development less the increase in the loss reserve discount
2007 property reinsurance programs. Provision for resulted in a net increase in incurred losses of $147 million,
uncollectible premiums increased by $39 million in the three- accounting for 3.6 points of the increase in the loss ratio
month period ended June 30, 2008 compared to the same compared to the same period in 2007.
period in 2007, primarily due to increased provisions for

Commercial Insurance’s net premiums written declined
uncollectible workers’ compensation premium receivables. In

in the six-month period ended June 30, 2008 compared to the
general, net premiums written increased in lines of business

same period in 2007 primarily due to declines in workers’
with higher expense ratios and lower loss ratios compared to

compensation premiums and the effect of the loss sensitive
other Commercial Insurance lines of business, contributing to

policies described above and other casualty lines of business.
the increase in the expense ratio for the three-month period

Commercial Insurance’s expense ratio increased to 21.6ended June 30, 2008 compared to the same period in 2007. In
in the six-month period ended June 30, 2008 compared toaddition, Commercial Insurance continued to invest in
18.3 in the same period of 2007. Return premiums on losssystems and process improvements to enhance operating
sensitive policies reduced net premiums written, without aefficiency and controls over the long term.
corresponding reduction in expenses, increasing the expense

Commercial Insurance’s net investment income declined
ratio by 0.6 points for the six-month period ended June 30,

in the three-month period ended June 30, 2008 compared to
2008 compared to the same period in 2007. The remaining

the same period in 2007, primarily due to a decline in income
increase in the expense ratio primarily resulted from changes

from partnership and mutual fund investments which
in property reinsurance programs, increases in the provision

decreased $290 million in the three-month period ended
for uncollectible premiums and changes in the mix of

June 30, 2008 compared to the same period in 2007.
business as discussed above.

Commercial Insurance recorded net realized capital
Commercial Insurance’s net investment income declined

losses in the three-month period ended June 30, 2008
in the six-month period ended June 30, 2008 compared to the

compared to net realized capital gains in the same period of
same period in 2007, primarily due to a decline in income

2007, primarily due to other-than-temporary impairment
from partnership and mutual fund investments which

charges of $632 million in the three-month period ended
decreased $699 million in the six-month period ended

June 30, 2008, principally related to fixed maturity securities,
June 30, 2008 compared to the same period in 2007.

compared to $77 million in the same period in 2007.
Commercial Insurance recorded net realized capital

Year-to-Date  Commercial  Insurance  Results losses in the six-month period ended June 30, 2008 compared
to net realized capital gains in the same period in 2007,Commercial Insurance’s operating income decreased in the
primarily due to other-than-temporary impairment chargessix-month period ended June 30, 2008 compared to the same
of $776 million in the six-month period ended June 30, 2008,period in 2007, primarily due to declines in both
related to both fixed maturity and equity securities,underwriting profit and net investment income, as well as net
compared to $113 million in the same period in 2007.realized capital losses in the six-month period ended June 30,

2008. The decline is also reflected in the combined ratio,
Quarterly  Transatlantic  Results

which increased 10.6 points in the six-month period ended
Transatlantic’s operating income decreased in the three-June 30, 2008 compared to the same period in 2007. The loss
month period ended June 30, 2008 compared to the sameratio for accident year 2008 recorded in the six-month period
period in 2007, primarily due to an increase in net realizedended June 30, 2008 included a 1.4 point effect related to the
capital losses, partially offset by an increase in statutoryAtlanta tornado and Midwest flood catastrophe losses, and
underwriting profit. The increase in net realized capital losseswas 4.4 points higher than the loss ratio recorded in the six-
is due principally to other-than-temporary impairmentmonth period ended June 30, 2007 for accident year 2007.
charges primarily related to domestic residential asset-backedPrior year development and increases in the loss reserve
fixed maturity securities and, to a much lesser extent, equitydiscount reduced incurred losses by $192 million and
securities. The increase in statutory underwriting profit in the$276 million in the six-month periods ended June 30, 2008
three-month period ended June 30, 2008 compared to theand 2007, respectively. The favorable development for 2008
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same period in 2007 reflects improved underwriting results in Net premiums written increased in the three-month
domestic operations. period ended June 30, 2008 compared to the same period in

2007, primarily due to continued growth in the Private Client
Year-to-Date  Transatlantic  Results Group, partially offset by reductions in both the

aigdirect.com and Agency Auto businesses. The growth in theTransatlantic’s operating income decreased in the six-month
Private Client Group reflects the execution of a plan toperiod ended June 30, 2008 compared to the same period in
expand its distribution network. Since June 2007, the Private2007 primarily due to an increase in net realized capital
Client Group has expanded its agency network by 23 percent.losses, partially offset by an increase in statutory
Additionally, the Private Client Group’s net premiumsunderwriting profit. The increase in net realized capital losses
written increased as a result of a restructured reinsuranceis due principally to other-than-temporary impairment
program which decreased premiums ceded to reinsurers. Thecharges primarily related to domestic residential asset-backed
decrease in the aigdirect.com and Agency Auto businessfixed maturity securities and, to a much lesser extent, equity
reflects the effects of planned reductions in these lines as thesecurities. The increase in statutory underwriting profit in the
underlying loss experience has deteriorated.six-month period ended June 30, 2008 compared to the same

period in 2007 reflects improved underwriting results in
Year-to-Date Personal  Lines  Results

domestic and international operations. The 2007
international underwriting results were adversely affected by Personal Lines operating income decreased in the six-month
European windstorm related losses. period ended June 30, 2008 compared to the same period in

2007 due to a deterioration in underwriting performance as
Quarterly  Personal  Lines  Results reflected by the combined ratio, which increased to 103.2 in

the six-month period ended June 30, 2008 compared to 95.0Personal Lines operating income decreased in the three-
in the same period in 2007. The loss ratio increasedmonth period ended June 30, 2008 compared to the same
7.5 points, including an increase in the 2008 accident yearperiod in 2007 due to a deterioration in underwriting
loss ratio of 2.2 points due to an increase in the accident yearperformance as reflected by the combined ratio, which
loss ratio for automobile policies. The 2008 accident year lossincreased to 103.0 in the three-month period ended June 30,
ratio for automobile polices increased 3.7 points compared to2008 compared to 94.5 in the same period in 2007. The loss
the loss ratio recorded in the six-month period ended June 30,ratio increased 6.5 points, including an increase in the 2008
2007 for the 2007 accident year, due to declining premiumaccident year loss ratio of 1.4 points, due primarily to an
rates and increased frequency and severity of losses. Priorincrease in the accident year loss ratio for automobile
year development increased incurred losses by $65 million inpolicies, partially offset by a decline in the accident year loss
the six-month period ended June 30, 2008 compared to aratio for the Private Client Group. The 2008 accident year
reduction of $61 million in the same period in 2007,loss ratio for automobile polices increased 3.6 points
accounting for 5.3 points of the increase in the loss ratio. Thecompared to the loss ratio recorded in the three-month period
current period adverse loss development on prior years isended June 30, 2007 for the 2007 accident year, due to
primarily related to greater than expected bodily injurydeclining premium rates and increased frequency and severity
severity and property damage frequency.of losses. Prior year loss development increased incurred

losses by $29 million in the three-month period ended The expense ratio increased 0.7 points in the six-month
June 30, 2008 compared to a reduction of $32 million in the period ended June 30, 2008 compared to the same period in
same period in 2007, accounting for 5.1 points of the increase 2007, primarily due to a change in business mix as the Private
in the loss ratio. The current period adverse loss development Client Group, which carries a higher expense ratio,
on prior years is primarily related to greater than expected represented an increased percentage of the Personal Lines
bodily injury severity and property damage frequency. division’s net premiums written. Also, a decrease to ceding

commissions as a result of a restructured reinsuranceThe expense ratio increased 2.0 points in the three-
program, integration costs relating to 21st Century and amonth period ended June 30, 2008 compared to the same
litigation charge contributed to the increase in the expenseperiod in 2007, primarily due to a change in business mix as
ratio.the Private Client Group, which carries a higher expense

ratio, represented an increased percentage of the Personal Net premiums written increased in the six-month period
Lines division’s net premiums written. Additionally, a ended June 30, 2008 compared to the same period in 2007,
decrease to ceding commissions as a result of a restructured primarily due to continued growth in the Private Client
reinsurance program, integration costs relating to 21st Group, partially offset by reductions in both the
Century Insurance Group (21st Century) and a litigation aigdirect.com and Agency Auto businesses. The growth in the
charge contributed to the overall increase in the expense Private Client Group reflects the execution of a plan to
ratio. expand the distribution network. Additionally, the Private

Client Group’s net premiums written increased as a result of a
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restructured reinsurance program which decreased premiums mortgage risk in force of $26.5 billion and a delinquency
ceded to reinsurers. The decrease in the aigdirect.com and ratio of 2.5 percent at June 30, 2007. Approximately
Agency Auto business reflect the effects of planned reductions 83 percent of the domestic mortgage risk is secured by first-
in these lines as the underlying loss experience has lien, owner-occupied properties.
deteriorated.

Year-to-Date  Mortgage  Guaranty  Results
Quarterly  Mortgage  Guaranty  Results

Mortgage Guaranty’s operating loss in the six-month period
Mortgage Guaranty’s operating loss in the three-month ended June 30, 2008 increased compared to the same period
period ended June 30, 2008 increased compared to the same in 2007 as the deteriorating U.S. residential housing market
period in 2007 as the deteriorating U.S. residential housing adversely affected losses incurred for both the domestic first-
market adversely affected losses incurred for both the and second-lien businesses. Domestic first- and second-lien
domestic first- and second-lien businesses. Historically, a losses incurred increased 302 percent and 113 percent
large percentage of reported defaults were ‘‘cured’’ resulting respectively, compared to the six-month period ended
in no loss to UGC. A cure can occur when a borrower brings June 30, 2007, resulting in loss ratios of 229.0 and 500.7,
the mortgage current, refinances the existing mortgage, sells respectively, in the six-month period ended June 30, 2008.
the home and pays off the current balance or enters into a Increases in domestic losses incurred resulted in an overall
payment plan with the lender to bring the mortgage current. loss ratio of 264.5 in the six-month period ended June 30,
In the current market, loans are less likely to cure, increasing 2008 compared to 111.5 in the six-month period ended
the probability that a defaulted loan will result in a claim June 30, 2007.
payment. UGC has reflected that lower cure probability in its

Net premiums written increased in the six-month period
current estimate of unpaid losses resulting in higher loss

ended June 30, 2008 compared to the same period in 2007,
reserves and an increase in incurred losses. Domestic first-

primarily due to growth in domestic first-lien premiums due
and second-lien losses incurred increased 264 percent and

to the increased use of mortgage insurance for credit
107 percent respectively, compared to the same period in

enhancement as well as a higher persistency rate.
2007, resulting in loss ratios of 253.9 and 556.0, respectively,

The expense ratio in the six-month period endedin the three-month period ended June 30, 2008. Increases in
June 30, 2008 was 18.2 percent, down from 22.1 percent indomestic losses incurred resulted in an overall loss ratio of
the same period in 2007 as premium growth combined with a292.0 in the three-month period ended June 30, 2008
9 percent reduction in expenses resulted in the decline in thecompared to 129.9 in the same period in 2007.
expense ratio.

Net premiums written increased in the three-month
period ended June 30, 2008 compared to the same period in Quarterly  Foreign  General  Insurance  Results
2007, primarily due to growth in domestic first-lien

Foreign General Insurance operating income decreased in thepremiums as a result of the increased use of mortgage
three-month period ended June 30, 2008 compared to theinsurance for credit enhancement as well as a higher
same period in 2007, primarily due to a decrease in bothpersistency rate. UGC has taken steps to strengthen its
underwriting profit and net investment income.underwriting guidelines and increase rates. It also

discontinued new production for certain programs in the Net premiums written increased 15 percent (5 percent in
second-lien business beginning in the fourth quarter of 2006. original currency) in the three-month period ended June 30,
However, UGC will continue to receive renewal premiums on 2008 compared to the same period in 2007, reflecting growth
that portfolio for the life of the loans, estimated to be three to in commercial and consumer lines driven by new business
five years, and will continue to be exposed to losses from from both established and new distribution channels,
future defaults. including the late 2007 acquisition of Württembergische und

Badische Versicherungs — AG (WüBa) in Germany. NetThe expense ratio in the three-month period ended
premiums written for commercial lines increased due to newJune 30, 2008 was 16.5, down from 22.4 in the same period
business, mainly in European markets, and decreases in theof 2007 as expenses declined 22 percent. UGC has tightened
use of reinsurance, partially offset by declines in premiumits monitoring and control over expenses in response to the
rates. Aviation production increased due to improvedadverse conditions in the U.S. residential housing market,
account retention and increased production in the spaceresulting in the decline in operating expenses and the related
aviation business. Net premiums written for the Lloyd’sexpense ratio.
syndicate continued to decline due to rate decreases and

UGC domestic mortgage risk in force totaled increased market competition. 
$31.8 billion as of June 30, 2008 and the 60-day delinquency

The loss ratio in the three-month period ended June 30,ratio was 4.9 percent (based on number of policies, consistent
2008 increased 1.5 points compared to the same period inwith mortgage industry practice) compared to domestic
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2007, primarily due to an increase in severe but non- The expense ratio in the six-month period ended
catastrophe losses and higher loss frequency in the current June 30, 2008 increased 1.4 points compared to the same
accident year. Partially offsetting these increases was a period in 2007 reflecting the continued cost of realigning
2.1 point loss ratio improvement due to $67 million of certain legal entities through which Foreign General
catastrophe losses in the prior year period with no significant Insurance operates, and the increased significance of
catastrophe losses in the current period. consumer lines of business, which have higher acquisition

costs.
The expense ratio in the three-month period ended

June 30, 2008 increased 1.3 points compared to the same Net investment income decreased in the six-month
period in 2007. This increase reflects the cost of realigning period ended June 30, 2008 compared to the same period in
certain legal entities through which Foreign General 2007. Mutual fund income was $172 million lower than the
Insurance operates, and the increased significance of six-month period ended June 30, 2007, reflecting weaker
consumer lines of business, which have higher acquisition performance in the equity markets in 2008, partially offset by
costs. AIG expects the expense ratio to continue to increase in higher interest and dividend income of $70 million.
2008 due to the cost of realigning certain legal entities

Reserve  for  Losses  and  Loss  Expensesthrough which Foreign General Insurance operates.

The following table presents the components of the GeneralNet investment income decreased in the three-month
Insurance gross reserve for losses and loss expenses (lossperiod ended June 30, 2008 compared to the same period in
reserves) by major lines of business on a statutory Annual2007. Mutual fund income was $67 million lower than the
Statement basis*:three-month period ended June 30, 2007 reflecting weaker

performance in the equity markets in 2008, partially offset by June 30, December 31,
higher interest and dividend income of $41 million. (in millions) 2008 2007

Other liability occurrence $ 21,233 $ 20,580
Workers compensation 15,234 15,568Year-to-Date  Foreign  General  Insurance  Results
Other liability claims made 13,896 13,878

Foreign General Insurance operating income decreased in the International 8,372 7,036
Auto liability 6,240 6,068six-month period ended June 30, 2008 compared to the same
Property 4,554 4,274period in 2007, primarily due to decreases in net investment
Reinsurance 3,395 3,127

income and net realized capital losses. Products liability 2,430 2,416
Medical malpractice 2,307 2,361Net premiums written increased 18 percent (8 percent in
Mortgage guaranty/credit 2,291 1,426

original currency) in the six-month period ended June 30, Accident and health 1,831 1,818
2008 compared to the same period in 2007, reflecting strong Commercial multiple peril 1,796 1,900

Aircraft 1,725 1,623growth in commercial and consumer lines driven by new
Fidelity/surety 1,221 1,222business from both established and new distribution
Other 2,222 2,203

channels, including the WüBa acquisition. Net premiums
Total $ 88,747 $ 85,500

written for commercial lines increased due to new business in
* Presented by lines of business pursuant to statutory reporting requirementsthe U.K. and Europe and decreases in the use of reinsurance,

as prescribed by the National Association of Insurance Commissioners.partially offset by declines in premium rates. Growth in
personal accident business in Latin America, Asia and Europe AIG’s gross reserve for losses and loss expenses
also contributed to the increase. Net premiums written for represents the accumulation of estimates of ultimate losses,
the Lloyd’s syndicate Ascot continued to decline due to rate including estimates for incurred but not yet reported reserves
decreases and increased market competition. (IBNR) and loss expenses. The methods used to determine

loss reserve estimates and to establish the resulting reservesThe loss ratio in the six-month period ended June 30,
are continually reviewed and updated. Any adjustments2008 increased 1.4 points compared to the same period in
resulting therefrom are currently reflected in operating2007. Prior accident year development reduced incurred
income. Because loss reserve estimates are subject to thelosses by $16 million and $68 million in the first six months
outcome of future events, changes in estimates areof 2008 and 2007, respectively, accounting for 0.9 points of
unavoidable given that loss trends vary and time is oftenthe increase. The current accident year loss ratio excluding
required for changes in trends to be recognized andcatastrophe losses increased by 1.6 points primarily due to
confirmed. Reserve changes that increase previous estimateshigher severe but  non-catastrophe losses and higher loss
of ultimate cost are referred to as unfavorable or adversefrequency. Partially offsetting this increase in loss ratio is
development or reserve strengthening. Reserve changes that$67 million of catastrophe losses in the prior year period with
decrease previous estimates of ultimate cost are referred to asno significant catastrophe losses in the current period,
favorable development.resulting in a loss ratio decrease of 1.1 points.
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Estimates for mortgage guaranty insurance losses and loss pool (Lexington Insurance Company, AIG Excess Liability
adjustment expense reserves are based on notices of mortgage Insurance Company and Landmark Insurance Company).
loan delinquencies and estimates of delinquencies that have

Commercial Insurance cedes a quota share percentage of
been incurred but have not been reported by loan servicers,

its other liability occurrence and products liability occurrence
based upon historical reporting trends. Mortgage Guaranty

business to AIRCO. The quota share percentage ceded was
establishes reserves using a percentage of the contractual

10 percent in the six-month period ended 2008 and
liability (for each delinquent loan reported) that is based upon

15 percent in 2007 and covered all business written in these
past experience regarding certain loan factors such as age of

years for these lines by participants in the American Home/
the delinquency, cure rates, dollar amount of the loan and type

National Union pool. AIRCO’s loss reserves relating to these
of mortgage loan. Because mortgage delinquencies and claims

quota share cessions from Commercial Insurance are
payments are affected primarily by macroeconomic events,

recorded on a discounted basis. As of June 30, 2008, AIRCO
such as changes in home price appreciation or depreciation,

carried a discount of approximately $190 million applicable
interest rates and unemployment, the determination of the

to the $3.08 billion in undiscounted reserves it assumed from
ultimate loss cost requires a high degree of judgment. AIG

the American Home/National Union pool via this quota
believes it has provided appropriate reserves for currently

share cession. AIRCO also carries approximately
delinquent loans. Consistent with industry practice, AIG does

$532 million in net loss reserves relating to Foreign General
not establish a reserve for insured loans that are not currently

Insurance business. These reserves are carried on an
delinquent, but that may become delinquent in future periods.

undiscounted basis.
At June 30, 2008, General Insurance net loss reserves

The companies participating in the American Home/
increased $3.04 billion from the prior year-end to

National Union pool have maintained a participation in the
$72.33 billion. The net loss reserves represent loss reserves

business written by AIU for decades. As of June 30, 2008,
reduced by reinsurance recoverable, net of an allowance for

these AIU reserves carried by participants in the American
unrecoverable reinsurance and applicable discount for future

Home/National Union pool totaled approximately
investment income.

$2.04 billion. The remaining Foreign General Insurance
The following table classifies the components of the reserves are carried by American International Underwriter
General Insurance net loss reserve by business unit: Overseas, Ltd. (AIUO), AIRCO, AIG U.K., and other smaller

AIG subsidiaries domiciled outside the United States.
June 30, December 31, Statutory filings in the United States by AIG companies

(in millions) 2008 2007 reflect all the business written by U.S. domiciled entities only,
Commercial Insurance(a) $48,443 $47,392 and therefore exclude business written by AIUO, AIRCO,
Transatlantic 7,317 6,900

and all other internationally domiciled subsidiaries. The totalPersonal Lines(b) 2,448 2,417
Mortgage Guaranty 2,057 1,339 reserves carried at June 30, 2008 by AIUO and AIRCO were
Foreign General Insurance(c) 12,066 11,240 approximately $3.63 billion and $3.42 billion, respectively.
Total Net Loss Reserve $72,331 $69,288 AIRCO’s $3.42 billion in total general insurance reserves

consist of approximately $2.89 billion from business(a) At June 30, 2008 and December 31, 2007, Commercial Insurance loss
reserves include approximately $2.89 billion and $3.13 billion, assumed from the American Home/National Union pool and
respectively, ($3.08 billion and $3.34 billion, respectively, before an additional $532 million relating to Foreign General
discount), related to business written by Commercial Insurance but ceded

Insurance business.to American International Reinsurance Company Limited (AIRCO) and
reported in AIRCO’s statutory filings. Commercial Insurance loss reserves
also include approximately $648 million and $590 million related to Discounting  of  Reserves
business included in AIUO’s statutory filings at June 30, 2008 and

At June 30, 2008, AIG’s overall General Insurance net lossDecember 31, 2007, respectively.
(b) At June 30, 2008 and December 31, 2007, Personal Lines loss reserves reserves reflect a loss reserve discount of $2.48 billion,

include $1.03 billion and $894 million, respectively, related to business including tabular and non-tabular calculations. The tabular
ceded to Commercial Insurance and reported in Commercial Insurance’s

workers compensation discount is calculated using astatutory filings.
3.5 percent interest rate and the 1979-81 Decennial Mortality(c) At June 30, 2008 and December 31, 2007, Foreign General Insurance loss

reserves include approximately $2.04 billion and $3.02 billion, Table. The non-tabular workers compensation discount is
respectively, related to business reported in Commercial Insurance’s calculated separately for companies domiciled in New York
statutory filings.

and Pennsylvania, and follows the statutory regulations for
The Commercial Insurance net loss reserve is comprised each state. For New York companies, the discount is based on

principally of the business of AIG subsidiaries participating in a five percent interest rate and the companies’ own payout
the American Home Assurance Company (American Home)/ patterns. For Pennsylvania companies, the statute has
National Union Fire Insurance Company of Pittsburgh, Pa. specified discount factors for accident years 2001 and prior,
(National Union) pool (10 companies) and the surplus lines which are based on a six percent interest rate and an industry

payout pattern. For accident years 2002 and subsequent, the
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discount is based on the yield of U.S. Treasury securities The reconciliation of net loss reserves was as follows:
ranging from one to twenty years and the companies’ own

Three Months Six Months
payout patterns, with the future expected payment for each Ended June 30, Ended June 30,
year using the interest rate associated with the corresponding (in millions) 2008 2007 2008 2007

Treasury security yield for that time period. The discount is Net reserve for losses
and loss expenses atcomprised of the following: $794 million — tabular discount
beginning of period $70,507 $64,034 $69,288 $62,630for workers’ compensation in Commercial Insurance;

Foreign exchange
$1.49 billion — non-tabular discount for workers’ effect 193 252 263 214
compensation in Commercial Insurance; and $190 million — Losses and loss
non-tabular discount for other liability occurrence and expenses incurred:

Current year 8,620 7,334 16,641 14,549products liability occurrence in AIRCO. The total
Prior years, other thanundiscounted workers’ compensation loss reserve carried by

accretion of discount 93 (120) (71) (268)Commercial Insurance is approximately $13.5 billion as of Prior years, accretion
June 30, 2008. The other liability occurrence and products of discount 72 12 176 128
liability occurrence business in AIRCO that is assumed from Losses and loss
Commercial Insurance is discounted based on the yield of expenses incurred 8,785 7,226 16,746 14,409

U.S. Treasury securities ranging from one to twenty years and Losses and loss
expenses paid 7,154 6,315 13,966 12,056the Commercial Insurance payout pattern for this business.

Net reserve for lossesThe undiscounted reserves assumed by AIRCO from
and loss expenses atCommercial Insurance totaled approximately $3.08 billion at
end of period $72,331 $65,197 $72,331 $65,197

June 30, 2008.

The following tables summarize development, (favorable)
Quarterly  Reserving  Process or unfavorable, of incurred losses and loss expenses for

prior years (other than accretion of discount):AIG believes that the General Insurance net loss reserves are
adequate to cover General Insurance net losses and loss Three Months Six Months

Ended June 30, Ended June 30,expenses as of June 30, 2008. While AIG regularly reviews
(in millions) 2008 2007 2008 2007the adequacy of established loss reserves, there can be no
Prior Accident Yearassurance that AIG’s ultimate loss reserves will not develop

Development byadversely and materially exceed AIG’s loss reserves as of
Reporting Unit:June 30, 2008. In the opinion of management, such adverse Commercial Insurance $ 75 $ (65) $ (142) $ (152)

development and resulting increase in reserves is not likely to Personal Lines 29 (32) 65 (61)
Mortgage Guaranty (10) (4) 58 27have a material adverse effect on AIG’s consolidated financial
Foreign Generalcondition, although it could have a material adverse effect on

Insurance 1 (4) (16) (68)AIG’s consolidated results of operations for an individual
Subtotal 95 (105) (35) (254)reporting period.

Transatlantic (2) 18 1 36
Asbestos settlements — (33) (37) (50)

Prior years, other than
accretion of discount $ 93 $ (120) $ (71) $ (268)

Calendar Year
(in millions) 2008 2007

Prior Accident Year Development by Accident Year:
2007 $ (135)
2006 (256) $ (454)
2005 (260) (165)
2004 (190) (136)
2003 16 15
2002 18 112
2001 and prior 736 360

Prior years, other than accretion of discount $ (71) $ (268)
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In determining the quarterly loss development from reserves were modified in the second quarter of 2008 to
prior accident years, AIG conducts analyses to determine the reflect the adverse experience being observed, and this caused
change in estimated ultimate loss for each accident year for approximately $90 million of the overall adverse
each profit center. For example, if loss emergence for a profit development from accident years 2003 and prior. Excess
center is different than expected for certain accident years, casualty results for the more recent accident years, i.e. 2004
the actuaries examine the indicated effect such emergence and subsequent years, has continued to be favorable. AIG’s
would have on the reserves of that profit center. In some exposure to these latent exposures was reduced after 2002
cases, the higher or lower than expected emergence may due to significant changes in policy terms and conditions as
result in no clear change in the ultimate loss estimate for the well as underwriting guidelines.
accident years in question, and no adjustment would be made

In the six-month period ended June 30, 2008, net loss
to the profit center’s reserves for prior accident years. In other

development from prior accident years was favorable by
cases, the higher or lower than expected emergence may

approximately $71 million, including approximately
result in a larger change, either favorable or unfavorable,

$339 million of favorable development relating to loss
than the difference between the actual and expected loss

sensitive business in the first three months of 2008 (which
emergence. Such additional analyses were conducted for each

was offset by an equal amount of negative earned premium
profit center, as appropriate, in the three-month period ended

development), and excluding approximately $176 million
June 30, 2008 to determine the loss development from prior

from accretion of loss reserve discount. Excluding both the
accident years for the three-month period ended June 30,

favorable development relating to loss sensitive business and
2008. As part of its quarterly reserving process, AIG also

accretion of loss reserve discount, net loss development from
considers notices of claims received with respect to emerging

prior accident years in the six-month period ended June 30,
issues, such as those related to the U.S. mortgage and housing

2008, was adverse by approximately $268 million. The
market.

overall favorable development of $71 million consisted of
approximately $841 million of favorable development from

2008 Net  Loss  Development
accident years 2004 through 2007 partially offset by

In the three-month period ended June 30, 2008, net loss approximately $770 million of adverse loss development
development from prior accident years was adverse by from accident years 2003 and prior. Excluding the favorable
approximately $93 million, excluding approximately development from loss sensitive business, the overall adverse
$72 million from accretion of loss reserve discount. The development of $268 million consisted of approximately
overall adverse development of $93 million consisted of $561 million of favorable development from accident years
approximately $292 million of favorable development from 2004 through 2007 offset by approximately $829 million of
accident years 2004 through 2007 offset by approximately adverse development from accident years 2003 and prior.
$385 million of adverse loss development from accident years The adverse development from accident years 2003 and prior
2003 and prior. The adverse development from accident was primarily related to excess casualty business within
years 2003 and prior was primarily related to excess casualty Commercial Insurance. The favorable development from
business within Commercial Insurance. The favorable accident years 2004 through 2007 included approximately
development from accident years 2004 through 2007 $280 million in favorable development from loss sensitive
included approximately $80 million of favorable business written by AIG Risk Management, and
development from business written by Lexington Insurance approximately $220 million in favorable development from
Company, including Healthcare and Casualty and Program business written by Lexington Insurance Company, including
businesses. AIG Executive Liability business contributed Healthcare, AIG CAT Excess, Casualty and Program
approximately $65 million to the favorable development businesses. AIG Executive Liability business contributed
from accident years 2004 and 2005, relating primarily to approximately $110 million to the favorable development
D&O. Within Commercial Insurance, the overall adverse from accident years 2004 and 2005, relating primarily to
development of $75 million consisted of approximately D&O. The adverse development from accident years 2003
$160 million of adverse development relating to excess and prior included approximately $200 million related to
casualty business and $50 million of adverse development claims involving MTBE, a gasoline additive, primarily on
relating to property business, partially offset by favorable excess casualty business within Commercial Insurance from
development from D&O, healthcare and other classes. A accident years 2000 and prior. In addition, as described
significant portion of the adverse development relating to above for the three months ended June 30, 2008, the excess
excess casualty was related to a variety of latent exposures, casualty adverse developments reflect a variety of other latent
including construction defect exposures, product aggregate claims and large losses, as well as a $90 million increase
exposure and pharmaceutical related exposures, as well as a resulting from the modification of loss development factors
significant number of other large losses primarily from to reflect adverse experience in excess casualty.
accident years 1998 through 2002. In addition, the loss
development assumptions applicable to excess casualty
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2002 and prior. For the six-month period ended June 30,2007 Net  Loss  Development
2007, most classes of AIG’s business continued to experience

In the three-month period ended June 30, 2007, net loss
favorable development for accident years 2003 through

development from prior accident years was favorable by
2006. The majority of the adverse development from accident

approximately $120 million, including approximately
years 2002 and prior was related to development from excess

$18 million of adverse development from the general
casualty business within Commercial Insurance and from

reinsurance operations of Transatlantic; and excluding
Transatlantic.

approximately $12 million from accretion of loss reserve
discount. Excluding Transatlantic, as well as accretion of Asbestos  and Environmental  Reserves
discount, net loss development in the three-month period

The estimation of loss reserves relating to asbestos andended June 30, 2007 from prior accident years was favorable
environmental claims on insurance policies written manyby approximately $138 million. The overall favorable
years ago is subject to greater uncertainty than other types ofdevelopment of $120 million consisted of approximately
claims due to inconsistent court decisions as well as judicial$475 million of favorable development from accident years
interpretations and legislative actions that in some cases have2003 through 2006, partially offset by approximately
tended to broaden coverage beyond the original intent of$355 million of adverse development from accident years
such policies and in others have expanded theories of2002 and prior. For the three-month period ended June 30,
liability.2007, most classes of AIG’s business continued to experience

favorable development for accident years 2003 through As described more fully in the 2007 Annual Report on
2006. The majority of the adverse development from accident Form 10-K, AIG’s reserves relating to asbestos and
years 2002 and prior was related to developments from environmental claims reflect a comprehensive ground-up
excess casualty business within Commercial Insurance and analysis. In the six-month period ended June 30, 2008, AIG
from Transatlantic. maintained the ultimate loss estimates for asbestos and

environmental claims resulting from the recently completedIn the six-month period ended June 30, 2007, net loss
reserve analyses. A minor amount of adverse incurred lossdevelopment from prior accident years was favorable by
development pertaining to asbestos was reflected in the six-approximately $268 million, including approximately
month period ended June 30, 2008, as presented in the table$36 million of adverse development from the general
that follows. This development was primarily attributable toreinsurance operations of Transatlantic; and excluding
several large defendants, the effect of which was largely offsetapproximately $128 million from accretion of loss reserve
by one large favorable settlement. A moderate amount ofdiscount. Excluding Transatlantic, as well as accretion of
favorable gross incurred loss development pertaining todiscount, net loss development in the six-month period ended
environmental was reflected in the six-month period endedJune 30, 2007 from prior accident years was favorable by
June 30, 2008, as presented in the table that follows. Thisapproximately $304 million. The overall favorable
development was primarily attributable to recent favorabledevelopment of $268 million consisted of approximately
experience which was fully reinsured, resulting in no$740 million of favorable development from accident years
favorable net development on environmental net reserves.2003 through 2006, partially offset by approximately

$472 million of adverse development from accident years
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A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims
separately and combined appears in the following table. The vast majority of such claims arise from policies written in
1984 and prior years. The current environmental policies that AIG underwrites on a claims-made basis have been excluded
from the following table:

Six Months Ended June 30,
2008 2007

(in millions) Gross Net Gross(a) Net

Asbestos:
Reserve for losses and loss expenses at beginning of year $3,864 $1,454 $4,523 $1,889
Losses and loss expenses incurred(b) 60 4 10 (25)
Losses and loss expenses paid(b) (383) (170) (454) (268)

Reserve for losses and loss expenses at end of period $3,541 $1,288 $4,079 $1,596

Environmental:
Reserve for losses and loss expenses at beginning of year $ 515 $ 237 $ 629 $ 290
Losses and loss expenses incurred(b) (40) 1 — (1)
Losses and loss expenses paid(b) (25) (17) (54) (31)

Reserve for losses and loss expenses at end of period $ 450 $ 221 $ 575 $ 258

Combined:
Reserve for losses and loss expenses at beginning of year $4,379 $1,691 $5,152 $2,179
Losses and loss expenses incurred(b) 20 5 10 (26)
Losses and loss expenses paid(b) (408) (187) (508) (299)

Reserve for losses and loss expenses at end of period $3,991 $1,509 $4,654 $1,854

(a) Gross amounts were revised from the presentation in prior periods to reflect the inclusion of certain reserves not previously identified as asbestos and

environmental related. This revision had no effect on net reserves.

(b) All amounts pertain to policies underwritten in prior years, primarily to policies issued in 1984 and prior.

The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental
claims separately and combined, were estimated as follows:

Six Months Ended June 30,
2008 2007

(in millions) Gross Net Gross* Net

Asbestos $2,256 $ 997 $3,068 $1,279
Environmental 264 117 355 148

Combined $2,520 $1,114 $3,423 $1,427

* Gross amounts were revised from the presentation in prior periods to reflect the inclusion of certain reserves not previously identified as asbestos and

environmental related. This revision had no effect on net reserves.

A summary of asbestos and environmental claims count activity was as follows:
Six Months Ended June 30,

2008 2007
Asbestos Environmental Combined Asbestos Environmental Combined

Claims at beginning of year 6,563 7,652 14,215 6,878 9,442 16,320
Claims during year:

Opened 392 674 1,066 300 695 995
Settled (97) (65) (162) (66) (59) (125)
Dismissed or otherwise resolved (551) (1,172) (1,723) (544) (899) (1,443)

Claims at end of period 6,307 7,089 13,396 6,568 9,179 15,747

ratio at June 30, 2007 because the more recent periodsSurvival  Ratios —  Asbestos  and Environmental
included in the rolling average reflect higher claims payments.

The following table presents AIG’s survival ratios for
In addition, AIG’s survival ratio for asbestos claims was

asbestos and environmental claims at June 30, 2008 and
negatively affected by the favorable settlement described

2007. The survival ratio is derived by dividing the current
above, as well as several similar settlements during 2007.

carried loss reserve by the average payments for the three
These settlements reduced gross and net asbestos survival

most recent calendar years for these claims. Therefore, the
ratios at June 30, 2008 by approximately 1.4 years and

survival ratio is a simplistic measure estimating the number of
3.0 years, respectively, and reduced gross and net asbestos

years it would be before the current ending loss reserves for
survival ratios at June 30, 2007 by approximately 1.7 years

these claims would be paid off using recent year average
and 4.1 years, respectively. Many factors, such as aggressive

payments. The June 30, 2008 survival ratio is lower than the
settlement procedures, mix of business and level of coverage
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provided, have a significant effect on the amount of asbestos AIG’s Domestic Retirement Services operations include
and environmental reserves and payments and the resultant group retirement products, individual fixed and variable
survival ratio. Moreover, as discussed above, the primary annuities sold through banks, broker-dealers and exclusive
basis for AIG’s determination of its reserves is not survival sales representatives, and annuity runoff operations, which
ratios, but instead the ground-up and top-down analysis. include previously acquired ‘‘closed blocks’’ and other fixed
Thus, caution should be exercised in attempting to determine and variable annuities largely sold through distribution
reserve adequacy for these claims based simply on this relationships that have been discontinued.
survival ratio.

AIG’s Life Insurance & Retirement Services reports its
AIG’s survival ratios for asbestos and environmental operations through the following major internal reporting
claims, separately and combined were based upon a three- units and legal entities:
year average payment. These ratios at June 30, 2008 and
2007 were as follows: Foreign Life Insurance & Retirement Services

Gross*Net Japan and Other
2008
Survival ratios: ) American Life Insurance Company (ALICO)

Asbestos 5.7 4.3
Environmental 4.5 3.7 ) AIG Star Life Insurance Co., Ltd. (AIG Star Life)Combined 5.5 4.2

2007 ) AIG Edison Life Insurance Company (AIG Edison
Survival ratios:

Life)Asbestos 8.6 7.4
Environmental 5.2 4.0
Combined 8.0 6.6

Asia
* Gross amounts for 2007 were revised from the presentation in prior periods to

reflect the inclusion of certain reserves not previously identified as asbestos and ) American International Assurance Company, Limited,
environmental related. This revision had no effect on net reserves. together with American International Assurance

Company (Bermuda) Limited (AIA)
Operating Review

) Nan Shan Life Insurance Company, Ltd. (Nan Shan)
Life  Insurance & Retirement  Services  Operations

) American International Reinsurance Company
AIG’s Life Insurance & Retirement Services operations offer Limited (AIRCO)
a wide range of insurance and retirement savings products

) The Philippine American Life and General Insuranceboth domestically and abroad.
Company (Philamlife)

AIG’s Foreign Life Insurance & Retirement Services
operations include insurance and investment-oriented Domestic Life Insurance
products such as whole and term life, investment linked,

) American General Life Insurance Company (AIGuniversal life and endowments, personal accident and health
American General)products; group products including pension, life and health;

and fixed and variable annuities. The Foreign Life ) The United States Life Insurance Company in the City
Insurance & Retirement Services products are sold through of New York (USLIFE)
independent producers, career agents, financial institutions

) American General Life and Accident Insuranceand direct marketing channels.
Company (AGLA)

AIG’s Domestic Life Insurance operations offer a broad
range of protection products, such as individual life insurance Domestic Retirement Services
and group life and health products (including disability

) The Variable Annuity Life Insurance Company
income products and payout annuities), which include single

(VALIC)
premium immediate annuities, structured settlements and
terminal funding annuities. The Domestic Life Insurance ) AIG Annuity Insurance Company (AIG Annuity)
products are sold through independent producers, career

) AIG SunAmerica Life Assurance Company (AIG
agents and financial institutions and direct marketing

SunAmerica)
channels. Home service operations include an array of life
insurance, accident and health and annuity products sold
primarily through career agents.
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Life  Insurance & Retirement  Services  Results

Life  Insurance & Retirement  Services  results  were  as  follows:

Premiums Net Net Realized Operating
and Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

Three Months Ended June 30, 2008
Foreign Life Insurance & Retirement Services $ 7,691 $ 3,162 $ (909) $ 9,944 $ 773
Domestic Life Insurance 1,604 1,006 (1,376) 1,234 (1,005)
Domestic Retirement Services 290 1,418 (2,725) (1,017) (2,169)

Total $ 9,585 $ 5,586 $(5,010) $10,161 $(2,401)

Three months ended June 30, 2007
Foreign Life Insurance & Retirement Services $ 6,503 $ 3,361 $ 18 $ 9,882 $ 1,654
Domestic Life Insurance 1,369 1,006 (16) 2,359 368
Domestic Retirement Services 298 1,765 (281) 1,782 598

Total $ 8,170 $ 6,132 $ (279) $14,023 $ 2,620

Percentage Increase/(Decrease) from Prior Year:
Foreign Life Insurance & Retirement Services 18% (6)% —% 1% (53)%
Domestic Life Insurance 17 — — (48) —
Domestic Retirement Services (3) (20) — — —

Total 17% (9)% —% (28)% —%

Six Months Ended June 30, 2008
Foreign Life Insurance & Retirement Services $15,138 $ 4,610 $(1,631) $18,117 $ 1,508
Domestic Life Insurance 3,191 1,990 (2,664) 2,517 (1,875)
Domestic Retirement Services 574 2,789 (5,084) (1,721) (3,865)

Total $18,903 $ 9,389 $(9,379) $18,913 $(4,232)

Six months ended June 30, 2007
Foreign Life Insurance & Retirement Services $13,116 $ 6,244 $ (217) $19,143 $ 2,938
Domestic Life Insurance 2,897 2,011 (28) 4,880 713
Domestic Retirement Services 582 3,390 (290) 3,682 1,250

Total $16,595 $11,645 $ (535) $27,705 $ 4,901

Percentage Increase/(Decrease) from Prior Year:
Foreign Life Insurance & Retirement Services 15% (26)% —% (5)% (49)%
Domestic Life Insurance 10 (1) — (48) —
Domestic Retirement Services (1) (18) — — —

Total 14% (19)% —% (32)% —%

The gross insurance in force for Life Insurance & in the Foreign Life Insurance & Retirement Services
Retirement Services was as follows: operations and sales of payout annuities in Domestic Life

Insurance. Overall growth in premiums and otherJune 30, December 31,
(in millions) 2008 2007 considerations was dampened by a continuing shift to

investment-oriented products and the suspension in theForeign* $1,438,309 $ 1,327,251
Domestic 1,014,785 984,794 second quarter of 2007 of new sales on certain products in

Total $2,453,094 $ 2,312,045 Japan pending completion of an industry wide review by the
* Includes an increase of $45.2 billion related to changes in foreign exchange tax authorities. This review was finalized in March 2008 and

rates at June 30, 2008. resulted in lower tax deductibility of these products for the
policyholder. Although sales of these products have restartedDisruption in the U.S. residential mortgage and credit
in Japan, it is expected that sales will be at lower thanmarkets was the key driver of operating results in the three-
historical levels.and six-month periods ended June 30, 2008 primarily due to

significant net realized capital losses resulting from other- Net investment income decreased in the three- and six-
than-temporary impairment charges of $5.2 billion and month periods ended June 30, 2008 compared to the same
$9.6 billion in the three- and six-month periods ended period in 2007 due to significantly lower partnership, yield
June 30, 2008, respectively, compared to $324 million and enhancement and mutual fund income, trading account losses
$716 million in the same periods of 2007. In addition, net of $133 million and $221 million, respectively, in the U.K.
investment income and certain products continued to be associated with certain investment-linked products and
affected by the volatile markets. increased levels of short-term investments. Policyholder

investment income and trading gains and losses (together,Life Insurance & Retirement Services total revenues in
policyholder trading gains (losses)) were $617 million andthe three- and six-month periods ended June 30, 2008 reflect
$(168) million in the three- and six-month periods endedgrowth in premiums and other considerations compared to
June 30, 2008, respectively, compared to gains of $1.1 billionthe same periods in 2007, primarily due to strong production
and $1.9 billion in the same periods in 2007, reflecting equity

68



American International Group, Inc. and Subsidiaries

market declines. Policyholder trading gains (losses) are offset In 2007, operating income included charges of
by a charge to incurred policy losses and benefits expense. $25 million and $62 million for the three- and six–month
Policyholder trading gains (losses) generally reflect the trends periods ended June 30, 2007, respectively, related to a
in equity markets, principally in Japan and Asia. regulatory claims review in Japan.

The higher net realized capital losses in the three- and AIG adopted FAS 157 on January 1, 2008 and the most
six-month periods ended June 30, 2008 compared to the significant effect on the Life Insurance & Retirement Services
same periods in 2007 were primarily related to severity results was the change in measurement of fair value for
impairments due to the credit market disruption and foreign embedded policy derivatives. The pre – tax effect of adoption
exchange losses as a result of the weakening of the dollar related to embedded policy derivatives was an increase in net
against foreign currencies. realized capital losses of $155 million as of January 1, 2008,

partially offset by a $47 million DAC benefit related to these
In addition to the higher net realized capital losses and

losses. The effect of initial adoption was primarily due to an
lower net investment income noted above, the operating loss

increase in the embedded policy derivative liability valuations
for the three- and six-month periods ended June 30, 2008

resulting from the inclusion of explicit risk margins.
was unfavorably affected by an increased negative investment
spread in Taiwan and changes in actuarial estimates totaling AIG adopted FAS 159 on January 1, 2008 and elected to
$31 million in connection with Domestic Retirement apply the fair value option to a closed block of single
Services’ variable annuity products. These decreases were premium variable life business in Japan and for an
partially offset by the favorable effect of foreign exchange investment – linked product sold principally in Asia. The
rates. Operating loss in the three-month period ended adoption of FAS 159 with respect to these fair value elections
June 30, 2008 included a DAC and SIA benefit of resulted in a decrease to 2008 opening retained earnings of
$212 million related to net realized capital losses compared $559 million, net of tax. The fair value of the liabilities for
to a benefit of $103 million in the same period in 2007. these policies totaled $3.6 billion at June 30, 2008 and is
Operating loss in the six-month period ended June 30, 2008 reported in policyholders’ contract deposits.
included a DAC and SIA benefit of $479 million related to
net realized capital losses compared to $114 million in the
same period in 2007.
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Foreign  Life  Insurance & Retirement  Services  Results

Foreign  Life  Insurance & Retirement  Services  results  on  a  sub–product  basis  were  as  follows:

Premiums Net Net Realized Operating
and Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

Three Months Ended June 30, 2008
Life insurance $ 4,634 $1,813 $ (750) $ 5,697 $ 252
Personal accident 1,855 109 (26) 1,938 386
Group products 1,002 244 (11) 1,235 116
Individual fixed annuities 79 660 (115) 624 44
Individual variable annuities 121 336 (7) 450 (25)

Total $ 7,691 $3,162 $ (909) $ 9,944 $ 773

Three Months Ended June 30, 2007
Life insurance $ 4,105 $2,092 $ 141 $ 6,338 $1,155
Personal accident 1,487 87 2 1,576 325
Group products 690 222 (6) 906 89
Individual fixed annuities 118 574 (120) 572 52
Individual variable annuities 103 386 1 490 33

Total $ 6,503 $3,361 $ 18 $ 9,882 $1,654

Percentage Increase/(Decrease) from Prior Year:
Life insurance 13% (13)% —% (10)% (78)%
Personal accident 25 25 — 23 19
Group products 45 10 — 36 30
Individual fixed annuities (33) 15 — 9 (15)
Individual variable annuities 17 (13) — (8) —

Total 18% (6)% —% 1% (53)%

Six Months Ended June 30, 2008
Life insurance $ 9,146 $2,732 $(1,317) $10,561 $ 483
Personal accident 3,546 201 (66) 3,681 763
Group products 1,998 397 (41) 2,354 206
Individual fixed annuities 208 1,229 (228) 1,209 102
Individual variable annuities 240 51 21 312 (46)

Total $15,138 $4,610 $(1,631) $18,117 $1,508

Six Months Ended June 30, 2007
Life insurance $ 8,272 $3,649 $ (27) $11,894 $1,807
Personal accident 2,960 170 (6) 3,124 693
Group products 1,443 396 (27) 1,812 152
Individual fixed annuities 246 1,148 (157) 1,237 201
Individual variable annuities 195 881 — 1,076 85

Total $13,116 $6,244 $ (217) $19,143 $2,938

Percentage Increase/(Decrease) from Prior Year:
Life insurance 11% (25)% —% (11)% (73)%
Personal accident 20 18 — 18 10
Group products 38 — — 30 36
Individual fixed annuities (15) 7 — (2) (49)
Individual variable annuities 23 (94) — (71) —

Total 15% (26)% —% (5)% (49)%

AIG transacts business in most major foreign currencies The following table summarizes the effect of changes in
and therefore premiums and other considerations reported in foreign currency exchange rates on the growth of the
U.S. dollars vary by volume and from changes in foreign Foreign Life Insurance & Retirement Services premiums
currency translation rates. and other considerations.

Three Months Six Months
Ended June 30, Ended June 30,
2008 2007 2008 2007

Growth in original currency* 7.5% 7.8% 7.1% 6.5%
Foreign exchange effect 10.8 0.9 8.3 1.9
Growth as reported in

U.S. dollars 18.3% 8.7% 15.4% 8.4%

* Computed using a constant exchange rate each period.
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Single premium interest sensitive life insurance salesQuarterly  Japan and Other  Results
remained strong in Japan in the three-month period ended

First  year  premium,  single  premium and  annuity
June 30, 2008, while guaranteed income bond sales in the

deposits  for  Japan  and  Other  were  as  follows:
U.K. decreased in that period due to sales efforts being

Percentage
focused on the launch of a new variable annuity product. InIncrease/

Three Months (Decrease) Japan, a new single premium personal accident and health
Ended June 30, Original product was successfully launched during the first quarter of

(in millions) 2008 2007 U.S.$ Currency
2008 with the majority of sales coming through banks which

First year premium $ 734 $ 673 9% (4)%
were recently deregulated and are now able to sell accidentSingle premium 2,178 2,121 3% (1)%
and health products. Group products single premium salesAnnuity deposits 6,018 4,141 45% 43%
increased substantially with higher production in Brazil, the

First year premium sales in the three-month period ended U.K. and Poland due to the launch of new products and the
June 30, 2008 grew moderately in U.S. dollar terms, but addition of large group accounts.
declined on an original currency basis compared to the same

Annuity deposits increased in the three-month periodperiod in 2007. First year premium life insurance sales in
ended June 30, 2008 compared to the same period in 2007 asJapan declined reflecting the continued effect of the
both fixed and variable products performed well. In Japan,suspension of the increasing term products in April 2007
fixed annuity deposits increased significantly due to anwhich more than offset strong growth of the more profitable
improved exchange rate environment and volatile equityU.S. dollar products in Japan. Personal accident first year
markets. Net flows for Japan fixed annuities increased frompremium sales were flat compared to the same period in
$165 million in the three-month period ended June 30, 20072007. Group products sales increased primarily due to
to $1.2 billion in the three-month period ended June 30,pension sales in Brazil and credit life business in the Middle
2008. In the U.K., variable annuity deposits continued toEast.
reflect strong growth due to the launch of a new product.

Japan and Other results on a sub–product basis were as follows:

Premiums Net Net Realized Operating
and Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

Three Months Ended June 30, 2008
Life insurance $ 1,568 $ 643 $(298) $ 1,913 $ 144
Personal accident 1,336 69 (7) 1,398 338
Group products 802 229 (10) 1,021 84
Individual fixed annuities 70 626 (107) 589 43
Individual variable annuities 120 335 (7) 448 (32)

Total $ 3,896 $1,902 $(429) $ 5,369 $ 577

Three Months Ended June 30, 2007
Life insurance $ 1,350 $ 641 $ 33 $ 2,024 $ 438
Personal accident 1,041 52 — 1,093 243
Group products 539 201 1 741 63
Individual fixed annuities 101 546 (129) 518 34
Individual variable annuities 102 385 — 487 32

Total $ 3,133 $1,825 $ (95) $ 4,863 $ 810

Percentage Increase/(Decrease) from Prior Year:
Life insurance 16% —% —% (5)% (67)%
Personal accident 28 33 — 28 39
Group products 49 14 — 38 33
Individual fixed annuities (31) 15 — 14 26
Individual variable annuities 18 (13) — (8) —

Total 24% 4% —% 10% (29)%

Total revenues for Japan and Other in the three-month period certain investment-linked products in the U.K. compared to
ended June 30, 2008 increased compared to the same period in the same period in 2007.
2007 primarily due to growth in premiums and other

Operating income declined in the three-month period
considerations, partially offset by higher net realized capital

ended June 30, 2008 compared to the same period in 2007 due
losses. Realized capital losses increased primarily due to higher

to significantly increased realized capital losses and the higher
other-than-temporary impairments of ABS and Japan real

trading losses, partially offset by $25 million of lower benefit
estate investment trusts. Net investment income grew modestly

costs in Japan related to the regulatory claims review which
in the period as higher interest and dividends more than offset

negatively affected prior year results, lower benefit costs of
lower partnership and mutual fund income of $13 million and

$37 million, net of hedge gains and losses, resulting from an
higher mark to market trading losses of $119 million related to

increase in the Japanese equity market and interest rates which
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had the effect of reducing policy liabilities carried at fair value more profitable U.S. dollar products in Japan and other life
under FAS 159 and the positive effect of foreign exchange. insurance products in Europe and the Middle East. Personal
During the latter part of the second quarter of 2008, accident first year premium sales were flat compared to the
management implemented a previously announced hedging same period in 2007.
program that is expected to reduce future volatility of the

Single premium interest sensitive life insurance sales
policy liabilities carried at fair value under FAS 159.

remained strong in Japan and guaranteed income bond sales
in the U.K. were higher than the same period last year,

Year-to-Date  Japan and Other  Results
although sales are shifting to a new variable annuity product

First year premium, single premium and annuity deposits and that trend is expected to continue for the remainder of
for Japan and Other were as follows: the year. A new single premium personal accident and health

product launched in Japan during the first quarter of 2008
Percentage

continues to perform well and sales which started throughIncrease/
Six Months (Decrease) banks are being expanded to the agency channels.

 Ended June 30, Original
(in millions) 2008 2007 U.S.$ Currency Annuity deposits increased in the six-month period
First year premium $1,376 $1,293 6% (4)% ended June 30, 2008 compared to the same period in 2007 as
Single premium 5,134 4,118 25% 21% both fixed and variable products performed well. In Japan,
Annuity deposits 11,525 8,212 40% 38%

fixed annuity products improved due to the launch of new
products and a favorable exchange rate environment for non-First year premium sales in the six-month period ended
yen denominated products. Net flows for Japan individualJune 30, 2008 grew modestly in U.S. dollar terms, but
fixed annuities increased from $56 million in the six-monthdeclined on an original currency basis compared to the same
period ended June 30, 2007 to $1.8 billion in the six-monthperiod in 2007. The lower first year premium sales primarily
period ended June 30, 2008. Variable annuity deposit growthreflect the effect of suspending sales of increasing term
in the U.K. was favorably affected by the launch of a newproducts in Japan during the second quarter of last year. Due
product.to the large premium size for the increasing term products,

the sales suspension masks the positive underlying growth of

Japan and Other  results  on  a  sub-product  basis  were  as  follows:

Premiums and Net Net Realized Operating
Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)
Six Months Ended June 30, 2008

Life insurance $ 2,896 $ 980 $ (545) $ 3,331 $ 201
Personal accident 2,513 121 (35) 2,599 639
Group products 1,552 340 (17) 1,875 156
Individual fixed annuities 187 1,162 (196) 1,153 111
Individual variable annuities 237 49 21 307 (47)

Total $ 7,385 $ 2,652 $ (772) $ 9,265 $ 1,060

Six Months Ended June 30, 2007
Life insurance $ 2,566 $ 1,191 $ 15 $ 3,772 $ 790
Personal accident 2,069 102 2 2,173 532
Group products 1,114 351 6 1,471 136
Individual fixed annuities 217 1,092 (164) 1,145 181
Individual variable annuities 193 879 — 1,072 84

Total $ 6,159 $ 3,615 $ (141) $ 9,633 $ 1,723

Percentage Increase/(Decrease) from Prior Year:
Life insurance 13% (18)% —% (12)% (75)%
Personal accident 21 19 — 20 20
Group products 39 (3) — 27 15
Individual fixed annuities (14) 6 — 1 (39)
Individual variable annuities 23 (94)% — (71)% —

Total 20% (27)% —% (4)% (38)%

Total revenues for Japan and Other in the six-month period six-month period ended June 30, 2008 from $1.4 billion for
ended June 30, 2008 decreased compared to the same period the same period in 2007. Policyholder trading gains (losses)
in 2007 primarily due to higher net realized capital losses and are offset by a charge to incurred policy losses and benefits
lower net investment income. Net investment income expense. Partnership and mutual fund income for the six-
declined due to lower policyholder trading gains, partnership month period ended June 30, 2008 was $59 million lower
and mutual fund income as well as mark to market trading than the same period in 2007. Trading account losses in the
losses related to investment-linked products in the U.K. U.K. on certain investment-linked products were
Policyholder trading gains declined to $176 million for the $221 million for the six-month period ended June 30, 2008
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compared to a loss of $14 million in the same period in 2007. First year premium sales in the three-month period ended
Net realized capital losses grew significantly in the period June 30, 2008 grew modestly on a U.S. dollar basis but were
primarily due to other-than-temporary impairments. flat on an original currency basis compared to the same

period in 2007 as the sales focus shifted more to single
Despite the continued strong growth in the underlying

premium products. In Hong Kong and Singapore, life
business and the positive effect of foreign exchange, the

insurance first year premium sales increased due to
decline in total revenues resulted in lower operating income

promotional campaigns and increased bancassurance sales.
for the six-month period ended June 30, 2008 compared to

However, Taiwan first year life insurance sales declined as the
the same period in 2007. Operating income for the six-month

focus has shifted to a newly launched variable annuity
period ended June 30, 2008 was favorably affected by lower

product. First year personal accident premiums declined due
benefit costs of $62 million related to the regulatory claims

to increased competition in the direct marketing channel in
review in Japan, which negatively affected last year’s results.

Korea, which offset positive growth in other parts of Asia.
Operating income was negatively affected by higher benefit

The group products business performed well, particularly in
costs of $43 million, net of hedge gains and losses, resulting

Australia.
from volatility in the Japanese equity market and interest
rates which impact variable life fair value liabilities under Single premium sales in the three-month period ended
FAS 159 and lower DAC benefit related to realized capital June 30, 2008 decreased as sales in Taiwan shifted to the new
losses of $57 million compared to a benefit of $41 million in variable annuity product. This decrease was partially offset
the same period in 2007. by strong investment-oriented life insurance sales,

particularly in Singapore and Korea and single premium
Quarterly  Asia  Results credit life sales in Thailand and Taiwan.

First year premium, single premium and annuity deposits Annuity deposits in the three-month period ended
for Asia were as follows: June 30, 2008 rose significantly compared to the same period

in 2007 due to the launch of the new variable annuity
Percentage

product in Taiwan.Increase/
Three Months (Decrease)

Ended June 30, Original
(in millions) 2008 2007 U.S.$ Currency

First year premium $ 762 $ 740 3% —%
Single premium 893 922 (3)% (9)%
Annuity deposits 334 240 39% 34%

Asia results, presented on a sub-product basis were as follows:

Premiums Net Net Realized
and Other Investment Capital Gains Total Operating

(in millions) Considerations Income (Losses) Revenues Income
Three Months Ended June 30, 2008

Life insurance $3,066 $1,170 $ (452) $3,784 $ 108
Personal accident 519 40 (19) 540 48
Group products 200 15 (1) 214 32
Individual fixed annuities 9 34 (8) 35 1
Individual variable annuities 1 1 — 2 7

Total $3,795 $1,260 $ (480) $4,575 $ 196

Three Months Ended June 30, 2007
Life insurance $2,755 $1,451 $ 108 $4,314 $ 717
Personal accident 446 35 2 483 82
Group products 151 21 (7) 165 26
Individual fixed annuities 17 28 9 54 18
Individual variable annuities 1 1 1 3 1

Total $3,370 $1,536 $ 113 $5,019 $ 844

Percentage Increase/(Decrease) from Prior Year:
Life insurance 11% (19)% —% (12)% (85)%
Personal accident 16 14 — 12 (41)
Group products 32 (29) — 30 23
Individual fixed annuities (47) 21 — (35) (94)
Individual variable annuities — — — (33) —

Total 13% (18)% —% (9)% (77)%

Total revenues for Asia in the three-month period ended capital losses, which more than offset the growth in premiums
June 30, 2008 decreased compared to the same period in 2007, and other considerations. Premiums and other considerations
primarily due to the negative effect of policyholder trading increased in the three-month period ended June 30, 2008
gains (losses) on net investment income and higher net realized compared to the same period in 2007, despite a continued
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trend toward investment-oriented products where only a
Six Months Percentage

portion of policy charges are reported as premiums. Personal Ended Increase/
accident premiums grew despite flat first year premium growth June 30, (Decrease)
due to a successful retention initiative. Group products Original
premiums grew, reflecting increased first year premiums. Net (in millions) 2008 2007 U.S.$ Currency
investment income declined due to policyholder trading losses First year premium $1,480 $1,414 5% 2%

Single premium 1,850 1,570 18% 12%of $7 million in 2008 compared to gains of $415 million in the
Annuity deposits 666 371 80% 76%same period in 2007 and a reduction in partnership and

mutual fund income, which was $44 million lower than the First year premium sales in the six-month period ended
same period in 2007. Net realized capital losses in the three- June 30, 2008 grew moderately compared to the same period
month period ended June 30, 2008 included higher other- in 2007 as the sales focus shifted more to single premium and
than-temporary impairment charges and higher losses on the annuity products. In Taiwan, life insurance first year
fair value of derivatives that do not qualify for hedge premium sales declined as sales shifted to a newly launched
accounting treatment under FAS 133 compared to the same variable annuity product. The group products business
period in 2007. performed well in Australia, Singapore and Hong Kong.

Operating income in the three-month period ended Single premium sales in the six-month period ended
June 30, 2008 decreased compared to the same period in June 30, 2008 grew significantly compared to the same
2007 principally due to higher net realized capital losses and period in 2007 primarily due to investment-oriented life
lower net investment income relative to growth in the insurance sales, particularly in Singapore, Hong Kong, and
business. Operating income was also affected by the Korea, as well as strong credit life sales in Thailand.
favorable effect of foreign exchange rates and the

Annuity deposits in the six-month period ended June 30,unfavorable effect of the increased negative investment
2008 more than doubled the level reported for the samespread in Taiwan resulting from lower investment returns.
period in 2007 due to the launch of the new variable annuity
product in Taiwan. Deposits in Korea were down in the six-Year-to-Date  Asia  Results
month period ended June 30, 2008 compared to the same

First year premium, single premium and annuity deposits
period last year due to a recent market shift toward variable

for Asia were as follows:
products.

Asia results, presented on a sub-product basis were as follows:

Premiums and Net Net Realized Operating
Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)
Six Months Ended June 30, 2008

Life insurance $6,250 $1,752 $(772) $7,230 $ 282
Personal accident 1,033 80 (31) 1,082 124
Group products 446 57 (24) 479 50
Individual fixed annuities 21 67 (32) 56 (9)
Individual variable annuities 3 2 — 5 1

Total $7,753 $1,958 $(859) $8,852 $ 448

Six Months Ended June 30, 2007
Life insurance $5,706 $2,458 $ (42) $8,122 $1,017
Personal accident 891 68 (8) 951 161
Group products 329 45 (33) 341 16
Individual fixed annuities 29 56 7 92 20
Individual variable annuities 2 2 — 4 1

Total $6,957 $2,629 $ (76) $9,510 $1,215

Percentage Increase/(Decrease) from Prior Year:
Life insurance 10% (29)% —% (11)% (72)%
Personal accident 16 18 — 14 (23)
Group products 36 27 — 40 —
Individual fixed annuities (28) 20 — (39) —
Individual variable annuities 50 — — 25 —

Total 11% (26)% —% (7)% (63)%

Total revenues in Asia in the six-month period ended June 30, 2008 compared to gains of $494 million in 2007 and lower
2008 decreased compared to the same period in 2007 partnership and mutual fund income. Partnership and mutual
primarily due to lower net investment income and higher net fund income for the six-month period ended June 30, 2008
realized capital losses, which more than offset the growth in was $184 million lower than the same period in 2007. The
premiums and other considerations. Net investment income higher realized capital losses were primarily due to other-
declined due to policyholder trading losses of $332 million in than-temporary impairment of dollar denominated securities
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held in Singapore and Taiwan which declined in value due to primarily as a result of lower revenues. Results for the year
a weakening U.S. dollar. were also affected by lower operating income in Taiwan due

to the increased negative investment spread resulting from
Operating income for the six-month period ended

lower investment returns.
June 30, 2008 declined compared to the same period in 2007

Quarterly  Domestic  Life  Insurance  Results

Domestic Life Insurance results, presented on a sub-product basis were as follows:

Premiums Net Net Realized Operating

and Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

Three Months Ended June 30, 2008
Life insurance $ 621 $ 365 $(1,110) $ (124) $ (918)
Home service 186 163 (198) 151 (112)
Group life/health 218 48 (13) 253 4
Payout annuities* 564 320 (33) 851 17
Individual fixed and runoff annuities 15 110 (22) 103 4

Total $1,604 $1,006 $(1,376) $1,234 $(1,005)
Three Months Ended June 30, 2007

Life insurance $ 603 $ 402 $ 43 $1,048 $ 262
Home service 192 158 (11) 339 66
Group life/health 197 51 (4) 244 1
Payout annuities* 364 276 (35) 605 17
Individual fixed and runoff annuities 13 119 (9) 123 22

Total $1,369 $1,006 $ (16) $2,359 $ 368

Percentage Increase/(Decrease) from Prior Year:
Life insurance 3% (9)% —% —% —%
Home service (3) 3 — (55) —
Group life/health 11 (6) — 4 —
Payout annuities 55 16 — 41 —
Individual fixed and runoff annuities 15 (8) — (16) (82)

Total 17% —% —% (48)% —%

* Includes structured settlements, single premium immediate annuities and terminal funding annuities.

Total Domestic Life Insurance revenues decreased in the income due to the phase out of losses related to synthetic fuel
three-month period ended June 30, 2008 compared to the production investments (Synfuel) of $38 million.
same period in 2007 due to significantly higher net realized

Operating income for the three-month period ended
capital losses, partially offset by higher premiums and other

June 30, 2008 compared to the same period in 2007
considerations. The increase in net realized capital losses was

decreased due principally to higher net realized capital losses
primarily driven by other-than-temporary impairments of

as described above, partially offset by the growth in the
ABS related to AIG’s securities lending program. See Invested

in force block of life insurance and payout annuities and
Assets – Securities Lending Activities for further information.

favorable mortality experience in the life insurance business
Domestic Life Insurance premiums and other considerations

during the quarter. Home service operating income decreased
increased in the three-month period ended June 30, 2008

due to higher net realized capital losses partially offset by
compared to the same period in 2007 primarily due to strong

improved margins on the in-force business. Group life/health
payout annuity deposits and growth in life insurance business

operating income increased due to favorable development on
in force. The growth in payout annuity deposits was driven

the financial institutions credit life run-off block, improved
by structured settlements and terminal funding annuities in

underwriting results on certain product lines and lower DAC
both the U.S. and Canada. Net investment income for the

amortization costs compared to the same period in 2007. In
three-month period ended June 30, 2008 was consistent with

addition, 2007 operating income was positively affected by a
the same period in 2007 despite growth in the underlying

$15 million litigation accrual release. Operating income
business. Net investment income for the three-month period

during the three-month period ended June 30, 2008 includes
ended June 30, 2008 was affected by lower partnership and

a DAC benefit related to realized capital losses of $17 million
other yield enhancement income of $66 million and reduced

compared to a benefit of $4 million in the same period in
overall investment yield from increased levels of short-term

2007.
investments. Offsetting these items was higher net investment
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Year-to-Date  Domestic  Life  Insurance  Results

Domestic Life Insurance results, presented on a sub-product basis were as follows:

Premiums and Net Net Realized Operating
Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)

Six Months Ended June 30, 2008
Life insurance $1,210 $ 738 $(2,165) $ (217) $(1,757)
Home service 374 316 (338) 352 (174)
Group life/health 422 95 (27) 490 6
Payout annuities* 1,158 623 (55) 1,726 55
Individual fixed and runoff annuities 27 218 (79) 166 (5)

Total $3,191 $1,990 $(2,664) $2,517 $(1,875)

Six Months Ended June 30, 2007
Life insurance $1,181 $ 774 $ 40 $1,995 $ 449
Home service 387 319 (13) 693 148
Group life/health 426 104 (5) 525 4
Payout annuities* 876 565 (41) 1,400 68
Individual fixed and runoff annuities 27 249 (9) 267 44

Total $2,897 $2,011 $ (28) $4,880 $ 713

Percentage Increase/(Decrease) from Prior Year:
Life insurance 2% (5)% —% —% —%
Home service (3) (1) — (49) —
Group life/health (1) (9) — (7) 50
Payout annuities 32 10 — 23 (19)
Individual fixed and runoff annuities — (12) — (38) —

Total 10% (1)% —% (48)% —%

* Includes structured settlements, single premium immediate annuities and terminal funding annuities.

Total Domestic Life Insurance revenues decreased in the six- items was higher net investment income due to the phase out
month period ended June 30, 2008 compared to the same of losses related to Synfuel investments of $67 million.
period in 2007 due to higher net realized capital losses and

Operating income for the six-month period ended
lower net investment income partially offset by higher

June 30, 2008 compared to the same period in 2007
premiums and other considerations. The increase in net

decreased due principally to higher net realized capital losses
realized capital losses was primarily driven by other-than-

and the lower net investment income as described above.
temporary impairments of ABS related to AIG’s securities

Partially offsetting these items was the growth in the in force
lending program. See Invested Assets – Investments in RMBS,

block of life insurance and payout annuities and favorable
CMBS, CDOs and ABS – Investments in ABS and –

mortality experience in the life insurance and payout
Securities Lending Activities for further information.

annuities businesses. Home service operating income
Domestic Life Insurance premiums and other considerations

decreased due to higher net realized capital losses partially
increased in the six-month period ended June 30, 2008

offset by improved margins on the in-force business. Group
compared to the same period in 2007 primarily due to strong

life/health operating income increased due to favorable
payout annuity deposits and growth in life insurance business

development on the financial institutions credit life run-off
in force. The growth in payout annuity deposits was driven

block, improved underwriting results on certain product lines
by sales of structured settlements and terminal funding

and lower DAC amortization costs compared to the same
annuities in both the U.S. and Canada. Net investment

period in 2007. In addition, 2007 operating income was
income declined in the six-month period ended June 30, 2008

positively affected by a $16 million litigation accrual release.
compared to the same period in 2007 despite growth in the

Operating income during the six-month period ended
underlying business. Net investment income for the

June 30, 2008 includes a DAC benefit related to realized
six-month period ended June 30, 2008 was affected by lower

capital losses of $37 million compared to a benefit of
partnership and other yield enhancement income of

$4 million in the same period in 2007.
$102 million and reduced overall investment yield from
increased levels of short-term investments. Offsetting these
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Domestic Life Insurance sales and deposits by product* were as follows:

Three Months Six Months
Ended EndedPercentage PercentageJune 30, June 30,Increase/ Increase/

(in millions) 2008 2007 (Decrease) 2008 2007 (Decrease)

Life insurance
Periodic premium by product:

Universal life $ 46 $ 47 (2)% $ 93 $ 98 (5)%
Variable universal life 15 12 25 42 25 68
Term life 61 57 7 113 112 1
Whole life/other 3 3 — 6 5 20

Total periodic premiums by product 125 119 5% 254 240 6%
Unscheduled and single deposits 113 115 (2) 173 181 (4)

Total life insurance 238 234 2% 427 421 1%
Home service

Life insurance and accident and health 24 25 (4)% 44 49 (10)%
Fixed annuities 40 25 60 69 45 53
Unscheduled and single deposits 5 5 — 10 8 25

Total home service 69 55 25% 123 102 21%
Group life/health 31 22 41% 72 60 20%
Payout annuities 751 600 25% 1,550 1,285 21%
Individual fixed and runoff annuities 256 101 —% 340 188 81%
Total sales and deposits $1,345 $1,012 33% $2,512 $2,056 22%

* Life insurance sales include periodic premium from new business expected to be collected over a one-year period and unscheduled and single premiums from

new and existing policyholders. Sales of group accident and health insurance represent annualized first year premium from new policies. Annuity sales

represent deposits from new and existing policyholders.

Domestic Life Insurance periodic premium sales increased 5 driven by increased sales of supplemental health and
percent and 6 percent in the three- and six-month periods voluntary products. Payout annuities have experienced
ended June 30, 2008, respectively, compared to the same strong growth from terminal funding and structured
period in 2007 primarily as a result of strong private settlement sales in both the U.S. and Canada. Home service
placement variable universal life sales. The U.S. life insurance growth was primarily from increased fixed annuity deposits.
market remains highly competitive and Domestic Life’s Individual fixed and runoff annuities sales and deposits have
emphasis on maintaining new business margins has increased as a result of the current interest rate environment
negatively affected sales of term and universal life products, as credited rates offered during the quarter were more
although recent enhancements to term products have resulted competitive with the rates offered by banks on certificates of
in an increase in term sales. Group life/health growth was deposit.

Quarterly  Domestic  Retirement  Services  Results

Domestic Retirement Services results, presented on a sub-product basis were as follows:

Premiums and Net Net Realized Operating
Other Investment Capital Gains Total Income

(in millions) Considerations Income (Losses) Revenues (Loss)
Three Months Ended June 30, 2008

Group retirement products $111 $ 488 $ (940) $ (341) $ (699)
Individual fixed annuities 17 817 (1,591) (757) (1,274)
Individual variable annuities 157 34 (43) 148 (50)
Individual annuities — runoff* 5 79 (151) (67) (146)

Total $290 $1,418 $(2,725) $(1,017) $(2,169)

Three Months Ended June 30, 2007
Group retirement products $112 $ 641 $ (103) $ 650 $ 265
Individual fixed annuities 26 981 (158) 849 261
Individual variable annuities 155 43 (17) 181 53
Individual annuities — runoff* 5 100 (3) 102 19

Total $298 $1,765 $ (281) $ 1,782 $ 598

Percentage Increase/(Decrease) from Prior Year:
Group retirement products (1)% (24)% —% —% —%
Individual fixed annuities (35) (17) — — —
Individual variable annuities 1 (21) — (18) —
Individual annuities — runoff — (21) — — —

Total (3)% (20)% —% —% —%

* Primarily represents runoff annuity business sold through discontinued distribution relationships.

Total revenues and operating income for Domestic June 30, 2008 compared to the same period in 2007,
Retirement Services declined in the three-month period ended primarily due to significantly increased net realized capital
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losses, lower partnership income of $170 million and lower partnership income, lower yield enhancement income and
yield enhancement income of $78 million. Net realized reduced overall investment yield from increased levels of short-
capital losses for Domestic Retirement Services increased term investments. These decreases were partially offset by
primarily due to higher other-than-temporary impairment decreases in DAC amortization and sales inducement costs of
charges of $2.7 billion in the three-month period ended $164 million related to the net realized capital losses compared
June 30, 2008 compared to $144 million in the same period to $58 million in the same period in 2007.
in 2007, primarily driven by severity losses on ABS related to Individual variable annuities operating income decreased
AIG’s securities lending program. in the three-month period ended June 30, 2008 compared to

Operating income for group retirement products and the same period in 2007, primarily due to a $31 million
individual fixed annuities decreased in the three-month period increase in benefit reserves and related DAC amortization
ended June 30, 2008 compared to the same period in 2007, adjustment reflecting changes in actuarial estimates and to
primarily as a result of increased net realized capital losses due increased net realized capital losses largely due to higher
to higher other-than-temporary impairment charges, lower other-than-temporary impairment charges.

Year-to-Date  Domestic  Retirement  Services  Results

Domestic Retirement Services results, presented on a sub-product basis were as follows:

Net Realized
Premiums and Net Capital Operating

Other Investment Gains Total Income
(in millions) Considerations Income (Losses) Revenues (Loss)
Six Months Ended June 30, 2008

Group retirement products $218 $ 982 $(1,680) $ (480) $(1,192)
Individual fixed annuities 40 1,576 (2,837) (1,221) (2,230)
Individual variable annuities 309 69 (295) 83 (187)
Individual annuities – runoff* 7 162 (272) (103) (256)

Total $574 $2,789 $(5,084) $(1,721) $(3,865)

Six Months Ended June 30, 2007
Group retirement products $217 $1,211 $ (113) $ 1,315 $ 541
Individual fixed annuities 51 1,895 (169) 1,777 564
Individual variable annuities 301 85 (7) 379 105
Individual annuities – runoff* 13 199 (1) 211 40

Total $582 $3,390 $ (290) $ 3,682 $ 1,250

Percentage Increase/(Decrease) from Prior Year:
Group retirement products —% (19)% —% —% —%
Individual fixed annuities (22) (17) — — —
Individual variable annuities 3 (19) — (78) —
Individual annuities – runoff (46) (19) — — —
Total (1)% (18)% —% —% —%

* Primarily represents runoff annuity business sold through discontinued distribution relationships.

Total revenues and operating income for Domestic $289 million, lower yield enhancement income of $152 million
Retirement Services declined significantly in the six-month and reduced overall investment yield from increased levels of
period ended June 30, 2008 compared to the same period in short term investments. These decreases were partially offset by
2007 primarily due to significantly increased net realized decreases in DAC amortization and sales inducement costs of
capital losses and lower partnership and yield enhancement $329 million related to the net realized capital losses compared
income. Net realized capital losses for Domestic Retirement to $55 million in the same period in 2007.
Services increased primarily due to higher other-than- Individual variable annuities operating income decreased in
temporary impairment charges of $4.8 billion in the six- the six-month period ended June 30, 2008 compared to the
month period ended June 30, 2008 compared to $186 million same period in 2007 primarily as a result of increased net
in the same period in 2007. realized capital losses principally due to other-than-temporary

Both group retirement products and individual fixed impairment charges. In addition, benefit reserves and DAC
annuities operating income in the six-month period ended amortization and sales inducement costs increased by a
June 30, 2008 decreased compared to the same period in 2007 combined $31 million due to changes in actuarial estimates,
primarily as a result of increased net realized capital losses due offset by decreases in DAC amortization and sales inducement
to higher other-than-temporary impairment charges, lower net costs of $56 million related to the net realized capital losses
investment income due to lower partnership income of compared to $6 million in the same period in 2007.
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The account value roll forward for Domestic Retirement The improvement in individual fixed annuity deposits was
Services by product was as follows: due to a steepened yield curve, providing the opportunity to

offer higher interest crediting rates than certificates of deposits
Three Months Ended Six Months Ended

June 30, June 30, (CDs) and mutual fund money market rates available at the
(in millions) 2008 2007 2008 2007 time. However, beginning in the three-month period ended
Group retirement products June 30, 2008, CDs offering more competitive crediting ratesBalance at beginning of

period $ 65,640 $ 65,216 $ 68,109 $ 64,357 than those currently available on fixed annuities have started
Deposits – annuities 1,472 1,463 2,925 2,881 to slow fixed annuity sales.Deposits – mutual funds 371 330 795 795
Total deposits 1,843 1,793 3,720 3,676 Domestic Retirement Services surrenders and other
Surrenders and other

withdrawals decreased in all product lines in the three and six-withdrawals (1,282) (1,487) (2,772) (3,412)
Death benefits (64) (70) (123) (130) month periods ended June 30, 2008 compared to the same
Net inflows (outflows) 497 236 825 134

periods in 2007. In general, surrenders and other withdrawalsChange in fair value of
underlying investments, decreased as a result of the relative lack of attractive alternative
interest credited, net of

investment products. Group retirement surrenders andfees 52 2,234 (2,745) 3,195
Other — 1 — 1 withdrawals decreased as a result of a few large group mutual

Balance at end of period $ 66,189 $ 67,687 $ 66,189 $ 67,687
fund surrenders in the first quarter of 2007 and a generalIndividual fixed annuities

Balance at beginning of reduction in second quarter 2008 surrenders.
period $ 51,540 $ 52,339 $ 50,508 $ 52,685
Deposits 1,944 1,633 4,475 2,864 Domestic Retirement Services reserves by surrender
Surrenders and other

charge category and surrender rates were as follows:withdrawals (1,461) (1,859) (3,040) (3,519)
Death benefits (442) (449) (824) (857)

Group Individual IndividualNet inflows (outflows) 41 (675) 611 (1,512)
Retirement Fixed VariableChange in fair value of (in millions) Products* Annuities Annuitiesunderlying investments,

interest credited, net of June 30, 2008
fees 496 506 958 997 No surrender charge $48,399 $11,465 $12,288

0% - 2% 2,659 3,519 4,545Balance at end of period $ 52,077 $ 52,170 $ 52,077 $ 52,170
Greater than 2% – 4% 3,309 7,325 4,002Individual variable annuities Greater than 4% 2,621 26,441 9,524Balance at beginning of
Non-surrenderable 888 3,327 308period $ 30,830 $ 31,432 $ 33,108 $ 31,093
Total reserves $57,876 $52,077 $30,667Deposits 1,122 1,204 2,139 2,212

Surrenders and other Surrender rates 8.4% 11.8% 12.0%
withdrawals (964) (1,057) (1,873) (2,047)

June 30, 2007Death benefits (123) (129) (250) (250)
No surrender charge $45,361 $10,813 $12,591

Net inflows (outflows) 35 18 16 (85) 0% - 2% 6,734 4,068 5,424Change in fair value of
Greater than 2% – 4% 3,872 6,665 5,589underlying investments,
Greater than 4% 3,241 27,182 9,355interest credited, net of
Non-surrenderable 877 3,442 92fees (198) 1,601 (2,457) 2,043
Total reserves $60,085 $52,170 $33,051Balance at end of period $ 30,667 $ 33,051 $ 30,667 $ 33,051

Surrender rates 10.4% 13.4% 12.8%Total Domestic Retirement
Services * Excludes mutual funds of $8.3 billion and $7.6 billion at June 30, 2008 andBalance at beginning of

2007, respectively.period $148,010 $148,987 $151,725 $148,135
Deposits 4,909 4,630 10,334 8,752 Surrender rates decreased for all three product lines inSurrenders and other

withdrawals (3,707) (4,403) (7,685) (8,978) the three- and six-month periods ended June 30, 2008
Death benefits (629) (648) (1,197) (1,237)

compared to the same periods in 2007. The surrender rate for
Net inflows (outflows) 573 (421) 1,452 (1,463)
Change in fair value of individual fixed annuities continues to be driven by the yield

underlying investments, curve and the general aging of the in-force block. However,interest credited, net of
fees 350 4,341 (4,244) 6,235 less than 23 percent of the individual fixed annuity reserves as

Other — 1 — 1
of June 30, 2008 were available for surrender without charge.

Balance at end of period,
excluding runoff 148,933 152,908 148,933 152,908 An increase in the level of surrenders in any of these

Individual annuities runoff 5,476 5,977 5,476 5,977
businesses could accelerate the amortization of DAC andBalance at end of period $154,409 $158,885 $154,409 $158,885
negatively affect fee income earned on assets underGeneral and separate

account reserves and management.
mutual funds
General account reserve $ 91,467 $ 90,729
Separate account reserve 54,629 60,554

Total general and separate
account reserves 146,096 151,283
Group retirement mutual

funds 8,313 7,602
Total reserves and mutual

funds $154,409 $158,885
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Life  Insurance &  Retirement  Services  Net  Investment  Income  and  Net  Realized  Capital  Gains  (Losses)

The components of net investment income for Life Insurance & Retirement Services were as follows:

Three Months Ended Six Months Ended
June 30, June 30,

(in millions) 2008 2007 2008 2007

Foreign Life Insurance & Retirement Services:
Fixed maturities, including short-term investments $2,334 $1,940 $4,547 $ 3,839
Equity securities 79 126 111 98
Interest on mortgage and other loans 143 114 275 227
Partnership income 9 38 11 86
Mutual funds 76 103 (4) 163
Trading account losses (133) (14) (221) (14)
Other(a) 134 60 246 128
Total investment income before policyholder income and trading gains (losses) 2,642 2,367 4,965 4,527
Policyholder investment income and trading gains (losses)(b) 606 1,079 (156) 1,876
Total investment income 3,248 3,446 4,809 6,403
Investment expenses 86 85 199 159
Net investment income $3,162 $3,361 $4,610 $ 6,244

Domestic Life Insurance:
Fixed maturities, including short-term investments $ 847 $ 870 $1,711 $ 1,781
Equity securities 24 (2) 41 (3)
Interest on mortgage and other loans 105 102 202 202
Partnership income — excluding Synfuels (6) 60 25 87
Partnership loss — Synfuels (4) (42) (8) (75)
Mutual funds 3 3 1 5
Other(a) 41 26 62 40
Total investment income before policyholder income and trading gains (losses) 1,010 1,017 2,034 2,037
Policyholder investment income and trading gains (losses)(b) 11 — (12) —
Total investment income 1,021 1,017 2,022 2,037
Investment expenses 15 11 32 26
Net investment income $1,006 $1,006 $1,990 $ 2,011

Domestic Retirement Services:
Fixed maturities, including short-term investments $1,137 $1,364 $2,348 $ 2,764
Equity securities 6 21 9 24
Interest on mortgage and other loans 149 135 297 256
Partnership income 83 253 94 383
Other(a) 59 4 72 (8)

Total investment income 1,434 1,777 2,820 3,419
Investment expenses 16 12 31 29
Net investment income $1,418 $1,765 $2,789 $ 3,390

Total:
Fixed maturities, including short-term investments $4,318 $4,174 $8,606 $ 8,384
Equity securities 109 145 161 119
Interest on mortgage and other loans 397 351 774 685
Partnership income — excluding Synfuels 86 351 130 556
Partnership loss — Synfuels (4) (42) (8) (75)
Mutual funds 79 106 (3) 168
Trading account losses (133) (14) (221) (14)
Other(a) 234 90 380 160

Total investment income before policyholder income and trading gains (losses) 5,086 5,161 9,819 9,983
Policyholder investment income and trading gains (losses)(b) 617 1,079 (168) 1,876
Total investment income 5,703 6,240 9,651 11,859
Investment expenses 117 108 262 214

Net investment income $5,586 $6,132 $9,389 $11,645

(a) Includes real estate income, income on non-partnership invested assets, securities lending and Foreign Life Insurance & Retirement Services’ equal share of
the results of AIG Credit Card Company (Taiwan).

(b) Relates principally to assets held in various trading securities accounts that do not qualify for separate account treatment under AICPA SOP 03-1,
‘‘Accounting and Reporting by Insurance Enterprises for Certain Nontraditional Long-Duration Contracts and for Separate Accounts’’ (SOP 03-1). These
amounts are principally offset by an equal change included in incurred policy losses and benefits.

Net investment income decreased $546 million and policyholder trading gains (losses) were $617 million and
$2.3 billion in the three- and six-month periods ended $(168) million, respectively, compared to gains of
June 30, 2008 compared to the same periods in 2007, $1.1 billion and $1.9 billion in the same period of 2007
respectively, reflective of the recent market volatility. For the reflecting equity market declines in Japan and Asia. In
three- and six-month periods ended June 30, 2008, addition, net investment income was negatively affected by
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lower yield enhancement income from equity investments, investment income on fixed maturity securities. Historically,
and higher trading account losses of $119 million and AIG generated income tax credits as a result of investing in
$207 million for the three- and six-month periods ended Synfuels related to the partnership income (loss) shown in the
June 30, 2008 compared to the same periods in 2007. table above. Synfuel production ceased effective
Domestic Retirement Services held higher balances in cash December 31, 2007.
and short-term investments which negatively affected

The components of net realized capital gains (losses) for Life Insurance & Retirement Services were as follows:

Three Months Six Months Ended
Ended June 30, June 30,

(in millions) 2008 2007 2008 2007
Foreign Life Insurance & Retirement Services:

Sales of fixed maturities $ 19 $ (25) $ 16 $ (45)
Sales of equity securities 192 180 271 212
Other:

Other-than-temporary impairments(a) (1,071) (131) (2,087) (462)
Foreign exchange transactions (170) (25) (193) 90
Derivatives instruments (32) 52 83 (65)
Other(b) 153 (33) 279 53

Total Foreign Life Insurance & Retirement Services $ (909) $ 18 $ (1,631) $(217)

Domestic Life Insurance:
Sales of fixed maturities $ (18) $ (58) $ (10) $ (39)
Sales of equity securities 2 4 3 5
Other:

Other-than-temporary impairments(a) (1,440) (49) (2,659) (68)
Foreign exchange transactions 6 – 4 2
Derivatives instruments 58 41 (67) 30
Other(c) 16 46 65 42

Total Domestic Life Insurance $ (1,376) $ (16) $ (2,664) $ (28)

Domestic Retirement Services:
Sales of fixed maturities $ (55) $ (79) $ (63) $ (60)
Sales of equity securities 3 5 23 16
Other:

Other-than-temporary impairments(a) (2,682) (144) (4,839) (186)
Foreign exchange transactions 14 1 (1) 7
Derivatives instruments 15 (52) (185) (47)
Other(c) (20) (12) (19) (20)

Total Domestic Retirement Services $ (2,725) $(281) $ (5,084) $(290)

Total:
Sales of fixed maturities $ (54) $(162) $ (57) $(144)
Sales of equity securities 197 189 297 233
Other:

Other-than-temporary impairments(a) (5,193) (324) (9,585) (716)
Foreign exchange transactions (150) (24) (190) 99
Derivatives instruments 41 41 (169) (82)
Other(b)(c) 149 1 325 75

Total $ (5,010) $(279) $ (9,379) $(535)

(a) See Invested Assets — Portfolio Review — Other-Than-Temporary Impairments for additional information.

(b) Includes losses of $167 million and gains of $66 million allocated to participating policyholders for the three-month periods ended June 30, 2008 and 2007,

respectively, and losses of $178 million and $5 million for the six-month periods ended June 30, 2008 and 2007, respectively.

(c) Includes losses of $12 million and $143 million for the six-month period ended June 30, 2008 for Domestic Life Insurance and Domestic Retirement Services,

respectively, related to the adoption of FAS 157 related to embedded policy derivatives.

Included in net realized capital gains (losses) are gains severity losses and foreign currency declines. See Invested
(losses) on sales of investments, derivative gains (losses) for Assets — Portfolio Review herein for further information.
transactions that did not qualify for hedge accounting Foreign currency losses of $170 million and $193 million in
treatment under FAS 133, foreign exchange gains and losses, the three and six-month periods ended June 30, 2008,
other-than-temporary impairments and the effects of the respectively, related primarily to the decline in value of
adoption of FAS 157 further described below. U.S. dollar bonds supporting liabilities denominated in

Taiwan dollars, Singapore dollars, Japanese yen and British
Foreign Life Insurance & Retirement Services net

pounds sterling. Derivatives in the Foreign Life Insurance &
realized capital losses were significantly higher in the first six

Retirement Services operations are primarily used to
months of 2008 compared to the same period in 2007. The

economically hedge cash flows related to U.S. dollar bonds
increased Foreign Life Insurance & Retirement Services

back to the respective currency of the country, principally in
other-than-temporary impairments were primarily driven by

Taiwan, Thailand and Singapore. These derivatives do not
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qualify for hedge accounting treatment under FAS 133 and Reporting by Insurance Enterprises’’ (FAS 60). Policy
are recorded in net realized capital gains (losses). The acquisition costs that relate to universal life and investment-
corresponding foreign exchange gain or loss with respect to type products are generally deferred and amortized, with
the economically hedged bond is deferred in accumulated interest in relation to the incidence of estimated gross profits
other comprehensive income (loss) until the bond is sold, to be realized over the estimated lives of the contracts in
matures or deemed to be other-than-temporarily impaired. accordance with FAS 97. Value of Business Acquired

(VOBA) is determined at the time of acquisition and is
In the three- and six-month periods ended June 30,

reported on the consolidated balance sheet with DAC and
2008, the Domestic Life Insurance and Domestic Retirement

amortized over the life of the business, similar to DAC. AIG
Services operations incurred higher net realized capital losses

offers sales inducements to contract holders (bonus interest)
primarily due to other-than-temporary impairment charges

on certain annuity and investment contracts. Sales
related to severity. Derivatives in the Domestic Life Insurance

inducements are recognized as part of the liability for
operations include affiliated interest rate swaps used to

policyholders’ contract deposits on the consolidated balance
economically hedge cash flows on bonds and option

sheet and are amortized over the life of the contract similar to
contracts used to economically hedge cash flows on indexed

DAC. The deferral of  acquisition and sales inducement costs
annuity and universal life products. These derivatives do not

increased $280 million in the six-month period ended
qualify for hedge accounting treatment under FAS 133 and

June 30, 2008 compared to the same period in 2007
are recorded in net realized capital gains (losses). The

primarily due to higher production in the Foreign Life
corresponding gain or loss with respect to the economically

Insurance operations and Domestic Retirement Services.
hedged bond is deferred in accumulated other comprehensive

Total amortization expense increased by $81 million in the
income (loss) until the bond is sold, matures or is deemed to

six-month period ended June 30, 2008 compared to the same
be other-than-temporarily impaired.

period in 2007. The current year amortization includes a
The most significant effect of AIG’s adoption of FAS 157 $479 million increase to operating income related to net

was the change in measurement of fair value for embedded realized capital losses in the first six months of 2008
policy derivatives. The pre-tax effect of adoption related to compared to $114 million in the same period of 2007
embedded policy derivatives was an increase in net realized reflecting significantly higher other-than-temporary
capital losses of $155 million as of January 1, 2008. The impairment charges. Annualized amortization expense levels
effect of initial adoption was primarily due to an increase in in the first six months of 2008 and 2007 were approximately
the embedded policy derivative liability valuations resulting 11 percent and 12 percent, respectively, of the opening DAC
from the inclusion of explicit risk margins. balance.

AIG adopted FAS 159 on January 1, 2008 and elected to
Deferred  Policy  Acquisition  Costs  and  Sales  Inducement

apply fair value accounting for an investment-linked product
Assets

sold principally in Asia. Upon fair value election, all DAC
DAC for Life Insurance & Retirement Services products and SIA are written off and there is no further deferral or

arises from the deferral of costs that vary with, and are amortization of DAC and SIA for that product. The amounts
directly related to, the acquisition of new or renewal business. of DAC and SIA written off as of January 1, 2008 were
Policy acquisition costs for life insurance products are $1.1 billion and $299 million, respectively.
generally deferred and amortized over the premium paying
period in accordance with FAS 60, ‘‘Accounting and
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The major components of the changes in DAC/VOBA and SIA were as follows:

Six Months Ended June 30,
(in millions) 2008 2007

DAC/VOBA SIA Total DAC/VOBA SIA Total

Foreign Life Insurance & Retirement Services
Balance at beginning of year $26,175 $ 681 $26,856 $21,153 $ 404 $21,557
Acquisition costs deferred 2,711 49 2,760 2,510 60 2,570
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 60 (3) 57 45 1 46
Related to unlocking future assumptions (4) (2) (6) 30 2 32
All other amortization (1,783) (28) (1,811) (1,344) 2 (1,342)

Change in unrealized gains (losses) on securities 692 5 697 531 7 538
Increase (decrease) due to foreign exchange 781 2 783 (230) 1 (229)
Other* (1,090) (299) (1,389) (78) — (78)

Balance at end of period $27,542 $ 405 $27,947 $22,617 $ 477 $23,094

Domestic Life Insurance
Balance at beginning of year $ 6,432 $ 53 $ 6,485 $ 6,006 $ 46 $ 6,052
Acquisition costs deferred 439 10 449 442 10 452
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 37 — 37 4 — 4
All other amortization (302) (5) (307) (344) (3) (347)

Change in unrealized gains (losses) on securities 210 — 210 230 — 230
Increase (decrease) due to foreign exchange (17) — (17) 45 — 45
Other* — — — (64) (64)

Balance at end of period $ 6,799 $ 58 $ 6,857 $ 6,319 $ 53 $ 6,372

Domestic Retirement Services
Balance at beginning of year $ 5,838 $ 991 $ 6,829 $ 5,651 $ 887 $ 6,538
Acquisition costs deferred 462 108 570 376 101 477
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 309 76 385 52 12 64
Related to unlocking future assumptions — — — 2 — 2
All other amortization (409) (92) (501) (445) (79) (524)

Change in unrealized gains (losses) on securities 439 96 535 318 64 382
Increase (decrease) due to foreign exchange 1 — 1 — — —

Balance at end of period $ 6,640 $1,179 $ 7,819 $ 5,954 $ 985 $ 6,939

Total Life Insurance & Retirement Services
Balance at beginning of year $38,445 $1,725 $40,170 $32,810 $1,337 $34,147
Acquisition costs deferred 3,612 167 3,779 3,328 171 3,499
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 406 73 479 101 13 114
Related to unlocking future assumptions (4) (2) (6) 32 2 34
All other amortization (2,494) (125) (2,619) (2,133) (80) (2,213)

Change in unrealized gains (losses) on securities 1,341 101 1,442 1,079 71 1,150
Increase (decrease) due to foreign exchange 765 2 767 (185) 1 (184)
Other* (1,090) (299) (1,389) (142) — (142)

Balance at end of period $40,981 $1,642 $42,623 $34,890 $1,515 $36,405

* In 2008, primarily represents the cumulative effect of adoption of FAS 159. In 2007, primarily represents the cumulative effect of adoption of SOP 05-1.

As AIG operates in various global markets, the estimated DAC, VOBA and SIA for insurance-oriented,
gross profits used to amortize DAC, VOBA and SIA are investment-oriented and retirement services products are
subject to differing market returns and interest rate reviewed for recoverability, which involves estimating the
environments in any single period. The combination of future profitability of current business. This review involves
market returns and interest rates may lead to acceleration of significant management judgment. If actual future
amortization in some products and regions and simultaneous profitability is substantially lower than estimated, AIG’s
deceleration of amortization in other products and regions. DAC, VOBA and SIA may be subject to an impairment
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charge and AIG’s results of operations could be significantly 2.7 percent at June 30, 2008. Yields on most other invested
affected in future periods. assets have correspondingly dropped over the same period.

Current sales are focused on products such as:
Future Policy Benefit Reserves

) variable separate account products which do not contain
Periodically, the net benefit reserves (policy benefit interest rate guarantees,

reserves less DAC) established for Life Insurance &
) participating products which contain very low implied

Retirement Services companies are tested to ensure that,
interest rate guarantees, and

including consideration of future expected premium
payments, they are adequate to provide for future ) accident and health policies and riders.
policyholder benefit obligations. The assumptions used to

In developing the reserve adequacy analysis for Nan
perform the tests are current best-estimate assumptions as to

Shan, several key best-estimate assumptions have been made:
policyholder mortality, morbidity, terminations, company

) Observed historical mortality improvement trends havemaintenance expenses and invested asset returns. For long
been projected to 2014;duration traditional business, a ‘‘lock-in’’ principle applies,

whereby the assumptions used to calculate the benefit
) Morbidity, expense and termination rates have been

reserves and DAC are set when a policy is issued and do not updated to reflect recent experience;
change with changes in actual experience. These assumptions

) Taiwan government bond rates are expected to remain atinclude margins for adverse deviation in the event that actual
current levels for 10 years and gradually increase to best-experience might deviate from these assumptions. For
estimate assumptions of a market consensus view of long-business in force outside of North America, 46 percent of
term interest rate expectations;total policyholder benefit liabilities at June 30, 2008

represent traditional business where the lock-in principle
) Foreign assets are assumed to comprise 35 percent of

applies. In most foreign locations, various guarantees are invested assets, resulting in a composite long-term
embedded in policies in force that may remain applicable for investment assumption of approximately 4.8 percent; and
many decades into the future.

) The current practice permitted in Taiwan of offsetting
As experience changes over time, the best-estimate positive mortality experience with negative interest

assumptions are updated to reflect observed changes. Because margins, thus eliminating the need for mortality dividends,
of the long-term nature of many of AIG’s liabilities subject to will continue.
the lock-in principle, small changes in certain of the

Future results of the reserve adequacy tests will involveassumptions may cause large changes in the degree of reserve
significant management judgment as to mortality, morbidity,adequacy. In particular, changes in estimates of future
expense and termination rates and investment yields. Adverseinvested asset return assumptions have a large effect on the
changes in these assumptions could accelerate DACdegree of reserve adequacy.
amortization and necessitate reserve strengthening.

Taiwan

Beginning in 2000, the yield available on Taiwanese 10-year
government bonds dropped from approximately 6 percent to

84



American International Group, Inc. and Subsidiaries

Financial  Services  Operations

AIG’s Financial Services subsidiaries engage in diversified activities including aircraft and equipment leasing, capital markets,
consumer finance and insurance premium finance.

Financial  Services  Results

Financial Services results were as follows:

Three Months Ended Six Months EndedPercentage Percentage
June 30, June 30,Increase/ Increase/

(in millions) 2008 2007 (Decrease) 2008 2007 (Decrease)

Total revenues:
Aircraft Leasing $ 1,298 $ 1,173 11% $ 2,463 $ 2,231 10%
Capital Markets(a) (6,088) (67) — (14,831) 161 —
Consumer Finance(b) 1,028 911 13 1,959 1,756 12
Other, including intercompany adjustments 157 106 48 244 176 39

Total $ (3,605) $ 2,123 —% $ (10,165) $ 4,324 —%

Operating income (loss):
Aircraft Leasing $ 334 $ 207 61% $ 555 $ 371 50%
Capital Markets(a) (6,284) (255) — (15,211) (187) —
Consumer Finance(b) (33) 75 — (85) 111 —
Other, including intercompany adjustments 78 20 290 64 44 45

Total $ (5,905) $ 47 —% $ (14,677) $ 339 —%

(a) Revenues are shown net of interest expense of $1.2 billion and $805 million in the three-month periods ended June 30, 2008 and 2007, respectively, and
$1.7 billion and $1.9 billion for the six-month periods ended June 30, 2008 and 2007, respectively. In the three- and six-month periods ended June 30, 2008,
both revenues and operating income (loss) include unrealized market valuation losses of $5.6 billion and $14.7 billion, respectively, on AIGFP’s super senior
credit default swap portfolio.

(b) The three-month and six-month periods ended June 30, 2007 included pre-tax charges of $50 million and $178 million, respectively, in connection with
domestic Consumer Finance’s mortgage banking activities. Based on a current evaluation of the estimated cost of implementing the Supervisory Agreement
entered into with the OTS, partial reversals of these prior year charges included in the three- and six-month periods ended June 30, 2008 were $25 million
and $43 million, respectively.

Financial Services reported operating losses in the three- Revenues also result from the remarketing of commercial
and six-month periods ended June 30, 2008 compared to aircraft for ILFC’s own account, and remarketing and fleet
operating income in the same periods in 2007, primarily due management services for airlines and financial institutions.
to unrealized market valuation losses of $5.6 billion and ILFC finances its aircraft purchases primarily through the
$14.7 billion in the three- and six-month periods ended issuance of debt instruments. ILFC economically hedges part
June 30, 2008, respectively, on AIGFP’s super senior credit of its floating rate and substantially all of its foreign currency
default swap portfolio, the remaining operating loss resulting denominated debt using interest rate and foreign currency
from the change in credit spreads on AIGFP’s other assets and derivatives. Starting in the second quarter of 2007, ILFC
liabilities and a decline in operating income for AGF. AGF’s began applying hedge accounting to most of its derivatives.
operating income declined in the three- and six-month The composite borrowing rates, which include the effect of
periods ended June 30, 2008 compared to the same periods in derivatives, at June 30, 2008 and 2007 were 4.74 percent and
2007 primarily due to increases in the provision for finance 5.25 percent, respectively.
receivable losses and unfavorable variances related to

ILFC typically contracts to re-lease aircraft before the
derivatives that economically hedge AGF debt. In addition, in

end of the existing lease term. For aircraft returned before the
the three months ended June 30, 2008, AGF recorded a pre-

end of the lease term, ILFC has generally been able to re-lease
tax charge of $27 million resulting from AGF’s decision to

such aircraft within two to six months of their return. As a
cease its wholesale originations.

lessor, ILFC considers an aircraft ‘‘idle’’ or ‘‘off lease’’ when
ILFC generated strong operating income growth in the the aircraft is not subject to a signed lease agreement or

three- and six-month periods ended June 30, 2008 compared signed letter of intent. During the three-month period ended
to the same periods in 2007, driven to a large extent by a June 30, 2008, 16 planes were returned to ILFC by bankrupt
larger aircraft fleet, higher lease rates and higher utilization lessees. As of July 31, 2008, ILFC has leased all of the 16
and lower composite borrowing rates. aircraft.

Quarterly  Aircraft  Leasing  ResultsAircraft  Leasing

ILFC’s operating income increased in the three-month periodAircraft Leasing operations represent the operations of ILFC,
ended June 30, 2008 compared to the same period in 2007.which generates its revenues primarily from leasing new and
Rental revenues increased by $130 million or 11 percent,used commercial jet aircraft to foreign and domestic airlines.
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driven by a larger aircraft fleet, higher lease rates and higher Capital  Markets
utilization. As of June 30, 2008, 947 aircraft in ILFC’s fleet

Capital Markets represents the operations of AIGFP, which
were subject to operating leases compared to 894 aircraft as

engages as principal in a wide variety of financial
of June 30, 2007. ILFC had no aircraft off lease at July 31,

transactions, including standard and customized financial
2008. Flight equipment marketing revenues increased by

products involving commodities, credit, currencies, energy,
$26 million in the three-month period ended June 30, 2008

equities and rates. The credit products include credit
compared to the same period in 2007 due to an increase in

protection written through credit default swaps on super
aircraft sales. Interest expense decreased by $41 million in the

senior risk tranches of diversified pools of loans and debt
three-month period ended June 30, 2008 compared to the

securities. AIGFP also invests in a diversified portfolio of
same period in 2007 as a result of lower short-term interest

securities and principal investments and engages in
rates. The increases in revenues were partially offset by an

borrowing activities involving the issuance of standard and
increase in depreciation and a credit value adjustment on

structured notes and other securities, and entering into GIAs.
derivatives. Depreciation expense increased by $30 million,

As Capital Markets is a transaction-oriented operation,or 7 percent, in line with the increase in the size of the aircraft
current and past revenues and operating results may notfleet. In the three-month period ended June 30, 2008 and
provide a basis for predicting future performance. Through2007, the gains (losses) from hedging activities that did not
2007, AIG’s Capital Markets operations derived a significantqualify for hedge accounting treatment under FAS 133,
portion of their revenues from hedged financial positionsincluding the related foreign exchange gains and losses, were
entered into in connection with counterparty transactions.$(15) million and $24 million, respectively, in both revenues
AIGFP also participates as a dealer in a wide variety ofand operating income. The net derivative loss for the three-
financial derivatives transactions. Revenues and operatingmonth period ended June 30, 2008 includes the effect of
income of the Capital Markets operations and the percentagechanges in AIG’s credit spreads of $11 million.
change in these amounts for any given period are significantly

Year-to-Date  Aircraft  Leasing  Results affected by changes in the fair value of AIGFP’s assets and
liabilities and by the number, size and profitability ofILFC’s operating income increased in the six-month period
transactions entered into during that period relative to thoseended June 30, 2008 compared to the same period in 2007.
entered into during the prior period. Generally, theRental revenues increased by $251 million or 11 percent,
realization of transaction revenues as measured by the receiptdriven by a larger aircraft fleet, higher lease rates and higher
of funds is not a significant reporting event as the gain or lossutilization. As of June 30, 2008, 947 aircraft in ILFC’s fleet
on AIGFP’s trading transactions is currently reflected inwere subject to operating leases compared to 894 aircraft as
operating income as the fair values change from period toof June 30, 2007. ILFC had no aircraft off lease at July 31,
period.2008, and all of the new aircraft scheduled for delivery

through 2009 have been leased. Flight equipment marketing AIGFP’s products generally require sophisticated models
revenues increased by $34 million in the six-month period and significant management assumptions to determine fair
ended June 30, 2008 compared to the same period in 2007 values and, particularly during times of market disruption,
due to an increase in aircraft sales. Interest expense decreased the absence of observable market data can result in fair values
by $30 million in the six-month period ended June 30, 2008, at any given balance sheet date that are not indicative of the
compared to the same period in 2007, as a result of lower ultimate settlement values of the products.
short-term interest rates. The increases in revenues were

Quarterly  Capital  Markets  Resultspartially offset by an increase in depreciation and a credit
value adjustment on derivatives as a result of the adoption of

Capital Markets reported an operating loss in the three-
FAS 157. Depreciation expense increased by $75 million, or

month period ended June 30, 2008 compared to operating
9 percent, in line with the increase in the size of the aircraft

income in the same period of 2007, primarily due to
fleet. In the six-month period ended June 30, 2008 and 2007,

unrealized market valuation losses related to AIGFP’s super
the gains (losses) from hedging activities that did not qualify

senior credit default swap portfolio principally written on
for hedge accounting treatment under FAS 133, including the

multi-sector CDOs. Financial market conditions during the
related foreign exchange gains and losses, were $(63) million

second quarter of 2008 were characterized by widening credit
and $(13) million, respectively, in both revenues and

spreads.
operating income. The net derivative loss for the six-month

In addition to writing credit protection on the superperiod ended June 30, 2008 includes the effect of changes in
senior risk layer on designated portfolios of loans or debtAIG’s credit spreads of $51 million, of which $12 million
securities, AIGFP also wrote protection on tranches belowrepresents the transition amount from the adoption of
the super senior risk layer. At June 30, 2008, the net notionalFAS 157.
amount of the credit default swaps in the regulatory capital
relief portfolio written on tranches below the super senior
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risk layer was $5.8 billion, with an estimated fair value loss of During the three months ended June 30, 2008, AIGFP
$171 million. issued new 2a-7 Puts on the super senior security issued by a

CDO of AAA-rated commercial mortgage-backed securities
At June 30, 2008, the notional amount, fair value and

(CMBS) pursuant to a facility that was entered into in 2005.
unrealized market valuation loss of the AIGFP super senior

The terms of the facility required AIGFP to issue such options
credit default swap portfolio, including certain regulatory

up to a notional amount of $7.5 billion. Approximately
capital relief transactions, by asset class were as follows:

$2.1 billion were issued in November 2007 with the
Unrealized Market remainder issued in June 2008. Under the terms of the put

Valuation Loss
options, AIGFP is required to purchase the referenced super(Gain)Fair

Three SixValue senior obligations in the event of a failed remarketing of those
Months MonthsLoss at securities. Upon the exercise of the put options, theEnded Ended

Notional June 30, June 30, June 30, counterparty will provide funding to AIGFP to purchase and
(in millions) Amount 2008 2008(a) 2008(a)

hold the referenced super senior obligations for a period
Regulatory Capital:(b)

ranging from three to six years. At this time, AIGFP is notCorporate loans $172,717 $ — $ — $ —
Prime residential party to any commitments to enter into any new 2a-7 Puts.

mortgages 132,612 — — —
Included in the unrealized market valuation loss of the superOther(c)(d) 1,619 125 125 125

Total 306,948 125 125 125 senior credit default swap portfolio for the second quarter of
Arbitrage: 2008 was a loss of $810 million resulting from the change inMulti-sector CDOs(e) 80,301 24,785 5,569 13,606

Corporate debt/CLOs 53,767 996 (126) 770 fair value of these newly issued 2a-7 Puts.
Total 134,068 25,781 5,443 14,376

In May 2008, AIGFP extinguished its obligations withMezzanine tranches(f) 5,824 171 (3) 171
Total $446,840 $ 26,077(g) $5,565 $14,672 respect to a credit default swap by purchasing the protected
(a) Includes credit valuation adjustment gains of $44 million and CDO security for $103 million, its principal amount

$109 million, respectively, for the three- and six-month periods ended outstanding related to this obligation. Additionally, AIGFP
June 30, 2008. purchased $682 million of other super senior CDO securities

(b) Represents predominantly transactions written to facilitate regulatory in connection with 2a-7 Puts. Upon purchase, these securities
capital relief.

were included in AIGFP’s trading portfolio at their fair value.
(c) Represents transactions where AIGFP believes the counterparties are no

Approximately $67 million of the cumulative unrealizedlonger using the transactions to obtain regulatory capital relief.
market valuation loss previously recognized on these(d) During the second quarter of 2008, a European RMBS regulatory capital
derivatives as of March 31, 2008 was realized as a result ofrelief transaction with a notional amount of $1.6 billion was not

terminated as expected when it no longer provided regulatory capital relief these purchases.
to the counterparty.

The change in fair value of AIGFP’s credit default swaps(e) Approximately $57.8 billion in net notional amount includes some
was caused by the significant widening in spreads and theexposure to U.S. sub-prime mortgages and approximately $9.6 billion in

net notional amount includes CDOs of CMBS. downgrades of RMBS and CDO securities by rating agencies
(f) Represents credit default swaps written by AIGFP on tranches below super in the six-month period ended June 30, 2008 driven by the

senior on certain regulatory capital relief trades. credit concerns resulting from U.S. residential mortgages, the
(g) Fair value amounts are shown before the effects of counterparty netting severe liquidity crisis affecting the markets and the effects of

adjustments.
rating agency downgrades on structured securities.

During the second quarter of 2008, AIGFP implemented
Capital markets net operating loss for the three-month

further refinements to the cash flow waterfall used by the
period ended June 30, 2008 includes a net loss of

BET model and the assumptions used therein. These
$474 million representing the effect of changes in credit

refinements reflected the ability of a CDO to use principal
spreads on the valuation of AIGFP’s assets and liabilities,

proceeds to cover interest payment obligations on lower-
including $44 million of gains reflected in the unrealized

rated tranches, the ability of a CDO to use principal proceeds
market valuation loss on super senior credit default swaps.

to cure a breach of an overcollateralization test, the ability of
Losses of $362 million on the assets were primarily due to

a CDO to amortize certain senior CDO tranches on a pro-
continued significant widening of credit spreads on CDOs

rata or sequential basis and the preferential payment of
and ABS products, which represent a significant portion of

management fees. To the extent there is a lag in the prices
AIGFP’s investment portfolio. While historically AIG’s credit

provided by the collateral managers, AIG refines those prices
spreads and those on its assets moved in a similar fashion,

by rolling them forward to the end of the quarter using prices
that relationship did not exist in the second quarter of 2008.

provided by a third party pricing service. The net effect of
Credit spreads on the ABS and CDO investments widened

these refinements was an incremental unrealized market
significantly more than the widening in AIG’s credit spreads.

valuation loss of $342 million. Refinements made during the
Furthermore, while AIG’s credit spreads increased during the

first quarter of 2008 had only a de minimus effect on the
second quarter of 2008, the credit valuation adjustment on its

unrealized market valuation loss.
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liabilities decreased due to a decline in AIGFP’s outstanding gains and losses on economic hedge positions also reflected in
debt obligations and the shortened maturity of its liabilities. AIGFP’s operating income or loss.

The following table presents AIGFP’s credit spread gains
Year-to-Date  Capital  Markets  Results

(losses) for the three-month period ended June 30, 2008
Capital Markets reported an increased operating loss in the(excluding intercompany transactions):
six-month period ended June 30, 2008 compared to the(in millions)
operating loss in the same period of 2007, primarily due toCounterparty Credit Spread AIG Inc.’s Own Credit Spread
unrealized market valuation losses related to AIGFP’s superSensitivity on Assets Sensitivity on Liabilities
senior credit default swap portfolio principally written onTrading securities $ (503) Term notes $ (79)
multi-sector CDOs. Financial market conditions in the six-Loans and other (4) Hybrid term notes (47)

assets month period ended June 30, 2008 were characterized by
Derivative assets 145 GIA’s (84) widening credit spreads and declining interest rates.

Other liabilities (2)
Derivative liabilities* 100 The net loss recognized for the six-month period ended

June 30, 2007 included a $166 million reduction in fair valueDecrease in assets $ (362) Increase in liabilities $ (112)
of certain derivatives that are an integral part of, andNet pre-tax decrease $ (474)

to other income economically hedge, the structured transactions potentially
affected by the proposed guidance by the U.S. Treasury* Includes super senior CDS portfolio

Department affecting the ability to claim foreign tax credits.
During 2008, AIGFP’s revenues from certain products

Effective January 1, 2008, AIGFP adopted FAS 157. Thehave declined, in part, as a consequence of the continued
most significant effect of adopting FAS 157 was a change indisruption in the credit markets, the general decline in
the valuation methodologies for hybrid financial instrumentsliquidity in the marketplace, and AIGFP’s efforts to manage
and derivative liabilities (both freestanding and embedded)its liquidity. Furthermore, AIGFP has not been able to replace
historically carried at fair value. The changes were primarilyrevenues previously generated from certain structured tax
to incorporate AIGFP’s own credit risk, when appropriate, intransactions that were terminated or matured at the end of
the fair value measurements.2007 and early 2008.

Effective January 1, 2008, AIGFP also elected to applyThe most significant component of Capital Markets
the fair value option under FAS 159 to all eligible assets andoperating expenses is compensation, which was $155 million
liabilities, other than equity method investments and tradeand $153 million in the three-month periods ended June 30,
receivables and trade payables. Electing the fair value option2008 and 2007, respectively. The amount of compensation
allows AIGFP to more closely align its earnings with thewas not affected by gains and losses arising from derivatives
economics of its transactions by recognizing the change innot qualifying for hedge accounting treatment under
fair value of its derivatives and the offsetting change in fairFAS 133. In the first quarter of 2008, AIGFP established an
value of the assets and liabilities being hedged concurrentlyemployee retention plan, which guarantees a broad group of
through earnings.AIGFP’s employees and consultants a minimum level of

compensation for each of the 2008 and 2009 compensation Capital Markets net operating loss for the six-month
years, subject to mandatory partial deferral which, in certain period ended June 30, 2008 includes an increase to pre-tax
circumstances, will be indexed to the price of AIG stock. The earnings of $2.5 billion attributable to changes in AIG’s
deferred amounts may be reduced in the event of losses prior credit spreads, including $109 million of gains reflected in the
to payment. The expense related to the plan is being unrealized market valuation loss on super senior credit
recognized over the vesting period, beginning in the first default swaps, which were offset by the effect of changes in
quarter of 2008. counterparty credit spreads on assets measured at fair value

of $3.0 billion. Included in the six-month period endedAIGFP recognized a gain of $196 million in the three-
June 30, 2008 net operating loss is the transition amount ofmonth period ended June 30, 2007 on hybrid financial
$291 million related to the adoption of FAS 157 andinstruments for which it applied the fair value option under
FAS 159, as well as a credit valuation adjustment gain ofFAS 155, ‘‘Accounting for Certain Hybrid Financial
$193 million for derivatives AIGFP entered into with otherInstruments — an amendment of FASB Statements No. 133
AIG entities, which is eliminated in consolidation.and 140’’ (FAS 155). These amounts were largely offset by
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The following table presents AIGFP’s credit spread gains vary by market, the businesses generally provide credit cards,
(losses) for the six-month period ended June 30, 2008 unsecured and secured non-real estate loans, term deposits,
(excluding intercompany transactions): savings accounts, retail sales finance and real estate loans.

AIGCFG originates finance receivables through its branches(in millions)
and direct solicitation. AIGCFG also originates finance

Counterparty Credit Spread AIG Inc.’s Own Credit Spread
receivables indirectly through relationships with retailers,Sensitivity on Assets Sensitivity on Liabilities
auto dealers, and independent agents.

Trading securities $(2,651) Term notes $ 182
Loans and other (28) Hybrid term notes 615 Quarterly  Consumer  Finance  Results

assets
Derivative assets (303) GIA’s 1,072 Consumer Finance operating income decreased in the three-

Other liabilities 28 month period ended June 30, 2008 compared to the same
Derivative liabilities* 639 period in 2007. Operating income from the domestic

Decrease in assets $(2,982) Decrease in liabilities $2,536 consumer finance operations, which include the operations of
AGF and AIG Federal Savings Bank, decreased byNet pre-tax decrease $ (446)

to other income $115 million in the three-month period ended June 30, 2008
* Includes super senior CDS portfolio compared to the same period in 2007. In the three-month

period ended June 30, 2007, domestic results were adverselyAIGFP recognized a gain of $30 million in the six-month
affected by the weakening housing market, which resulted inperiod ended June 30, 2007 on hybrid financial instruments
lower originations of real estate loans as well as thefor which it applied the fair value option under FAS 155.
additional $50 million charge relating to the estimated cost ofThese amounts were largely offset by gains and losses on
implementing the Supervisory Agreement entered into witheconomic hedge positions also reflected in AIGFP’s operating
the OTS.income or loss.

AGF’s revenues increased $29 million or 4 percentCapital Markets compensation  expense was
during the three-month period ended June 30, 2008$298 million and $276 million in the six-month periods
compared to the same period in 2007. Revenues from AGF’sended June 30, 2008 and 2007, respectively. The amount of
finance receivables benefited from the $1.5 billion financecompensation was not affected by gains and losses arising
receivable purchase in first quarter 2008, but were partiallyfrom derivatives not qualifying for hedge accounting
offset by reduced residential mortgage originations reflectingtreatment under FAS 133.
the slower U.S. housing market. Revenues from AGF’s
mortgage banking activities increased $55 million during theConsumer  Finance
three-month period ended June 30, 2008 compared to the

AIG’s Consumer Finance operations in North America are same period in 2007 (which included the second quarter
principally conducted through AGF. AGF derives most of its 2007 charge of $50 million related to the Supervisory
revenues from finance charges assessed on outstanding real Agreement). Based on a current evaluation of the estimated
estate loans, secured and unsecured non-real estate loans and cost of implementing the Supervisory Agreement entered into
retail sales finance receivables and credit-related insurance. with the OTS, a partial reversal of $25 million of these prior

year charges was recorded in the second quarter of 2008.Effective February 29, 2008, AGF purchased a portion
of Equity One, Inc.’s consumer branch finance receivable During 2007 and the six months ended June 30, 2008,
portfolio consisting of $1.0 billion of real estate loans, the U.S. residential real estate and credit markets experienced
$290 million of non-real estate loans, and $156 million of significant turmoil as housing prices softened, unemployment
retail sales finance receivables. increased, consumer delinquencies increased, and credit

availability contracted and became more expensive forAIG’s foreign consumer finance operations are
consumers and financial institutions. These marketprincipally conducted through AIG Consumer Finance
developments are reflected in AGF’s decline in operatingGroup, Inc. (AIGCFG). AIGCFG operates primarily in
income in 2007 and 2008. AGF’s operating income declinedemerging and developing markets. AIGCFG has operations in
in the three-month period ended June 30, 2008 compared toArgentina, China, Hong Kong, Mexico, Philippines, Poland,
the same period in 2007 primarily due to increases in theTaiwan, Thailand, India and Colombia. In April 2008,
provision for finance receivable loss of $153 million andAIGCFG decided to sell or liquidate its existing operations in
unfavorable variances related to derivatives thatTaiwan.
economically hedge AGF debt. During the three-month

Certain of the AIGCFG operations are partly or wholly period ended June 30, 2008, AGF recorded a net gain of
owned by life insurance subsidiaries of AIG. Accordingly, the $5 million on its derivatives that did not qualify for hedge
financial results of those companies are allocated between accounting under FAS 133, compared to a net gain of
Financial Services and Life Insurance & Retirement Services $17 million in the same period in 2007. The net derivative
according to their ownership percentages. While products
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gain for the three-month period ended June 30, 2008 AGF’s operating income declined in the six-month
reflected the effect of changes in AIG’s credit spreads. AGF’s period ended June 30, 2008 compared to the same period in
operating income also reflected a pre-tax charge of 2007 primarily due to increases in the provision for finance
$27 million resulting from AGF’s decision to cease its receivable loss of $273 million and unfavorable variances
wholesale originations. related to derivatives that economically hedge AGF debt.

During the six-month period ended June 30, 2008, AGF
AGF’s net finance receivables totaled $26.5 billion at

recorded a net loss of $38 million on its derivatives that did
June 30, 2008, an increase of approximately $1.6 billion

not qualify for hedge accounting under FAS 133, including
compared to the prior year period, including the purchase of

the related foreign exchange losses, compared to a net loss of
$1.5 billion of finance receivables from Equity One, Inc. on

$19 million in the same period in 2007. The net derivative
February 29, 2008. The increase in the net finance receivables

loss for the six-month period ended June 30, 2008 includes
resulted in a similar increase in revenues generated from these

the effect of changes in AIG’s credit spreads amounting to
assets.

$34 million, of which $13 million represents the transition
Revenues from the foreign consumer finance operations amount from the adoption of FAS 157. AGF’s operating

increased by 50 percent in the three-month period ended income also reflected a pre-tax charge of $27 million
June 30, 2008 compared to the same period in 2007. Loan resulting from AGF’s decision to cease its wholesale
growth, particularly in Poland, Mexico and Latin America, originations.
was the primary driver of the increased revenues. In addition,

Revenues from the foreign consumer finance operations
revenues from recently acquired businesses in India and

increased by 45 percent in the six-month period ended
Thailand contributed to the increase. The increase in

June 30, 2008 compared to the same period in 2007. Loan
revenues was more than offset by higher expenses associated

growth, particularly in Poland, Mexico and Latin America,
with branch expansions, acquisition activities and product

was the primary driver of the increased revenues. In addition,
promotion campaigns.

revenues from recently acquired businesses in India and
Thailand contributed to the increase. The increase inYear-to-Date  Consumer  Finance  Results
revenues was more than offset by higher expenses associated

Consumer Finance operating income decreased in the six- with branch expansions, acquisition activities and product
month period ended June 30, 2008 compared to the same promotion campaigns.
period in 2007. Operating income from the domestic
consumer finance operations, which include the operations of Credit  Quality  of  Finance  Receivables
AGF and AIG Federal Savings Bank, decreased by

The overall credit quality of AGF’s finance receivables$190 million in the six-month period ended June 30, 2008
portfolio deteriorated during the six-month period endedcompared to the same period in 2007. In the six-month
June 30, 2008 due to negative economic fundamentals, theperiod ended June 30, 2007, domestic results were adversely
aging of the real estate loan portfolio and a higher proportionaffected by the weakening housing market, which resulted in
of non-real estate loans and retail sales finance receivables.lower originations of real estate loans as well as the

$178 million charge relating to the estimated cost of At June 30, 2008, the 60-day delinquency rate for the
implementing the Supervisory Agreement entered into with entire portfolio increased by 138 basis points to 3.56 percent
the OTS. compared to the same period in 2007, while the 60-day

delinquency rate for the real estate loans increased byAGF’s revenues increased $52 million or 4 percent
155 basis points to 3.50 percent. For the three-month periodduring the six-month period ended June 30, 2008 compared
ended June 30, 2008, AGF’s net charge-off rate increased toto the same period in 2007. Revenues from AGF’s finance
1.73 percent compared to 1.02 percent for the same period inreceivables benefited from the $1.5 billion finance receivable
2007 and for the six-month period ended June 30, 2008purchase in first quarter 2008, but were partially offset by
increased to 1.64 percent compared to 1.00 percent for thereduced residential mortgage originations reflecting the
same period in 2007.slower U.S. housing market. Revenues from AGF’s mortgage

banking activities increased $165 million during the six- AGF’s allowance for finance receivable losses as a
month period ended June 30, 2008 compared to the same percentage of outstanding receivables was 3.02 percent at
period in 2007 (which included a charge of $178 million June 30, 2008 compared to 2.04 percent at June 30, 2007.
related to the Supervisory Agreement in the six-month period
ended June 30, 2007). Prior year charges of $43 million were Asset  Management  Operations
reversed in the six months ended June 30, 2008, related to the

AIG’s Asset Management operations comprise a wide variety
Supervisory Agreement. The six-month period ended

of investment-related services and investment products.
June 30, 2007 included a recovery of $65 million from a

These services and products are offered to individuals,
favorable out of court settlement.

pension funds and institutions (including AIG subsidiaries)
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globally through AIG’s Spread-Based Investment business, globally. To further focus on its wealth management
Institutional Asset Management, and Brokerage Services and expansion efforts, AIG Private Bank Ltd. entered into a joint
Mutual Funds business. Also included in Asset Management venture agreement with Bank Sarasin & Co. Ltd. Under this
operations are the results of certain SunAmerica sponsored agreement, a new Swiss bank was established, into which
partnership investments. both AIG Private Bank Ltd. and Bank Sarasin & Co. Ltd.

contributed their retail banking businesses. The new bank
Revenues and operating income (loss) for Asset

commenced operations on July 1, 2008 with assets under
Management are affected by the general conditions in the

management of approximately $8 billion.
equity and credit markets. In addition, net realized gains and
carried interest revenues are contingent upon various fund From time to time, AIG Investments acquires
closings, maturity levels, investment management warehoused assets. During the warehousing period, AIG
performance and market conditions. bears the cost and risks associated with carrying these

investments and consolidates them on its balance sheet and
Spread-Based  Investment  Business records the operating results until the investments are

transferred, sold or otherwise divested. Changes in marketAIG’s Spread-Based Investment business includes the results
conditions may negatively affect the fair value of theseof AIG’s proprietary Spread-Based Investment operations,
warehoused investments. Market conditions may impedethe Matched Investment Program (MIP), which was launched
AIG from launching new investment products for which thesein September of 2005 to replace the Guaranteed Investment
warehoused assets are being held. Market conditions mayContract (GIC) program, which is in runoff whereby no new
also prevent AIG from recovering its investment uponGIC contracts are being written. The MIP is an investment
transfer or divestment. In the event that AIG is unable tostrategy that involves investing in various asset classes with
transfer or otherwise divest its interest in the warehousedfinancing provided through third parties. This business uses
investment to third parties, AIG could be required to holdvarious risk mitigating strategies designed to hedge interest
these investments indefinitely. In certain instances, therate and currency risk associated with underlying investments
consolidated warehoused investments are not wholly ownedand related liabilities.
by AIG. In such cases, AIG shares the risk associated with
warehousing the asset with the minority interest investors.Institutional  Asset  Management

AIG’s Institutional Asset Management business, conducted Brokerage  Services  and  Mutual  Funds
through AIG Investments, provides an array of investment

AIG’s Brokerage Services and Mutual Funds business,products and services globally to institutional investors,
conducted through AIG Advisor Group, Inc. and AIGpension funds, AIG subsidiaries and high net worth investors.
SunAmerica Asset Management Corp., provides broker-dealerThese products include traditional equity and fixed maturity
related services and mutual funds to retail investors, groupsecurities, and a wide range of alternative asset classes. These
trusts and corporate accounts through an independentservices include investment advisory and subadvisory
network of financial advisors. AIG Advisor Group, Inc., aservices, investment monitoring, securities lending and
subsidiary of AIG Retirement Services, Inc., is comprised oftransaction structuring. Within the fixed maturity and equity
several broker-dealer entities that provide these services toasset classes, AIG Investments offers various forms of
clients primarily in the U.S. marketplace. AIG SunAmericastructured investments aimed at achieving superior returns or
Asset Management Corp. manages, advises and/or administerscapital preservation. Within the alternative asset class, AIG
retail mutual funds, as well as the underlying assets of variableInvestments offers hedge and private equity funds and
annuities sold by AIG SunAmerica and VALIC to individualsfund-of-funds, direct investments and distressed debt
and groups throughout the United States.investments.

AIG Global Real Estate provides a wide range of real estate Other  Asset  Management
investment and management services for AIG subsidiaries, as

Included in Other Asset Management is income or loss from
well as for third-party institutional investors, high net worth

certain AIG SunAmerica sponsored partnerships and
investors and pension funds. Through a strategic network of

partnership investments. Partnership assets consist of
local real estate ventures, AIG Global Real Estate actively

investments in a diversified portfolio of private equity funds,
invests in and develops office, industrial, multi-family

affordable housing partnerships and hedge fund investments.
residential, retail, mixed-use hotel and resort properties located
around the world.

AIG Private Bank offers banking, trading and investment
management services to private clients and institutions
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Asset  Management  Results

Asset Management results were as follows:

Three Months Six MonthsPercentage Percentage
Ended June 30, Ended June 30,Increase/ Increase/

(in millions) 2008 2007 (Decrease) 2008 2007 (Decrease)

Total revenues:
Spread-Based Investment business $ 2 $ 734 —% $ (807) $ 1,749 —%
Institutional Asset Management 687 869 (21) 1,211 1,298 (7)
Brokerage Services and Mutual Funds 74 82 (10) 148 160 (8)
Other Asset Management 34 96 (65) 96 243 (60)

Total $ 797 $ 1,781 (55)% $ 648 $ 3,450 (81)%

Operating income (loss):
Spread-Based Investment business $ (420) $ 244 —% $ (1,671) $ 735 —%
Institutional Asset Management 58 569 (90) (20) 666 —
Brokerage Services and Mutual Funds 17 21 (19) 36 47 (23)
Other Asset Management 31 93 (67) 90 237 (62)

Total $ (314) $ 927 —% $ (1,565) $ 1,685 —%

Asset Management recognized operating losses in the Invested Assets — Portfolio Review — Other-Than-
three- and six-month periods ended June 30, 2008 compared Temporary Impairments. In addition to the other-than-
to operating income in the same periods in 2007, primarily temporary impairments, unrealized losses on fixed maturity
due to other-than-temporary impairment charges on fixed securities were recorded in accumulated other comprehensive
income investments, significantly lower partnership income, income (loss) and were primarily driven by price declines
and lower carried interest revenues. Included in the second resulting from decreased market liquidity, partially offset by
quarter 2007 operating income was a gain on the sale of a unrealized gains resulting from falling interest rates.
portion of AIG’s investment in The Blackstone Group L.P. in

In the GIC program, income from partnership
connection with its initial public offering.

investments declined $237 million for the three-month period
ended June 30, 2008, compared to the same period of 2007,

Quarterly  Spread-Based  Investment  Business  Results
reflecting significantly higher returns in the 2007 period and

The Spread-Based Investment business reported an operating weaker market conditions in 2008. Partially offsetting this
loss in the three-month period ended June 30, 2008 decline were foreign exchange gains on foreign currency
compared to operating income in the same period in 2007 denominated GIC reserves, which increased by $76 million in
due to significantly higher net realized capital losses and the three-month period ended June 30, 2008 compared to the
lower partnership income. Included in the operating loss were same period in 2007 as a result of the weakening of the
net realized capital losses of $549 million for the three-month U.S. dollar. As noted below, a significant portion of these
period ended June 30, 2008, compared to $67 million in the GIC reserves mature in 2008.
2007 period. Net realized capital losses for the three-month

The MIP experienced net mark to market gains of
period ended June 30, 2008 primarily consist of $880 million

$253 million in the second quarter of 2008 due primarily to
in other-than-temporary impairment charges on fixed

interest rate and foreign exchange derivative positions that,
maturity securities for both the GIC and MIP portfolios,

while partially effective in hedging interest rate and foreign
partially offset by net mark to market gains of $255 million

exchange risk, did not qualify for hedge accounting treatment
on interest rate and foreign exchange hedges not qualifying

and an additional $22 million in mark to market gains due to
for hedge accounting treatment for both the GIC and MIP

credit default swap investments. The MIP invests in credit
and net foreign exchange gains on foreign currency

default swaps comprised predominantly of single-name high-
denominated GIC and MIP liabilities. Net realized capital

grade corporate exposures. The mark to market gains for the
losses of $67 million for the three-month period ended

three-month period ended June 30, 2008 were driven
June 30, 2007 primarily reflect $86 million of net mark to

primarily by an increase in interest rates and the tightening of
market losses on interest rate and foreign exchange hedges,

corporate credit spreads. AIG enters into hedging
partially offset by net foreign exchange related gains on the

arrangements to mitigate the effect of changes in currency
MIP and GIC.

and interest rates associated with the fixed and floating rate
The other-than-temporary impairment charges on fixed and foreign currency denominated obligations issued under

maturity securities held in the GIC and MIP portfolios were these programs. Some of these hedging relationships qualify
$522 million for the GIC and $358 million for the MIP for for hedge accounting treatment, while others do not. Income
the three-month period ended June 30, 2008. These or loss from these hedges not qualifying for hedge accounting
impairments primarily resulted from severity losses. See
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treatment are classified as net realized capital gains (losses) in months. Partially offsetting the decline in partnership income
AIG’s Consolidated Statement of Income (Loss). and increased foreign exchange losses was an increase in net

mark to market gains on derivative positions of $464 million.
Year-to-Date  Spread-Based  Investment  Business These gains included net mark to market gains on interest
Results rate and foreign exchange derivatives used to economically

hedge the effect of interest rate and foreign exchange rateThe Spread-Based Investment business reported an operating
movements on GIC reserves. Although these economicloss in the six-month period ended June 30, 2008 compared
hedges are partially effective in hedging the interest rate andto operating income in the same period in 2007 due to
foreign exchange risk, they did not qualify for hedgesignificantly higher net realized capital losses and lower
accounting treatment.partnership income. Included in the operating loss were net

realized capital losses of $1.9 billion for the six-month period The MIP experienced net mark to market losses of
ended June 30, 2008, compared to $87 million in the same $79 million for the six-month period ended June 30, 2008,
period in 2007. Net realized capital losses for the six-month due primarily to interest rate and foreign exchange derivative
period ended June 30, 2008 primarily consist of $1.9 billion positions that, while partially effective in hedging interest rate
in other-than-temporary impairment charges on fixed and foreign exchange risk, did not qualify for hedge
maturity securities for both the GIC and MIP, $325 million in accounting treatment and an additional $109 million in net
foreign exchange related losses on foreign denominated GIC mark to market losses were recognized due to credit default
reserves and mark to market losses of $109 million on credit swap investments. These net mark to market losses were
default swap investments held by the MIP. Partially offsetting driven primarily by a decline in interest rates, a decline in
these losses were net mark to market gains of $414 million on value of the U.S. dollar and the widening of corporate credit
interest rate and foreign exchange hedges not qualifying for spreads.
hedge accounting treatment for both the GIC and MIP. Net

AIG did not issue any additional debt to fund the MIP in
realized capital losses of $87 million for the six-month period

the six-month period ended June 30, 2008. Through June 30,
ended June 30, 2007 primarily reflect $30 million of other-

2008, the MIP had cumulative debt issuances of
than-temporary impairment charges, $89 million of net

$13.4 billion.
foreign exchange related losses on foreign denominated,
liabilities in both the GIC and MIP and $29 million in net The GIC is in runoff with no new GICs issued subsequent to
mark to market losses on interest rate and foreign exchange 2006. The anticipated runoff of the domestic GIC portfolio
hedges, partially offset by realized gains of $43 million on the at June 30, 2008 was as follows:
sale of fixed maturity and equity securities in the GIC. Less Than 1-3 3(+)-5 Over Five

(in billions) One Year Years Years Years Total
The other-than-temporary impairment charges on fixed Domestic GICs $11.2 $4.2 $2.0 $5.6 $23.0

maturity securities held in the GIC and MIP portfolios were
It is expected that available cash, cash flows from investments$1.1 billion for the GIC and $852 million for the MIP for the
and sales of investments on an opportunistic basis insix-month period ended June 30, 2008, primarily resulting
anticipation of cash needs throughout the year will befrom severity losses. See Invested Assets — Portfolio
sufficient to repay GIC liabilities as they mature.Review — Other-Than-Temporary Impairments. In addition

to the other-than-temporary impairments, unrealized losses
Quarterly  Institutional  Asset  Management  Resultson fixed maturity securities were recorded in accumulated

other comprehensive income (loss) and were primarily driven Institutional Asset Management operating income decreased
by price declines resulting from decreased market liquidity, in the three-month period ended June 30, 2008 compared to
partially offset by unrealized gains resulting from falling the same period in 2007. Included in the second quarter of
interest rates. 2007, operating income was a gain of $398 million related to

the sale of a portion of AIG’s investment in The BlackstoneIn the GIC program, income from partnership
Group L.P. (Blackstone) in connection with its initial publicinvestments was $44 million for the six-month period ended
offering. The decline also reflects lower partnership income inJune 30, 2008, a decline of $654 million from the same
the second quarter of 2008, along with lower carried interestperiod of 2007 due to significantly higher returns in the 2007
revenues and lower real estate related gains. AIG recognizesperiod and weaker market conditions in 2008. Also
carried interest revenues on an unrealized basis by reflectingcontributing to the decline was the one-time distribution
the amount owed to AIG as of the balance sheet date basedfrom a single partnership of $164 million in the six-month
on the related funds’ performance. The reduction in carriedperiod ended June 30, 2007. Foreign exchange losses on
interest revenues was driven by lower unrealized carry due toforeign-denominated GIC reserves increased by $221 million
significantly higher fund performance in the three-monthin the six-month period ended June 30, 2008 as a result of the
period ended June 30, 2007. The decline in real estate relatedweakening of the U.S. dollar. As noted below, a significant
gains was a function of market conditions and the timing ofportion of these GIC reserves mature in the next twelve
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proprietary real estate investment sales. Offsetting these 2007 due to lower income from partnership investments.
decreases were higher base management fees, driven by a net Similar to the investments held in the Spread-Based
increase of approximately $4.3 billion in unaffiliated client Investment business, these investments experienced
assets under management. significantly higher returns in the three- and six-month

periods ended June 30, 2007 and weaker market conditions
Total operating income (loss) from various consolidated

in 2008.
warehoused investments for the three-month periods ended
June 30, 2008 and 2007 was $14 million and $(27) million,

Other  Operations
respectively. A portion of these amounts is offset in minority

The operating loss of AIG’s Other category was as follows:interest expense, which is not a component of operating
income (loss). Three Months Six Months

Ended June 30, Ended June 30,
(in millions) 2008 2007 2008 2007Year-to-Date  Institutional  Asset  Management
Operating income (loss):Results
Equity earnings in partially

 owned companies $ 8 $ 50 $ 16 $ 91Institutional Asset Management recognized an operating loss Interest expense (452) (302) (820) (554)
in the six-month period ended June 30, 2008 compared to Unallocated corporate expenses* (282) (210) (375) (382)

Net realized capital gains (losses) 30 22 (235) (27)operating income in the same period in 2007 reflecting lower
Other miscellaneous, net (19) (20) (69) (58)

carried interest revenues and lower partnership income in the
Total Other $(715) $(460) $ (1,483) $(930)

2008 period, along with the effect from the sale in 2007 of a
* Includes a charge for settlement of a dispute, expenses of corporate staff notportion of AIG’s investment in Blackstone. Also contributing

attributable to specific operating segments, expenses related to efforts toto the decline in operating income were lower real estate
improve internal controls, corporate initiatives and certain compensation

related gains and increased depreciation and amortization
plan expenses.

expense due to additional real estate investments acquired in
The operating loss of AIG’s Other category increased in thelate 2007. The reduction in carried interest revenues was
three-month period ended June 30, 2008 compared to thedriven by lower unrealized carry due to significantly higher
same period in 2007 reflecting higher interest expense thatfund performance in the six-month period ended June 20,
resulted from increased borrowings, including interest on the2007. Slightly offsetting these decreases were higher base
debt and equity units from the dates of issuance in May 2008,management fees driven by a net increase of approximately
higher unallocated corporate expenses primarily from a charge$2.6 billion in unaffiliated client assets under management.
of $101 million as a result of settlement of a dispute in

Total operating losses from various consolidated connection with the July 2008 purchase of the balance of
warehoused investments for the six-month periods ended Ascot Underwriting Holdings, Ltd., additional charitable
June 30, 2008 and 2007 were $77 million and $39 million, contribution commitments and severance compensation for
respectively. A portion of these amounts is offset in minority Martin Sullivan, AIG’s former Chief Executive Officer,
interest expense, which is not a component of operating partially offset by reversals of previously accrued costs related
income (loss). to certain long-term performance-based compensation plans,

as performance to date is below the performance thresholds setAIG’s unaffiliated client assets under management,
forth in those plans.including retail mutual funds and institutional accounts, were

$96.4 billion at June 30, 2008, a decline of 5 percent The operating loss in the six-month period ended
compared to December 31, 2007 and an increase of 5 percent June 30, 2008 increased compared to the same period in
compared to $92.1 billion at June 30, 2007. The decline from 2007 reflecting higher interest expense that resulted from
December 31, 2007 primarily reflected market valuation increased borrowings, including interest on the debt and
declines in the equity and fixed income markets. The increase equity units from the dates of issuance in May 2008, and
from June 30, 2007 was driven by new business. higher net realized capital losses and lower equity earnings in

partially owned companies. The increase in net realized
Brokerage  Services  and  Mutual  Funds capital losses in the six-month period ended June 30, 2008

reflected higher foreign exchange losses on foreign-Revenues and operating income related to Brokerage Services
denominated debt, a portion of which was economicallyand Mutual Fund activities decreased due to lower fee income
hedged but did not qualify for hedge accounting treatmentas a result of a lower asset base.
under FAS 133, and losses on non-hedged derivatives. Other
miscellaneous, net included a $45 million write-off ofOther  Asset  Management  Results
goodwill related to Mortgage Guaranty in the six-month

Revenues and operating income related to the Other Asset
period ended June 30, 2008.

Management activities decreased in the three- and six-month
periods ended June 30, 2008 compared to the same periods in
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) $6.9 billion in unregistered offerings of juniorCapital  Resources and Liquidity
subordinated debentures in three series: $4.0 billion

At June 30, 2008, AIG had total consolidated shareholders’ 8.175 percent Series A-6 junior subordinated
equity of $78.1 billion and total consolidated borrowings of debentures, EUR 750 million 8.0 percent Series A-7
$178.6 billion. At that date, $68.6 billion of such borrowings junior subordinated debentures, and GBP 900 million
were subsidiary borrowings not guaranteed by AIG. 8.625 percent Series A-8 junior subordinated

debentures.In May 2008, AIG raised a total of approximately
$20 billion through the sale of: The equity units and junior subordinated debentures

receive hybrid equity treatment from the major rating) 196,710,525 shares of AIG common stock in a public
agencies under their current policies but are recorded as long-offering at a price per share of $38, for an aggregate
term borrowings on the consolidated balance sheet.amount of $7.47 billion;

) 78.4 million equity units in a public offering at a price
per unit of $75, for an aggregate amount of
$5.88 billion. The equity units consist of an ownership
interest in AIG junior subordinated debentures and a
stock purchase contract obligating the holder of an
equity unit to purchase, and obligating AIG to sell, a
variable number of shares of AIG common stock on
three dates in 2011 (a minimum of
128,944,480 shares and a maximum of
154,738,080 shares, subject to anti-dilution
adjustments); and
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Borrowings

AIG’s total borrowings were as follows:

June 30, December 31,
(in millions) 2008 2007
Borrowings issued by AIG:

Notes and bonds payable $ 12,960 $ 14,588
Junior subordinated debt 12,866 5,809
Junior subordinated debt attributable to equity units 5,880 —
Loans and mortgages payable 893 729
MIP matched notes and bonds payable 14,621 14,267
Series AIGFP matched notes and bonds payable 998 874
Total AIG borrowings 48,218 36,267

Borrowings guaranteed by AIG:
AIGFP(a)

GIAs 18,296 19,908
Notes and bonds payable 28,304 36,676
Loans and mortgages payable 1,577 1,384
Hybrid financial instrument liabilities(b) 5,662 7,479
Total AIGFP borrowings 53,839 65,447

AIG Funding, Inc. commercial paper 5,765 4,222
AIGLH notes and bonds payable 797 797
Liabilities connected to trust preferred stock 1,415 1,435
Total borrowings issued or guaranteed by AIG 110,034 108,168
Borrowings not guaranteed by AIG:
ILFC

Commercial paper 4,608 4,483
Junior subordinated debt 999 999
Notes and bonds payable(c) 26,818 25,737
Total ILFC borrowings 32,425 31,219

AGF
Commercial paper and extendible commercial notes 3,912 3,801
Junior subordinated debt 349 349
Notes and bonds payable 21,204 22,369
Total AGF borrowings 25,465 26,519

AIGCFG
Commercial paper 273 287
Loans and mortgages payable 2,257 1,839
Total AIGCFG borrowings 2,530 2,126

AIG Finance Taiwan Limited commercial paper 3 —
Other subsidiaries 709 775
Borrowings of consolidated investments:

A.I. Credit(d) 500 321
AIG Investments 1,502 1,636
AIG Global Real Estate Investment 5,294 5,096
AIG SunAmerica 176 186
ALICO — 3
Total borrowings of consolidated investments 7,472 7,242

Total borrowings not guaranteed by AIG 68,604 67,881
Consolidated:

Total commercial paper and extendible commercial notes 15,061 13,114
Total long-term borrowings 163,577 162,935
Total borrowings $178,638 $176,049

(a) In 2008, AIGFP borrowings are carried at fair value.

(b) Represents structured notes issued by AIGFP that are accounted for using the fair value option at 2008 and 2007.

(c) Includes borrowings under Export Credit Facility of $2.6 billion and $2.5 billion at June 30, 2008 and December 31, 2007, respectively.

(d) Represents commercial paper issued by a variable interest entity secured by receivables of A.I. Credit.
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The roll forward of long-term borrowings, excluding borrowings of consolidated investments, for the six months ended
June 30, 2008 was as follows:
(in millions)

Balance at Maturities Effect of Balance at
December 31, and Foreign Other June 30,

2007 Issuances Repayments Exchange Changes(b) 2008

AIG
Notes and bonds payable $ 14,588 $ — $ (1,792) $ 70 $ 94 $ 12,960
Junior subordinated debt 5,809 6,953 — 104 — 12,866
Junior subordinated debt attributable to equity

units — 5,880 — — — 5,880
Loans and mortgages payable 729 306 (140) 14 (16) 893
MIP matched notes and bonds payable 14,267 — — 20 334 14,621
Series AIGFP matched notes and bonds payable 874 214 (95) — 5 998

AIGFP(a)

GIAs 19,908 2,944 (5,039) — 483 18,296
Notes and bonds payable and hybrid financial

instrument liabilities 44,155 33,553 (44,951) — 1,209 33,966
Loans and mortgages payable 1,384 235 (165) — 123 1,577

AIGLH notes and bonds payable 797 — — — — 797
Liabilities connected to trust preferred stock 1,435 — (19) — (1) 1,415
ILFC notes and bonds payable 25,737 2,680 (1,884) 286 (1) 26,818
ILFC junior subordinated debt 999 — — — — 999
AGF notes and bonds payable 22,369 736 (2,098) 147 50 21,204
AGF junior subordinated debt 349 — — — — 349
AIGCFG loans and mortgages payable 1,839 1,234 (1,089) 123 150 2,257
Other subsidiaries 775 23 (102) 10 3 709
Total $156,014 $54,758 $(57,374) $ 774 $ 2,433 $156,605

(a) In 2008, AIGFP borrowings are carried at fair value.

(b) Includes the cumulative effect of the adoption of FAS 159.

notes issued to fund the MIP. AIG has economically hedgedAIG (Parent  Company)
the currency exposure arising from its foreign currency

AIG intends to continue its customary practice of issuing debt
denominated notes.

securities from time to time to meet its financing needs and
AIG maintains a shelf registration statement in Japan,those of certain of its subsidiaries for general corporate

providing for the issuance of up to Japanese yen 300 billionpurposes, as well as to opportunistically fund the MIP. As of
principal amount of senior notes, of which the equivalent ofJune 30, 2008, approximately $7.4 billion principal amount
$470 million was outstanding as of June 30, 2008 and wasof senior notes were outstanding under AIG’s medium-term
used for AIG’s general corporate purposes. AIG alsonote program, of which $3.2 billion was used for AIG’s
maintains an Australian dollar debt program under whichgeneral corporate purposes, $1.0 billion was used by AIGFP
senior notes with an aggregate principal amount of up to(referred to as ‘‘Series AIGFP’’ in the preceding tables) and
5 billion Australian dollars may be outstanding at any one$3.2 billion was used to fund the MIP. The maturity dates of
time. Although as of June 30, 2008 there were no outstandingthese notes range from 2008 to 2052. To the extent
notes under the Australian program, AIG intends to use theconsidered appropriate, AIG may enter into swap
program opportunistically to fund the MIP or for AIG’stransactions to manage its effective borrowing rates with
general corporate purposes.respect to these notes.

In May 2008, AIG issued $5.88 billion of juniorAIG also maintains a Euro medium-term note program
subordinated debentures which form part of the equity unitsunder which an aggregate nominal amount of up to
sold by AIG in a public offering. In addition, AIG sold a total$20.0 billion of senior notes may be outstanding at any one
of $6.9 billion of junior subordinated debentures intime. As of June 30, 2008, the equivalent of $13.1 billion of
Rule 144A/Regulation S offerings in three series: $4.0 billionnotes were outstanding under the program, of which
8.175 percent Series A-6 junior subordinated debentures;$10.0 billion were used to fund the MIP and the remainder
EUR 750 million 8.0 percent Series A-7 junior subordinatedwas used for AIG’s general corporate purposes. The
debentures; and GBP 900 million 8.625 percent Series A-8aggregate amount outstanding includes a $1.7 billion loss
junior subordinated debentures. AIG may redeem the A-6resulting from foreign exchange translation into U.S. dollars,
debentures without penalty on or after May 15, 2038 andof which $451 million loss relates to notes issued by AIG for
may redeem the A-7 and A-8 debentures on or after May 22,general corporate purposes and $1.2 billion loss relates to
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2018 without penalty. After these dates, the debentures will As backup for the commercial paper program and for
bear interest at floating rates. AIG agreed pursuant to a other general corporate purposes, AIG and AIG Funding
replacement capital covenant that it will not repay, redeem, maintain revolving credit facilities, which, as of June 30,
or purchase the Series A-6, A-7 or A-8 junior subordinated 2008, had an aggregate of $9.2 billion available to be drawn
debentures on or before a specified date, unless AIG has and which are summarized below under Revolving Credit
received qualifying proceeds from the sale of replacement Facilities. In July 2008, AIG and AIG Funding renewed their
capital securities. The equity units and the Series A-6, A-7 364-day syndicated revolving credit facility.
and A-8 junior subordinated debentures receive hybrid equity

ILFCtreatment from the major rating agencies under their current
policies but are recorded as long-term borrowings on the ILFC fulfills its short-term cash requirements through
consolidated balance sheet. operating cash flows and the issuance of commercial paper.

The issuance of commercial paper is subject to the approvalIn October 2007, AIG borrowed a total of $500 million
of ILFC’s Board of Directors and is not guaranteed by AIG.on an unsecured basis pursuant to a loan agreement with a
ILFC maintains syndicated revolving credit facilities which,third-party bank. The entire amount of the loan remained
as of June 30, 2008, totaled $6.5 billion and which areoutstanding at June 30, 2008 and will mature in October
summarized below under Revolving Credit Facilities. These2008.
facilities are used as back up for ILFC’s maturing debt and

AIGFP other obligations.

AIGFP uses the proceeds from the issuance of notes and As a well-known seasoned issuer, ILFC has filed an
bonds and GIA borrowings, as well as the issuance of automatic shelf registration statement with the SEC allowing
Series AIGFP notes by AIG, to invest in a diversified portfolio ILFC immediate access to the U.S. public debt markets. At
of securities and derivative transactions. The borrowings may June 30, 2008, $6.8 billion of debt securities had been issued
also be temporarily invested in securities purchased under under this registration statement and $6.1 billion had been
agreements to resell. AIGFP’s notes and bonds include issued under a prior registration statement. In addition, ILFC
structured debt instruments whose payment terms are linked has a Euro medium-term note program for $7.0 billion,
to one or more financial or other indices (such as an equity under which $3.8 billion in notes were outstanding at
index or commodity index or another measure that is not June 30, 2008. Notes issued under the Euro medium-term
considered to be clearly and closely related to the debt note program are included in ILFC notes and bonds payable
instrument). These notes contain embedded derivatives that in the preceding table of borrowings. The cumulative foreign
otherwise would be required to be accounted for separately exchange adjustment loss for the foreign currency
under FAS 133. Upon AIG’s adoption of FAS 155 in 2006, denominated debt was $1.3 billion at June 30, 2008 and
AIGFP elected the fair value option for these notes. The notes $969 million at December 31, 2007. ILFC has substantially
that are accounted for using the fair value option are reported eliminated the currency exposure arising from foreign currency
separately under hybrid financial instrument liabilities. AIG denominated notes by economically hedging the note
guarantees the obligations of AIGFP under AIGFP’s notes exposure.
and bonds and GIA borrowings. See Liquidity herein. ILFC had a $4.3 billion Export Credit Facility for use in

connection with the purchase of approximately 75 aircraftAIGFP has a Euro medium-term note program under
delivered through 2001. This facility was guaranteed bywhich an aggregate nominal amount of up to $20.0 billion of
various European Export Credit Agencies. The interest ratenotes may be outstanding at any one time. As of June 30,
varies from 5.75 percent to 5.90 percent on these amortizing2008, $4.3 billion of notes were outstanding under the
ten-year borrowings depending on the delivery date of theprogram. The notes issued under this program are guaranteed
aircraft. At June 30, 2008, ILFC had $504 million

by AIG and are included in AIGFP’s notes and bonds payable
outstanding under this facility. The debt is collateralized by a

in the table of total borrowings. pledge of the shares of a subsidiary of ILFC, which holds title
to the aircraft financed under the facility.

AIG Funding
In May 2004, ILFC entered into a similarly structured

AIG Funding, Inc. (AIG Funding) issues commercial paper Export Credit Facility for up to a maximum of $2.6 billion for
that is guaranteed by AIG to help fulfill the short-term cash Airbus aircraft to be delivered through May 31, 2005. The
requirements of AIG and its subsidiaries. The level of facility was subsequently increased to $3.6 billion and
issuances of AIG Funding’s commercial paper, including the extended to include aircraft to be delivered through May 31,
guarantee by AIG, is subject to the approval of AIG’s Board 2009. The facility becomes available as the various European

Export Credit Agencies provide their guarantees for aircraftof Directors or the Finance Committee of the Board if it
based on a six-month forward-looking calendar, and theexceeds certain pre-approved limits.
interest rate is determined through a bid process. The interest
rates are either LIBOR based with spreads ranging from
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0.01 percent to 0.28 percent or at fixed rates ranging from well-known seasoned issuer, AGF has an automatic shelf
4.2 percent to 4.7 percent. At June 30, 2008, ILFC had registration statement on file with the SEC that permits AGF
$2.1 billion outstanding under this facility. The debt is immediate access to the U.S. public debt markets.
collateralized by a pledge of shares of a subsidiary of ILFC,

AGF’s funding sources include an SEC-registered
which holds title to the aircraft financed under the facility.

medium-term note program, private placement debt, retail
Borrowings with respect to these facilities are included in

note issuances, bank financing and securitizations of finance
ILFC’s notes and bonds payable in the preceding table of

receivables that AGF accounts for as on-balance-sheet
borrowings.

secured financings. In addition, AGF has become a
From time to time, ILFC enters into funded financing recognized issuer of long-term debt in the international

agreements. As of June 30, 2008, ILFC had a total of capital markets and has established a $5.0 billion Euro
$1.1 billion outstanding, which has varying maturities medium-term note program. There are currently no
through February 2012. The interest rates are LIBOR-based, outstanding notes under AGF’s Euro program.
with spreads ranging from 0.30 percent to 1.625 percent.

In addition to debt refinancing activities, proceeds from
The proceeds of ILFC’s debt financing are primarily used the collection of finance receivables are used to fund cash

to purchase flight equipment, including progress payments needs including the payment of principal and interest on
during the construction phase. The primary sources for the AGF’s debt. AIG does not guarantee any of the debt
repayment of this debt and the interest expense thereon are obligations of AGF. See also Liquidity herein.
the cash flow from operations, proceeds from the sale of

AIGCFGflight equipment and the rollover and refinancing of the prior
debt. AIG does not guarantee the debt obligations of ILFC. AIGCFG has a variety of funding mechanisms for its various
See also Liquidity herein. markets, including retail and wholesale deposits, short- and

long-term bank loans, securitizations and intercompanyAGF
subordinated debt. AIG Credit Card Company (Taiwan), a

AGF fulfills most of its short-term cash borrowing consumer finance business in Taiwan, and AIG Retail Bank
requirements through the issuance of commercial paper. The PLC, a full service consumer bank in Thailand, have issued
issuance of commercial paper is subject to the approval of commercial paper for the funding of their respective
AGF’s Board of Directors and is not guaranteed by AIG. AGF operations. AIG does not guarantee any borrowings for
maintains committed syndicated revolving credit facilities AIGCFG businesses, including this commercial paper.
which, as of June 30, 2008, totaled $4.8 billion and which are
summarized below under Revolving Credit Facilities. The Revolving  Credit  Facilities
facilities can be used for general corporate purposes and to

AIG, ILFC and AGF maintain committed, unsecuredprovide backup for AGF’s commercial paper programs. In
revolving credit facilities listed on the following table in orderJuly 2008, AGF renewed its expiring $2.625 billion 364-day
to support their respective commercial paper programs andrevolving credit facility and decreased the amount to
for general corporate purposes. AIG, ILFC and AGF expect$2.45 billion.
to replace or extend these credit facilities on or prior to their

As of June 30, 2008, notes and bonds aggregating expiration. Some of the facilities, as noted below, contain
$21.2 billion were outstanding with maturity dates ranging a ‘‘term-out option’’ allowing for the conversion by the
from 2008 to 2031 at interest rates ranging from 2.13 percent borrower of any outstanding loans at expiration into one-
to 8.45 percent. To the extent considered appropriate, AGF year term loans.
may enter into swap transactions to manage its effective
borrowing rates with respect to these notes and bonds. As a
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As of June 30, 2008 (in millions)
One-Year

Available Term-Out
Facility Size Borrower(s) Amount Expiration Option

AIG:
364-Day Syndicated Facility $ 2,125 AIG/AIG Funding(a) $2,125 July 2008(b) Yes

AIG Capital Corporation(a)

5-Year Syndicated Facility 1,625 AIG/AIG Funding(a) 1,625 July 2011 No
AIG Capital Corporation(a)

364-Day Bilateral Facility(c) 3,200 AIG/AIG Funding 102 December 2008 Yes
364-Day Intercompany Facility(d) 5,335 AIG 5,335 September 2008 Yes

Total AIG $12,285 $9,187

ILFC:
5-Year Syndicated Facility $ 2,500 ILFC $2,500 October 2011 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2010 No
5-Year Syndicated Facility 2,000 ILFC 2,000 October 2009 No

Total ILFC $ 6,500 $6,500

AGF:
364-Day Syndicated Facility $ 2,625 American General Finance Corporation $2,625 July 2008(f) Yes

American General Finance, Inc.(e)

5-Year Syndicated Facility 2,125 American General Finance Corporation 2,125 July 2010 No

Total AGF $ 4,750 $4,750

(a) Guaranteed by AIG.
(b) In July 2008, this facility was resyndicated at the same aggregate amount and the expiration was extended to July 2009.
(c) This facility can be drawn in the form of loans or letters of credit. All drawn amounts shown above are in the form of letters of credit.
(d) Subsidiaries of AIG are the lenders on this facility.
(e) American General Finance, Inc. is an eligible borrower for up to $400 million only.
(f) In July 2008, this facility was resyndicated at an aggregate amount of $2.45 billion and the expiration was extended to July 2009.

in the table of each rating, is an indication of that rating’sCredit  Ratings
relative rank within the agency’s rating categories. That

The cost and availability of unsecured financing for AIG and
ranking refers only to the generic or major rating category

its subsidiaries are generally dependent on their short- and
and not to the modifiers appended to the rating by the rating

long-term debt ratings. The following table presents the
agencies to denote relative position within such generic or

credit ratings of AIG and certain of its subsidiaries as of
major category.

July 31, 2008. In parentheses, following the initial occurrence

Short-term Debt Senior Long-term Debt
Moody’s S&P Fitch Moody’s(a) S&P(b) Fitch(c)

AIG P-1 (1st of 3) A-1+ (1st of 6) F1+ (1st of 5) Aa3 (2nd of 9)(e) AA- (2nd of 8)(f) AA- (2nd of 9)(g)

AIG Financial Products Corp.(d) P-1 A-1+ – Aa3(e) AA-(f) –
AIG Funding, Inc.(d) P-1 A-1+ F1+ – – –
ILFC P-1 A-1 (1st of 6) F1 (1st of 5) A1 (3rd of 9)(e) A+ (3rd of 8)(f) A (3rd of 9)
American General Finance

Corporation P-1 A-1 F1 A1(e) A+(f) A
American General Finance, Inc. P-1 A-1 F1 – – A

(a) Moody’s appends numerical modifiers 1, 2 and 3 to the generic rating categories to show relative position within rating categories.

(b) S&P ratings may be modified by the addition of a plus or minus sign to show relative standing within the major rating categories.

(c) Fitch Ratings (Fitch) ratings may be modified by the addition of a plus or minus sign to show relative standing within the major rating categories.

(d) AIG guarantees all obligations of AIG Financial Products Corp. and AIG Funding, Inc.

(e) Negative outlook. A negative outlook by Moody’s indicates that a rating may be lowered but is not necessarily a precursor of a ratings change.

(f) Negative outlook on Counterparty Credit Ratings or Corporate Credit Ratings. A negative outlook by S&P indicates that a rating may be lowered but is not

necessarily a precursor of a ratings change.

(g) Negative outlook on Issuer Default and Senior Unsecured Debt Ratings. A negative outlook by Fitch indicates that a rating may be lowered but is not

necessarily a precursor of a ratings change.

These credit ratings are current opinions of the rating management’s request. This discussion of ratings is not a
agencies. As such, they may be changed, suspended or complete list of ratings of AIG and its subsidiaries.
withdrawn at any time by the rating agencies as a result of

‘‘Ratings triggers’’ have been defined by one independent
changes in, or unavailability of, information or based on

rating agency to include clauses or agreements the outcome of
other circumstances. Ratings may also be withdrawn at AIG

which depends upon the level of ratings maintained by one or
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more rating agencies. ‘‘Ratings triggers’’ generally relate to Furthermore, a downgrade of AIG’s long-term senior
events that (i) could result in the termination or limitation of debt ratings to ‘A1’ by Moody’s or to the same levels by both
credit availability, or require accelerated repayment, rating agencies would permit either AIG or the counterparties
(ii) could result in the termination of business contracts or to elect early termination of contracts resulting in payments
(iii) could require a company to post collateral for the benefit of up to approximately $4.6 billion, while a downgrade to
of counterparties. ‘A2’ by Moody’s and ‘A’ by S&P would permit either AIG or

the counterparties to elect early termination of additional
A significant portion of AIGFP’s GIAs and financial

contracts resulting in additional payments of up to
derivative transactions include provisions that require

approximately $800 million. AIGFP believes that it is
AIGFP, upon a downgrade of AIG’s long-term debt ratings,

unlikely that certain of these counterparties would exercise
to post collateral or, with the consent of the counterparties,

their rights to elect termination of their contracts given the
assign or repay its positions or arrange a substitute guarantee

substantial economic benefit that such counterparties would
of its obligations by an obligor with higher debt ratings.

forfeit upon termination.
It is estimated that, as of the close of business on July 31,

The actual amount of collateral that AIGFP would be
2008, based on AIGFP’s outstanding municipal GIAs and

required to post to counterparties in the event of such
financial derivative transactions at that date, a downgrade of

downgrades, or the aggregate amount of payments that AIG
AIG’s long-term senior debt ratings to ‘A1’ by Moody’s and

could be required to make, depends on market conditions,
‘A+’ by S&P would permit counterparties to make additional

the fair value of outstanding affected transactions and other
calls for up to approximately $13.3 billion of collateral, while

factors prevailing at the time of the downgrade. Additional
a downgrade to ‘A2’ by Moody’s and ‘A’ by S&P would

obligations to post collateral or the costs of assignment,
permit counterparties to call for approximately $1.2 billion

repayment or alternative credit support would increase the
of additional collateral. If either of Moody’s or S&P

demands on AIG’s liquidity. Further downgrades could result
downgraded AIG’s ratings to ‘A1’ or ‘A+’, respectively, the

in requirements for substantial additional collateral, which
estimated collateral call would be for up to approximately

could have a material adverse effect on AIG’s liquidity.
$10.5 billion, while a downgrade to ‘A2’ or ‘A’, respectively,
by either of the two rating agencies would permit
counterparties to call for up to approximately $1.1 billion of
additional collateral.

Contractual  Obligations

Contractual obligations in total, and by remaining maturity at June 30, 2008 were as follows:
Payments due by Period

Total Less Than 1-3 3+-5 Over Five
(in millions) Payments One Year Years Years Years

Borrowings(a) $ 156,605 $ 34,019 $ 33,408 $25,983 $ 63,195
Interest payments on borrowings 78,502 5,930 11,136 9,477 51,959
Loss reserves(b) 88,747 24,405 27,068 12,869 24,405
Insurance and investment contract liabilities(c) 706,108 31,947 43,609 41,707 588,845
GIC liabilities(d) 25,458 11,011 4,766 2,421 7,260
Aircraft purchase commitments 17,566 1,018 3,206 3,295 10,047
Other long-term obligations 609 221 361 27 —

Total(e)(f) $1,073,595 $108,551 $123,554 $95,779 $745,711

(a) Excludes commercial paper and borrowings incurred by consolidated investments and includes hybrid financial instrument liabilities recorded at fair value.
(b) Represents future loss and loss adjustment expense payments estimated based on historical loss development payment patterns. Due to the significance of the

assumptions used, the periodic amounts presented could be materially different from actual required payments.
(c) Insurance and investment contract liabilities include various investment-type products with contractually scheduled maturities, including periodic payments

of a term certain nature. Insurance and investment contract liabilities also include benefit and claim liabilities, of which a significant portion represents
policies and contracts that do not have stated contractual maturity dates and may not result in any future payment obligations. For these policies and
contracts (i) AIG is currently not making payments until the occurrence of an insurable event, such as death or disability, (ii) payments are conditional on
survivorship, or (iii) payment may occur due to a surrender or other non-scheduled event out of AIG’s control. AIG has made significant assumptions to
determine the estimated undiscounted cash flows of these contractual policy benefits, which assumptions include mortality, morbidity, future lapse rates,
expenses, investment returns and interest crediting rates, offset by expected future deposits and premiums on in force policies. Due to the significance of the
assumptions used, the periodic amounts presented could be materially different from actual required payments. The amounts presented in this table are
undiscounted and therefore exceed the future policy benefits and policyholders’ contract deposits included in the balance sheet.

(d) Represents guaranteed maturities under GICs.
(e) Does not reflect unrecognized tax benefits of $2.5 billion, the timing of which is uncertain.
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(f) The majority of AIGFP’s credit default swaps require AIGFP to provide credit protection on a designated portfolio of loans or debt securities. At June 30,
2008, AIG had recorded $26.1 billion of cumulative unrealized market valuation losses in its financial statements relating to AIGFP’s super senior credit
default swap portfolio, net of amounts realized in extinguishing derivative obligations. However, AIG’s credit-based stress testing scenarios illustrate
potential pre-tax realized credit losses from these contracts at approximately $5.0 billion and approximately $8.5 billion at that date. Due to the long-term
maturities of these credit default swaps, AIG is unable to make reasonable estimates of the periods during which any payments would be made.

Off  Balance  Sheet  Arrangements  and Commercial  Commitments

Off balance sheet arrangements and commercial commitments in total, and by remaining maturity at June 30, 2008 were
as follows:

Amount of Commitment ExpirationTotal
Amounts Less Than 1-3 3+-5 Over Five

(in millions) Committed One Year Years Years Years

Guarantees:
Liquidity facilities(a) $ 2,552 $ 72 $ 884 $ 1,325 $ 271
Standby letters of credit 1,702 1,481 45 32 144
Construction guarantees(b) 490 — — — 490
Guarantees of indebtedness 1,284 147 144 500 493
All other guarantees 1,104 159 165 27 753

Commitments:
Investment commitments(c) 8,711 3,304 3,619 1,605 183
Commitments to extend credit 1,828 1,352 366 110 —
Letters of credit 1,115 835 120 — 160
Maturity shortening puts(d) 7,995 2,071 2,595 1,648 1,681
Other commercial commitments(e) 1,193 83 23 79 1,008

Total(f) $ 27,974 $ 9,504 $ 7,961 $ 5,326 $ 5,183

(a) Primarily liquidity facilities provided in connection with certain municipal swap transactions and collateralized bond obligations.
(b) Primarily AIG SunAmerica construction guarantees connected to affordable housing investments.
(c) Includes commitments to invest in limited partnerships, private equity, hedge funds and mutual funds and commitments to purchase and develop real estate

in the United States and abroad.
(d) Represents obligations under 2a-7 Puts to purchase certain multi-sector CDOs at pre-determined contractual prices.
(e) Includes options to acquire aircraft. Excludes commitments with respect to pension plans. The annual pension contribution for 2008 is expected to be

approximately $118 million for U.S. and non-U.S. plans.

Arrangements  with  Variable  Interest  Entities  and  Structured  Investment  Vehicles

AIG enters into various off-balance-sheet (unconsolidated) residual returns; or (iii) both. For a further discussion of
arrangements with variable interest entities (VIEs) in the AIG’s involvement with VIEs, see Note 7 of Notes to
normal course of business. AIG’s involvement with VIEs Consolidated Financial Statements in the 2007 Annual
ranges from being a passive investor to designing and Report on Form 10-K.
structuring, warehousing and managing the collateral of

A significant portion of AIG’s overall exposure to VIEs
VIEs. AIG engages in transactions with VIEs as part of its

results from AIG Investment’s real estate and investment
investment activities to obtain funding and to facilitate client

funds.
needs. AIG purchases debt securities (rated and unrated) and

In certain instances, AIG Investments acts as theequity interests issued by VIEs, makes loans and provides
collateral manager or general partner of an investment fund,other credit support to VIEs, enters into insurance,
private equity fund or hedge fund. Such entities are typicallyreinsurance and derivative transactions and leasing
registered investment companies or qualify for the specializedarrangements with VIEs, and acts as the warehouse agent and
investment company accounting in accordance with thecollateral manager for VIEs. Interest holders in the VIEs
AICPA Investment Company Audit and Accounting Guide.generally have recourse only to the assets and cash flows of
For investment partnerships, hedge funds and private equitythe VIEs and do not have recourse to AIG, except when AIG
funds, AIG acts as the general partner or manager of the fundhas provided a guarantee to the VIE’s interest holders.
and is responsible for carrying out the investment mandate of

Under FIN 46(R), AIG consolidates a VIE when it is the
the VIE. Often, AIG’s insurance operations participate in

primary beneficiary of the entity. The primary beneficiary is
these AIG managed structures as a passive investor in the

the party that either (i) absorbs a majority of the VIE’s
expected losses; (ii) receives a majority of the VIE’s expected
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debt or equity issued by the VIE. Typically, AIG does not annually. The payment of any dividend, however, is at the
provide any guarantees to the investors in the VIE. discretion of AIG’s Board of Directors, and the future

payment of dividends will depend on various factors,
During 2008, AIG reduced its maximum exposure to

including the performance of AIG’s businesses, AIG’s
loss from its involvement with unconsolidated VIEs by

consolidated financial condition, results of operations and
approximately $6.6 billion, primarily as a result of the

liquidity and the existence of investment opportunities. With
termination of certain of AIGFP’s transactions. Substantially

due consideration of the foregoing policy, in light of then
all of AIG’s exposure to these unconsolidated VIEs is

current market conditions, on May 7, 2008, AIG’s Board of
represented by its equity investment in them, and such

Directors declared a quarterly cash dividend on the common
investment is reflected on the consolidated balance sheet.

stock of $0.22 per share, payable on September 19, 2008 to
shareholders of record on September 5, 2008, representing aShareholders’  Equity
10 percent increase. No assurance can be given under current

The changes in AIG’s consolidated shareholders’ equity market conditions that the Board of Directors will further
were as follows: increase AIG’s dividend or maintain the dividend at current

levels.

Six Months Ended
June 30, Share Repurchases

(in millions) 2008

Beginning of year $95,801 From time to time, AIG may buy shares of its common stock
Net income (loss) (13,162) for general corporate purposes, including to satisfy its
Unrealized (depreciation) appreciation of obligations under various employee benefit plans. In

investments, net of tax (9,441) February 2007, AIG’s Board of Directors increased AIG’s
Cumulative translation adjustment, net of tax 984

share repurchase program by authorizing the purchase of
Dividends to shareholders (1,121)

shares with an aggregate purchase price of $8 billion. InPayments advanced to purchase shares, net 912
November 2007, AIG’s Board of Directors authorized theNew share issuance 7,343
purchase of an additional $8 billion in common stock. InShare purchases (1,912)

Cumulative effect of accounting changes, net 2007, AIG entered into structured share repurchase
of tax (1,108) arrangements providing for the purchase of shares over time

Other* (208) with an aggregate purchase price of $7 billion.
End of period $78,088

A total of 37,926,059 shares were purchased during the
* Reflects the effects of employee stock transactions and the present value of

six-month period ended June 30, 2008 to meet commitmentsfuture contract adjustment payments related to the issuance of equity units.
that existed at December 31, 2007. All shares purchased are
recorded as treasury stock at cost.New Share Issuance

At August 5, 2008, $9 billion was available forIn May 2008, AIG sold in a public offering 196,710,525
purchases under the aggregate authorization. AIG does notshares of its common stock at a price per share of $38.
expect to purchase additional shares under its shareConcurrent with the common stock offering, AIG sold
repurchase program for the foreseeable future.78.4 million equity units at a price per unit of $75. The equity

units consist of an ownership interest in AIG junior
Liquiditysubordinated debentures and a stock purchase contract

obligating the holder of an equity unit to purchase, and AIG manages liquidity at both the subsidiary and parent
obligating AIG to sell, on each of February 15, 2011, May 1, company levels. At June 30, 2008, AIG’s consolidated
2011 and August 1, 2011, for a price of $25, a variable invested assets included $82.2 billion in cash and short-term
number of shares of AIG common stock, that is not less than investments (including $10.4 billion of securities lending cash
0.54823 shares and not more than 0.6579 shares, subject to and short-term investments). Consolidated net cash provided
anti-dilution adjustments. Accordingly, a maximum number from operating activities in the six-month period ended
of 154,738,080 shares and a minimum number of June 30, 2008 amounted to $16.6 billion. At both the
128,944,480 shares of AIG common stock will be issued in subsidiary and parent company level, liquidity management
the year 2011 under the stock purchase contracts, subject to activities are intended to preserve and enhance funding
anti-dilution adjustments. stability, flexibility, and diversity through a wide range of

potential operating environments and market conditions.In February 2007, AIG’s Board of Directors adopted a
AIG’s primary sources of cash flow are dividends and othernew dividend policy, which took effect with the dividend
payments from its regulated and unregulated subsidiaries, asdeclared in the second quarter of 2007, providing that under
well as issuances of debt and equity securities. Primary uses ofordinary circumstances, AIG’s plan will be to increase its
cash flow are for debt service, subsidiary funding,common stock dividend by approximately 20 percent
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shareholder dividend payments and common stock Series AIGFP debt, AIG parent made interest payments
repurchases. Management believes that AIG’s liquid assets, totaling $522 million, made $2.4 billion in net capital
cash provided by operations and access to the capital markets contributions to subsidiaries, and paid $1.1 billion in
will enable it to meet its anticipated cash requirements. dividends to shareholders in the six-month period ended

June 30, 2008.
AIG (Parent Company)

AIG parent funds its short-term working capital needs
The liquidity of the parent company is principally derived through commercial paper issued by AIG Funding. As of
from its subsidiaries. The primary sources of cash flow are June 30, 2008, AIG Funding had $5.8 billion of commercial
dividends and other payments from its regulated and paper outstanding with an average maturity of 33 days. As
unregulated subsidiaries, as well as issuance of debt additional liquidity, AIG parent and AIG Funding maintain
securities. Primary uses of cash flow are for debt service, committed revolving credit facilities that, as of June 30, 2008,
subsidiary funding, shareholder dividend payments and had an aggregate of $9.2 billion available to be drawn, and
common stock repurchases. In the six-month period ended which are summarized above under Revolving Credit
June 30, 2008, AIG parent collected $1.4 billion in dividends Facilities.
and other payments from subsidiaries (primarily from
insurance company subsidiaries). Excluding MIP and
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Invested Assets

The following tables summarize the composition of AIG’s invested assets by segment:

Life
Insurance &

General Retirement Financial Asset
(in millions) Insurance Services Services Management Other Total

June 30, 2008
Fixed maturity securities:

Bonds available for sale, at fair value $ 72,981 $297,095 $ 1,370 $21,870 $ — $393,316
Bonds held to maturity, at amortized cost 21,346 1 — 285 — 21,632
Bond trading securities, at fair value — 8,764 — 37 — 8,801

Equity securities:

Common stocks available for sale, at fair value 4,522 12,018 — 787 (21) 17,306
Common and preferred stocks trading, at fair value 285 22,200 — 29 — 22,514
Preferred stocks available for sale, at fair value 1,943 543 10 — — 2,496

Mortgage and other loans receivable, net of allowance 16 26,010 1,038 7,275 45 34,384
Financial Services assets:

Flight equipment primarily under operating leases, net

of accumulated depreciation — — 43,887 — — 43,887
Securities available for sale, at fair value — — 1,205 — — 1,205
Trading securities, at fair value — — 35,170 — — 35,170
Spot commodities, at fair value — — 90 — — 90
Unrealized gain on swaps, options and forward

transactions, at fair value — — 12,720 — (1,172) 11,548
Trade receivables — — 2,294 — — 2,294
Securities purchased under agreements to resell, at

fair value — — 16,597 — — 16,597
Finance receivables, net of allowance — 5 33,306 — — 33,311

Securities lending invested collateral, at fair value 4,951 48,312 141 6,126 — 59,530
Other invested assets 12,616 20,810 3,670 17,840 7,093 62,029
Short-term investments 9,967 32,724 3,974 7,125 15,702 69,492

Total Investments and Financial Services assets as

shown on the balance sheet 128,627 468,482 155,472 61,374 21,647 835,602
Cash 499 979 476 269 6 2,229
Investment income due and accrued 1,380 4,952 29 255 (2) 6,614
Real estate, net of accumulated depreciation 342 965 28 95 224 1,654

Total invested assets* $130,848 $475,378 $156,005 $61,993 $21,875 $846,099

* At June 30, 2008, approximately 63 percent and 37 percent of invested assets were held in domestic and foreign investments, respectively.
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Life
Insurance &

General Retirement Financial Asset
(in millions) Insurance Services Services Management Other Total

December 31, 2007
Fixed maturity securities:

Bonds available for sale, at fair value $ 74,057 $294,162 $ 1,400 $27,753 $ — $397,372
Bonds held to maturity, at amortized cost 21,355 1 — 225 — 21,581
Bond trading securities, at fair value — 9,948 — 34 — 9,982

Equity securities:
Common stocks available for sale, at fair value 5,599 11,616 — 609 76 17,900
Common and preferred stocks trading, at fair value 321 21,026 — 29 — 21,376
Preferred stocks available for sale, at fair value 1,885 477 8 — — 2,370

Mortgage and other loans receivable, net of allowance 13 24,851 1,365 7,442 56 33,727
Financial Services assets:

Flight equipment primarily under operating leases, net of
accumulated depreciation — — 41,984 — — 41,984

Securities available for sale, at fair value — — 40,305 — — 40,305
Trading securities, at fair value — — 4,197 — — 4,197
Spot commodities — — 238 — — 238
Unrealized gain on swaps, options and forward

transactions, at fair value — — 13,010 — (692) 12,318
Trade receivables — — 672 — — 672
Securities purchased under agreements to resell, at

contract value — — 20,950 — — 20,950
Finance receivables, net of allowance — 5 31,229 — — 31,234

Securities lending invested collateral, at fair value 5,031 57,471 148 13,012 — 75,662
Other invested assets 11,895 19,015 3,663 17,261 6,989 58,823
Short-term investments 7,356 25,236 12,249 4,919 1,591 51,351

Total Investments and Financial Services assets as shown
on the balance sheet 127,512 463,808 171,418 71,284 8,020 842,042

Cash 497 1,000 389 269 129 2,284
Investment income due and accrued 1,431 4,728 29 401 (2) 6,587
Real estate, net of accumulated depreciation 349 976 17 89 231 1,662

Total invested assets* $129,789 $470,512 $171,853 $72,043 $8,378 $852,575

* At December 31, 2007, approximately 65 percent and 35 percent of invested assets were held in domestic and foreign investments, respectively.

securities. In the case of Life Insurance & Retirement ServicesInvestment  Strategy
companies, as well as in the GIC and MIP portfolios of the

AIG’s investment strategies are tailored to the specific
Asset Management segment, the fundamental investment

business needs of each operating unit. The investment
strategy is, as near as is practicable, to match the duration

objectives are driven by the business model for each of the
characteristics of the liabilities with comparable duration

businesses: General Insurance, Life Insurance, Retirement
assets. Fixed maturity securities held by the insurance

Services and Asset Management’s Spread-Based Investment
companies included in the AIG Property Casualty Group

business. The primary objectives are liquidity, preservation of
consist primarily of laddered holdings of tax-exempt

capital, growth of surplus and generation of investment
municipal bonds, which provide attractive after-tax return,

income to support the insurance products. At the local
limited credit risk and generally good liquidity. Fixed

operating unit level, the strategies are based on
maturity securities held by Foreign General Insurance

considerations that include the local market, liability
companies consist primarily of intermediate duration high

duration and cash flow characteristics, rating agency and
grade securities.

regulatory capital considerations, legal investment
The market price of fixed maturity securities reflectslimitations, tax optimization and diversification. In addition

numerous components, including interest rate environment,to local risk management considerations, AIG’s corporate
credit spread, embedded optionality (such as call features),risk management guidelines impose limitations on
liquidity, structural complexity, foreign exchange risk, andconcentrations to promote diversification by industry, asset
other credit and non-credit factors. However, in mostclass and geographic sector.
circumstances, pricing is most sensitive to interest rates, such

The majority of assets backing insurance liabilities at
that the market price declines as interest rates rise, and

AIG consist of intermediate and long duration fixed maturity
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increases as interest rates fall. This effect is more pronounced on AIG’s liabilities. Because AIG’s asset duration in certain
for longer duration securities. low-yield currencies, particularly Japan and Taiwan, is

shorter than its liability duration, AIG views increasing
AIG marks to market the vast majority of the invested

interest rates in these countries as economically
assets held by its insurance companies pursuant to FAS 115,

advantageous, notwithstanding the effect that higher rates
‘‘Accounting for Certain Investments in Debt and Equity

have on the market value of its fixed maturity portfolio.
Securities,’’ and related accounting pronouncements.
However, with limited exceptions (primarily with respect to The majority of AIG’s non-floating rate fixed maturity
separate account products consolidated on AIG’s balance portfolio is held to support intermediate and long duration
sheet pursuant to SOP 03-01), AIG does not mark to market liabilities. Assuming no other changes in factors affecting the
its insurance liabilities for changes in interest rates, even valuation of fixed maturity securities, each 10 basis point
though rising interest rates have the effect of reducing the fair (1/10 of 1 percent) increase in interest rates results in a
value of such liabilities, and falling interest rates have the decline of approximately $2.4  billion in the pre-tax fair value
opposite effect. This results in the recording of changes in of the fixed maturity portfolio. In most jurisdictions in which
unrealized gains (losses) on securities in Accumulated other AIG operates, including the United States, such interest rate
comprehensive income resulting from changes in interest related changes in portfolio value are ignored for purposes of
rates without any correlative, inverse changes in gains (losses) measuring regulatory capital adequacy.

The amortized cost or cost and fair value of AIG’s available for sale and held to maturity securities were as follows:

June 30, 2008 December 31, 2007
Amortized Gross Gross Amortized Gross Gross

Cost or Unrealized Unrealized Fair Cost or Unrealized Unrealized Fair
(in millions) Cost Gains Losses Value Cost Gains Losses Value

Bonds – available for sale:(a)

U.S. government and
government sponsored
entities $ 4,588 $ 158 $ 34 $ 4,712 $ 7,956 $ 333 $ 37 $ 8,252

Obligations of states,
municipalities and
political subdivisions 45,847 465 660 45,652 46,087 927 160 46,854

Non-U.S. governments 72,596 3,606 1,285 74,917 67,023 3,920 743 70,200
Corporate debt 223,902 3,693 8,247 219,348 239,822 6,216 4,518 241,520
Mortgage-backed, asset-

backed and
collateralized 111,678 840 13,541 98,977 140,982 1,221 7,703 134,500

Total bonds $458,611 $ 8,762 $ 23,767 $443,606 $501,870 $12,617 $13,161 $501,326
Equity securities 16,086 4,332 616 19,802 15,188 5,545 463 20,270

Total $474,697 $ 13,094 $ 24,383 $463,408 $517,058 $18,162 $13,624 $521,596

Held to maturity:(b) $ 21,632 $ 322 $ 145 $ 21,809 $ 21,581 $ 609 $ 33 $ 22,157

(a) At December 31, 2007, included AIGFP available for sale securities with a fair value of $39.3 billion, for which AIGFP elected the fair value option effective

January 1, 2008, consisting primarily of corporate debt, mortgage-backed, asset-backed and collateralized securities. At June 30, 2008 and December 31,

2007, fixed maturities held by AIG that were below investment grade or not rated totaled $23.0 billion and $27.0 billion, respectively.

(b) Represents obligations of states, municipalities and political subdivisions.

AIG’s held to maturity and available for sale fixed A significant portion of the foreign fixed maturity
maturity investments totaled $465.4 billion at June 30, 2008, portfolio is rated by Moody’s, S&P or similar foreign rating
compared to $523.5 billion at December 31, 2007. At services. Rating services are not available in all overseas
June 30, 2008, approximately 56 percent of the fixed locations. AIG’s Credit Risk Committee (CRC) closely
maturity securities were held by domestic entities. reviews the credit quality of the foreign portfolio’s non-rated
Approximately 38 percent of such domestic securities were fixed maturity securities. At June 30, 2008, approximately
rated AAA by one or more of the principal rating agencies. 20 percent of the foreign fixed maturity securities were either
Approximately five percent were below investment grade or rated AAA or, on the basis of AIG’s internal analysis, were
not rated. AIG’s investment decision process relies primarily equivalent from a credit standpoint to securities so rated.
on internally generated fundamental analysis and internal Approximately four percent were below investment grade or
risk ratings. Third-party rating services’ ratings and opinions not rated at that date. Approximately one third of the foreign
provide one source of independent perspectives for fixed maturity portfolio is sovereign fixed maturity securities
consideration in the internal analysis. supporting the policy liabilities in the country of issuance.
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The credit ratings of AIG’s fixed maturity securities, other The industry categories of AIG’s available for sale
than those of AIGFP, were as follows: corporate debt securities, other than those of AIGFP, were

as follows:
June 30, December 31,

Rating 2008 2007 June 30, December 31,
Industry Category 2008 2007AAA 30% 38%

AA 30 28 Financial institutions 43% 42%
A 22 18 Utilities 12 11
BBB 13 11 Communications 8 8
Below investment grade 4 4 Consumer noncyclical 7 7
Non-rated 1 1 Capital goods 6 6

Consumer cyclical 5 5Total 100% 100%
Energy 5 4
Other 14 17

Total* 100% 100%

* At both June 30, 2008 and December 31, 2007, approximately 95 percent

of these investments were rated investment grade.
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Investments  in  RMBS,  CMBS,  CDOs and ABS

As part of its strategy to diversify its investments, AIG invests in various types of securities, including RMBS, CMBS, CDOs
and ABS.

The amortized cost, gross unrealized gains (losses) and fair value of AIG’s investments in RMBS, CMBS, CDOs and ABS
were as follows:

June 30, 2008 December 31, 2007

Gross Gross Gross Gross

Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair

(in millions) Cost Gains Losses Value Cost Gains Losses Value

Bonds — available for sale:
AIG, excluding AIGFP:

RMBS $ 77,531 $506 $10,139 $67,898 $ 89,851 $ 433 $5,504 $ 84,780
CMBS 22,935 210 1,942 21,203 23,918 237 1,156 22,999
CDO/ABS 11,212 124 1,460 9,876 10,844 196 593 10,447

Subtotal, excluding AIGFP 111,678 840 13,541 98,977 124,613 866 7,253 118,226
AIGFP* — — — — 16,369 355 450 16,274

Total $111,678 $840 $13,541 $98,977 $140,982 $1,221 $7,703 $134,500

* Represents total AIGFP investments in mortgage-backed, asset-backed and collateralized securities for which AIGFP has elected the fair value option
effective January 1, 2008. At June 30, 2008, the fair value of these securities were $20.3 billion. An additional $1.8 billion related to insurance company
investments is included in Bonds — trading.

Investments  in  RMBS

The amortized cost, gross unrealized gains (losses) and fair value of AIG’s investments in RMBS securities, other than
those of AIGFP, were as follows:

June 30, 2008 December 31, 2007

Gross Gross Gross Gross

Amortized Unrealized Unrealized Fair Percent Amortized Unrealized Unrealized Fair Percent

(in millions) Cost Gains Losses Value of Total Cost Gains Losses Value of Total

RMBS:

U.S. agencies $16,642 $243 $ 181 $16,704 25% $14,575 $320 $ 70 $14,825 17%

Prime non-agency(a) 17,575 36 1,646 15,965 23 21,552 72 550 21,074 25

Alt-A 20,236 69 3,896 16,409 24 25,349 17 1,620 23,746 28

Other housing-related(b) 3,090 2 532 2,560 4 4,301 2 357 3,946 5

Subprime 19,988 156 3,884 16,260 24 24,074 22 2,907 21,189 25

Total $77,531 $506 $10,139 $67,898 100% $89,851 $433 $5,504 $84,780 100%

(a) Includes foreign and jumbo RMBS-related securities.
(b) Primarily wrapped second-lien.

AIG’s operations, other than AIGFP, held investments in more of the principal rating agencies. AIG’s investments rated
RMBS with an estimated fair value of $67.9 billion at BBB or below totaled $2.7 billion, or less than 0.3 percent of
June 30, 2008, or approximately 8 percent of AIG’s total AIG’s total invested assets at June 30, 2008. As of July 30,
invested assets. In addition, AIG’s insurance operations held 2008, $10.9 billion of AIG’s RMBS backed primarily by
investments with a fair value totaling $3.1 billion in CDOs, subprime collateral had been downgraded as a result of rating
of which $39 million included some level of subprime agency actions since January 1, 2008, and $212 million of
exposure. AIG’s RMBS investments are predominantly in such investments had been upgraded. Of the downgrades,
highly-rated tranches that contain substantial protection $10.0 billion were AAA rated securities. In addition to the
features through collateral subordination. At June 30, 2008, downgrades, as of July 30, 2008, the rating agencies had
approximately 87 percent of these investments were rated $6.1 billion of RMBS on watch for downgrade.
AAA, and approximately 8 percent were rated AA by one or
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The amortized cost of AIG’s RMBS investments, other than those of AIGFP, at June 30, 2008 by year of vintage and credit
rating were as follows:

Year of Vintage
(in billions) Prior 2004 2005 2006 2007 2008 Total

Rating:
Total RMBS

AAA $ 8,968 $6,057 $13,149 $20,561 $15,485 $3,011 $67,231
AA 1,030 648 1,539 1,940 1,250 — 6,407
A 221 193 265 273 193 9 1,154
BBB and below 168 306 378 870 964 53 2,739

Total RMBS $10,387 $7,204 $15,331 $23,644 $17,892 $3,073 $77,531

Alt-A RMBS
AAA $ 753 $ 850 $ 4,312 $ 7,606 $ 5,290 $ — $18,811
AA 241 164 301 99 280 — 1,085
A 27 41 89 18 42 — 217
BBB and below 15 27 68 13 — — 123

Total Alt-A $ 1,036 $1,082 $ 4,770 $ 7,736 $ 5,612 $ — $20,236

Subprime RMBS
AAA $ 398 $ 423 $ 4,403 $ 7,760 $ 3,884 $ — $16,868
AA 129 102 398 785 276 — 1,690
A 77 62 68 126 103 — 436
BBB and below 1 66 65 475 387 — 994

Total Subprime $ 605 $ 653 $ 4,934 $ 9,146 $ 4,650 $ — $19,988

AIG’s underwriting practices for investing in RMBS, other ABS the level of credit enhancement in the transaction. AIG’s
and CDOs take into consideration the quality of the originator, strategy is typically to invest in securities rated AA or better and
the manager, the servicer, security credit ratings, underlying create diversification across multiple underlying asset classes.
characteristics of the mortgages, borrower characteristics, and

Investments  in  CMBS

The amortized cost of AIG’s CMBS investments, other than The percentage of AIG’s CMBS investments, other than
those of AIGFP, at June 30, 2008 was as follows: those of AIGFP, by year of vintage at June 30, 2008 was as

follows:
Amortized Percent

(in millions) Cost of Total Percentage
CMBS (traditional) $20,819 91% Year:
ReRemic/CRE CDO 1,465 6 2008 1%
Agency 246 1 2007 24
Other 405 2 2006 14
Total $22,935 100% 2005 18

2004 15
The percentage of AIG’s CMBS investments, other than 2003 and prior 28
those of AIGFP, at June 30, 2008 by credit rating was as Total 100%
follows:

Percentage

Rating:
AAA 79%
AA 12
A 7
BBB and below 2

Total 100%
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The percentage of AIG’s CMBS investments, other than Investments in CDOs
those of AIGFP, by geographic region at June 30, 2008 was

The amortized cost of AIG’s CDO investments, other than
as follows:

those of AIGFP, by collateral type at June 30, 2008 was as
follows:Percentage

Geographic region: Amortized Percent
(in millions) Cost of TotalNew York 17%

California 15 Collateral Type:
Texas 7

Bank loans (CLO) $2,108 51%
Florida 6

Synthetic investment grade 1,233 30
Virginia 4

Other 733 18
Illinois 4

Subprime ABS 46 1
New Jersey 3

Total $4,120 100%Pennsylvania 3
Georgia 3

The amortized cost of the AIG’s CDO investments, otherMassachusetts 3
than those of AIGFP, by credit rating at June 30, 2008 wasAll Other 35
as follows:Total 100%

Amortized Percent
(in millions) Cost of TotalAt June 30, 2008, AIG held $23 billion in cost basis of

CMBS. Approximately 79 percent of such holdings were Rating:
rated AAA, approximately 19 percent were rated AA or A, AAA $ 872 21%

AA 766 19and approximately 2 percent were rated BBB or below. At
A 2,085 51June 30, 2008, all such securities were current in the payment
BBB 313 8of principal and interest.
Below investment grade and equity 84 1

There have been disruptions in the commercial mortgage Total $4,120 100%
markets in general, and the CMBS market in particular, with
credit default swaps indices and quoted prices of securities at Securities Lending Activities
levels consistent with a severe correction in lease rates,

AIG’s securities lending program is a centrally managedoccupancy and fair value of properties. In addition, spreads
program by AIG Investments for the benefit of certain ofin the primary mortgage market have widened significantly.
AIG’s insurance companies and the Asset Management

While this capital market stress has not to date been segment. Securities are loaned to various financial
reflected in the performance of commercial mortgage institutions, primarily major banks and brokerage firms.
securitization in the form of increased defaults in underlying Cash collateral generally ranging from 100 to 102 percent of
mortgage pools, pricing of CMBS has been adversely affected the fair value of the loaned securities is received and is
by market perceptions that underlying mortgage defaults will invested in fixed maturity securities to earn a net spread. To
increase. As a result, AIG recognized $387 million of other- the extent that the collateral received is less than 102 percent,
than-temporary impairment charges in the three-month AIG has agreed with its insurance companies to deposit funds
period ended June 30, 2008 on CMBS trading at a severe to the collateral pool for the benefit of the insurance company
discount to cost, despite the absence of any deterioration in participants.
performance of the underlying credits, because AIG

AIG’s liability to the borrower for collateral receivedconcluded that it could not reasonably assert that the
was $75.1 billion and the fair value of the collateralrecovery period was temporary. At this time, AIG anticipates
reinvested was $59.5 billion as of June 30, 2008. In additionsubstantial recovery of principal and interest on the securities
to the invested collateral, the securities on loan as well as allto which such other-than-temporary impairment charges
of the assets of the lending companies are generally availablewere recorded.
to satisfy the liability for collateral received.

The composition of the securities lending invested collateral by credit rating at June 30, 2008 was as follows:

BBB/Not Short-
(in millions) AAA AA A Rated Term Total 

Corporate debt $ 696 $ 7,407 $3,557 $1,245 $ — $12,905
Mortgage-backed, asset-backed and collateralized 30,933 3,170 437 1,640 — 36,180
Cash and short-term investments — — — — 10,445 10,445

Total $31,629 $10,577 $3,994 $2,885 $10,445 $59,530
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Participation in the securities lending program by reporting AIG evaluates its investments for impairments in
unit at June 30, 2008 was as follows: valuation as well as credit. The determination that a security

has incurred an other-than-temporary decline in value
Percent requires the judgment of management and consideration of

Participation
the fundamental condition of the issuer, its near-term

Domestic Life Insurance and Domestic Retirement prospects and all the relevant facts and circumstances. See
Services 71%

Critical Accounting Estimates — Other-Than-TemporaryForeign Life Insurance 11
Impairments herein for further information on AIG’s policy.AIG Property Casualty Group 4

Foreign General Insurance 5 Once a security has been identified as other-than-
Asset Management 9 temporarily impaired, the amount of such impairment is
Total 100% determined by reference to that security’s contemporaneous

fair value and recorded as a charge to earnings.On June 30, 2008, $7.3 billion (or 10 percent) of the
liabilities were one-day tenor. These one-day tenor loans do In light of the recent significant disruption in the
not have a contractual end date but are terminable by either U.S. residential mortgage and credit markets, AIG has
party on demand. Substantially all of the balance of the recognized an other-than-temporary impairment charge
liabilities contractually mature over the next thirty days. (severity loss) of $4.8 billion and $8.9 billion in the three- and
However, the maturing loans are frequently renewed and six-month periods ended June 30, 2008, primarily related to
rolled over to extended dates. Collateral held for this certain RMBS and other structured securities. Even while
program at June 30, 2008 included interest bearing cash retaining their investment grade ratings and timely
equivalents with overnight maturities of $10.4 billion and continuation of interest and principal payments, such
other short-term investments of $1.4 billion. securities were priced at a significant discount to cost

(generally below 60 cents on the dollar). NotwithstandingLiquidity in the securities pool is managed based upon
AIG’s intent and ability to hold such securities indefinitely,historical experience regarding volatility of daily, weekly and
and despite structures that indicate that a substantial amountbiweekly loan balances. The decline in the level of securities
of the securities should continue to perform in accordancelent, and thus the liability for collateral due back to the
with original terms, AIG concluded that it could notborrowers, is the result of AIG’s overall strategy to reduce the
reasonably assert that the recovery period would besize of this program over time.
temporary.

In addition, the invested securities are carried at fair
As a result of AIG’s periodic evaluation of its securitiesvalue with unrealized gains and losses recorded in

for other-than-temporary impairments in value, AIGaccumulated other comprehensive income (loss) while net
recorded other-than-temporary impairment charges ofrealized gains and losses are recorded in earnings. The net
$6.8 billion and $417 million in the three-month periodsunrealized loss on the investments was $8.2 billion as of
ended June 30, 2008 and 2007, respectively, andJune 30, 2008. During the three- and six-month periods
$12.4 billion and $884 million in the six-month periodsended June 30, 2008, AIG recorded net realized losses of
ended June 30, 2008 and 2007, respectively.$3.8 billion and $6.7 billion, respectively, on this portfolio,

predominantly related to other-than-temporary impairments. In addition to the above severity losses, AIG recorded
other-than-temporary impairment charges in the three- andAIG has agreed to deposit into the securities pool an
six-month periods ended June 30, 2008 and 2007 related to:amount equal to the investment losses realized by the pool in

) securities that AIG does not intend to hold untilconnection with sales of impaired securities, up to $5 billion.
recovery;

Portfolio Review
) declines due to foreign exchange rates;

Other-Than-Temporary Impairments ) issuer-specific credit events;
AIG assesses its ability to hold any fixed maturity security in an ) certain structured securities impaired under Emerging
unrealized loss position to its recovery, including fixed maturity Issues Task Force Issue No. 99-20, ‘‘Recognition of
securities classified as available for sale, at each balance sheet Interest Income and Impairment on Purchased
date. The decision to sell any such fixed maturity security Beneficial Interests and Beneficial Interests that
classified as available for sale reflects the judgment of AIG’s Continue to be Held by a Transferor in Securitized
management that the security sold is unlikely to provide, on a Financial Assets’’; and
relative value basis, as attractive a return in the future as ) other impairments, including equity securities and
alternative securities entailing comparable risks. With respect to partnership investments.
distressed securities, the sale decision reflects management’s
judgment that the risk-discounted anticipated ultimate recovery
is less than the value achievable on sale.
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The composition of net realized capital gains (losses), which include other-than-temporary impairments, were as follows:
Three Months Six Months

Ended Ended
June 30, June 30,

(in millions) 2008 2007 2008 2007

Sales of fixed maturities $ (29) $ (210) $ (10) $ (169)

Sales of equity securities 240 285 320 443

Sales of real estate and other assets 172 364 325 499

Other-than-temporary impairments (6,777) (417) (12,370) (884)

Foreign exchange transactions (74) (244) (738) (108)

Derivative instruments 387 194 303 121

Total $ (6,081) $ (28) $ (12,170) $ (98)
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Other-than-temporary impairment charges by reporting segment were as follows:

Life
Insurance &

General Retirement Financial Asset
(in millions) Insurance Services Services Management Other Total

Three months ended June 30, 2008
Impairment Type:

Severity $ (633) $ (3,374) $ (16) $ (820) $ — $ (4,843)
Trading at 25 percent or more discount for nine

consecutive months — — — — — —
Lack of intent to hold to recovery — (237) (1) (3) — (241)
Foreign currency declines — (633) — — — (633)
Issuer-specific credit events (46) (276) — — — (322)
Adverse projected cash flows on structured securities (6) (673) — (59) — (738)

Total $ (685) $ (5,193) $ (17) $ (882) $ — $ (6,777)

Three months ended June 30, 2007

Impairment Type:

Severity $ — $ — $ — $ — $ — $ —

Trading at 25 percent or more discount for nine

consecutive months — (6) — — — (6)

Lack of intent to hold to recovery (64) (211) (2) — — (277)

Foreign currency declines — (92) — — — (92)

Issuer-specific credit events (20) (9) — — (6) (35)

Adverse projected cash flows on structured securities — (6) — (1) — (7)

Total $ (84) $ (324) $ (2) $ (1) $ (6) $ (417)

Six months ended June 30, 2008
Impairment Type:

Severity $ (745) $ (6,530) $ (27) $ (1,645) $ (1) $ (8,948)
Trading at 25 percent or more discount for nine

consecutive months — — — — — —
Lack of intent to hold to recovery (21) (928) (2) (70) — (1,021)
Foreign currency declines — (1,034) — — — (1,034)
Issuer-specific credit events (67) (388) — (38) — (493)
Adverse projected cash flows on structured securities (7) (705) — (162) — (874)

Total $ (840) $ (9,585) $ (29) $ (1,915) $ (1) $(12,370)

Six months ended June 30, 2007

Impairment Type:

Severity $ — $ — $ — $ — $ — $ —

Trading at 25 percent or more discount for nine

consecutive months — (6) — — — (6)

Lack of intent to hold to recovery (72) (298) (2) (2) — (374)

Foreign currency declines — (304) — — — (304)

Issuer-specific credit events (58) (101) — (27) (6) (192)

Adverse projected cash flows on structured securities — (7) — (1) — (8)

Total $ (130) $ (716) $ (2) $ (30) $ (6) $ (884)
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Other-than-temporary severity-related impairment charges for the three- and six-month periods ended June 30, 2008 by
type of security and credit rating were as follows:

Rating: Other
(in millions) RMBS CDO CMBS Securities Total

Three months ended June 30, 2008
Fixed Maturities:

AAA $2,964 $ 1 $106 $ — $ 3,071
AA 704 1 32 — 737
A 178 6 187 — 371
BBB and below 254 39 62 — 355
Nonrated — — — — —

Equities — — — 309 309

Total $4,100 $ 47 $387 $309 $ 4,843

Six months ended June 30, 2008*

Fixed Maturities:

AAA $4,460 $ 22 $223 $ 12 $ 4,717
AA 1,556 41 71 1 1,669
A 482 55 485 4 1,026
BBB and below 750 39 125 20 934
Nonrated — — — 17 17

Equities — — — 585 585

Total $7,248 $157 $904 $639 $ 8,948
*Ratings are as of the date of the impairment charge.

No other-than-temporary impairment charge with periods ended June 30, 2008 was $75 million and
respect to any one single counterparty was significant to $87 million, respectively.
AIG’s consolidated financial condition or results of

Commercial Mortgage Loan Exposureoperations, and no individual other-than-temporary
impairment charge exceeded two percent of the consolidated At June 30, 2008, AIG had direct commercial mortgage loan
net loss in the six-month period ended June 30, 2008. exposure of $17.1 billion, with $15.8 billion representing

U.S. loan exposure. At that date, substantially all of theIn periods subsequent to the recognition of an other-
U.S. loans were current. The remaining commercial mortgagethan-temporary impairment charge for fixed maturity
loans are secured predominantly by properties in Japan. Insecurities that is not credit or foreign exchange related, AIG
addition, at June 30, 2008, AIG had approximatelygenerally accretes into income the discount or amortizes the
$2.3 billion in residential mortgage loans in jurisdictionsreduced premium resulting from the reduction in cost basis
outside the United States, primarily backed by properties inover the remaining life of the security. The amount of
Taiwan and Thailand.accretion recognized in earnings for the three- and six-month
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An aging of the pre-tax unrealized losses of fixed maturity and equity securities, distributed as a percentage of cost
relative to unrealized loss (the extent by which the fair value is less than amortized cost or cost), including the number of
respective items, at June 30, 2008 was as follows:

Less than or equal Greater than 20% Greater than 50%
to 20% of Cost(b) to 50% of Cost(b) of Cost(b) TotalAging(a)

(dollars in Unrealized Unrealized Unrealized Unrealized
millions) Cost(c) Loss Items Cost(c) Loss Items Cost(c) Loss Items Cost(c) Loss(d) Items

Investment

grade bonds

0-6 months $133,610 $ 4,302 19,544 $ 1,910 $ 467 334 $ — $ — — $135,520 $ 4,769 19,878

7-12 months 56,297 4,597 4,337 23,676 7,118 740 — — — 79,973 11,715 5,077

H12 months 58,277 4,773 8,523 7,541 2,074 827 — — — 65,818 6,847 9,350

Total $248,184 $13,672 32,404 $33,127 $9,659 1,901 $ — $ — — $281,311 $23,331 34,305

Below

investment

grade bonds

0-6 months $ 6,215 $ 173 1,384 $ 154 $ 54 24 $ — $ — — $ 6,369 $ 227 1,408

7-12 months 1,294 94 349 74 21 21 — — — 1,368 115 370

H12 months 1,163 79 540 59 15 14 — — — 1,222 94 554

Total $ 8,672 $ 346 2,273 $ 287 $ 90 59 $ — $ — — $ 8,959 $ 436 2,332

Total bonds

0-6 months $139,826 $ 4,475 20,928 $ 2,064 $ 521 358 $ — $ — — $141,890 $ 4,996 21,286

7-12 months 57,590 4,691 4,686 23,750 7,139 761 — — — 81,340 11,830 5,447

H12 months 59,440 4,852 9,063 7,600 2,089 841 — — — 67,040 6,941 9,904

Total(e) $256,856 $14,018 34,677 $33,414 $9,749(f) 1,960 $ — $ — — $290,270 $23,767 36,637

Equity securities

0-6 months $ 4,590 $ 336 3,900 $ 316 $ 86 667 $ — $ — — $ 4,906 $ 422 4,567

7-12 months 747 86 325 381 108 272 — — — 1,128 194 597

H12 months — — — — — — — — — — — —

Total $ 5,337 $ 422 4,225 $ 697 $ 194 939 $ — $ — — $ 6,034 $ 616 5,164

(a) Represents the number of consecutive months that fair value has been less than cost by any amount.

(b) Represents the percentage by which fair value is less than cost at the balance sheet date.

(c) For bonds, represents amortized cost.

(d) The effect on net income of unrealized losses after taxes will be mitigated upon realization because certain realized losses will be charged to participating

policyholder accounts, or realization will result in current decreases in the amortization of certain DAC.

(e) Includes securities lending invested collateral.

(f) Of this $9.7 billion, $6.7 billion relates to RMBS, CMBS, CDOs and ABS with unrealized losses between 25 percent and 50 percent; and $1.9 billion relates

to RMBS, CMBS, CDOs and ABS with unrealized losses between 20 percent and 25 percent. The balance represents all other classes of fixed maturity

securities.

The aging of the unrealized losses of RMBS, CMBS, CDOs securities. Moreover, AIG is unable to assess the effect, if any,
and ABS with fair values between 20 percent and 50 percent that recent transactions involving sales of large portfolios of
less than their cost at June 30, 2008 (in footnote (f) to the CDOs will have on the pricing of its available for sale
table above) is shown in the table below, which provides the securities.
period in which those securities in unrealized loss positions

Unrealized  gains  and losseswould become candidates for impairment solely because they
have been trading at a discount for nine consecutive months At June 30, 2008, the carrying value of AIG’s fixed maturity
(AIG’s other-than-temporary aging guideline) without regard and equity securities aggregated $516.4 billion. At June 30,
to the level of discount (AIG’s other-than-temporary trading 2008, aggregate pre-tax unrealized gains for fixed maturity
level guideline), assuming prices remained unchanged. and equity securities were $13.1 billion ($8.5 billion after
(in millions) Third Fourth First tax).

Quarter Quarter Quarter
Unrealized loss percent 2008 2008 2009 Total

At June 30, 2008, the aggregate pre-tax gross unrealized25 to 50 percent $69 $3,574 $3,104 $6,747
losses on fixed maturity and equity securities were20 to less than 25 percent $ 6 $ 35 $1,856 $1,897

Given the current difficult market conditions, AIG is not able
to predict reasonably likely changes in the prices of these
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$24.4 billion ($15.9 billion after tax). Additional AIG has continued to invest in human resources, systems
information about these securities is as follows: and processes in the enterprise risk management functions,

both at the corporate and business unit levels. These efforts
) These securities were valued, in the aggregate, at

include implementing systems and processes to ensure the
approximately 92 percent of their current amortized

aggregation of the various categories of risk across business
cost.

units and as a whole, and incorporating forward-looking
) Approximately 12 percent of these securities were analyses and stress tests. These initiatives are ongoing and

valued at less than 20 percent of their current cost, or will take time to implement, including the hiring of additional
amortized cost. qualified personnel.

Credit  Risk  Management) Approximately three percent of the fixed maturity
securities had issuer credit ratings that were below AIG defines its aggregate credit exposures to a counterparty
investment grade. as the sum of its fixed maturities, loans, finance leases,

derivatives (mark to market), deposits (in the case of financialAIG did not consider these securities in an unrealized
institutions) and the specified credit equivalent exposure toloss position to be other-than-temporarily impaired at
certain insurance products which embody credit risk.June 30, 2008, because management has the intent and
The following table presents AIG’s largest credit exposuresability to hold these investments until they recover their cost
at June 30, 2008 as a percentage of total consolidatedbasis. AIG believes the securities will generally continue to
shareholders’ equity:perform in accordance with the original terms,

notwithstanding the present price declines. Credit Exposure
as a Percentage of Total

For the three- and six-month periods ended June 30, Consolidated
Category Risk Rating(a) Shareholders’ Equity2008, unrealized losses related to investment grade bonds
Investment Grade:increased $1.0 billion ($0.7 billion after tax) and

10 largest combined A+ (weighted) 113.9%$10.5 billion ($6.8 billion after tax), respectively, reflecting
average(b)

the widening of credit spreads, partially offset by the effects Single largest non- sovereign
of a decline in risk-free interest rates. (financial institution) A+ 13.3

Single largest corporate AAA 9.0
The amortized cost and fair value of fixed maturity Single largest sovereign A 22.2

Non-Investment Grade:securities available for sale in an unrealized loss position at
Single largest sovereign BB+ 1.0June 30, 2008, by contractual maturity, were as follows:
Single largest non- sovereign BB+ 0.6

Amortized Fair
(in millions) Cost Value (a) Risk rating is based on external ratings, or equivalent based on AIG’s
Due in one year or less $ 8,067 $ 7,945 internal risk rating process.
Due after one year through five years 43,226 41,595
Due after five years through ten years 68,941 65,592 (b) Five of the ten largest credit exposures are to highly-rated financial
Due after ten years 77,824 72,700 institutions and four are to investment-grade rated sovereigns; none is
Mortgage-backed, asset-backed and

rated lower than BBB+ or its equivalent.collateralized 92,212 78,671
Total $290,270 $266,503 AIG closely controls its aggregate cross-border

exposures to avoid excessive concentrations in any oneFor the six-month period ended June 30, 2008, the pre-
country or regional group of countries. AIG defines its cross-tax realized losses incurred with respect to the sale of fixed
border exposure to include both cross-border creditmaturities and equity securities were $0.8 billion. The
exposures and its large cross-border investments in its ownaggregate fair value of securities sold was $8.9 billion, which
international subsidiaries. Thirteen countries had cross-was approximately 92 percent of amortized cost. The average
border exposures in excess of 10 percent of total consolidatedperiod of time that securities sold at a loss during the six-
shareholders’ equity at June 30, 2008. At that date eight weremonth period ended June 30, 2008 were trading continuously
AAA-rated, four were AA-rated and one was A-rated.at a price below book value was approximately five months.

See Risk Management — Corporate Risk Management — In addition, AIG closely monitors its industry
Credit Risk Management in the 2007 Annual Report on concentrations, the risks of which are often mitigated by the
Form 10-K for an additional discussion of investment risks breadth and scope of AIG’s international operations.
associated with AIG’s investment portfolio. Excluding the U.S. residential and commercial mortgage

sectors, AIG’s single largest industry credit exposure is to the
Risk Management highly-rated global financial institutions sector, accounting for

128 percent of total consolidated shareholders’ equity atFor a complete discussion of AIG’s risk management
June 30, 2008 (compared to 87 percent at December 31, 2007,program, see Risk Management in the 2007 Annual Report
as a portion of the proceeds of the May 2008 capital raisingon Form 10-K.
was deposited with banks). AIG’s other industry credit
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concentrations in excess of 10 percent of total consolidated Asset Management) and also by market risk factor (interest
shareholders’ equity are in the following industries (in rate, currency and equity). AIG’s market risk VaR
descending order by approximate size): calculations include exposures to benchmark Treasury or

swap interest rates, but do not include exposures to credit-) Oil and gas;
based factors such as credit spreads. AIG’s credit exposures

) Electric and water utilities; within its invested assets and credit derivative portfolios are
discussed in Risk Management — Segment Risk) European regional financial institutions;
Management — Financial Services in the 2007 Annual

) Global life insurance carriers; Report on Form 10-K.

) Global telecommunications companies; For the insurance segments, assets included are invested
assets (excluding direct holdings of real estate) and liabilities) U.S.-based regional financial institutions;
included are reserve for losses and loss expenses, reserve for

) Global securities firms and exchanges; unearned premiums, future policy benefits for life and
accident and health insurance contracts and other) Global reinsurance firms;
policyholders’ funds. For financial services companies, loans

) Government sponsored entities; and leases represent the majority of assets represented in the
VaR calculation, while bonds and notes issued represent the) Healthcare companies; and
majority of liabilities.

) Retail companies.
AIG calculated the VaR with respect to net fair values as

Other than as described above, there were no significant of June 30, 2008 and December 31, 2007. The VaR number
changes to AIG’s credit exposures as set forth in Risk represents the maximum potential loss as of those dates that
Management — Corporate Risk Management — Credit Risk could be incurred with a 95 percent confidence (i.e., only five
Management in the 2007 Annual Report on Form 10-K. percent of historical scenarios show losses greater than the

VaR figure) within a one-month holding period. AIG uses the
Market  Risk  Management

historical simulation methodology that entails repricing all
Insurance,  Asset  Management  and assets and liabilities under explicit changes in market rates
Non-Trading  Financial  Services  Value  at  Risk  (VaR) within a specific historical time period. AIG uses the most

recent three years of historical market information forAIG performs one comprehensive VaR analysis across all of
interest rates, foreign exchange rates, and equity index prices.its non-trading businesses, and a separate VaR analysis for its
For each scenario, each transaction was repriced. Segmenttrading business at AIGFP. The comprehensive VaR is
and AIG-wide scenario values are then calculated by nettingcategorized by AIG business segment (General Insurance, Life
the values of all the underlying assets and liabilities.Insurance & Retirement Services, Financial Services and
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The following table presents the period-end, average, high and low VaRs on a diversified basis and of each component of
market risk for AIG’s non-trading businesses. The diversified VaR is usually smaller than the sum of its components due to
correlation effects.

2008 2007
Six Months Ended June 30, Year Ended December 31,As of As of

(in millions) June 30 Average High Low December 31 Average High Low

Total AIG non-trading market risk:
Diversified $6,645 $6,363 $6,851 $5,593 $5,593 $5,316 $5,619 $5,073
Interest rate 4,822 4,798 5,190 4,383 4,383 4,600 4,757 4,383
Currency 1,022 884 1,022 785 785 729 785 685
Equity 3,138 3,011 3,268 2,627 2,627 2,183 2,627 1,873

General Insurance:
Diversified $1,377 $1,365 $1,377 $1,356 $1,363 $1,637 $1,892 $1,363
Interest rate 1,218 1,138 1,218 1,078 1,117 1,492 1,792 1,117
Currency 328 296 328 255 255 222 255 205
Equity 1,030 958 1,030 835 835 659 835 573

Life Insurance & Retirement Services:
Diversified $6,096 $5,853 $6,284 $5,180 $5,180 $4,848 $5,180 $4,574
Interest rate 4,658 4,683 4,987 4,405 4,405 4,465 4,611 4,287
Currency 807 693 807 621 649 621 678 568
Equity 2,196 2,072 2,210 1,810 1,810 1,512 1,810 1,293

Non-Trading Financial Services:
Diversified $ 131 $ 132 $ 167 $ 99 $ 99 $ 117 $ 170 $ 85
Interest rate 125 128 164 95 95 116 168 76
Currency 17 15 17 13 13 12 13 11
Equity 2 1 2 1 1 1 1 1

Asset Management:
Diversified $ 61 $ 50 $ 61 $ 38 $ 38 $ 49 $ 74 $ 26
Interest rate 56 43 56 32 32 45 72 22
Currency 2 2 2 2 2 3 5 2
Equity 11 12 13 11 13 11 13 8

AIG’s total non-trading market risk VaR increased from operates under established market risk limits based upon this
$5.6 billion at year-end 2007 to $6.6 billion at June 30, 2008. VaR calculation. In addition, AIGFP backtests its VaR.
The biggest drivers of this increase were updated liability cash

In the calculation of VaR for AIGFP, AIG uses the
flow projections, increased volatilities in equity markets and

historical simulation methodology based on estimated
‘‘tail’’ effects (increased riskiness of the worst 5 percent of

changes to the value of all transactions under explicit changes
simulated portfolio outcomes that determine VaR).

in market rates and prices within a specific historical time
period. AIGFP attempts to secure reliable and independent

Capital  Markets  Trading  VaR
current market prices, such as published exchange prices,

AIGFP attempts to minimize risk in benchmark interest rates, external subscription services such as Bloomberg or Reuters,
equities, commodities and foreign exchange. Market or third-party or broker quotes. When such prices are not
exposures in option implied volatilities, correlations and available, AIGFP uses an internal methodology that includes
basis risks are also minimized over time. extrapolation from observable and verifiable prices nearest to

the dates of the transactions. Historically, actual results haveAIGFP’s minimal reliance on market risk driven revenue
not deviated from these models in any material respect.is reflected in its VaR. AIGFP’s VaR calculation is based on

the interest rate, equity, commodity and foreign exchange AIGFP reports its VaR level using a 95 percent
risk arising from its portfolio. Credit-related factors, such as confidence level and a one-day holding period, facilitating
credit spreads or credit default, are not included in AIGFP’s risk comparison with AIGFP’s trading peers and reflecting
VaR calculation. Because the market risk with respect to the fact that market risks can be actively assumed and offset
securities available for sale, at market, is substantially in AIGFP’s trading portfolio.
hedged, segregation of the financial instruments into trading
and other than trading was not considered necessary. AIGFP
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The following table presents the year-end, average, high, and low VaRs on a diversified basis and of each component of
market risk for Capital Markets operations. The diversified VaR is usually smaller than the sum of its components due to
correlation effects.

Six Months Ended June 30, 2008 Year Ended December 31, 2007As of As of
(in millions) June 30 Average High Low December 31 Average High Low

Capital Markets trading
market risk:

Diversified $6 $6 $9 $ 5 $5 $5 $8 $4
Interest rate 2 2 3 1 3 2 3 2
Currency 1 1 2 — 1 1 2 1
Equity 2 2 4 2 3 3 5 2
Commodity 5 5 7 3 3 3 7 2

capital benefit. AIG expects that the majority of these
Credit  Derivatives

transactions will be terminated within the next 9 to
21 months by AIGFP’s counterparties. As of July 31, 2008,AIGFP enters into credit derivative transactions in the
$80.7 billion in notional exposures have either beenordinary course of its business. The majority of AIGFP’s
terminated or are in the process of being terminated. AIGFPcredit derivatives require AIGFP to provide credit protection
was not required to make any payments as part of theseon a designated portfolio of loans or debt securities. AIGFP
terminations and in certain cases was paid a fee uponprovides such credit protection on a ‘‘second loss’’ basis,
termination.under which AIGFP’s payment obligations arise only after

credit losses in the designated portfolio exceed a specified
In light of early termination experience to date and after

threshold amount or level of ‘‘first losses.’’
other comprehensive analyses, AIG determined that there
was no unrealized market valuation adjustment for thisIn certain cases, the credit risk associated with a
regulatory capital relief portfolio for the six-month perioddesignated portfolio is tranched into different layers of risk,
ended June 30, 2008 other than for transactions wherewhich are then analyzed and rated by the credit rating
AIGFP believes the counterparties are no longer using theagencies. Typically, there will be an equity layer covering the
transactions to obtain regulatory capital relief. AIG willfirst credit losses in respect of the portfolio up to a specified
continue to assess the valuation of this portfolio and monitorpercentage of the total portfolio, and then successive layers
developments in the marketplace. Given the significantranging from generally a BBB-rated layer to one or more
deterioration in the credit markets and the risk that AIGFP’sAAA-rated layers. In transactions that are rated with respect
expectations with respect to the termination of theseto the risk layer or tranche that is immediately junior to the
transactions by its counterparties may not materialize, therethreshold level above which AIGFP’s payment obligation
can be no assurance that AIG will not recognize unrealizedwould generally arise, a significant majority were rated AAA
market valuation losses from this portfolio in future periods,at origination by the rating agencies. In transactions that are
and recognition of even a small percentage decline in the fairnot rated, AIGFP applies the same risk criteria for setting the
value of this portfolio could be material to an individualthreshold level for its payment obligations. Therefore, the
reporting period.risk layer assumed by AIGFP with respect to the designated

portfolio in these transactions is often called the ‘‘super
During the second quarter of 2008, a regulatory capital

senior’’ risk layer, defined as the layer of credit risk senior to
relief transaction with a notional amount of $1.6 billion and

a risk layer that has been rated AAA by the credit rating
a fair value loss of $125 million was not terminated as

agencies, or if the transaction is not rated, equivalent thereto.
expected when it no longer provided regulatory capital
benefit to the counterparty. This transaction providedApproximately $307 billion (consisting of corporate
protection on an RMBS unlike the other regulatoryloans and prime residential mortgages) of the $441 billion in
transactions which provide protection on loan portfolios heldnotional exposure of AIGFP’s super senior credit default
by the counterparties. The documentation for this transactionswap portfolio as of June 30, 2008 represented derivatives
contains provisions not included in AIGFP’s other regulatorywritten for financial institutions, principally in Europe, for
capital relief transactions, which enable the counterparty tothe purpose of providing regulatory capital relief rather than
arbitrage a specific credit exposure.risk mitigation. In exchange for a minimum guaranteed fee,

the counterparties receive credit protection with respect to
Approximately $54 billion of the $441 billion in

diversified loan portfolios they own, thus improving their
notional exposure on AIGFP’s super senior credit default

regulatory capital position. These derivatives are generally
swaps as of June 30, 2008 was written on designated pools of

expected to terminate at no additional cost to the
investment grade corporate debt and CLOs. AIG estimates

counterparty when they no longer provide the regulatory
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the fair value of this corporate credit default swap portfolio June 30, 2008, AIGFP repurchased securities with a principal
by reference to benchmark indices, including the CDX and amount of approximately $917 million in connection with
iTraxx, and third-party prices and collateral calls. No these obligations. In certain transactions, AIGFP has
assurance can be given that the fair value of AIG’s corporate contracted with third parties to provide liquidity for the
credit default swap portfolio would not change materially if securities if they are put to AIGFP for up to a three-year
other market indices or pricing sources were used to estimate period. Such liquidity facilities totaled $8.5 billion at June 30,
the fair value of the portfolio. 2008. As of August 5, 2008, AIGFP has utilized $3.2 billion

of these liquidity facilities. At June 30, 2008, AIGFP had
In addition to writing credit protection on the super $11.3 billion of notional exposure on 2a-7 Puts, included as

senior risk layer on designated portfolios of loans or debt part of the multi-sector CDO portfolio discussed herein.
securities, AIGFP also wrote protection on tranches below
the super senior risk layer. At June 30, 2008 the notional Certain of these credit derivatives are subject to
amount of the credit default swaps in the regulatory capital collateral posting provisions. These provisions differ among
relief portfolio written on tranches below the super senior counterparties and asset classes. In the case of most of the
risk layer was $5.8 billion, with an estimated fair value loss of multi-sector CDO transactions, the amount of collateral
$171 million. required is determined based on the change in value of the

underlying cash security that represents the super senior risk
While the credit default swaps written on corporate debt layer subject to credit protection, and not on the change in

obligations are cash settled, the majority of the credit default value of the super senior credit derivative.
swaps written on CDOs and CLOs require physical
settlement. Under a physical settlement arrangement, AIGFP As of July 31, 2008, AIGFP had received collateral calls
would be required to purchase the referenced super senior from counterparties in respect of certain super senior credit
security at par in the event of a non-payment on that security. default swaps (including those entered into by counterparties
Certain of the AIGFP credit default swaps with an aggregate for regulatory capital relief purposes and those in respect of
notional amount totaling $8.2 billion protect CDOs that corporate debt/CLOs). At times, valuation estimates made by
include over-collateralization provisions that adjust the value certain of the counterparties with respect to certain super
of the collateral based, in part, on the ratings of the collateral senior credit default swaps or the underlying reference CDO
underlying the CDOs. If the over-collateralization provisions securities, for purposes of determining the amount of
are not satisfied, an event of default would occur creating a collateral required to be posted by AIGFP in connection with
right to accelerate. In certain of these circumstances, AIGFP such instruments, have differed significantly from AIGFP’s
may be required to purchase the referenced super senior estimates. AIG is unable to assess the effect, if any, that recent
security at par upon the acceleration of the security. As of transactions involving sales of large portfolios of CDOs will
July 31, 2008, six CDOs for which AIGFP had written credit have on collateral posting requirements. In almost all cases,
protection on the super senior CDO securities had AIGFP has been able to successfully resolve the differences or
experienced events of default. One of these CDOs has been otherwise reach an accommodation with respect to collateral
accelerated and AIGFP extinguished a portion of its swap posting levels, including in certain cases by entering into
obligations by purchasing the protected CDO security for compromise collateral arrangements, some of which are for
$103 million, principal amount outstanding related to this specified periods of time. Due to the ongoing nature of these
obligation. AIGFP’s remaining notional exposure with collateral calls, AIGFP may engage in discussions with one or
respect to these CDOs was $1.5 billion at July 31, 2008. more counterparties in respect of these differences at any
AIGFP cannot currently quantify its obligations which might time. As of July 31, 2008, AIGFP had posted collateral (or
occur in the future under the foregoing provisions, or had received collateral, where offsetting exposures on other
determine the timing of any additional purchases that might transactions resulted in the counterparty posting to AIGFP)
be required. Therefore, there can be no assurance that the based on exposures, calculated in respect of super senior
extinguishment of these obligations by AIGFP will not have a credit default swaps, in an aggregate net amount of
material effect on AIG’s liquidity. $16.5 billion. Valuation estimates made by counterparties for

collateral purposes were considered in the determination of
AIGFP has written 2a-7 Puts in connection with certain the fair value estimates of AIGFP’s super senior credit default

multi-sector CDOs that allow the holders of the securities to swap portfolio.
treat the securities as eligible short-term 2a-7 investments

The unrealized market valuation losses of $26.1 billionunder the Investment Company Act of 1940. Holders of
recorded on AIGFP’s super senior multi-sector CDO creditsecurities are permitted, in certain circumstances, to tender
default swap portfolio represents the cumulative change intheir securities to the issuers at par. If an issuer’s remarketing
fair value of these derivatives, which represents AIG’s bestagent is unable to resell the securities so tendered, AIGFP
estimate of the amount it would need to pay to a willing, ablemust purchase the securities at par as long as the security has
and knowledgeable third party to assume the obligationsnot experienced a default. During the six-month period ended
under
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AIGFP’s super senior multi-sector credit default swap delinquency percentages depending on the age of the mortgage
portfolio as of June 30, 2008. pool. To those assumed defaults AIG applied loss severities

(one minus recovery) to derive estimated ultimate losses for
Stress Testing/Sensitivity Analysis

each mortgage pool comprising a subprime, Alt-A and prime
At June 30, 2008, AIG used a roll rate analysis to stress RMBS. Because subprime, Alt-A and prime RMBS have

the AIGFP super senior multi-sector CDO credit default swap differing characteristics, the roll rates and loss severities
portfolio for potential pre-tax realized credit losses that it differed. AIG then estimated tranche losses from these roll rate
may incur if the multi-sector CDO super senior credit default losses by applying the pool losses up through the capital
swap portfolio and the referenced obligations acquired by structure of the RMBS. In this estimate of tranche losses, AIG
AIGFP in extinguishing its obligations under the swaps are introduced in the quarter an enhancement to the roll rate
held to maturity. Credit losses represent an estimate of the analysis to take into account the cash flow waterfall and to
potential shortfall of principal and/or interest cash flows on capture the potential effects, both positive and negative, of
the referenced obligations and credits underlying the cash flow diversion within each CDO. To these estimated
portfolio that will not be recovered assuming the portfolio subprime, Alt-A and prime RMBS losses AIG added estimated
and referenced obligations are held to maturity. Two credit losses on the inner CDOs and other ABS, such as CMBS,
scenarios illustrated in this process resulted in potential pre- credit card and auto loan ABS, calculated by using rating-
tax realized credit losses of approximately $5.0 billion based static percentages, in the case of inner CDOs varying by
(Scenario A) and approximately $8.5 billion (Scenario B). vintage and type of CDO, and, in the case of other ABS, by
Actual ultimate realized credit losses are likely to vary, rating. In addition to the foregoing, the analysis incorporates
perhaps materially, from these scenarios, and there can be no the effects of certain other factors such as mortgage
assurance that the ultimate realized credit losses related to the prepayment rates, excess spread and delinquency triggers. The
AIGFP super senior multi-sector CDO credit default swap total of the roll rate losses and the losses on the inner CDOs
portfolio will be consistent with either scenario or that such and other ABS using two different scenarios of assumptions
realized credit losses will not exceed the potential realized yielded estimated potential pre-tax realized credit losses of
credit losses illustrated by Scenario B. approximately $5.0 billion and approximately $8.5 billion.

In prior quarters, AIG conducted risk analyses of the At March 31, 2008, AIG’s credit-based analyses
AIGFP super senior multi-sector CDO credit default swap estimated potential pre-tax realized credit losses at
portfolio using certain ratings-based static stress tests, which approximately $1.2 billion to $2.4 billion. The estimate of
centered around scenarios of further stress on the portfolio $2.4 billion was derived using the roll rate stress test
resulting from downgrades by the rating agencies from current described above. The increase in the estimated potential
levels on the underlying collateral in the CDO structures realized credit loss illustrated by Scenarios A and B was the
supported by AIGFP’s credit default swaps. During the first result of both enhancements to the model and changes in the
quarter of 2008, AIG developed an additional methodology to assumptions used. The model was enhanced by inclusion of
conduct stress tests for potential realized credit losses from prime RMBS into the portfolio of securities subjected to the
AIGFP’s super senior multi-sector CDO credit default swap roll rate analysis and the introduction of analytics to capture
portfolio that combined a roll rate estimate of the losses the potential effects of the cash flow waterfall. Changes in
emanating from the subprime and Alt-A RMBS collateral assumptions included revisions to the roll rate percentages
securities in the multi-sector CDOs, plus an estimate of losses and loss severities on subprime and Alt-A mortgages in view
arising from CDO securities (inner CDOs) and other ABS, of deteriorating real estate market conditions, as well as a
such as CMBS, credit card and auto loan ABS, held by the higher stress to other ABS collateral and the use of current
CDOs. In conducting its risk analyses as of June 30, 2008, AIG inner CDO ratings in the rating-based static percentage. The
discontinued use of the rating-based static stress test and used potential realized credit loss illustrated by Scenario B is the
only the roll rate stress test because it believes that the roll rate result of applying different, more highly stressed assumptions
stress test provides a more reasonable analysis methodology to to the roll rate analysis model than those used in Scenario A.
illustrate potential realized credit losses than the rating-based

Due to the dislocation in the market for CDO and RMBS
static stress test used previously.

collateral, AIG does not use the market values of the
In the second quarter of 2008, AIG stressed the AIGFP underlying CDO collateral in estimating its potential realized

super senior multi-sector CDO credit default swap portfolio credit losses. The use of factors derived from market-
using a roll rate analysis as applied to all RMBS collateral observable prices in models used to determine the estimates for
including subprime, Alt-A and prime residential mortgages future realized credit losses could result in materially higher
that comprise the subprime, Alt-A and prime RMBS. This estimates of potential realized credit losses.
analysis assumed that certain percentages of actual delinquent Under the terms of most of these credit derivatives, credit
mortgages will roll into default and foreclosure. It also losses to AIG would generally result from the credit
assumed that certain percentages of non-delinquent mortgages
will become delinquent and default over time, with those
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impairment of the referenced obligations that AIG would a net loss of $26.1 billion at June 30, 2008. The net loss
acquire in extinguishing its swap obligations. Based upon its represents AIG’s best estimate of the amount it would need to
most current analyses, AIG believes that any credit losses pay to a willing third party to assume the obligations under
which may emerge over time at AIGFP will not be material to AIGFP’s super senior multi-sector CDO credit default swap
AIG’s consolidated financial condition, but could be material portfolio. The fair value of AIGFP’s super senior multi-sector
to AIG’s liquidity. Other types of analyses or models could CDO credit default swap portfolio is based upon fair value
result in materially different estimates. AIG is aware that accounting principles, which rely on third-party prices for
other market participants have used different assumptions both the underlying collateral securities and the CDOs that
and methodologies to estimate the potential realized credit AIGFP’s super senior credit default swaps wrap. These prices
losses on AIGFP’s super senior multi-sector CDO credit currently incorporate liquidity premiums, risk aversion
default swap portfolio, resulting in significantly higher elements and credit risk modeling, which in some instances
estimates than those resulting from AIG’s roll rate stress may use more conservative assumptions than those used by
testing scenarios. Actual ultimate realized credit losses are AIG in its roll rate stress testing. Due to the ongoing
likely to vary, perhaps materially, from AIG’s roll rate stress disruption in the U.S. residential mortgage market and credit
testing scenarios, and there can be no assurance that the markets and the downgrades of RMBS and CDOs by the
ultimate realized credit losses related to the AIGFP super rating agencies, the market continues to lack transparency
senior multi-sector CDO credit default swap portfolio will be around the pricing of these securities. These prices are not
consistent with either scenario or that such realized credit necessarily reflective of the ultimate potential realized credit
losses will not exceed the potential realized credit losses losses AIGFP could incur in the future related to the AIGFP
illustrated by Scenario B. super senior multi-sector CDO credit default swap portfolio,

and AIG believes they incorporate a significant amount ofThe potential realized credit losses illustrated in
market-driven risk aversion.Scenarios A and B are lower than the fair value of AIGFP’s

super senior multi-sector CDO credit default swap portfolio,

ITEM  3. Quantitative  and  Qualitative  Disclosures  About  Market  Risk

Included  in  Item 2. Management’s  Discussion  and  Analysis  of  Financial  Condition  and  Results  of  Operations.

ITEM  4. Controls  and  Procedures

In connection with the preparation of this Quarterly Report results of operations for the three- and six-month periods
on Form 10-Q, an evaluation was carried out by AIG’s man- ended June 30, 2008 and 2007 and consolidated cash flows
agement, with the participation of AIG’s Chief Executive Of- for the six-month periods ended June 30, 2008 and 2007, in
ficer and Chief Financial Officer, of the effectiveness of AIG’s conformity with GAAP. In addition, there has been no
disclosure controls and procedures (as defined in change in AIG’s internal control over financial reporting (as
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange defined in Rule 13a-15(f) under the Exchange Act) that oc-
Act of 1934 (Exchange Act)). Disclosure controls and proce- curred during the quarter ended June 30, 2008 that has mate-
dures are designed to ensure that information required to be rially affected, or is reasonably likely to materially affect,
disclosed in reports filed or submitted under the Exchange AIG’s internal control over financial reporting.
Act is recorded, processed, summarized and reported within Throughout 2008 and 2007, AIG recorded out of period
the time periods specified in SEC rules and forms and that adjustments, many of which were detected as part of continu-
such information is accumulated and communicated to man- ing remediation efforts. It is AIG’s policy to record all error
agement, including the Chief Executive Officer and Chief corrections, without regard to materiality, and AIG has an
Financial Officer, to allow timely decisions regarding re- established, formal process for the identification, evaluation
quired disclosures. Solely as a result of the previously identi- and recording of all out of period adjustments. This process
fied material weakness in internal control over the fair value includes a heightened sensitivity for potential errors related to
valuation of the AIGFP super senior credit default swap port- the internal control matters discussed in Item 9A. of the 2007
folio and oversight thereof as described in the 2007 Annual Annual Report on Form 10-K. AIG distinguishes error cor-
Report on Form 10-K, AIG’s Chief Executive Officer and rections from changes in estimates by evaluating the facts and
Chief Financial Officer have concluded that, as of June 30, circumstances of such items, including considering whether
2008, AIG’s disclosure controls and procedures were ineffec- information was capable of being known at the time of origi-
tive. Notwithstanding the existence of this material weak- nal recording. AIG has evaluated the adjustments recorded in
ness, AIG believes that the consolidated financial statements 2008 and 2007 from a qualitative and quantitative perspec-
in this Quarterly Report on Form 10-Q fairly present, in all tive and concluded that such adjustments are immaterial indi-
material respects, AIG’s consolidated financial condition as vidually and in the aggregate to the current and prior periods.
of June 30, 2008 and December 31, 2007 and consolidated
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Part II – OTHER  INFORMATION

ITEM  2. Unregistered  Sales  of  Equity  Securities  and  Use  of  Proceeds

Information with respect to purchases of AIG Common stock during the three months ended June 30, 2008 was as follows:

Maximum Number
Total Number of of Shares that

Average Shares May Yet Be
Price Purchased as Purchased

Total Paid Part of Publicly Under the Plans
Number of per Announced Plans or Programs

Period Shares Purchased(a) Share or Programs at End of Month(b)

April 1 - 30 3,832,276 $46.78 3,832,276
May 1 - 31 — —
June 1 - 30 — —
Total 3,832,276 $46.78 3,832,276

(a) Reflects date of delivery. Does not include 4,245 shares delivered or attested to in satisfaction of the exercise price by holders of AIG employee stock options

exercised during the three months ended June 30, 2008.

(b) In February 2007, AIG’s Board of Directors increased AIG’s share repurchase program by authorizing the repurchase of shares with an aggregate purchase

price of $8 billion. In November 2007, AIG’s Board of Directors authorized the repurchase of an additional $8 billion in common stock. A balance of

$9 billion remained for purchases under the program as of June 30, 2008. AIG does not expect to purchase additional shares under its share repurchase

program for the foreseeable future.

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

At the Annual Meeting of Shareholders held on May 14, 2008, the Shareholders:

(a) Elected thirteen directors as follows:

Nominee Shares For Shares Withheld Abstained

Stephen F. Bollenbach 1,685,779,934 501,561,929 63,124,235
Martin S. Feldstein 1,691,691,682 506,469,958 52,304,458
Ellen V. Futter 1,652,157,470 542,842,042 55,466,586
Richard C. Holbrooke 1,518,501,128 675,477,016 56,487,954
Fred H. Langhammer 1,675,419,092 541,328,771 33,718,235
George L. Miles, Jr. 1,496,407,272 717,640,163 36,418,663
Morris W. Offit 1,532,712,325 682,550,113 35,203,660
James F. Orr III 1,603,644,400 609,750,276 37,071,422
Virginia M. Rometty 1,653,815,644 542,266,335 54,384,119
Martin J. Sullivan 1,691,337,900 520,729,226 38,398,972
Michael H. Sutton 1,499,773,544 715,209,935 35,482,619
Edmund S.W. Tse 1,690,069,518 521,903,489 38,493,091
Robert B. Willumstad 1,658,750,176 556,048,522 35,667,400

There were no broker non-votes with respect to this item.

(b) Approved by a vote of 1,599,775,289 shares for and 616,864,546 shares against, with 33,826,263 shares abstaining, a
proposal to ratify the selection of PricewaterhouseCoopers LLP as the independent registered public accounting firm for
2008. There were no broker non-votes with respect to this item.

(c) Rejected by a vote of 313,891,912 shares for and 1,363,468,866 shares against, with 391,665,309 shares abstaining and
181,440,011 broker non-votes, a shareholder proposal relating to the human right to water.

(d) Rejected by a vote of 347,720,077 shares for and 1,357,015,652 shares against, with 364,290,358 shares abstaining and
181,440,011 broker non-votes, a shareholder proposal relating to the reporting of political contributions.

ITEM  6. Exhibits

See accompanying Exhibit Index.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

AMERICAN INTERNATIONAL GROUP, INC.
(Registrant)

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Vice Chairman — Financial Services and

Chief Financial Officer

/s / DAVID L. HERZOG

David L. Herzog
Senior Vice President and Comptroller

Principal Accounting Officer

Dated: August 6, 2008
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EXHIBIT INDEX
Exhibit
Number Description Location

11 Statement re computation of per share earnings Included in Note 4 of Notes to Consoli-
dated Financial Statements.

12 Computation of ratios of earnings to fixed charges Filed herewith.
31 Rule 13a-14(a)/15d-14(a) Certifications Filed herewith.
32 Section 1350 Certifications Filed herewith.



Exhibit 12

American International Group, Inc.

Computation of Ratios of Earnings to Fixed Charges

Three Months Six Months
Ended June 30, Ended June 30,

(in millions, except ratios) 2008 2007 2008 2007

Income (loss) before income taxes and minority interest $ (8,756) $ 6,328 $(20,020) $12,500
Less – Equity income of less than 50% owned persons 8 49 17 91
Add – Dividends from less than 50% owned persons 21 25 21 25

(8,743) 6,304 (20,016) 12,434

Add – Fixed charges 2,901 2,442 5,093 5,114
Less – Capitalized interest 6 9 15 20

Income (loss) before income taxes, minority interest and fixed charges $ (5,848) $ 8,737 $(14,938) $17,528

Fixed charges:
Interest costs $ 2,826 $ 2,381 $ 4,943 $ 4,993
Rental expense(a) 75 61 150 121

Total fixed charges $ 2,901 $ 2,442 $ 5,093 $ 5,114

Ratio of earnings to fixed charges (b) 3.58 (b) 3.43

Secondary Ratio

Interest credited to GIC and GIA policy and contract holders $ (1,594) $(1,268) $ (2,520) $ (2,847)
Total fixed charges excluding interest credited to GIC and GIA policy and contract

holders $ 1,307 $ 1,174 $ 2,573 $ 2,267

Secondary ratio of earnings to fixed charges (b) 6.36 (b) 6.48

(a) The proportion considered representative of the interest factor.

(b) Earnings were inadequate to cover total fixed charges by $8,749 million and $20,031 million for the three- and six-month periods ended June 30, 2008. The

coverage deficiency for total fixed charges excluding interest credited to GIC and GIA policy and contract holders was $7,155 million and $17,511 million

for the three- and six-month periods ended June 30, 2008.

The secondary ratio is disclosed for the convenience of fixed ance subsidiaries, principally SunAmerica Life Insurance
income investors and the rating agencies that serve them and Company and AIG Financial Products Corp. and its subsidi-
is more comparable to the ratios disclosed by all issuers of aries, respectively. The proceeds from GICs and GIAs are
fixed maturity securities. The secondary ratio removes inter- invested in a diversified portfolio of securities, primarily in-
est credited to guaranteed investment contract (GIC) policy- vestment grade bonds. The assets acquired yield rates greater
holders and guaranteed investment agreement (GIA) contract than the rates on the related policyholders obligation or
holders. Such interest expenses are also removed from income agreement, with the intent of earning operating income from
(loss) before income taxes and minority interest used in this the spread.
calculation. GICs and GIAs are entered into by AIG’s insur-



Exhibit 31

CERTIFICATIONS

I, Robert B. Willumstad, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting;
and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/s / ROBERT B. WILLUMSTAD

Robert B. Willumstad
Chairman and Chief Executive Officer

Date: August 6, 2008



CERTIFICATIONS

I, Steven J. Bensinger, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting;
and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Vice Chairman — Financial Services and

Chief Financial Officer

Date: August 6, 2008



Exhibit 32

CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended June 30, 2008, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I,
Robert B. Willumstad, Chairman and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350,
that to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act
of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/s / ROBERT B. WILLUMSTAD

Robert B. Willumstad
Chairman and Chief Executive Officer

Date: August 6, 2008

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.



CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the ‘‘Company’’) for the
quarter ended June 30, 2008, as filed with the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I,
Steven J. Bensinger, Vice Chairman — Financial Services and Chief Financial Officer of the Company, certify, pursuant to 18
U.S.C. Section 1350, that to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act
of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/s / STEVEN J. BENSINGER

Steven J. Bensinger
Vice Chairman — Financial Services and

Chief Financial Officer

Date: August 6, 2008

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.
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Part I – FINANCIAL INFORMATION

ITEM 1. Financial Statements (unaudited)

CONSOLIDATED BALANCE SHEET

(in millions) (unaudited)

September 30,
2008

December 31,
2007

Assets:
Investments and Financial Services assets:

Fixed maturity securities:

Bonds available for sale, at fair value (amortized cost: 2008 – $412,877; 2007 –

$393,170) $ 394,494 $ 397,372

Bonds held to maturity, at amortized cost (fair value: 2008 – $0; 2007 – $22,157) – 21,581

Bond trading securities, at fair value 7,552 9,982

Equity securities:

Common stocks available for sale, at fair value (cost: 2008 – $11,317; 2007 – $12,588) 11,459 17,900

Common and preferred stocks trading, at fair value 20,674 21,376

Preferred stocks available for sale, at fair value (cost: 2008 – $1,590; 2007 – $2,600) 1,464 2,370

Mortgage and other loans receivable, net of allowance (2008 – $90; 2007 – $77) (held for

sale: 2008 – $26; 2007 – $377) (amount measured at fair value: 2008 – $328) 33,724 33,727

Financial Services assets:

Flight equipment primarily under operating leases, net of accumulated depreciation

(2008 – $11,812; 2007 – $10,499) 43,561 41,984

Securities available for sale, at fair value (cost: 2008 – $2,568; 2007 – $40,157) 2,326 40,305

Trading securities, at fair value 36,136 4,197

Spot commodities, at fair value 34 238

Unrealized gain on swaps, options and forward transactions, at fair value 10,034 12,318

Trade receivables 4,617 672

Securities purchased under agreements to resell, at fair value in 2008 12,100 20,950

Finance receivables, net of allowance (2008 – $1,290; 2007 – $878) (held for sale:

2008 – $26; 2007 – $233) 32,590 31,234

Securities lending invested collateral, at fair value (cost: 2008 – $41,336; 2007 –

$80,641) 41,511 75,662

Other invested assets (amount measured at fair value: 2008 – $21,528; 2007 – $20,827) 58,723 58,823

Short-term investments (amount measured at fair value: 2008 – $22,590) 52,484 51,351

Total Investments and Financial Services assets 763,483 842,042

Cash 18,570 2,284

Investment income due and accrued 7,008 6,587

Premiums and insurance balances receivable, net of allowance (2008 – $582; 2007 – $662) 19,106 18,395

Reinsurance assets, net of allowance (2008 – $471; 2007 – $520) 23,943 23,103

Current and deferred income taxes 14,833 –

Deferred policy acquisition costs 48,182 43,914

Investments in partially owned companies 591 654

Real estate and other fixed assets, net of accumulated depreciation (2008 – $5,814; 2007 –

$5,446) 5,730 5,518

Separate and variable accounts, at fair value 65,472 78,684

Goodwill 10,334 9,414

Other assets, including prepaid commitment asset of $24,204 in 2008 (amount measured at

fair value: 2008 – $1,623; 2007 – $4,152) 44,985 17,766

Total assets $1,022,237 $1,048,361

See Accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEET (continued)

(in millions, except share data) (unaudited)
September 30,

2008
December 31,

2007

Liabilities:
Reserve for losses and loss expenses $ 90,877 $ 85,500

Unearned premiums 28,448 27,703

Future policy benefits for life and accident and health insurance contracts 146,802 136,387

Policyholders’ contract deposits (amount measured at fair value: 2008 – $4,282; 2007 – $295) 259,792 258,459

Other policyholders’ funds 13,940 12,599

Commissions, expenses and taxes payable 5,577 6,310

Insurance balances payable 5,428 4,878

Funds held by companies under reinsurance treaties 2,462 2,501

Current and deferred income taxes – 3,823

Financial Services liabilities:

Securities sold under agreements to repurchase (amount measured at fair value: 2008 –

$7,193) 8,407 8,331

Trade payables 3,094 6,445

Securities and spot commodities sold but not yet purchased, at fair value 2,566 4,709

Unrealized loss on swaps, options and forward transactions, at fair value 6,325 14,817

Trust deposits and deposits due to banks and other depositors (amount measured at fair

value: 2008 – $215) 5,946 4,903

Commercial paper and extendible commercial notes 5,600 13,114

Federal Reserve Bank of New York credit facility 62,960 –

Other long-term borrowings (amount measured at fair value: 2008 – $39,149) 155,990 162,935

Separate and variable accounts 65,472 78,684

Securities lending payable 42,800 81,965

Minority interest 11,713 10,422

Other liabilities (amount measured at fair value: 2008 – $3,389; 2007 – $3,262) 26,756 27,975

Total liabilities 950,955 952,460

Preferred shareholders’ equity in subsidiary companies 100 100

Commitments, contingencies and guarantees (See Note 7)

Shareholders’ equity:
Common stock, $2.50 par value; 5,000,000,000 shares authorized; shares issued 2008 –

2,948,038,001; 2007 – 2,751,327,476 7,370 6,878

Additional paid-in capital 32,501 2,848

Payments advanced to purchase shares – (912)

Retained earnings 49,291 89,029

Accumulated other comprehensive income (loss) (9,480) 4,643

Treasury stock, at cost; 2008 – 258,123,304; 2007 – 221,743,421 shares of common stock (8,500) (6,685)

Total shareholders’ equity 71,182 95,801

Total liabilities, preferred shareholders’ equity in subsidiary companies and shareholders’ equity $1,022,237 $1,048,361

See Accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENT OF INCOME (LOSS)

(in millions, except per share data) (unaudited)

2008 2007 2008 2007

Three Months
Ended

September 30,

Nine Months
Ended

September 30,

Revenues:
Premiums and other considerations $ 21,082 $19,733 $ 63,489 $58,908

Net investment income 2,946 6,172 14,628 21,149

Net realized capital losses (18,312) (864) (30,482) (962)

Unrealized market valuation losses on AIGFP super senior credit default swap

portfolio (7,054) (352) (21,726) (352)

Other income 2,236 5,147 8,953 12,888

Total revenues 898 29,836 34,862 91,631

Benefits and expenses:
Incurred policy losses and benefits 17,189 15,595 51,521 47,962

Policy acquisition and other insurance expenses 6,919 5,357 18,560 15,508

Interest expense 2,297 1,232 4,902 3,425

Other expenses 2,678 2,773 8,084 7,357

Total benefits and expenses 29,083 24,957 83,067 74,252

Income (loss) before income taxes (benefits) and minority interest (28,185) 4,879 (48,205) 17,379

Income taxes (benefits) (3,480) 1,463 (10,374) 4,868

Income (loss) before minority interest (24,705) 3,416 (37,831) 12,511

Minority interest 237 (331) 201 (1,019)

Net income (loss) $(24,468) $ 3,085 $(37,630) $11,492

Earnings (loss) per common share:
Basic $ (9.05) $ 1.20 $ (14.40) $ 4.43

Diluted $ (9.05) $ 1.19 $ (14.40) $ 4.40

Dividends declared per common share $ -- $ 0.200 $ 0.420 $ 0.565

Weighted average shares outstanding:
Basic 2,703 2,576 2,613 2,596

Diluted 2,703 2,589 2,613 2,609

See Accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY

(in millions, except share and per share data) (unaudited) Amounts Shares
Nine Months Ended September 30, 2008

Common stock:
Balance, beginning of period $ 6,878 2,751,327,476

Issuances 492 196,710,525
Balance, end of period 7,370 2,948,038,001

Additional paid-in capital:
Balance, beginning of period 2,848

Excess of proceeds over par value of common stock issued 6,851
Present value of future contract adjustment payments related to issuance of equity units (431)
Consideration received for preferred stock not yet issued 23,000
Excess of cost over proceeds of common stock issued under stock plans (80)
Other 313

Balance, end of period 32,501
Payments advanced to purchase shares:

Balance, beginning of period (912)
Payments advanced (1,000)
Shares purchased 1,912

Balance, end of period –
Retained earnings:

Balance, beginning of period 89,029
Cumulative effect of accounting changes, net of tax (1,003)
Adjusted balance, beginning of period 88,026
Net loss (37,630)
Dividends to common shareholders ($0.42 per share) (1,105)

Balance, end of period 49,291
Accumulated other comprehensive income (loss):

Unrealized appreciation (depreciation) of investments, net of tax:
Balance, beginning of period 4,375

Cumulative effect of accounting changes, net of tax (105)
Adjusted balance, beginning of period 4,270
Unrealized appreciation (depreciation) on investments, net of reclassification

adjustments (20,874)
Deferred income tax benefit 7,491

Balance, end of period (9,113)
Foreign currency translation adjustments, net of tax:
Balance, beginning of period 880

Translation adjustment (275)
Deferred income tax expense (304)

Balance, end of period 301
Net derivative gains (losses) arising from cash flow hedging activities, net of tax:
Balance, beginning of period (87)

Net deferred gains on cash flow hedges, net of reclassification adjustments 2
Deferred income tax expense (1)

Balance, end of period (86)
Retirement plan liabilities adjustment, net of tax:
Balance, beginning of period (525)

Net actuarial loss (47)
Prior service credit (9)
Deferred income tax expense (1)

Balance, end of period (582)
Accumulated other comprehensive income (loss), end of period (9,480)

Treasury stock, at cost:
Balance, beginning of period (6,685) (221,743,421)

Shares acquired (1,912) (37,927,125)
Issued under stock plans 24 1,545,316
Other 73 1,926

Balance, end of period (8,500) (258,123,304)
Total shareholders’ equity, end of period $ 71,182

See Accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

(in millions) (unaudited)

2008 2007

Nine Months
Ended September 30,

Summary:
Net cash provided by (used in) operating activities $ 2,182 $ 27,549

Net cash provided by (used in) investing activities (7,460) (65,862)

Net cash provided by (used in) financing activities 21,559 38,964

Effect of exchange rate changes on cash 5 8

Change in cash 16,286 659

Cash at beginning of period 2,284 1,590

Cash at end of period $ 18,570 $ 2,249

Cash flows from operating activities:
Net income (loss) $(37,630) $ 11,492

Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Noncash revenues, expenses, gains and losses included in income (loss):

Unrealized market valuation losses on AIGFP super senior credit default swap portfolio $ 21,726 $ 352

Net (gains) losses on sales of securities available for sale and other assets 2 (1,110)

Foreign exchange transaction (gains) losses (1,409) 1,214

Net unrealized (gains) losses on non-AIGFP derivatives and other assets and liabilities 5,779 (103)

Equity in (income) loss of partially owned companies and other invested assets 2,000 (3,336)

Amortization of deferred policy acquisition costs 10,645 9,115

Depreciation and other amortization 2,727 2,984

Provision for mortgage, other loans and finance receivables 955 391

Other-than-temporary impairments 32,246 1,413

Impairments of goodwill and other assets 632 –

Amortization of costs related to Federal Reserve Bank of New York credit facility 802 –

Changes in operating assets and liabilities:
General and life insurance reserves 14,834 12,127

Premiums and insurance balances receivable and payable – net (396) 515

Reinsurance assets (863) 561

Capitalization of deferred policy acquisition costs (12,710) (11,684)

Investment income due and accrued (398) (538)

Funds held under reinsurance treaties (49) (166)

Other policyholders’ funds 1,206 746

Income taxes receivable and payable – net (10,935) 707

Commissions, expenses and taxes payable 155 1,110

Other assets and liabilities – net (1,084) 1,674

Trade receivables and payables – net (7,297) (2,546)

Trading securities 1,729 2,002

Spot commodities 204 105

Net unrealized (gain) loss on swaps, options and forward transactions (net of collateral) (28,191) 1,707

Securities purchased under agreements to resell 8,831 (6,898)

Securities sold under agreements to repurchase 41 3,686

Securities and spot commodities sold but not yet purchased (2,154) 660

Finance receivables and other loans held for sale – originations and purchases (346) (4,735)

Sales of finance receivables and other loans – held for sale 545 5,119

Other, net 585 985

Total adjustments 39,812 16,057

Net cash provided by operating activities $ 2,182 $ 27,549

See Accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS (continued)

(in millions) (unaudited)

2008 2007

Nine Months
Ended September 30,

Cash flows from investing activities:
Proceeds from (payments for)

Sales and maturities of fixed maturity securities available for sale and hybrid investments $ 65,584 $ 96,737
Sales of equity securities available for sale 8,117 6,700
Proceeds from fixed maturity securities held to maturity 126 175
Sales of trading securities 19,348 –
Sales of flight equipment 430 95
Sales or distributions of other invested assets 11,840 9,298
Payments received on mortgage and other loans receivable 4,809 4,170
Principal payments received on finance receivables held for investment 9,731 9,554
Purchases of fixed maturity securities available for sale and hybrid investments (75,938) (108,879)
Purchases of equity securities available for sale (7,701) (8,438)
Purchases of fixed maturity securities held to maturity (88) (154)
Purchases of trading securities (20,488) –
Purchases of flight equipment (including progress payments) (3,200) (3,925)
Purchases of other invested assets (16,030) (20,677)
Mortgage and other loans receivable issued (4,939) (7,354)
Finance receivables held for investment – originations and purchases (11,697) (11,394)
Change in securities lending invested collateral 20,245 (18,723)
Net additions to real estate, fixed assets, and other assets (1,034) (1,004)
Net change in short-term investments (6,116) (11,764)
Net change in non-AIGFP derivative assets and liabilities (459) (279)

Net cash used in investing activities $ (7,460) $ (65,862)

Cash flows from financing activities:
Proceeds from (payments for)

Policyholders’ contract deposits $ 46,446 $ 45,766
Policyholders’ contract withdrawals (42,381) (43,574)
Change in other deposits 747 (446)
Change in commercial paper and extendible commercial notes (7,540) 2,526
Other long-term borrowings issued 111,558 72,039
Federal Reserve Bank of New York credit facility borrowings 61,000 –
Repayments on other long-term borrowings (114,051) (49,643)
Change in securities lending payable (39,127) 18,156
Proceeds from common stock issued 7,343 –
Issuance of treasury stock 9 204
Payments advanced to purchase shares (1,000) (5,000)
Cash dividends paid to shareholders (1,629) (1,372)
Acquisition of treasury stock – (16)
Other, net 184 324

Net cash provided by financing activities $ 21,559 $ 38,964

Supplementary disclosure of cash flow information:
Cash paid (received) during the period for:

Interest $ 4,953 $ 6,190
Taxes $ 562 $ 4,044

Non-cash financing activities:
Consideration received for preferred stock not yet issued $ 23,000 –
Interest credited to policyholder accounts included in financing activities $ 5,737 $ 7,553
Treasury stock acquired using payments advanced to purchase shares $ 1,912 $ 3,725
Present value of future contract adjustment payments related to issuance of equity units $ 431 $ –

Non-cash investing activities:
Debt assumed on acquisitions and warehoused investments $ 153 $ 358
Liability related to purchase of additional interest in 21st Century $ – $ 759

See Accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)

(in millions) (unaudited)

2008 2007 2008 2007

Three Months Ended
September 30,

Nine Months Ended
September 30,

Net income (loss) $(24,468) $ 3,085 $(37,630) $11,492

Other comprehensive income (loss):
Cumulative effect of accounting changes – – (162) –

Deferred income tax benefit on above changes – – 57 –

Unrealized (depreciation) appreciation of investments – net of reclassification

adjustments (6,620) (3,394) (20,874) (4,246)

Deferred income tax benefit on above changes 2,678 941 7,491 1,081

Foreign currency translation adjustments (1,383) 619 (275) 290

Deferred income tax benefit (expense) on above changes (180) (109) (304) (74)

Net derivative gains (losses) arising from cash flow hedging activities – net of

reclassification adjustments (9) (93) 2 (31)

Deferred income tax benefit on above changes 4 34 (1) 39

Change in pension and postretirement unrecognized periodic benefit (69) 17 (56) 35

Deferred income tax benefit (expense) on above changes 2 (8) (1) (10)

Other comprehensive income (loss) (5,577) (1,993) (14,123) (2,916)

Comprehensive income (loss) $(30,045) $ 1,092 $(51,753) $ 8,576

See Accompanying Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

1. Summary of Significant Accounting
Policies

Basis of Presentation

These unaudited condensed consolidated financial statements
do not include all disclosures required by accounting princi-
ples generally accepted in the United States (GAAP) for com-
plete financial statements and should be read in conjunction
with the audited consolidated financial statements and the
related notes included in the Annual Report on Form 10-K of
American International Group, Inc. (AIG) for the year ended
December 31, 2007 (2007 Annual Report on Form 10-K).

In the opinion of management, these consolidated finan-
cial statements contain the normal recurring adjustments
necessary for a fair statement of the results presented herein.
All material intercompany accounts and transactions have
been eliminated.

Going Concern Considerations

During the third quarter of 2008, requirements to post col-
lateral in connection with AIGFP’s credit default swap (CDS)
portfolio and other AIGFP transactions and to fund returns of
securities lending collateral placed stress on AIG’s liquidity.
AIG’s stock price declined from $22.76 on September 8, 2008
to $4.76 on September 15, 2008. On that date, AIG’s long-
term debt ratings were downgraded by Standard & Poor’s, a
division of The McGraw-Hill Companies, Inc. (S&P),
Moody’s Investors Service (Moody’s) and Fitch Ratings
(Fitch), which triggered additional requirements for liquidity.
These and other events severely limited AIG’s access to debt
and equity markets.

On September 22, 2008, AIG entered into an $85 billion
revolving credit agreement (the Fed Credit Agreement) with
the Federal Reserve Bank of New York (the NY Fed) and,
pursuant to the Fed Credit Agreement, AIG agreed to issue
100,000 shares of Series C Perpetual, Convertible, Participat-
ing Preferred Stock (the Series C Preferred Stock) to a trust for
the benefit of the United States Treasury (the Trust) (see
Notes 4 and 5 to the Consolidated Financial Statements).
At September 30, 2008, amounts owed under the facility
created pursuant to the Fed Credit Agreement (the Fed Facil-
ity) totaled $63 billion, including accrued fees and interest.

Since September 30, 2008, AIG has borrowed additional
amounts under the Fed Facility and has announced plans to
sell assets and businesses to repay amounts owed in connec-
tion with the Fed Credit Agreement. In addition, subsequent
to September 30, 2008, certain of AIG’s domestic life insur-
ance subsidiaries entered into an agreement with the NY Fed
pursuant to which the NY Fed has borrowed, in return for
cash collateral, investment grade fixed maturity securities
from the insurance subsidiaries. As described in Note 11 to

the Consolidated Financial Statements, AIG announced on
November 10, 2008 that it had entered into an agreement in
principle as part of the Troubled Asset Relief Program (TARP)
pursuant to which the United States Treasury will purchase
from AIG $40 billion liquidation preference of newly issued
perpetual preferred stock and a 10-year warrant exercisable
for shares of AIG common stock equal to 2% of the out-
standing shares of common stock, and that the NY Fed and
AIG had agreed to amend the Fed Credit Agreement to reduce
the interest rate on outstanding borrowings and undrawn
amounts, extend the term from two years to five years, reduce
the number of shares of common stock of AIG to be issued
upon conversion of the Series C Preferred Stock held by the
Trust so that the government’s overall interest will not exceed
79.9 percent and revise the total amount available under the
Fed Facility. In addition, four AIG affiliates are participating
in the NY Fed’s Commercial Paper Funding Facility (CPFF).
AIG also has announced its intention to enter into other
agreements with the NY Fed to limit AIG’s future liquidity
exposures to the multi-sector credit default swap portfolio and
securities lending programs.

In assessing AIG’s current financial position and devel-
oping operating plans for the future, management has made
significant judgments and estimates with respect to the poten-
tial financial and liquidity effects of AIG’s risks and uncer-
tainties, including but not limited to:

• the potential adverse effects on AIG’s businesses that
could result if there are further downgrades by rating
agencies, including in particular, the uncertainty in
estimating, for the super senior credit default swaps,
both the number of counterparties who may elect to
terminate under contractual termination provisions
and the amount that would be required to be paid in
the event of a downgrade;

• the potential for continued declines in bond and equity
markets; and

• the potential effect on AIG if the capital levels of its
regulated and unregulated subsidiaries prove inade-
quate to support current business plans; and

• the effect on AIG’s businesses of continued compliance
with the covenants of the Fed Credit Agreement.

Based on the agreement in principle, management’s plans
to stabilize AIG’s businesses and dispose of its non-core assets,
and after consideration of the risks and uncertainties to such
plans, management believes that it will have adequate liquid-
ity to finance and operate AIG’s businesses, execute its dis-
position plan and repay its obligations for at least the next
twelve months.

It is possible that the actual outcome of one or more of
management’s plans could be materially different, or that one

8

American International Group, Inc. and Subsidiaries



1. Summary of Significant Accounting
Policies (continued)

or more of management’s significant judgments or estimates
about the potential effects of the risks and uncertainties could
prove to be materially incorrect or that the agreements in
principle disclosed in Note 11 to the Consolidated Financial
Statements (and as discussed below) do not result in com-
pleted transactions. If one or more of these possible outcomes
were realized, AIG may not have sufficient cash to meet its
obligations. If AIG needs funds in excess of amounts available
from the sources described below, AIG would need to find
additional financing and, if such additional financing were to
be unavailable, there could exist substantial doubt about
AIG’s ability to continue as a going concern.

AIG’s consolidated financial statements have been pre-
pared on a going concern basis, which contemplates the
realization of assets and the satisfaction of liabilities in the
normal course of business. These consolidated financial state-
ments do not include any adjustments relating to the recov-
erability and classification of recorded assets nor relating to
the amounts and classification of liabilities that may be nec-
essary should we be unable to continue as a going concern.

Investment Pricing

Certain of AIG’s foreign subsidiaries included in the consol-
idated financial statements report on a fiscal period ended
August 31. The effect on AIG’s consolidated financial condi-
tion and results of operations of all material events occurring
between August 31 and September 30 for all periods presented
has been recorded. AIG determined the significant and rapid
world-wide market decline in September 2008 to be an inter-
vening event that had a material effect on its consolidated
financial position and results of operations. AIG reflected this
recent market decline throughout its investment portfolio.
Accordingly, AIG recorded $1.3 billion ($845 million after
tax) of hedge and mutual fund investment losses in net invest-
ment income, $1.1 billion ($910 million after tax) of other
than temporary impairment charges, and $5.4 billion
($3.2 billion after tax) of unrealized depreciation on invest-
ments.

Revisions and Reclassifications

During the third quarter of 2008, AIG began reporting interest
expense and other expenses separately on the consolidated
statement of income (loss). Interest expense represents interest
expense on short-term and long-term borrowings. Other
expenses represent all other expenses not separately disclosed
on the consolidated statement of income (loss). Prior period
amounts were revised to conform to the current period
presentation.

In the second quarter of 2008, AIG determined that
certain accident and health contracts in its Foreign General
Insurance reporting unit, which were previously accounted for
as short duration contracts, should be treated as long duration
insurance products. Accordingly, the December 31, 2007
consolidated balance sheet has been revised to reflect the
reclassification of $763 million of deferred direct response
advertising costs, previously reported in other assets, to
deferred policy acquisition costs (DAC). Additionally,
$320 million has been reclassified in the consolidated balance
sheet as of December 31, 2007 from unearned premiums to
future policy benefits for life and accident and health insur-
ance contracts. These revisions did not have a material effect
on AIG’s consolidated income before income taxes, net
income, or shareholders’ equity for any period presented.

See Recent Accounting Standards — Accounting
Changes below for a discussion of AIG’s adoption of the
Financial Accounting Standards Board (FASB) Staff Position
(FSP) FASB Interpretation No. (FIN) 39-1, “Amendment of
FASB Interpretation No. 39” (FSP FIN 39-1).

Certain other reclassifications and format changes have
been made to prior period amounts to conform to the current
period presentation.

Fixed Maturity Securities, Held to Maturity — Change in
Intent

During the third quarter of 2008, AIG transferred all securities
previously classified as held to maturity to available for sale.
As a result of the continuing disruption in the credit markets
during the third quarter of 2008, AIG changed its intent to
hold to maturity certain tax-exempt municipal securities held
by its insurance subsidiaries, which comprised substantially
all of AIG’s held to maturity securities. This change in intent
resulted from a change in certain subsidiaries’ investment
strategies to increase their allocations to taxable securities,
reflecting AIG’s net operating loss position. As of Septem-
ber 30, 2008, the securities had a carrying value of $20.8 bil-
lion and a net unrealized loss of $752 million. No securities
previously classified as held to maturity were sold during the
third quarter.

Recent Accounting Standards

Accounting Changes

FAS 157

In September 2006, the FASB issued Statement of Financial
Accounting Standards (FAS) No. 157, “Fair Value Measure-
ments” (FAS 157). FAS 157 defines fair value, establishes a
framework for measuring fair value and expands disclosure
requirements regarding fair value measurements but does not
change existing guidance about whether an asset or liability is
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1. Summary of Significant Accounting
Policies (continued)

carried at fair value. FAS 157 nullifies the guidance in Emerg-
ing Issues Task Force (EITF) Issue No. 02-3, “Issues Involved
in Accounting for Derivative Contracts Held for Trading
Purposes and Contracts Involved in Energy Trading and Risk
Management Activities,” (EITF 02-3) that precluded the rec-
ognition of a trading profit at the inception of a derivative
contract unless the fair value of such contract was obtained
from a quoted market price or other valuation technique
incorporating observable market data. FAS 157 also clarifies
that an issuer’s credit standing should be considered when
measuring liabilities at fair value. The fair value measurement
and related disclosure guidance in FAS 157 do not apply to fair
value measurements associated with AIG’s share-based
employee compensation awards accounted for in accordance
with FAS 123(R), “Share-Based Payment.”

AIG adopted FAS 157 on January 1, 2008, its required
effective date. FAS 157 must be applied prospectively, except
for certain stand-alone derivatives and hybrid instruments
initially measured using the guidance in EITF 02-3, which
must be applied as a cumulative effect accounting change to
retained earnings at January 1, 2008. The cumulative effect,
net of taxes, of adopting FAS 157 on AIG’s consolidated
balance sheet was an increase in retained earnings of
$4 million.

The most significant effect of adopting FAS 157 on AIG’s
consolidated results of operations for the three- and nine-
month periods ended September 30, 2008 related to changes
in fair value methodologies with respect to both liabilities
already carried at fair value, primarily hybrid notes and deriv-
atives, and newly elected liabilities measured at fair value (see
FAS 159 discussion below). Specifically, the incorporation of
AIG’s own credit spreads and the incorporation of explicit risk
margins (embedded policy derivatives at transition only)
resulted in a increase in pre-tax income of $2.4 billion
($1.5 billion after tax) and an increase in pre-tax income of
$5.0 billion ($3.2 billion after tax) for the three- and nine-
month periods ended September 30, 2008, respectively. The
effects of the changes in AIG’s own credit spreads on pre-tax
income for AIG Financial Products Corp. and AIG Trading
Group Inc. and their respective subsidiaries (AIGFP) were
increases of $1.3 billion and $3.8 billion for the three- and
nine-month periods ended September 30, 2008, respectively.
The effect of the changes in counterparty credit spreads for
assets measured at fair value at AIGFP were decreases in pre-
tax income of $2.3 billion and $5.3 billion for the three- and
nine-month periods ended September 30, 2008, respectively.

See Note 3 to the Consolidated Financial Statements for
additional FAS 157 disclosures.

FAS 159

In February 2007, the FASB issued FAS 159, “The Fair Value
Option for Financial Assets and Financial Liabilities”
(FAS 159). FAS 159 permits entities to choose to measure
at fair value many financial instruments and certain other
items that are not required to be measured at fair value.
Subsequent changes in fair value for designated items are
required to be reported in income. FAS 159 also establishes
presentation and disclosure requirements for similar types of
assets and liabilities measured at fair value. FAS 159 permits
the fair value option election on an instrument-by-instrument
basis for eligible items existing at the adoption date and at
initial recognition of an asset or liability, or upon most events
that give rise to a new basis of accounting for that instrument.

AIG adopted FAS 159 on January 1, 2008, its required
effective date. The adoption of FAS 159 with respect to elec-
tions made in the Life Insurance & Retirement Services seg-
ment resulted in an after-tax decrease to 2008 opening
retained earnings of $559 million. The adoption of FAS 159
with respect to elections made by AIGFP resulted in an after-
tax decrease to 2008 opening retained earnings of $448 mil-
lion. Included in this amount are net unrealized gains of
$105 million that were reclassified to retained earnings from
accumulated other comprehensive income (loss) related to
available for sale securities recorded in the consolidated bal-
ance sheet at January 1, 2008 for which the fair value option
was elected.

See Note 3 to the Consolidated Financial Statements for
additional FAS 159 disclosures.

FAS 157 and FAS 159

The following table summarizes the after-tax increase
(decrease) from adopting FAS 157 and FAS 159 on the
opening shareholders’ equity accounts at January 1, 2008:

(in millions)

Accumulated
Other

Comprehensive
Income/(Loss)

Retained
Earnings

Cumulative
Effect of

Accounting
Changes

At January 1, 2008

FAS 157 $ – $ 4 $ 4
FAS 159 (105) (1,007) (1,112)

Cumulative effect of
accounting changes $(105) $(1,003) $(1,108)

FSP FIN 39-1

In April 2007, the FASB issued FSP FIN 39-1, which modifies
FASB Interpretation (FIN) No. 39, “Offsetting of Amounts
Related to Certain Contracts,” and permits companies to
offset cash collateral receivables or payables against derivative
instruments under certain circumstances. AIG adopted the
provisions of FSP FIN 39-1 effective January 1, 2008, which
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1. Summary of Significant Accounting
Policies (continued)

requires retrospective application to all prior periods pre-
sented. At September 30, 2008, the amounts of cash collateral
received and posted that were offset against net derivative
positions totaled $6.5 billion and $33.1 billion, respectively.
The cash collateral received and paid related to AIGFP deriv-
ative instruments was previously recorded in both trade pay-
ables and trade receivables. Cash collateral received related to
non-AIGFP derivative instruments was previously recorded in
other liabilities. Accordingly, the derivative assets and liabil-
ities at December 31, 2007 have been reduced by $6.3 billion
and $5.8 billion, respectively, related to the netting of cash
collateral.

FSP FAS 157-3

In October 2008, the FASB issued FSP FAS 157-3, “Deter-
mining the Fair Value of a Financial Asset When the Market
for That Asset Is Not Active” (FSP FAS 157-3). FSP FAS 157-3
provides guidance clarifying certain aspects of FAS 157 with
respect to the fair value measurements of a security when the
market for that security is inactive. AIG adopted this guidance
in the third quarter of 2008. The effects of adopting FSP
FAS 157-3 on AIG’s consolidated financial condition and
results of operations were not material.

Future Application of Accounting Standards

FAS 141(R)

In December 2007, the FASB issued FAS 141 (revised 2007),
“Business Combinations” (FAS 141(R)). FAS 141(R) changes
the accounting for business combinations in a number of
ways, including broadening the transactions or events that
are considered business combinations; requiring an acquirer
to recognize 100 percent of the fair value of assets acquired,
liabilities assumed, and noncontrolling (i.e., minority) inter-
ests; recognizing contingent consideration arrangements at
their acquisition-date fair values with subsequent changes
in fair value generally reflected in income; and recognizing
preacquisition loss and gain contingencies at their acquisition-
date fair values, among other changes.

AIG is required to adopt FAS 141(R) for business com-
binations for which the acquisition date is on or after Janu-
ary 1, 2009. Early adoption is prohibited.

FAS 160

In December 2007, the FASB issued FAS 160, “Noncontrol-
ling Interests in Consolidated Financial Statements, an amend-
ment of ARB No. 51” (FAS 160). FAS 160 requires
noncontrolling (i.e., minority) interests in partially owned
consolidated subsidiaries to be classified in the consolidated
balance sheet as a separate component of consolidated

shareholders’ equity. FAS 160 also establishes accounting
rules for subsequent acquisitions and sales of noncontrolling
interests and provides for how noncontrolling interests should
be presented in the consolidated statement of income. The
noncontrolling interests’ share of subsidiary income should be
reported as a part of consolidated net income with disclosure
of the attribution of consolidated net income to the controlling
and noncontrolling interests on the face of the consolidated
statement of income.

AIG is required to adopt FAS 160 on January 1, 2009 and
early application is prohibited. FAS 160 must be adopted
prospectively, except that noncontrolling interests should be
reclassified from liabilities to a separate component of share-
holders’ equity and consolidated net income should be recast
to include net income attributable to both the controlling and
noncontrolling interests retrospectively. AIG is currently
assessing the effect that adopting FAS 160 will have on its
consolidated financial statements.

FAS 161

In March 2008, the FASB issued FAS 161, “Disclosures about
Derivative Instruments and Hedging Activities — an amend-
ment of FASB Statement No. 133” (FAS 161). FAS 161
requires enhanced disclosures about (a) how and why AIG
uses derivative instruments, (b) how derivative instruments
and related hedged items are accounted for under FAS No. 133,
“Accounting for Derivative Instruments and Hedging Activ-
ities” (FAS 133), and its related interpretations, and (c) how
derivative instruments and related hedged items affect AIG’s
consolidated financial condition, results of operations, and
cash flows. FAS 161 is effective for AIG beginning with
financial statements issued in the first quarter of 2009.
Because FAS 161 only requires additional disclosures about
derivatives, it will have no effect on AIG’s consolidated finan-
cial condition, results of operations or cash flows.

FAS 162

In May 2008, the FASB issued FAS 162, “The Hierarchy of
Generally Accepted Accounting Principles” (FAS 162).
FAS 162 identifies the sources of accounting principles and
the framework for selecting the principles to be used in the
preparation of financial statements presented in conformity
with GAAP but does not change current practices. FAS 162
will become effective on the 60th day following Securities and
Exchange Commission (SEC) approval of the Public Com-
pany Accounting Oversight Board amendments to remove
GAAP hierarchy from the auditing standards. FAS 162 will
have no effect on AIG’s consolidated financial condition,
results of operations or cash flows.

FSP FAS 140-3

In February 2008, the FASB issued FSP No. FAS 140-3,
“Accounting for Transfers of Financial Assets and Repurchase
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1. Summary of Significant Accounting
Policies (continued)

Financing Transactions” (FSP FAS 140-3). FSP FAS 140-3
requires an initial transfer of a financial asset and a repurchase
financing that was entered into contemporaneously with or in
contemplation of the initial transfer to be evaluated as a linked
transaction unless certain criteria are met. FSP FAS 140-3 is
effective for AIG beginning January 1, 2009 and will be
applied to new transactions entered into from that date for-
ward. Early adoption is prohibited. AIG is currently assessing
the effect that adopting FSP FAS 140-3 will have on its con-
solidated financial statements but does not believe the effect
will be material.

FSP FAS 133-1 and FIN 45-4

In September 2008, the FASB issued FASB Staff Position
No. FAS 133-1 and FIN 45-4, “Disclosures about Credit

Derivatives and Certain Guarantees: An amendment of FASB
Statement No. 133 and FASB Interpretation No. 45” (FSP).
The FSP amends FAS 133 to require additional disclosures by
sellers of credit derivatives, including derivatives embedded in
a hybrid instrument. The FSP also amends FIN No. 45, “Guar-
antor’s Accounting and Disclosure Requirement for Guaran-
tees, Including Indirect Guarantees of Indebtedness of
Others”, to require an additional disclosure about the current
status of the payment/performance risk of a guarantee. The
FSP is effective for AIG beginning with the year-end 2008
financial statements. Because the FSP only requires additional
disclosures about credit derivatives and guarantees, it will
have no effect on AIG’s consolidated financial condition,
results of operations or cash flows.

2. Segment Information

AIG identifies its operating segments by product line consistent with its management structure. These segments are General
Insurance, Life Insurance & Retirement Services, Financial Services, and Asset Management.

AIG’s operations by operating segment were as follows:

Operating Segments
(in millions) 2008 2007 2008 2007

Three Months
Ended September 30,

Nine Months
Ended September 30,

Total revenues(a):
General Insurance $ 10,808 $12,758 $ 35,854 $38,589
Life Insurance & Retirement Services (4,642) 12,632 14,271 40,337
Financial Services (5,851) 2,785 (16,016) 7,109
Asset Management 10 1,519 658 4,969
Other 451 13 531 407
Consolidation and eliminations 122 129 (436) 220

Total $ 898 $29,836 $ 34,862 $91,631

Operating income (loss)(a):
General Insurance $ (2,557) $ 2,439 $ (393) $ 8,511
Life Insurance & Retirement Services (15,329) 1,999 (19,561) 6,900
Financial Services (8,203) 669 (22,880) 1,008
Asset Management (1,144) 121 (2,709) 1,806
Other(b) (1,416) (627) (2,899) (1,557)
Consolidation and eliminations 464 278 237 711

Total $(28,185) $ 4,879 $(48,205) $17,379

(a) To better align financial reporting with the manner in which AIG’s chief operating decision maker manages the business, beginning in the third quarter of 2008,

AIG’s own credit risk valuation adjustments on intercompany transactions are excluded from segment revenues and operating income.

(b) Includes AIG parent and other operations that are not required to be reported separately. The following table presents the operating loss for AIG’s Other

category:
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Other
(in millions) 2008 2007 2008 2007

Three Months
Ended

September 30,
Nine Months

Ended September 30,

Operating income (loss):
Equity earnings in partially owned companies $ (13) $ 37 $ 3 $ 128
Interest expense on Fed Facility (802) – (802) –
Other interest expense (571) (315) (1,391) (869)
Unallocated corporate expenses (154) (166) (529) (548)
Net realized capital gains (losses) 139 (199) (96) (226)
Other miscellaneous, net (15) 16 (84) (42)

Total Other $(1,416) $(627) $(2,899) $(1,557)

AIG’s General Insurance operations by major internal reporting unit were as follows:

General Insurance
(in millions) 2008 2007 2008 2007

Three Months
Ended September 30,

Nine Months
Ended September 30,

Total revenues:
Commercial Insurance $ 5,105 $ 6,736 $17,029 $20,731
Transatlantic 961 1,088 3,183 3,253
Personal Lines 1,207 1,252 3,718 3,688
Mortgage Guaranty 300 267 911 772
Foreign General Insurance 3,224 3,413 10,991 10,150
Reclassifications and eliminations 11 2 22 (5)

Total $10,808 $12,758 $35,854 $38,589

Operating income (loss):
Commercial Insurance $ (1,109) $ 1,829 $ 57 $ 5,662
Transatlantic (155) 189 148 508
Personal Lines 23 28 47 252
Mortgage Guaranty (1,118) (216) (1,990) (289)
Foreign General Insurance (209) 607 1,323 2,383
Reclassifications and eliminations 11 2 22 (5)

Total $ (2,557) $ 2,439 $ (393) $ 8,511

AIG’s Life Insurance & Retirement Services operations by major internal reporting unit were as follows:

Life Insurance & Retirement Services
(in millions) 2008 2007 2008 2007

Three Months
Ended September 30,

Nine Months
Ended September 30,

Total revenues:
Foreign:

Japan and Other $ 2,566 $ 4,315 $ 11,831 $13,948
Asia 1,812 4,695 10,664 14,205

Domestic:
Domestic Life Insurance (1,704) 2,185 813 7,065
Domestic Retirement Services (7,316) 1,437 (9,037) 5,119

Total $ (4,642) $12,632 $ 14,271 $40,337

Operating income (loss):
Foreign:

Japan and Other $ (1,074) $ 1,030 $ (14) $ 2,753
Asia (1,419) 706 (971) 1,921

Domestic:
Domestic Life Insurance (3,911) 61 (5,786) 774
Domestic Retirement Services (8,925) 202 (12,790) 1,452

Total $(15,329) $ 1,999 $(19,561) $ 6,900
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AIG’s Financial Services operations by major internal reporting unit were as follows:

Financial Services
(in millions) 2008 2007 2008 2007

Three Months
Ended September 30,

Nine Months
Ended September 30,

Total revenues:
Aircraft Leasing $ 1,367 $1,237 $ 3,830 $3,468
Capital Markets (8,337) 540 (23,168) 701
Consumer Finance 1,029 940 2,988 2,696
Other, including intercompany adjustments 90 68 334 244

Total $(5,851) $2,785 $(16,016) $7,109

Operating income (loss):
Aircraft Leasing $ 366 $ 254 $ 921 $ 625
Capital Markets (8,073) 370 (23,284) 183
Consumer Finance (474) 69 (559) 180
Other, including intercompany adjustments (22) (24) 42 20

Total $(8,203) $ 669 $(22,880) $1,008

AIG’s Asset Management operations consist of a single internal reporting unit.

3. Fair Value Measurements

Effective January 1, 2008 AIG adopted FAS 157 and FAS 159,
which specify measurement and disclosure standards related
to assets and liabilities measured at fair value. See Note 1 to
the Consolidated Financial Statements for additional
information.

The most significant effect of adopting FAS 157 on AIG’s
results of operations for the three- and nine-month periods
ended September 30, 2008 related to changes in fair value

methodologies with respect to both liabilities already carried at
fair value, primarily hybrid notes and derivatives, and newly
elected liabilities measured at fair value (see FAS 159 discussion
below). Specifically, the incorporation of AIG’s own credit
spreads and the incorporation of explicit risk margins (embed-
ded policy derivatives at transition only) resulted in a increase
of $2.4 billion to pre-tax income ($1.5 billion after tax) and an
increase of $5.0 billion to pre-tax income ($3.2 billion after tax)
for the three- and nine-month periods ended September 30,
2008, respectively, as follows:

(in millions)

Three Months
Ended September 30,

2008

Nine Months
Ended September 30,

2008
Liabilities Carried

at Fair Value
Business Segment

Affected

Net Pre-Tax Increase (Decrease)

Income statement caption:
Net realized capital losses $1,074 $1,325 Freestanding derivatives All segments - excluding AIGFP

– (155) Embedded policy derivatives Life Insurance & Retirement Services
Unrealized market valuation losses on AIGFP Super senior credit default AIGFP

super senior credit default swap portfolio 98 207 swap portfolio
Other income $1,194* $3,621* Notes, GIAs, derivatives, AIGFP

other liabilities
Net pre-tax increase $2,366 $4,998

Liabilities already carried at fair value $2,550 $3,904
Newly elected liabilities measured at fair value

(FAS 159 elected) (184) 1,094
Net pre-tax increase $2,366 $4,998

*The effect of changes in AIG’s own credit spreads on pre-tax income for AIGFP was an increase of $1.3 billion and $3.8 billion for the three- and nine-month

periods ended September 30, 2008, respectively. The effect of the changes in counterparty credit spreads for assets measured at fair value at AIGFP was a decrease

in pre-tax income of $2.3 billion and $5.3 billion for the three- and nine-month periods ended September 30, 2008, respectively.

Fair Value Measurements on a Recurring Basis

AIG measures at fair value on a recurring basis financial
instruments in its trading and available for sale securities
portfolios, certain mortgage and other loans receivable, cer-
tain spot commodities, derivative assets and liabilities, secu-
rities purchased (sold) under agreements to resell
(repurchase), securities lending invested collateral, non-traded
equity investments and certain private limited partnerships

and certain hedge funds included in other invested assets,
certain short-term investments, separate and variable account
assets, certain policyholders’ contract deposits, securities and
spot commodities sold but not yet purchased, certain trust
deposits and deposits due to banks and other depositors,
certain long-term borrowings, and certain hybrid financial
instruments included in other liabilities. The fair value of a
financial instrument is the amount that would be received on
sale of an asset or paid to transfer a liability in an orderly
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transaction between market participants at the measurement
date.

The degree of judgment used in measuring the fair value
of financial instruments generally correlates with the level of
pricing observability. Financial instruments with quoted
prices in active markets generally have more pricing observ-
ability and less judgment is used in measuring fair value.
Conversely, financial instruments traded in other-than-active
markets or that do not have quoted prices have less observ-
ability and are measured at fair value using valuation models
or other pricing techniques that require more judgment. An
active market is one in which transactions for the asset or
liability being valued occur with sufficient frequency and
volume to provide pricing information on an ongoing basis.
An other-than-active market is one in which there are few
transactions, the prices are not current, price quotations vary
substantially either over time or among market makers, or in
which little information is released publicly for the asset or
liability being valued. Pricing observability is affected by a
number of factors, including the type of financial instrument,
whether the financial instrument is new to the market and not
yet established, the characteristics specific to the transaction
and general market conditions.

Incorporation of Credit Risk in Fair Value Measurements

• AIG’s Own Credit Risk. Fair value measurements for
AIGFP’s debt, guaranteed investment agreements (GIAs),
and structured note liabilities incorporate AIG’s own credit
risk by discounting cash flows at rates that incorporate
AIG’s currently observable credit default swap spreads and
take into consideration collateral posted by AIG with coun-
terparties at the balance sheet date.

Fair value measurements for freestanding derivatives incor-
porate AIG’s own credit risk by determining the explicit cost
for each counterparty to protect against its net credit expo-
sure to AIG at the balance sheet date by reference to
observable AIG credit default swap spreads. A counter-
party’s net credit exposure to AIG is determined based on
master netting agreements, which take into consideration
all derivative positions with AIG, as well as collateral
posted by AIG with the counterparty at the balance sheet
date.

Fair value measurements for embedded policy derivatives
and policyholders’ contract deposits take into consideration
that policyholder liabilities are senior in priority to general
creditors of AIG and therefore are much less sensitive to
changes in AIG credit default swap or cash issuance spreads.

• Counterparty Credit Risk. Fair value measurements for
freestanding derivatives incorporate counterparty credit by

determining the explicit cost for AIG to protect against its
net credit exposure to each counterparty at the balance
sheet date by reference to observable counterparty credit
default swap spreads. AIG’s net credit exposure to a coun-
terparty is determined based on master netting agreements,
which take into consideration all derivative positions with
the counterparty, as well as collateral posted by the counter-
party at the balance sheet date.

Fair values for fixed maturity securities based on observable
market prices for identical or similar instruments implicitly
include the incorporation of counterparty credit risk. Fair
values for fixed maturity securities based on internal models
incorporate counterparty credit risk by using discount rates
that take into consideration cash issuance spreads for similar
instruments or other observable information.

Fixed Maturity Securities — Trading and Available for Sale

AIG maximizes the use of observable inputs and minimizes the
use of unobservable inputs when measuring fair value. When-
ever available, AIG obtains quoted prices in active markets for
identical assets at the balance sheet date to measure at fair
value fixed maturity securities in its trading and available for
sale portfolios. Market price data generally is obtained from
exchange or dealer markets.

AIG estimates the fair value of fixed maturity securities
not traded in active markets, including securities purchased
(sold) under agreements to resell (repurchase), and mortgage
and other loans receivable for which AIG elected the fair value
option, by referring to traded securities with similar attributes,
using dealer quotations, a matrix pricing methodology, dis-
counted cash flow analyses or internal valuation models. This
methodology considers such factors as the issuer’s industry,
the security’s rating and tenor, its coupon rate, its position in
the capital structure of the issuer, yield curves, credit curves,
prepayment rates and other relevant factors. For fixed matu-
rity instruments that are not traded in active markets or that
are subject to transfer restrictions, valuations are adjusted to
reflect illiquidity and/or non-transferability, and such adjust-
ments generally are based on available market evidence. In the
absence of such evidence, management’s best estimate is used.

Equity Securities Traded in Active Markets — Trading

and Available for Sale

AIG maximizes the use of observable inputs and minimizes the
use of unobservable inputs when measuring fair value. When-
ever available, AIG obtains quoted prices in active markets for
identical assets at the balance sheet date to measure at fair
value marketable equity securities in its trading and available
for sale portfolios. Market price data generally is obtained
from exchange or dealer markets.
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Non-Traded Equity Investments — Other Invested Assets

AIG initially estimates the fair value of equity instruments not
traded in active markets by reference to the transaction price.
This valuation is adjusted only when changes to inputs and
assumptions are corroborated by evidence such as transac-
tions in similar instruments, completed or pending third-party
transactions in the underlying investment or comparable enti-
ties, subsequent rounds of financing, recapitalizations and
other transactions across the capital structure, offerings in
the equity capital markets, and changes in financial ratios or
cash flows. For equity securities that are not traded in active
markets or that are subject to transfer restrictions, valuations
are adjusted to reflect illiquidity and/or non-transferability
and such adjustments generally are based on available market
evidence. In the absence of such evidence, management’s best
estimate is used.

Private Limited Partnership and Hedge Fund Invest-

ments — Other Invested Assets

AIG initially estimates the fair value of investments in certain
private limited partnerships and certain hedge funds by ref-
erence to the transaction price. Subsequently, AIG obtains the
fair value of these investments generally from net asset value
information provided by the general partner or manager of the
investments, the financial statements of which generally are
audited annually.

Separate and Variable Account Assets

Separate and variable account assets are composed primarily
of registered and unregistered open-end mutual funds that
generally trade daily and are measured at fair value in the
manner discussed above for equity securities traded in active
markets.

Freestanding Derivatives

Derivative assets and liabilities can be exchange-traded or
traded over the counter (OTC). AIG generally values
exchange-traded derivatives using quoted prices in active
markets for identical derivatives at the balance sheet date.

OTC derivatives are valued using market transactions
and other market evidence whenever possible, including mar-
ket-based inputs to models, model calibration to market
clearing transactions, broker or dealer quotations or alterna-
tive pricing sources with reasonable levels of price transpar-
ency. When models are used, the selection of a particular
model to value an OTC derivative depends on the contractual
terms of, and specific risks inherent in, the instrument as well
as the availability of pricing information in the market. AIG
generally uses similar models to value similar instruments.

Valuation models require a variety of inputs, including con-
tractual terms, market prices and rates, yield curves, credit
curves, measures of volatility, prepayment rates and correla-
tions of such inputs. For OTC derivatives that trade in liquid
markets, such as generic forwards, swaps and options, model
inputs can generally be corroborated by observable market
data by correlation or other means, and model selection does
not involve significant management judgment.

Certain OTC derivatives trade in less liquid markets with
limited pricing information, and the determination of fair
value for these derivatives is inherently more difficult. When
AIG does not have corroborating market evidence to support
significant model inputs and cannot verify the model to mar-
ket transactions, the transaction price is initially used as the
best estimate of fair value. Accordingly, when a pricing model
is used to value such an instrument, the model is adjusted so
the model value at inception equals the transaction price.
Subsequent to initial recognition, AIG updates valuation
inputs when corroborated by evidence such as similar market
transactions, third-party pricing services and/or broker or
dealer quotations, or other empirical market data. When
appropriate, valuations are adjusted for various factors such
as liquidity, bid/offer spreads and credit considerations. Such
adjustments are generally based on available market evidence.
In the absence of such evidence, management’s best estimate is
used.

With the adoption of FAS 157 on January 1, 2008, AIG’s
own credit risk has been considered and is incorporated into
the fair value measurement of its freestanding derivative
liabilities.

Embedded Policy Derivatives

The fair value of embedded policy derivatives contained in
certain variable annuity and equity-indexed annuity and life
contracts is measured based on actuarial and capital market
assumptions related to projected cash flows over the expected
lives of the contracts. These cash flow estimates primarily
include benefits and related fees assessed, when applicable,
and incorporate expectations about policyholder behavior.
Estimates of future policyholder behavior are subjective and
based primarily on AIG’s historical experience. With respect
to embedded policy derivatives in AIG’s variable annuity
contracts, because of the dynamic and complex nature of
the expected cash flows, risk neutral valuations are used.
Estimating the underlying cash flows for these products
involves many estimates and judgments, including those
regarding expected market rates of return, market volatility,
correlations of market index returns to funds, fund perfor-
mance, discount rates and policyholder behavior. With respect
to embedded policy derivatives in AIG’s equity-indexed annu-
ity and life contracts, option pricing models are used to esti-
mate fair value, taking into account assumptions for future
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equity index growth rates, volatility of the equity index, future
interest rates, and determinations on adjusting the participa-
tion rate and the cap on equity indexed credited rates in light
of market conditions and policyholder behavior assumptions.
With the adoption of FAS 157, these methodologies were not
changed, with the exception of incorporating an explicit risk
margin to take into consideration market participant esti-
mates of projected cash flows and policyholder behavior.

AIGFP’s Super Senior Credit Default Swap Portfolio

AIGFP values its credit default swaps written on the most
senior (super senior) risk layers of designated pools of debt
securities or loans using internal valuation models, third-party
prices and market indices. The principal market was deter-
mined to be the market in which super senior credit default
swaps of this type and size would be transacted, or have been
transacted, with the greatest volume or level of activity. AIG
has determined that the principal market participants, there-
fore, would consist of other large financial institutions who
participate in sophisticated over-the-counter derivatives mar-
kets. The specific valuation methodologies vary based on the
nature of the referenced obligations and availability of market
prices.

The valuation of the super senior credit derivatives con-
tinues to be challenging given the limitation on the availability
of market observable information due to the limited trading
and lack of price transparency in the structured finance mar-
ket, particularly during and since the fourth quarter of 2007.
These market conditions have increased the reliance on man-
agement estimates and judgments in arriving at an estimate of
fair value for financial reporting purposes. Further, disparities
in the valuation methodologies employed by market partici-
pants when assessing illiquid markets have increased the
likelihood that the various parties to these instruments may
arrive at significantly different estimates as to their fair values.

AIGFP’s valuation methodologies for the super senior
credit default swap portfolio have evolved in response to
the deteriorating market conditions and the lack of sufficient
market observable information. AIG has sought to calibrate
the model to available market information and to review the
assumptions of the model on a regular basis.

In the case of credit default swaps written to facilitate
regulatory capital relief, AIGFP estimates the fair value of
these derivatives by considering observable market transac-
tions. The transactions with the most observability are the
early terminations of these transactions by counterparties.
AIG expects that the majority of these transactions will be
terminated within the next 6 to 18 months by AIGFP’s

counterparties. AIGFP also considers other market data, to
the extent available.

AIGFP uses a modified version of the Binomial Expan-
sion Technique (BET) model to value its credit default swap
portfolio written on super senior tranches of multi-sector
collateralized debt obligations (CDOs) of asset-backed secu-
rities (ABS), including maturity-shortening puts that allow the
holders of the securities issued by certain CDOs to treat the
securities as short-term eligible 2a-7 investments under the
Investment Company Act of 1940 (2a-7 Puts).

The BET model uses the prices for the securities com-
prising the portfolio of a CDO as an input and converts those
prices to credit spreads over current LIBOR-based interest
rates. These credit spreads are used to determine implied
probabilities of default and expected losses on the underlying
securities. This data is then aggregated and used to estimate
the expected cash flows of the super senior tranche of the
CDO. The most significant assumption used in the BET model
is the pricing of the individual securities within the CDO
collateral pools. The BET model also uses diversity scores,
weighted average lives, recovery rates and discount rates.

Prices for the individual securities held by a CDO are
obtained in most cases from the CDO collateral managers, to
the extent available. For the quarter ended September 30,
2008, CDO collateral managers provided market prices for
approximately 70 percent of the underlying securities. When a
price for an individual security is not provided by a CDO
collateral manager, AIGFP derives the price through a pricing
matrix using prices from CDO collateral managers for similar
securities. Matrix pricing is a mathematical technique used
principally to value debt securities without relying exclusively
on quoted prices for the specific securities, but rather by
relying on the relationship of the security to other benchmark
quoted securities. Substantially all of the CDO collateral
managers who provided prices used dealer prices for all or
part of the underlying securities, in some cases supplemented
by third party pricing services.

AIGFP also employs a Monte Carlo simulation to assist in
quantifying the effect on the valuation of the CDOs of the
unique aspects of the CDOs’ structure such as triggers that
divert cash flows to the most senior part of the capital struc-
ture. The Monte Carlo simulation is used to determine
whether an underlying security defaults in a given simulation
scenario and, if it does, the security’s implied random default
time and expected loss. This information is used to project
cash flow streams and to determine the expected losses of the
portfolio.

In addition to calculating an estimate of the fair value of
the super senior CDO security referenced in the credit default
swaps using its internal model, AIGFP also considers the price
estimates for the super senior CDO securities provided by
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third parties, including counterparties to these transactions, to
validate the results of the model and to determine the best
available estimate of fair value. In determining the fair value of
the super senior CDO security referenced in the credit default
swaps, AIGFP uses a consistent process which considers all
available pricing data points and eliminates the use of outlying
data points. When pricing data points are within a reasonable
range an averaging technique is applied.

In the case of credit default swaps written on portfolios of
investment-grade corporate debt, AIGFP estimates the fair
value of its obligations by comparing the contractual premium
of each contract to the current market levels of the senior
tranches of comparable credit indices, the iTraxx index for
European corporate issuances and the CDX index for U.S. cor-
porate issuances. These indices are considered to be reason-
able proxies for the referenced portfolios. In addition, AIGFP
compares these valuations to third party prices and makes
adjustments as necessary to arrive at the best available esti-
mate of fair value.

AIGFP estimates the fair value of its obligations resulting
from credit default swaps written on collateralized loan obli-
gations to be equivalent to the par value less the current
market value of the referenced obligation. Accordingly, the
value is determined by obtaining third-party quotes on the
underlying super senior tranches referenced under the credit
default swap contract.

Policyholders’ Contract Deposits

Policyholders’ contract deposits accounted for at fair value
beginning January 1, 2008 are measured using an income
approach by taking into consideration the following factors:

• Current policyholder account values and related surrender
charges;

• The present value of estimated future cash inflows (policy
fees) and outflows (benefits and maintenance expenses)
associated with the product using risk neutral valuations,
incorporating expectations about policyholder behavior,
market returns and other factors; and

• A risk margin that market participants would require for a
market return and the uncertainty inherent in the model
inputs.

The change in fair value of these policyholders’ contract
deposits is recorded as incurred policy losses and benefits in
the consolidated statement of income (loss).

Fair Value Measurements on a Non-Recurring Basis

AIG also measures the fair value of certain assets on a non-
recurring basis, generally quarterly, annually, or when events
or changes in circumstances indicate that the carrying amount
of the assets may not be recoverable. These assets include held
to maturity securities (in periods prior to the third quarter of
2008), cost and equity-method investments, life settlement
contracts, flight equipment, collateral securing foreclosed
loans and real estate and other fixed assets, goodwill, and
other intangible assets. AIG uses a variety of techniques to
measure the fair value of these assets when appropriate, as
described below:

• Held to Maturity Securities, Cost and Equity-Method
Investments: When AIG determines that the carrying value
of these assets may not be recoverable, AIG records the
assets at fair value with the loss recognized in income. In
such cases, AIG measures the fair value of these assets using
the techniques discussed above for fixed maturities and
equity securities. During the third quarter of 2008, AIG
transferred all securities previously classified as held to
maturity to the available for sale category (see Note 1 for
further discussion).

• Life Settlement Contracts: AIG measures the fair value of
individual life settlement contracts (which are included in
other invested assets) whenever the carrying value plus the
undiscounted future costs that are expected to be incurred
to keep the life settlement contract in force exceed the
expected proceeds from the contract. In those situations,
the fair value is determined on a discounted cash flow basis,
incorporating current life expectancy assumptions. The
discount rate incorporates current information about mar-
ket interest rates, the credit exposure to the insurance
company that issued the life settlement contract and AIG’s
estimate of the risk margin an investor in the contracts
would require.

• Flight Equipment Primarily Under Operating Leases:
When AIG determines the carrying value of its commercial
aircraft may not be recoverable, AIG records the aircraft at
fair value with the loss recognized in income. AIG measures
the fair value of its commercial aircraft using an income
approach based on the present value of all cash flows from
existing and projected lease payments (based on historical
experience and current expectations regarding market par-
ticipants) including net contingent rentals for the period
extending to the end of the aircraft’s economic life in its
highest and best use configuration, plus its disposition
value.

• Collateral Securing Foreclosed Loans and Real Estate and
Other Fixed Assets: When AIG takes collateral in connec-
tion with foreclosed loans, AIG generally bases its estimate
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of fair value on the price that would be received in a current
transaction to sell the asset by itself.

• Goodwill: AIG tests goodwill for impairment whenever
events or changes in circumstances indicate the carrying
amount of goodwill may not be recoverable, but at least
annually. When AIG determines goodwill may be impaired,
AIG uses techniques that consider market-based earnings
multiples of the unit’s peer companies or discounted cash
flow techniques based on the price that could be received in
a current transaction to sell the asset assuming the asset
would be used with other assets as a group (in-use premise).
See Fair Value Measured on a Non-Recurring Basis below
for additional information.

• Intangible Assets: AIG tests its intangible assets for
impairment whenever events or changes in circumstances
indicate the carrying amount of an intangible asset may not
be recoverable. AIG measures the fair value of intangible
assets based on an in-use premise that considers the same
factors used to estimate the fair value of its real estate and
other fixed assets under an in-use premise discussed above.

See Notes 1(c), (d), (e), (t), and (v) to Consolidated
Financial Statements included in the 2007 Annual Report
on Form 10-K for additional information about how AIG
tests various asset classes for impairment.

Fair Value Hierarchy

Beginning January 1, 2008, assets and liabilities recorded at
fair value in the consolidated balance sheet are measured and
classified in a hierarchy for disclosure purposes consisting of
three “levels” based on the observability of inputs available in
the marketplace used to measure the fair values as discussed
below:

• Level 1: Fair value measurements that are quoted prices
(unadjusted) in active markets that AIG has the ability to
access for identical assets or liabilities. Market price data
generally is obtained from exchange or dealer markets. AIG
does not adjust the quoted price for such instruments.
Assets and liabilities measured at fair value on a recurring

basis and classified as Level 1 include certain government
and agency securities, actively traded listed common stocks
and derivative contracts, most separate account assets and
most mutual funds.

• Level 2: Fair value measurements based on inputs other
than quoted prices included in Level 1 that are observable
for the asset or liability, either directly or indirectly. Level 2
inputs include quoted prices for similar assets and liabilities
in active markets, and inputs other than quoted prices that
are observable for the asset or liability, such as interest rates
and yield curves that are observable at commonly quoted
intervals. Assets and liabilities measured at fair value on a
recurring basis and classified as Level 2 generally include
certain government securities, most investment-grade and
high-yield corporate bonds, certain ABS, certain listed equi-
ties, state, municipal and provincial obligations, hybrid
securities, mutual fund and hedge fund investments, deriv-
ative contracts, GIAs at AIGFP and physical commodities.

• Level 3: Fair value measurements based on valuation
techniques that use significant inputs that are unobservable.
These measurements include circumstances in which there
is little, if any, market activity for the asset or liability. In
certain cases, the inputs used to measure fair value may fall
into different levels of the fair value hierarchy. In such cases,
the level in the fair value hierarchy within which the fair
value measurement in its entirety falls is determined based
on the lowest level input that is significant to the fair value
measurement in its entirety. AIG’s assessment of the signif-
icance of a particular input to the fair value measurement in
its entirety requires judgment. In making the assessment,
AIG considers factors specific to the asset or liability. Assets
and liabilities measured at fair value on a recurring basis
and classified as Level 3 include certain distressed ABS,
structured credit products, certain derivative contracts
(including AIGFP’s super senior credit default swap port-
folio), policyholders’ contract deposits carried at fair value,
private equity and real estate fund investments, and direct
private equity investments. AIG’s non-financial-instrument
assets that are measured at fair value on a non-recurring
basis generally are classified as Level 3.
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Assets and Liabilities Measured at Fair Value on a Recurring Basis

The following table presents information about assets and liabilities measured at fair value on a recurring basis at
September 30, 2008, and indicates the level of the fair value measurement based on the levels of the inputs used:

(in millions) Level 1 Level 2 Level 3
Counterparty

Netting(a)

Total
September 30,

2008

Assets:
Bonds available for sale $ 891 $375,021 $18,582 $ – $394,494

Bond trading securities – 7,355 197 – 7,552

Common stocks available for sale 11,113 271 75 – 11,459

Common and preferred stocks trading 19,751 922 1 – 20,674

Preferred stocks available for sale 1 1,393 70 – 1,464

Mortgage and other loans receivable – 324 4 – 328

Financial Services assets:

Securities available for sale 1 762 1,563 – 2,326

Trading securities 1,388 28,710 6,038 – 36,136

Spot commodities – 34 – – 34

Unrealized gain on swaps, options and forward

transactions – 54,108 3,307 (47,381) 10,034

Securities purchased under agreements to resell – 12,100 – – 12,100

Securities lending invested collateral(b) – 23,648 12,173 – 35,821

Other invested assets(c) 2,334 7,406 11,788 – 21,528

Short-term investments 4,320 18,201 69 – 22,590

Separate and variable accounts 61,405 2,953 1,114 – 65,472

Other assets 110 3,057 354 (1,898) 1,623

Total $101,314 $536,265 $55,335 $(49,279) $643,635

Liabilities:
Policyholders’ contract deposits $ – $ – $ 4,282 $ – $ 4,282

Other policyholders’ funds

Financial Services liabilities:

Securities sold under agreements to repurchase – 7,143 50 – 7,193

Securities and spot commodities sold but not yet

purchased 715 1,851 – – 2,566

Unrealized loss on swaps, options and forward

transactions(d) – 47,066 34,949 (75,690) 6,325

Trust deposits and deposits due to banks and other

depositors – 215 – – 215

Other long-term borrowings – 38,347 802 – 39,149

Other liabilities 7 3,501 60 (179) 3,389

Total $ 722 $ 98,123 $40,143 $(75,869) $ 63,119

(a) Represents netting of derivative exposures covered by a qualifying master netting agreement in accordance with FIN 39 of $42.8 billion, offset by cash

collateral posted and received by AIG of $33.1 billion and $6.5 billion, respectively.

(b) Amounts exclude short-term investments that are carried at cost, which approximates fair value of $5.7 billion.

(c) Approximately 11 percent of the fair value of the assets recorded as Level 3 relates to various private equity, real estate, hedge fund and fund-of-funds

investments. AIG’s ownership in these funds represented 27 percent, or $1.7 billion of the Level 3 amount.

(d) Included in Level 3 is the fair value derivative liability of $32.3 billion on AIGFP super senior credit default swap portfolio.

At September 30, 2008, Level 3 assets were 5.4 percent of total assets, and Level 3 liabilities were 4.2 percent of total liabilities.

20

American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)



3. Fair Value Measurements (continued)

The following tables present changes during the three- and nine-month periods ended September 30, 2008 in Level 3 assets
and liabilities measured at fair value on a recurring basis, and the realized and unrealized gains (losses) recorded in income
during the three- and nine-month periods ended September 30, 2008 related to the Level 3 assets and liabilities that
remained in the consolidated balance sheet at September 30, 2008:

(in millions)

Balance
Beginning of

Period(a)

Net
Realized and

Unrealized
Gains (Losses)

Included
in Income(b)

Accumulated
Other

Comprehensive
Income (Loss)

Purchases,
Sales,

Issuances and
Settlements-net

Transfers
In (Out)

Balance at
September 30,

2008

Changes in
Unrealized Gains

(Losses) on
Instruments

Held at
September 30,

2008

Three Months Ended September 30, 2008:
Assets:

Bonds available for sale $ 18,480 $ (696) $ (255) $ (646) $1,699 $ 18,582 $ –
Bond trading securities 195 (11) (2) 20 (5) 197 (6)
Common stocks available for sale 227 1 1 (196) 42 75 –
Common and preferred stocks trading 5 – (3) 5 (6) 1 –
Preferred stocks available for sale 258 (7) (50) (9) (122) 70 –
Mortgage and other loans receivable 4 – – – – 4 –
Financial Services assets:

Securities available for sale 372 (3) (180) 1,341 33 1,563 –
Trading securities 3,680 (1,510) – 3,865 3 6,038 (919)

Securities lending invested collateral 8,489 (2,091) 829 (706) 5,652 12,173 –
Other invested assets 11,868 77 (126) 131 (162) 11,788 293
Short-term investments – – – 69 – 69 –
Separate and variable accounts 1,178 (75) – 11 – 1,114 (75)
Other assets 334 (4) – 13 – 343 (4)

Total $ 45,090 $ (4,319) $ 214 $ 3,898 $7,134 $ 52,017 $ (711)

Liabilities:
Policyholders’ contract deposits $ (4,179) $ 113 $ 43 $ (259) $ – $ (4,282) $ 235
Financial Services liabilities:

Securities sold under agreements to
repurchase (40) 5 – (15) – (50) (5)

Unrealized loss on swaps, options and
forward transactions, net (26,674) (5,223) – 207 48 (31,642) (6,032)

Other long-term borrowings (2,689) 1,030 – 630 227 (802) (500)
Other liabilities (25) (15) (2) 2 (9) (49) 4

Total $(33,607) $ (4,090) $ 41 $ 565 $ 266 $(36,825) $ (6,298)

Nine Months Ended September 30, 2008:
Assets:

Bonds available for sale $ 18,786 $ (2,140) $ (805) $ (870) $3,611 $ 18,582 $ –
Bond trading securities 141 (31) – 35 52 197 (16)
Common stocks available for sale 224 (4) 1 (185) 39 75 –
Common and preferred stocks trading 30 (1) (1) (14) (13) 1 –
Preferred stocks available for sale 135 (9) (44) (76) 64 70 –
Mortgage and other loans receivable – – – – 4 4 –
Financial Services assets:

Securities available for sale 285 (6) (172) 1,423 33 1,563 –
Trading securities 4,422 (2,943) – 4,567 (8) 6,038 (2,408)

Securities lending invested collateral 11,353 (5,229) 1,916 (1,524) 5,657 12,173 –
Other invested assets 10,373 269 11 1,279 (144) 11,788 862
Short-term investments – – – 69 – 69 –
Separate and variable accounts 1,003 (48) – 159 – 1,114 (48)
Other assets 141 (4) – 206 – 343 (4)

Total $ 46,893 $(10,146) $ 906 $ 5,069 $9,295 $ 52,017 $ (1,614)

Liabilities:
Policyholders’ contract deposits $ (3,674) $ 56 $ (8) $ (656) $ – $ (4,282) $ 398
Financial Services liabilities: –

Securities sold under agreements to
repurchase (208) (15) – (49) 222 (50) (5)

Unrealized loss on swaps, options and
forward transactions, net (11,718) (19,785) – (222) 83 (31,642) (20,631)

Other long-term borrowings (3,578) 1,120 – 1,268 388 (802) (522)
Other liabilities (503) (70) (2) 534 (8) (49) 33

Total $(19,681) $(18,694) $ (10) $ 875 $ 685 $(36,825) $(20,727)

(a) Total Level 3 derivative exposures have been netted on these tables for presentation purposes only.
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(b) Net realized and unrealized gains and losses shown above are reported in the consolidated statement of income (loss) primarily as follows:

Major category of Assets/Liabilities Consolidated Statement of Income (Loss) Line Items

Financial Services assets and liabilities • Other income
• Unrealized market valuation losses on AIGFP super senior credit

default swap portfolio

Securities lending invested collateral • Net realized capital gains (losses)

Other invested assets • Net realized capital gains (losses)

Policyholders’ contract deposits • Incurred policy losses and benefits
• Net realized capital gains (losses)

Both observable and unobservable inputs may be used to
determine the fair values of positions classified in Level 3 in
the tables above. As a result, the unrealized gains (losses) on
instruments held at September 30, 2008 may include changes
in fair value that were attributable to both observable (e.g.,
changes in market interest rates) and unobservable inputs
(e.g., changes in unobservable long-dated volatilities).

AIG uses various hedging techniques to manage risks
associated with certain positions, including those classified
within Level 3. Such techniques may include the purchase or
sale of financial instruments that are classified within Level 1
and/or Level 2. As a result, the realized and unrealized gains
(losses) for assets and liabilities classified within Level 3 pre-
sented in the table above do not reflect the related realized or
unrealized gains (losses) on hedging instruments that are
classified within Level 1 and/or Level 2.

Changes in the fair value of separate and variable account
assets are completely offset in the consolidated statement of
income (loss) by changes in separate and variable account
liabilities, which are not carried at fair value and therefore not
included in the tables above.

Fair Value Measured on a Non-Recurring Basis

AIG measures the fair value of certain assets on a non-recur-
ring basis, generally quarterly, or when events or changes in
circumstances indicate that the carrying amount of the asset
may not be recoverable. These assets include goodwill, real
estate owned, real estate loans held for sale, and other intan-
gible assets.

Assets measured at fair value on a non-recurring basis on which impairment charges were recorded were as follows:

(in millions) Level 1 Level 2 Level 3 Total

Three Months Ended
September 30,

2008

Nine Months Ended
September 30,

2008

Goodwill $– $– $ – $ – $432 $477
Real estate owned – – 1,358 1,358 100 102
Other investments – – 3,883 3,883 75 85
Other assets – 7 190 197 2 53

Total $– $7 $5,431 $5,438 $609 $717

AIG recognized goodwill impairment charges of $432 million
and $477 million for the three and nine months ended Sep-
tember 30, 2008, which were primarily related to the domestic
Consumer Finance and the Capital Markets businesses.

AIG recognized an impairment charge on certain invest-
ment real estate and other real estate owned of $100 million
and $102 million for the three and nine months ended Sep-
tember 30, 2008, respectively, which was included in other
income. As required by FAS 157, the fair value disclosed in the
table above is unadjusted for transaction costs. The amounts
recorded on the consolidated balance sheet are net of trans-
action costs.

Fair Value Option

FAS 159 permits a company to choose to measure at fair value
many financial instruments and certain other assets and lia-
bilities that are not required to be measured at fair value.
Subsequent changes in fair value for designated items are
required to be reported in income. Unrealized gains and losses
on financial instruments in AIG’s insurance businesses and in
AIGFP for which the fair value option was elected under
FAS 159 are classified in incurred policy losses and benefits
and in other income, respectively, in the consolidated state-
ment of income (loss).
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The following table presents the gains or losses recorded during the three- and nine-month periods ended September 30, 2008
related to the eligible instruments for which AIG elected the fair value option and the related transition adjustment recorded as a
decrease to opening shareholders’ equity at January 1, 2008:

(in millions)

January 1,
2008

prior to
Adoption

Transition
Adjustment

upon
Adoption

January 1,
2008
after

Adoption

Gain (Loss)
Three Months

Ended
September 30,

2008

Gain (Loss)
Nine Months

Ended
September 30,

2008

Mortgage and other loans receivable $ 1,109 $ – $ 1,109 $ (74) $ 5
Financial Services assets(a):

Trading securities (formerly available for sale) 39,278 5 39,283 (3,886) (5,037)
Securities purchased under agreements to resell 20,950 1 20,951 (180) 395

Other invested assets 321 (1) 320 (24) (12)
Short-term investments 6,969 – 6,969 (2) 65
Deferred policy acquisition costs 1,147 (1,147) – – –
Other assets 435 (435) – – –

Future policy benefits for life, accident and health insurance
contracts 299 299 – – –

Policyholders’ contract deposits(b) 3,739 360 3,379 416 534
Financial Services liabilities(a):

Securities sold under agreements to repurchase 6,750 (10) 6,760 339 (77)
Securities and spot commodities sold but not yet

purchased 3,797 (10) 3,807 157 144
Trust deposits and deposits due to banks and other

depositors 216 (25) 241 24 13
Long-term borrowings 57,968 (675) 58,643 294 (97)
Other liabilities 1,792 – 1,792 1,266 947

Total gain (loss) for the three- and nine-month periods ended
September 30, 2008 (c) $(1,670) $(3,120)

Pre-tax cumulative effect of adopting the fair value option (1,638)
Decrease in deferred tax liabilities 526

Cumulative effect of adopting the fair value option $(1,112)

(a) Effective January 1, 2008, AIGFP elected to apply the fair value option under FAS 159 to all eligible assets and liabilities (other than equity method

investments, trade receivables and trade payables) because electing the fair value option allows AIGFP to more closely align its earnings with the economics of

its transactions by recognizing concurrently through earnings the change in fair value of its derivatives and the offsetting change in fair value of the assets and

liabilities being hedged as well as the manner in which the business is evaluated by management. Substantially all of the gain (loss) amounts shown above are

reported in other income on the consolidated statement of income (loss). In August 2008, AIGFP modified prospectively this election as management believes it

is appropriate to exclude from the automatic election securities purchased in connection with existing structured credit transactions and their related funding

obligations. AIGFP will evaluate whether to elect the fair value option on a case-by-case basis for securities purchased in connection with existing structured

credit transactions and their related funding obligations.

(b) AIG elected to apply the fair value option to certain single premium variable life products in Japan and an investment-linked life insurance product sold

principally in Asia, both classified within policyholders’ contract deposits in the consolidated balance sheet. AIG elected the fair value option for these liabilities

to more closely align its accounting with the economics of its transactions. For the investment-linked product sold principally in Asia, the election more

effectively aligns changes in the fair value of assets with a commensurate change in the fair value of policyholders’ liabilities. For the single premium life

products in Japan, the fair value option election allows AIG to economically hedge the inherent market risks associated with this business in an efficient and

effective manner through the use of derivative instruments. The hedging program, which was completed in the third quarter of 2008, results in an accounting

presentation for this business that more closely reflects the underlying economics and the way the business is managed, with the change in the fair value of

derivatives and underlying assets largely offsetting the change in fair value of the policy liabilities. AIG did not elect the fair value option for other liabilities

classified in policyholders’ contract deposits because other contracts do not share the same contract features that created the disparity between the accounting

presentation and the economic performance.

(c) Not included in the table above were losses of $9.6 billion and $23.2 billion for the three- and nine-month periods ended September 30, 2008, respectively, that

were primarily due to changes in the fair value of derivatives, trading securities and certain other invested assets for which the fair value option under FAS 159

was not elected. Included in these amounts were unrealized market valuation losses of $7.1 billion and $21.7 billion for the three- and nine-months periods

ended September 30, 2008, respectively, related to AIGFP’s super senior credit default swap portfolio.
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3. Fair Value Measurements (continued)

Interest income and expense and dividend income on
assets and liabilities elected under the fair value option are
recognized and classified in the consolidated statement of
income (loss) depending on the nature of the instrument
and related market conventions. For AIGFP related activity,
interest, dividend income, and interest expense are included in
other income. Otherwise, interest and dividend income are
included in net investment income in the consolidated state-
ment of income (loss). See Note 1(a) to the Consolidated
Financial Statements included in the 2007 Annual Report
on Form 10-K for additional information about AIG’s policies
for recognition, measurement, and disclosure of interest and
dividend income and interest expense.

During the three- and nine-month periods ended Septem-
ber 30, 2008, AIG recognized a loss of $184 million and a gain
of $1.1 billion, respectively, attributable to the observable
effect of changes in credit spreads on AIG’s own liabilities for
which the fair value option was elected. AIG calculates the
effect of these credit spread changes using discounted cash
flow techniques that incorporate current market interest rates,
AIG’s observable credit spreads on these liabilities and other
factors that mitigate the risk of nonperformance such as
collateral posted.

The following table presents the difference between fair
values and the aggregate contractual principal amounts
of mortgage and other loans receivable and long-term bor-
rowings, for which the fair value option was elected:

(in millions)

Fair Value at
September 30,

2008

Principal
Amount

Due Upon
Maturity Difference

Assets:

Mortgage and other
loans receivable $ 328 $ 378 $ (50)

Liabilities:

Long-term borrowings $36,464 $36,065 $399

At September 30, 2008, there were no mortgage and
other loans receivable for which the fair value option was
elected, that were 90 days or more past due and in non-accrual
status.

4. Revolving Credit Agreement and
Guarantee and Pledge Agreement
between AIG and the Federal Reserve
Bank of New York

On September 22, 2008, AIG entered into the $85 billion Fed
Credit Agreement and a Guarantee and Pledge Agreement (the
Pledge Agreement) with the NY Fed.

The Fed Facility has a two-year term. Outstanding bor-
rowings bear interest at 3-month LIBOR (not less than 3.5 per-
cent per annum) plus 8.5 percent per annum. AIG incurred, in
the form of an increase in the outstanding loan balance under
the Fed Credit Agreement, a gross commitment fee of $1.7 bil-
lion, which was paid in kind and was recognized as a prepaid
commitment asset. Pursuant to the Fed Credit Agreement, in
consideration for the NY Fed’s extension of credit under the
Fed Facility and the payment of $500,000, AIG agreed to issue
100,000 shares, liquidation preference $5.00 per share, of the
Series C Preferred Stock to the Trust. The Series C Preferred
Stock was not yet issued as of September 30, 2008. Accord-
ingly, additional paid-in capital has been increased to reflect a
prepaid commitment fee which represents AIG’s obligation to
issue the Series C Preferred Stock in the fourth quarter of
2008. The value of the Series C Preferred Stock was also
recognized as part of the prepaid commitment asset. The total
prepaid commitment fee asset of $24.7 billion is being amor-
tized as interest expense through the term of the facility. AIG
also incurs a commitment fee on undrawn amounts at the rate
of 8.5 percent per annum, which is recognized as interest
expense when incurred.

Interest and the commitment fees are payable in kind and
generally recognized through an increase in the outstanding
balance under the Fed Facility.

AIG is required to repay the Fed Facility primarily from
proceeds on sales of assets, including businesses. These man-
datory repayments permanently reduce the maximum amount
available to be borrowed under the Fed Facility. Additionally,
AIG is permitted to repay any portion of the amounts bor-
rowed at any time prior to the maturity of the Fed Facility,
without penalty. Voluntary repayments do not reduce the
maximum amount available to be borrowed.

The Fed Credit Agreement contains customary affirma-
tive and negative covenants, including a requirement to main-
tain a minimum amount of liquidity and a requirement to use
reasonable efforts to cause the composition of the Board of
Directors of AIG to be satisfactory to the Trust within 10 days
after the establishment of the Trust. Borrowings under the Fed
Facility are conditioned, among other things, on the NY Fed
being satisfied with AIG’s corporate governance and the value
of the collateral.

The Fed Facility is secured by a pledge of the capital stock
and assets of certain of AIG’s subsidiaries, subject to exclu-
sions of certain property not permitted to be pledged under
AIG debt agreements and its Restated Certificate of Incorpo-
ration, as well as exclusions of assets of regulated subsidiaries,
assets of foreign subsidiaries and assets of special purpose
vehicles. The exclusion of these assets from the pledge assures
that AIG has not pledged all or substantially all of its assets to
the NY Fed.
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4. Revolving Credit Agreement and
Guarantee and Pledge Agreement
between AIG and the Federal Reserve
Bank of New York (continued)

At September 30, 2008, the amount owed under the Fed
Facility totaled $63 billion, which included accrued fees and
interest of $2 billion added to the principal of cash borrow-
ings. The amount available to be borrowed under the Fed
Facility is not generally reduced for the amount of fees and
interest added to cash borrowings.

See Note 11 to the Consolidated Financial Statements,
regarding borrowings under the Fed Facility and amendments
to the Fed Credit Agreement subsequent to September 30,
2008.

5. Shareholders’ Equity and Earnings
(Loss) Per Share

Shareholders’ Equity

Series C Perpetual, Convertible, Participating Preferred
Stock

Pursuant to the Fed Credit Agreement, AIG agreed to issue
100,000 shares of Series C Preferred Stock to the Trust in the
fourth quarter of 2008.

Under the terms of the Fed Credit Agreement prior to its
amendment on November 9, 2008, the terms of the Series C
Preferred Stock were as follows: The Series C Preferred Stock
will have voting rights commensurate with an approximately
79.9 percent holding of all outstanding shares of common
stock. Holders of the Series C Preferred Stock will be entitled
to participate in dividends paid on the common stock, receiv-
ing up to 79.9 percent of the aggregate amount of dividends
paid on the shares of common stock then outstanding. After
the Series C Preferred Stock is issued, AIG will be required to
hold a special shareholders’ meeting to amend its restated
certificate of incorporation to increase the number of autho-
rized shares of common stock to 19 billion and to reduce the
par value per share. The holders of the common stock will be
entitled to vote as a class separate from the holders of the
Series C Preferred Stock on these changes to AIG’s Restated
Certificate of Incorporation. If the increase in the number of
authorized shares and change in par value is approved, the
Series C Preferred Stock will become convertible into common
stock. The number of shares into which the Series C Preferred
Stock will be convertible is that which will result in a 79.9
percent holding, after conversion, based upon the number of
common shares outstanding on the issue date of the Series C
Preferred Stock, plus the number of common shares that are
subsequently issued in settlement of Equity Units. Subject to
certain exceptions, while the United States Treasury

beneficially owns at least 50 percent of the Series C
Preferred Stock (or the shares into which the Series C Preferred
Stock is convertible), AIG will be prohibited from issuing any
capital stock, or any securities or instruments convertible or
exchangeable into, or exercisable for, capital stock, without
the Trust’s consent. In addition, AIG is required to enter into a
registration rights agreement that will provide demand regis-
tration rights for the Series C Preferred Stock and will require
AIG to apply for the listing on the NYSE of the common stock
underlying the Series C Preferred Stock. As described in
Note 11 to the Consolidated Financial Statements, the
November 9, 2008 agreement in principle provides that
AIG will issue 10-year warrants to the United States Treasury,
and the number of shares into which the Series C Preferred
Stock will be convertible will be reduced so as not to exceed
77.9 percent of the outstanding shares of common stock.

AIG received the consideration in the form of the Fed
Facility for the Series C Preferred Stock in the third quarter of
2008 and recorded the fair value of the Series C Preferred
Stock, $23 billion, as an increase to additional paid-in capital.
The value, net of the $500,000 cash portion of the consider-
ation, was recognized as an addition to the prepaid commit-
ment fee asset associated with the Fed Facility.

The valuation of the consideration received for the
Series C Preferred Stock that AIG agreed to issue was deter-
mined by AIG and was primarily based on the implied value of
79.9 percent of AIG indicated by AIG’s common stock price
after the terms of the Fed Credit Agreement were publicly
announced. Other valuation techniques were employed to
corroborate this value, taking into consideration both market
observable inputs, such as AIG credit spreads, and other
inputs. The following key assumptions were utilized in the
valuation:

• The valuation date for the Series C Preferred Stock
was the date at which consideration was received for
the obligation to issue the Series C Preferred Stock,
that is, the date borrowings were made available to
AIG pursuant to the NY Fed’s agreement to enter into
the Fed Credit Agreement.

• The Series C Preferred Stock will be economically
equivalent to the common stock, will have voting
rights commensurate with the common stock, and
will be convertible into shares of common stock.

• The price of AIG common stock the day after the
announcement of the terms of the NY Fed’s agree-
ment to enter into the Fed Credit Agreement provided
the most observable market evidence of the valuation
of AIG.

Basic and diluted EPS will be affected in any period in
which AIG has net income. The effect on basic EPS will be
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computed using the two-class method, pursuant to which the
earnings of the period will be allocated between the preferred
shareholders and the common shareholders, determined on
the same basis as if all the earnings were distributed. Prior to
any partial conversion of the Series C Preferred Stock, this will
result in 79.9 percent of the earnings for the period being
allocated to the Series C Preferred Stock, directly reducing the
net income available for common shareholders. Diluted EPS
will be computed on the more dilutive of the if-converted
method and the two-class method. Under the if-converted
method, conversion of the Series C Preferred Stock is assumed
to have occurred as of the beginning of the period, and the
number of common shares that would be issued on conversion
is assumed to be the number of additional shares outstanding
for the period. Because AIG had losses for the three- and nine-
month periods ended September 30, 2008, the Series C Pre-
ferred Stock was anti-dilutive to basic and diluted EPS.

Dividends

The quarterly dividend per common share declared in May
2008 and paid on September 19, 2008 was $0.22. Effective
September 23, 2008, AIG’s Board of Directors suspended the
declaration of dividends on AIG’s common stock. Pursuant to
the Fed Credit Agreement, AIG is restricted from paying
dividends on its common stock.

Share Issuance and Repurchase

In February 2007, AIG’s Board of Directors increased
AIG’s share repurchase program by authorizing the purchase
of shares with an aggregate purchase price of $8 billion. In
November 2007, AIG’s Board of Directors authorized the
purchase of an additional $8 billion in common stock. In
2007, AIG entered into structured share repurchase arrange-
ments providing for the purchase of shares over time with an
aggregate purchase price of $7 billion.

A total of 37,926,059 shares were purchased during the
first six months of 2008 to meet commitments that existed at
December 31, 2007. There were no repurchases during the
third quarter of 2008. At October 31, 2008, $9 billion was
available for purchases under the aggregate authorizations.

Pursuant to the Fed Credit Agreement, AIG is restricted
from repurchasing shares of its common stock.

In May 2008, AIG sold 196,710,525 shares of common
stock at a price per share of $38 for gross proceeds of $7.47 bil-
lion and 78,400,000 equity units (the Equity Units) at a price
per unit of $75 for gross proceeds of $5.88 billion. The Equity
Units, the key terms of which are summarized below, are
recorded as long-term borrowings in the consolidated balance
sheet.

Equity Units

Each Equity Unit has an initial stated amount of $75 and
consists of a stock purchase contract issued by AIG and,
initially, a 1/40th or 2.5 percent undivided beneficial owner-
ship interest in three series of junior subordinated debentures
(Series B-1, B-2 and B-3), each with a principal amount of
$1,000.

Each stock purchase contract requires its holder to pur-
chase, and requires AIG to sell, a variable number of shares of
AIG common stock for $25 in cash on each of the following
dates: February 15, 2011, May 1, 2011 and August 1, 2011.
The number of shares that AIG is obligated to deliver on each
stock purchase date is set forth in the chart below (where the
“applicable market value” is an average of the trading prices
of AIG’s common stock over the 20-trading-day period ending
on the third business day prior to the relevant stock purchase
date).

If the applicable market
value is: then AIG is obligated to issue:

• Greater than or equal to
$45.60

• 0.54823 shares per stock
purchase contract

• Between $45.60 and $38.00 • Shares equal to
$25 divided by the
applicable market value

• Less than or equal to
$38.00

• 0.6579 shares per stock
purchase contract

Basic earnings (loss) per share (EPS) will not be affected
by outstanding stock purchase contracts. Diluted EPS will be
determined considering the potential dilution from outstand-
ing stock purchase contracts using the treasury stock method,
and therefore diluted EPS will not be affected by outstanding
stock purchase contracts until the applicable market value
exceeds $45.60.

AIG is obligated to pay quarterly contract adjustment
payments to the holders of the stock purchase contracts, at an
initial annual rate of 2.7067 percent applied to the stated
amount. The present value of the contract adjustment pay-
ments, $431 million, was recognized at inception as a liability
(a component of other liabilities), and was recorded as a
reduction to additional paid-in capital.

In addition to the stock purchase contracts, as part of the
Equity Units, AIG issued $1.96 billion of each of the Series B-1,
B-2 and B-3 junior subordinated debentures, which initially
pay interest at rates of 5.67 percent, 5.82 percent and 5.89 per-
cent, respectively. For accounting purposes, AIG allocated the
proceeds of the Equity Units between the stock purchase
contracts and the junior subordinated debentures on a relative
fair value basis. AIG determined that the fair value of the stock
purchase contract at issuance was zero, and therefore all of the
proceeds were allocated to the junior subordinated
debentures.
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Share-based Employee Compensation Plans

During the first quarter of 2008, AIG reviewed the vesting
schedules of its share-based employee compensation plans,
and on March 11, 2008, AIG’s management and the Com-
pensation and Management Resources Committee of AIG’s
Board of Directors determined that, to fulfill the objective of
attracting and retaining high quality personnel, the vesting
schedules of certain awards outstanding under these plans and
all awards made in the future under these plans should be
shortened.

For accounting purposes, a modification of the terms or
conditions of an equity award is treated as an exchange of the
original award for a new award. As a result of this modifi-
cation, the incremental compensation cost related to the
affected awards totaled $24 million and will, together with
the unamortized originally-measured compensation cost, be

amortized over shorter periods. AIG estimates the modifica-
tions will increase the amortization of this cost by $106 million
and $46 million in 2008 and 2009, respectively, with a related
reduction in amortization expense of $128 million in 2010
through 2013.

In the second quarter of 2008, reversals of previously
accrued costs related to certain performance-based compen-
sation plans were made, as performance to date was below the
performance thresholds set forth in those plans.

Earnings (Loss) Per Share (EPS)

Basic EPS is based on the weighted average number of com-
mon shares outstanding. Diluted EPS is based on those shares
used in basic EPS plus shares that would have been outstand-
ing assuming issuance of common shares for all dilutive
potential common shares outstanding.

The computation of basic and diluted EPS was as follows:

(in millions, except per share data) 2008 2007 2008 2007

Three Months
Ended September 30,

Nine Months
Ended September 30,

Numerator for EPS:
Net income (loss) $(24,468) $3,085 $(37,630) $11,492

Denominator for EPS:
Weighted average shares outstanding used in the computation of EPS:

Common stock issued 2,948 2,751 2,850 2,751
Common stock in treasury (259) (189) (251) (168)
Deferred shares 14 14 14 13

Weighted average shares outstanding – basic* 2,703 2,576 2,613 2,596
Incremental shares arising from awards outstanding under share-based employee

compensation plans* – 13 – 13

Weighted average shares outstanding – diluted* 2,703 2,589 2,613 2,609

EPS:
Basic $ (9.05) $ 1.20 $ (14.40) $ 4.43
Diluted $ (9.05) $ 1.19 $ (14.40) $ 4.40

* Calculated using the treasury stock method. Certain potential common shares arising from share-based employee compensation plans were not included in

the computation of diluted EPS because the effect would have been anti-dilutive. The number of potential shares excluded was 7 million for the nine-month

period ended September 30, 2007. Additionally, the Preferred Stock to be issued was not included in the computation of basic or diluted EPS because the effect

would have been anti-dilutive.

6. Ownership

According to the Schedule 13D/A filed on October 30, 2008,
by C.V. Starr & Co., Inc. (Starr), Starr International Com-
pany, Inc. (SICO), Edward E. Matthews, Maurice R. Green-
berg, the Maurice R. and Corinne P. Greenberg Family
Foundation, Inc., the Universal Foundation, Inc., the Maurice
R. and Corinne P. Greenberg Joint Tenancy Company, LLC
and the C.V. Starr & Co., Inc. Trust, these reporting persons
could be considered to beneficially own 278,430,935 shares
or approximately 10 percent of AIG’s common stock at that
date. Although these reporting persons may have made filings
under Section 16 of the Exchange Act, reporting sales of shares
of common stock, no amendment to the Schedule 13D has

been filed to report a change in ownership subsequent to
October 30, 2008.

7. Commitments, Contingencies and
Guarantees

(a) Litigation and Investigations

AIG and its subsidiaries, in common with the insurance and
financial services industries in general, are subject to litiga-
tion, including claims for punitive damages, in the normal
course of their business. At the current time, AIG cannot
predict the outcome of the matters described below, or esti-
mate any potential additional costs related to these matters,
unless otherwise indicated. In AIG’s insurance operations,
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7. Commitments, Contingencies and
Guarantees (continued)

litigation arising from claims settlement activities is generally
considered in the establishment of AIG’s reserve for losses and
loss expenses. However, the potential for increasing jury
awards and settlements makes it difficult to assess the ultimate
outcome of such litigation.

Various federal, state and foreign regulatory and govern-
mental agencies are reviewing certain public disclosures,
transactions and practices of AIG and its subsidiaries in con-
nection with industry wide and other inquiries. These reviews
include the inquiries by the SEC and U.S. Department of
Justice (DOJ), previously confirmed by AIG, with respect to
AIG’s valuation of and disclosures relating to the AIGFP super
senior credit default swap portfolio. AIG has cooperated, and
will continue to cooperate, in producing documents and other
information in response to subpoenas and other requests.

In connection with some of the SEC investigations, AIG
understands that some of its employees have received Wells
notices and it is possible that additional current and former
employees could receive similar notices in the future. Under
SEC procedures, a Wells notice is an indication that the SEC
staff has made a preliminary decision to recommend enforce-
ment action that provides recipients with an opportunity to
respond to the SEC staff before a formal recommendation is
finalized.

Although AIG cannot currently quantify its ultimate lia-
bility for the unresolved litigation and investigation matters
referred to below, it is possible that such liability could have a
material adverse effect on AIG’s consolidated financial con-
dition, or consolidated results of operations for an individual
reporting period.

Litigation Relating to AIGFP’s Super Senior
Credit Default Swap Portfolio

Securities Actions – Southern District of New York. On
May 21, 2008, a purported securities fraud class action com-
plaint was filed against AIG and certain of its current and
former officers and directors in the United States District
Court for the Southern District of New York (the Southern
District of New York). The complaint alleges that defendants
made statements during the period May 11, 2007 through
May 9, 2008 in press releases, AIG’s quarterly and year-end
filings and during conference calls with analysts which were
materially false and misleading and which artificially inflated
the price of AIG’s stock. The alleged false and misleading
statements relate to, among other things, unrealized market
valuation losses on AIGFP’s super senior credit default swap
portfolio as a result of severe credit market disruption. The
complaint alleges claims under Sections 10(b) and 20(a) of the

Exchange Act. Three additional purported securities class
action complaints were subsequently filed in the Southern
District of New York, all containing similar allegations. One
of the additional complaints filed on June 19, 2008, alleges a
purported class period of November 10, 2006 through June 6,
2008. The Court has not yet appointed a lead plaintiff in these
actions.

On October 9, 2008, a purported securities class action
complaint was filed in the Southern District of New York on
behalf of purchasers of 7.70 percent Series A-5 Junior Sub-
ordinated Debentures in connection with AIG’s public offer-
ing on December 11, 2007 against AIG, certain of its current
and former officers and directors, and the offering underwrit-
ers. The complaint alleges that defendants made statements in
AIG’s registration statement, prospectus and quarterly and
year-end filings which were materially false and misleading, in
violation of Sections 11, 12(a) and 15 of the Securities Act of
1933. The claims are based generally on the same allegations
as the securities fraud class actions described above. One
additional purported securities class action complaint was
filed in the Southern District of New York on October 24,
2008, containing identical allegations.

ERISA Actions – Southern District of New York. On
June 25, 2008, the Company, certain of its executive officers
and directors, and unnamed members of the Company’s
Retirement Board and Investment Committee were named
as defendants in two separate, though nearly identical, actions
filed in the Southern District of New York. The actions pur-
port to be brought as class actions on behalf of all participants
in or beneficiaries of certain pension plans sponsored by AIG
or its subsidiaries (the Plans) during the period May 11, 2007
through the present and whose participant accounts included
investments in the Company’s common stock. Plaintiffs allege,
among other things, that the defendants breached their fidu-
ciary responsibilities to Plan participants and their beneficia-
ries under the Employee Retirement Income Security Act of
1974, as amended (ERISA), by: (i) failing to prudently and
loyally manage the Plans and the Plans’ assets; (ii) failing to
provide complete and accurate information to participants
and beneficiaries about the Company and the value of the
Company’s stock; (iii) failing to monitor appointed Plan fidu-
ciaries and to provide them with complete and accurate infor-
mation; and (iv) breaching their duty to avoid conflicts of
interest. The alleged ERISA violations relate to, among other
things, the defendants’ purported failure to monitor and/or
disclose unrealized market valuation losses on AIGFP’s super
senior credit default swap portfolio as a result of severe credit
market disruption. Six additional purported ERISA class
action complaints were subsequently filed in the Southern
District of New York, each containing similar allegations. It is
anticipated that these actions will all be consolidated and that
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7. Commitments, Contingencies and
Guarantees (continued)

the Court will then appoint a lead plaintiff in the consolidated
action.

Derivative Actions – Southern District of New York. On
November 20, 2007, two purported shareholder derivative
actions were filed in the Southern District of New York
naming as defendants the then current directors of AIG and
certain senior officers of AIG and its subsidiaries. Plaintiffs
assert claims for breach of fiduciary duty, waste of corporate
assets and unjust enrichment, as well as violations of Sec-
tion 10(b) of the Exchange Act and Rule 10b-5 promulgated
thereunder, and Section 20(a) of the Exchange Act, among
other things, in connection with AIG’s public disclosures
regarding its exposure to what the lawsuits describe as the
subprime market crisis. The actions were consolidated as In re
American International Group, Inc. 2007 Derivative Litiga-
tion (the Consolidated 2007 Derivative Litigation). On Feb-
ruary 15, 2008, plaintiffs filed a consolidated amended
complaint alleging the same causes of action. On April 15,
2008, motions to dismiss the action were filed on behalf of all
defendants. The motions to dismiss are pending.

On August 8, 2008, a purported shareholder derivative
action was filed in the Southern District of New York asserting
claims on behalf of AIG based generally on the same allega-
tions as in the consolidated amended complaint in the Con-
solidated 2007 Derivative Litigation.

Derivative Action – Supreme Court of New York. On
February 29, 2008, a purported shareholder derivative com-
plaint was filed in the Supreme Court of Nassau County,
asserting the same state law claims against the same defen-
dants as in the consolidated amended complaint in the Con-
solidated 2007 Derivative Litigation. On May 19, 2008,
defendants filed a motion to dismiss or to stay the proceedings
in light of the pending Consolidated 2007 Derivative Litiga-
tion. The motion is pending.

Derivative Action – Delaware Court of Chancery. On
September 17, 2008, a purported shareholder derivative com-
plaint was filed in the Court of Chancery of Delaware naming
as defendants certain directors and senior officers of AIG and
its subsidiaries and asserting claims on behalf of AIG based
generally on the same allegations as in the consolidated
amended complaint in the Consolidated 2007 Derivative
Litigation.

Action by the Starr Foundation – Supreme Court of New
York. On May 7, 2008, the Starr Foundation filed a com-
plaint in New York State Supreme Court against AIG, AIG’s
former Chief Executive Officer, Martin Sullivan, and AIG’s
then Chief Financial Officer, Steven Bensinger, asserting a
claim for common law fraud. The complaint alleges that

the defendants made materially misleading statements and
omissions concerning alleged multi-billion dollar losses in
AIG’s portfolio of credit default swaps. The complaint asserts
that if the Starr Foundation had known the truth about the
alleged losses, it would have sold its remaining shares of AIG
stock. The complaint alleges that the Starr Foundation has
suffered damages of at least $300 million. On May 30, 2008, a
motion to dismiss the complaint was filed on behalf of defen-
dants. The motion to dismiss, which has been converted by the
court into a motion for summary judgment, is still pending.

Litigation Relating to the Credit Agreement with
the NY Fed

On November 4, 2008, a purported class action was filed in
the Delaware Court of Chancery naming as defendants AIG,
Chairman and Chief Executive Officer, Edward M. Liddy, and
current and past AIG directors. Plaintiff alleges violations of
Delaware General Corporation Law Section 242(b)(2) and
breaches of fiduciary duty in connection with the Series C
Preferred Stock to be issued to the Trust created for the benefit
of the United States Treasury pursuant to the Fed Credit
Agreement. Plaintiff seeks an order declaring that the Series C
Preferred Stock is not convertible into common stock absent a
class vote by the holders of the common stock to amend the
Restated Certificate of Incorporation to increase the number
of authorized common shares and decrease the par value of the
common shares, an order declaring that AIG’s directors are
breaching their fiduciary duties in not seeking alternative or
supplemental financing in advance of a stockholder vote on
such an amendment to the Restated Certificate of Incorpora-
tion, and damages. During a conference with the Court on
November 7, 2008, AIG’s counsel stated that any amendment
to the Restated Certificate of Incorporation to increase the
number of authorized common shares or to decrease the par
value of the common shares would be the subject of a class
vote by the holders of the common stock, and plaintiff’s
counsel agreed that the plaintiff’s request for an order granting
this relief is moot.

2006 Regulatory Settlements and Related Matters

2006 Regulatory Settlements. In February 2006, AIG
reached a resolution of claims and matters under investigation
with the DOJ, the SEC, the Office of the New York Attorney
General (NYAG) and the New York State Department of
Insurance (DOI). AIG recorded an after-tax charge of
$1.15 billion relating to these settlements in the fourth quarter
of 2005. The settlements resolved investigations conducted by
the SEC, NYAG and DOI in connection with the accounting,
financial reporting and insurance brokerage practices of AIG
and its subsidiaries, as well as claims relating to the under-
payment of certain workers compensation premium taxes and
other assessments. These settlements did not, however, resolve
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investigations by regulators from other states into insurance
brokerage practices related to contingent commissions and
other broker-related conduct, such as alleged bid rigging. Nor
did the settlements resolve any obligations that AIG may have
to state guarantee funds in connection with any of these
matters.

As a result of these settlements, AIG made payments or
placed amounts in escrow in 2006 totaling approximately
$1.64 billion, $225 million of which represented fines and
penalties. Amounts held in escrow totaling approximately
$337 million, including interest thereon, are included in other
assets at September 30, 2008. At that date, all of the funds
were escrowed for settlement of claims resulting from the
underpayment by AIG of its residual market assessments for
workers’ compensation.

In addition to the escrowed funds, $800 million was
deposited into a fund under the supervision of the SEC as
part of the settlements to be available to resolve claims
asserted against AIG by investors, including the securities
class action shareholder lawsuits described below.

Also, as part of the settlements, AIG agreed to retain, for
a period of three years, an independent consultant to conduct
a review that will include, among other things, the adequacy
of AIG’s internal control over financial reporting, the policies,
procedures and effectiveness of AIG’s regulatory, compliance
and legal functions and the remediation plan that AIG has
implemented as a result of its own internal review.

Other Regulatory Settlements. AIG’s 2006 regulatory
settlements with the SEC, DOJ, NYAG and DOI did not
resolve investigations by regulators from other states into
insurance brokerage practices. AIG entered into agreements
effective January 29, 2008 with the Attorneys General of the
States of Florida, Hawaii, Maryland, Michigan, Oregon,
Texas and West Virginia; the Commonwealths of Massachu-
setts and Pennsylvania; and the District of Columbia; as well
as the Florida Department of Financial Services and the Flor-
ida Office of Insurance Regulation, relating to their respective
industry wide investigations into producer compensation and
insurance placement practices. The settlements call for total
payments of $12.5 million to be allocated among the ten
jurisdictions representing restitution to state agencies and
reimbursement of the costs of the investigation. During the
term of the settlement agreements, AIG will continue to
maintain certain producer compensation disclosure and ongo-
ing compliance initiatives. AIG will also continue to cooperate
with the industry wide investigations. The agreement with the
Texas Attorney General also settles allegations of anticompe-
titive conduct relating to AIG’s relationship with Allied World

Assurance Company and includes an additional settlement
payment of $500,000 related thereto.

AIG entered into an agreement effective March 13, 2008
with the Pennsylvania Insurance Department relating to the
Department’s investigation into the affairs of AIG and certain
of its Pennsylvania-domiciled insurance company subsidiar-
ies. The settlement calls for total payments of approximately
$13.5 million, of which approximately $4.4 million was paid
under previous settlement agreements. During the term of the
settlement agreement, AIG will provide annual reinsurance
reports, as well as maintain certain producer compensation
disclosure and ongoing compliance initiatives.

NAIC Examination of Workers Compensation Premium
Reporting. During 2006, the Settlement Review Working
Group of the National Association of Insurance Commission-
ers (NAIC), under the direction of the states of Indiana,
Minnesota and Rhode Island, began an investigation into
AIG’s reporting of workers’ compensation premiums. In late
2007, the Settlement Review Working Group recommended
that a multi-state targeted market conduct examination focus-
ing on workers’ compensation insurance be commenced under
the direction of the NAIC’s Market Analysis Working Group.
AIG was informed of the multi-state targeted market conduct
examination in January 2008. AIG has been advised that the
lead states in the multi-state examination are Delaware, Flor-
ida, Indiana, Massachusetts, Minnesota, New York, Pennsyl-
vania, and Rhode Island and that all other states (and the
District of Columbia) have agreed to participate. AIG has also
been advised that the examination will focus on both legacy
issues and AIG’s current compliance with legal requirements
applicable to AIG’s writing and reporting of workers’ com-
pensation insurance, but as of October 31, 2008 no determi-
nations had been made with respect to these issues.

Securities Action – Southern District of New York.
Beginning in October 2004, a number of putative securities
fraud class action suits were filed in the Southern District of
New York against AIG and consolidated as In re American
International Group, Inc. Securities Litigation. Subsequently,
a separate, though similar, securities fraud action was also
brought against AIG by certain Florida pension funds. The
lead plaintiff in the class action is a group of public retirement
systems and pension funds benefiting Ohio state employees,
suing on behalf of themselves and all purchasers of AIG’s
publicly traded securities between October 28, 1999 and
April 1, 2005. The named defendants are AIG and a number
of present and former AIG officers and directors, as well as
Starr, SICO, General Reinsurance Corporation (General Re),
and PricewaterhouseCoopers LLP (PwC), among others. The
lead plaintiff alleges, among other things, that AIG: (1) con-
cealed that it engaged in anti-competitive conduct through
alleged payment of contingent commissions to brokers and
participation in illegal bid-rigging; (2) concealed that it used
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“income smoothing” products and other techniques to inflate
its earnings; (3) concealed that it marketed and sold “income
smoothing” insurance products to other companies; and
(4) misled investors about the scope of government investi-
gations. In addition, the lead plaintiff alleges that AIG’s
former Chief Executive Officer, Maurice R. Greenberg,
manipulated AIG’s stock price. The lead plaintiff asserts
claims for violations of Sections 11 and 15 of the Securities
Act of 1933, Section 10(b) of the Exchange Act and Rule 10b-5
promulgated thereunder, Section 20(a) of the Exchange Act,
and Section 20A of the Exchange Act. In April 2006, the court
denied the defendants’ motions to dismiss the second amended
class action complaint and the Florida complaint. In Decem-
ber 2006, a third amended class action complaint was filed,
which does not differ substantially from the prior complaint.
Fact and class discovery is currently ongoing. On February 20,
2008, the lead plaintiff filed a motion for class certification.
The class certification motion is pending.

ERISA Action – Southern District of New York.
Between November 30, 2004 and July 1, 2005, several ERISA
actions were filed in the Southern District of New York on
behalf of purported class participants and beneficiaries of
three pension plans sponsored by AIG or its subsidiaries. A
consolidated complaint filed on September 26, 2005 alleges a
class period between September 30, 2000 and May 31, 2005
and names as defendants AIG, the members of AIG’s Retire-
ment Board and the Administrative Boards of the plans at
issue, and present or former members of AIG’s Board of
Directors. The factual allegations in the complaint are essen-
tially identical to those in the securities actions described
above. The parties have reached an agreement to settle this
matter for an amount within AIG’s insurance coverage limits.
On July 3, 2008, the Court granted preliminary approval of
the settlement, and at a hearing on October 7, 2008 the Court
issued an order finally approving the settlement, dismissing
the action with prejudice. The deadline for filing an appeal
from the approval order is November 7, 2008.

Derivative Action – Southern District of New York.
Between October 25, 2004 and July 14, 2005, seven separate
derivative actions were filed in the Southern District of New
York, five of which were consolidated into a single action (the
New York 2004/2005 Derivative Litigation). The complaint
in this action contains nearly the same types of allegations
made in the securities fraud action described above. The
named defendants include current and former officers and
directors of AIG, as well as Marsh & McLennan Companies,
Inc. (Marsh), SICO, Starr, ACE Limited and subsidiaries
(ACE), General Re, PwC, and certain employees or officers
of these entity defendants. Plaintiffs assert claims for breach of

fiduciary duty, gross mismanagement, waste of corporate
assets, unjust enrichment, insider selling, auditor breach of
contract, auditor professional negligence and disgorgement
from AIG’s former Chief Executive Officer, Maurice R.
Greenberg, and former Chief Financial Officer, Howard I.
Smith, of incentive-based compensation and AIG share pro-
ceeds under Section 304 of the Sarbanes-Oxley Act, among
others. Plaintiffs seek, among other things, compensatory
damages, corporate governance reforms, and a voiding of
the election of certain AIG directors. AIG’s Board of Directors
has appointed a special committee of independent directors
(Special Committee) to review the matters asserted in the
operative consolidated derivative complaint. The court has
entered an order staying this action pending resolution of the
Delaware 2004/2005 Derivative Litigation discussed below.
The court also has entered an order that termination of certain
named defendants from the Delaware action applies to this
action without further order of the court. On October 17,
2007, plaintiffs and those AIG officer and director defendants
against whom the shareholder plaintiffs in the Delaware
action are no longer pursuing claims filed a stipulation pro-
viding for all claims in this action against such defendants to
be dismissed with prejudice. Former directors and officers
Maurice R. Greenberg and Howard I. Smith have asked the
court to refrain from so ordering this stipulation.

Derivative Actions – Delaware Chancery Court. From
October 2004 to April 2005, AIG shareholders filed five
derivative complaints in the Delaware Chancery Court. All
of these derivative lawsuits were consolidated into a single
action as In re American International Group, Inc. Consoli-
dated Derivative Litigation (the Delaware 2004/2005 Deriv-
ative Litigation). The amended consolidated complaint named
43 defendants (not including nominal defendant AIG) who, as
in the New York 2004/2005 Derivative Litigation, were cur-
rent and former officers and directors of AIG, as well as other
entities and certain of their current and former employees and
directors. The factual allegations, legal claims and relief
sought in this action are similar to those alleged in the New
York 2004/2005 Derivative Litigation, except that the claims
are only under state law. In early 2007, the court approved an
agreement that AIG be realigned as plaintiff, and, on June 13,
2007, acting on the direction of the Special Committee, AIG
filed an amended complaint against former directors and
officers Maurice R. Greenberg and Howard I. Smith, alleging
breach of fiduciary duty and indemnification. Also on June 13,
2007, the Special Committee filed a motion to terminate the
litigation as to certain defendants, while taking no action as to
others. Defendants Greenberg and Smith filed answers to
AIG’s complaint and brought third-party complaints against
certain current and former AIG directors and officers, PwC
and Regulatory Insurance Services, Inc. On September 28,
2007, AIG and the shareholder plaintiffs filed a combined
amended complaint in which AIG continued to assert claims
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against defendants Greenberg and Smith and took no position
as to the claims asserted by the shareholder plaintiffs in the
remainder of the combined amended complaint. In that plead-
ing, the shareholder plaintiffs are no longer pursuing claims
against certain AIG officers and directors. On February 12,
2008, the court granted AIG’s motion to stay discovery pend-
ing the resolution of claims against AIG in the New York
consolidated securities action. The court also directed the
parties to coordinate a briefing schedule for the motions to
dismiss. On April 11, 2008, the shareholder plaintiffs filed the
First Amended Combined Complaint, which added claims
against former AIG directors and officers Maurice Greenberg,
Edward Matthews, and Thomas Tizzio for breach of fiduciary
duty based on alleged bid-rigging in the municipal derivatives
market. On June 13, 2008, certain defendants filed motions to
dismiss the shareholder plaintiffs’ portions of the complaint.
The motions to dismiss are pending.

AIG is also named as a defendant in a derivative action in
the Delaware Chancery Court brought by shareholders of
Marsh. On July 10, 2008, shareholder plaintiffs filed a second
consolidated amended complaint, which contains claims
against AIG for aiding and abetting a breach of fiduciary duty
and contribution and indemnification in connection with
alleged bid-rigging and steering practices in the commercial
insurance market that are the subject of the Policyholder
Antitrust and RICO Actions described below.

Policyholder Antitrust and RICO Actions. Commenc-
ing in 2004, policyholders brought multiple federal antitrust
and Racketeer Influenced and Corrupt Organizations Act
(RICO) class actions in jurisdictions across the nation against
insurers and brokers, including AIG and a number of its
subsidiaries, alleging that the insurers and brokers engaged
in a broad conspiracy to allocate customers, steer business,
and rig bids. These actions, including 24 complaints filed in
different federal courts naming AIG or an AIG subsidiary as a
defendant, were consolidated by the judicial panel on multi-
district litigation and transferred to the United States District
Court for the District of New Jersey (District of New Jersey)
for coordinated pretrial proceedings. The consolidated
actions have proceeded in that court in two parallel actions,
In re Insurance Brokerage Antitrust Litigation (the Commer-
cial Complaint) and In re Employee Benefit Insurance Bro-
kerage Antitrust Litigation (the Employee Benefits Complaint,
and, together with the Commercial Complaint, the Multi-
district Litigation).

The plaintiffs in the Commercial Complaint are a group
of corporations, individuals and public entities that con-
tracted with the broker defendants for the provision of insur-
ance brokerage services for a variety of insurance needs. The

broker defendants are alleged to have placed insurance cov-
erage on the plaintiffs’ behalf with a number of insurance
companies named as defendants, including AIG subsidiaries.
The Commercial Complaint also named various brokers and
other insurers as defendants (three of which have since set-
tled). The Commercial Complaint alleges, among other
things, that defendants engaged in a widespread conspiracy
to allocate customers through bid-rigging and steering prac-
tices. Plaintiffs assert that the defendants violated the Sherman
Antitrust Act, RICO, and the antitrust laws of 48 states and
the District of Columbia, and are liable under common law
breach of fiduciary duty and unjust enrichment theories.
Plaintiffs seek treble damages plus interest and attorneys’ fees
as a result of the alleged RICO and Sherman Antitrust Act
violations.

The plaintiffs in the Employee Benefits Complaint are a
group of individual employees and corporate and municipal
employers alleging claims on behalf of two separate nation-
wide purported classes: an employee class and an employer
class that acquired insurance products from the defendants
from August 26, 1994 to the date of any class certification.
The Employee Benefits Complaint names AIG, as well as
various other brokers and insurers, as defendants. The activ-
ities alleged in the Employee Benefits Complaint, with certain
exceptions, track the allegations made in the Commercial
Complaint.

The Court in connection with the Commercial Complaint
granted (without leave to amend) defendants’ motions to
dismiss the federal antitrust and RICO claims on August 31,
2007 and September 28, 2007, respectively. The court
declined to exercise supplemental jurisdiction over the state
law claims in the Commercial Complaint and therefore dis-
missed it in its entirety. On January 14, 2008, the court
granted defendants’ motion for summary judgment on the
ERISA claims in the Employee Benefits Complaint and sub-
sequently dismissed the remaining state law claims without
prejudice, thereby dismissing the Employee Benefits Com-
plaint in its entirety. On February 12, 2008, plaintiffs filed
a notice of appeal to the United States Court of Appeals for the
Third Circuit with respect to the dismissal of the Employee
Benefits Complaint. Plaintiffs previously appealed the dis-
missal of the Commercial Complaint to the United States
Court of Appeals for the Third Circuit on October 10,
2007. Both appeals are pending.

A number of complaints making allegations similar to
those in the Multi-district Litigation have been filed against
AIG and other defendants in state and federal courts around
the country. The defendants have thus far been successful in
having the federal actions transferred to the District of New
Jersey and consolidated into the Multi-district Litigation.
These additional consolidated actions are still pending in
the District of New Jersey, but are currently stayed pending
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a decision by the court on whether they will proceed during
the appeal of the dismissal of the Multi-district Litigation. On
August 20, 2008, the District Court, however, granted plain-
tiff’s motion to lift the stay in one tag-along matter and
suggested that the case be remanded to the transferor court,
and on September 17, 2008, the Judicial Panel on Multidistrict
Litigation filed a Conditional Transfer Order with respect to
this matter. The AIG defendants have also sought to have state
court actions making similar allegations stayed pending res-
olution of the Multi-district Litigation proceeding. These
efforts have generally been successful, although plaintiffs in
one case pending in Texas state court have moved to re-open
discovery; a hearing on that motion was held on April 9, 2008.
The court subsequently issued an order deferring a ruling on
the motion until the Court holds a hearing on defendants’
Special Exceptions. A hearing date has not yet been set. AIG
has recently settled several of the various federal and state
actions alleging claims similar to those in the Multi-district
Litigation, including a state court action pending in Florida in
which discovery had been allowed to proceed.

Ohio Attorney General Action – Ohio Court of Com-
mon Pleas. On August 24, 2007, the Ohio Attorney General
filed a complaint in the Ohio Court of Common Pleas against
AIG and a number of its subsidiaries, as well as several other
broker and insurer defendants, asserting violation of Ohio’s
antitrust laws. The complaint, which is similar to the Com-
mercial Complaint, alleges that AIG and the other broker and
insurer defendants conspired to allocate customers, divide
markets, and restrain competition in commercial lines of
casualty insurance sold through the broker defendant. The
complaint seeks treble damages on behalf of Ohio public
purchasers of commercial casualty insurance, disgorgement
on behalf of both public and private purchasers of commercial
casualty insurance, as well as a $500 per day penalty for each
day of conspiratorial conduct. AIG, along with other co-
defendants, moved to dismiss the complaint on November 16,
2007. On June 30, 2008, the Court denied defendants’ motion
to dismiss. On August 18, 2008, defendants filed their answers
to the complaint. Discovery is ongoing.

Action Relating to Workers Compensation Premium
Reporting – Northern District of Illinois. On May 24,
2007, the National Workers Compensation Reinsurance Pool
(the NWCRP), on behalf of its participant members, filed a
lawsuit in the United States District Court for the Northern
District of Illinois against AIG with respect to the underpay-
ment by AIG of its residual market assessments for workers
compensation. The complaint alleges claims for violations of
RICO, breach of contract, fraud and related state law claims
arising out of AIG’s alleged underpayment of these

assessments between 1970 and the present and seeks damages
purportedly in excess of $1 billion. On August 6, 2007, the
court denied AIG’s motion seeking to dismiss or stay the
complaint or, in the alternative, to transfer to the Southern
District of New York. On December 26, 2007, the court
denied AIG’s motion to dismiss the complaint. On March 17,
2008, AIG filed an amended answer, counterclaims and third-
party claims against the National Council on Compensation
Insurance (in its capacity as attorney-in-fact for the NWCRP),
the NWCRP, its board members, and certain of the other
insurance companies that are members of the NWCRP alleg-
ing violations of RICO, as well as claims for conspiracy, fraud,
and other state law claims. The counterclaim-and third-party
defendants filed motions to dismiss on June 9, 2008. The
motions are scheduled for decision on November 20, 2008.
Discovery is currently ongoing while the motions are pending.

Action Relating to Workers Compensation Premium
Reporting – Minnesota. On February 16, 2006, the Attorney
General of the State of Minnesota filed a complaint against
AIG with respect to claims by the Minnesota Department of
Revenue and the Minnesota Special Compensation Fund,
alleging that AIG made false statements and reports to Min-
nesota agencies and regulators, unlawfully reducing AIG’s
contributions and payments to Minnesota and certain state
funds relating to its workers’ compensation premiums. While
AIG settled that litigation in December 2007, a similar lawsuit
was filed by the Minnesota Workers Compensation Reinsur-
ance Association and the Minnesota Workers Compensation
Insurers Association in the United States District Court for the
District of Minnesota. On March 28, 2008, the court granted
AIG’s motion to dismiss the case in its entirety. On April 25,
2008, plaintiffs appealed to the United States Court of
Appeals for the Eighth Circuit and also filed a new complaint
making similar allegations in Minnesota state court. On
April 30, 2008, substantially identical claims were also filed
in Minnesota state court by the Minnesota Insurance Guar-
anty Association and Minnesota Assigned Risk Plan. On
September 11, 2008, the parties to both actions entered into
a settlement, resulting in the dismissal of all claims against
AIG. In exchange for the dismissal and a broad release of
claims, the financial terms of the settlement provided for
AIG’s payment of $21.5 million to plaintiffs and waiver of
its right to collect $3.5 million in payments due from the
plaintiffs.

Action Relating to Workers Compensation Premium
Reporting – District of South Carolina. A purported class
action was also filed in the United States District Court for
the District of South Carolina on January 25, 2008 against
AIG and certain of its subsidiaries, on behalf of a class of
employers that obtained workers’ compensation insurance
from AIG companies and allegedly paid inflated premiums
as a result of AIG’s alleged underreporting of workers’

33

American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)



7. Commitments, Contingencies and
Guarantees (continued)

compensation premiums. An amended complaint was filed on
March 24, 2008, and AIG filed a motion to dismiss the
amended complaint on April 21, 2008. On July 8, 2008,
the court granted AIG’s motion to dismiss all claims without
prejudice and granted plaintiff leave to refile subject to certain
conditions. Plaintiffs filed their second amended complaint on
July 22, 2008. AIG moved to dismiss the second amended
complaint on August 22, 2008. Discovery is stayed pending
resolution of the motion to dismiss.

Litigation Relating to SICO and Starr

SICO Action. In July, 2005 SICO filed a complaint
against AIG in the Southern District of New York, claiming
that AIG had refused to provide SICO access to certain art-
work, and asking the court to order AIG immediately to
release the property to SICO. AIG filed an answer denying
SICO’s allegations and setting forth defenses to SICO’s claims.
In addition, AIG filed counterclaims asserting breach of con-
tract, unjust enrichment, conversion, breach of fiduciary duty,
a constructive trust and declaratory judgment, relating to
SICO’s breach of its commitment to use its AIG shares only
for the benefit of AIG and AIG employees. On June 23, 2008,
the Court denied in part and granted in part SICO’s motion for
summary judgment, and on July 31, 2008 the parties submit-
ted a joint pre-trial order. Trial is scheduled to commence on
March 2, 2009.

Derivative Action Relating to Starr and SICO. On
December 31, 2002, a derivative lawsuit was filed in the
Delaware Chancery Court against twenty directors and exec-
utives of AIG as well as against AIG as a nominal defendant
that alleges, among other things, that the directors of AIG
breached the fiduciary duties of loyalty and care by approving
the payment of commissions to insurance managing general
agencies owned by Starr and of rental and service fees to SICO
and the executives breached their duty of loyalty by causing
AIG to enter into contracts with Starr and SICO and their
fiduciary duties by usurping AIG’s corporate opportunities.
The complaint further alleges that the Starr agencies did not
provide any services that AIG was not capable of providing
itself, and that the diversion of commissions to these entities
was solely for the benefit of Starr’s owners. The complaint also
alleges that the service fees and rental payments made to SICO
and its subsidiaries were improper. Under the terms of a
stipulation approved by the Court on February 16, 2006,
the claims against the outside independent directors were
dismissed with prejudice, while the claims against the other
directors were dismissed without prejudice. In an opinion
dated June 21, 2006, the Court denied defendants’ motion
to dismiss, except with respect to plaintiff’s challenge to
payments made to Starr before January 1, 2000. On July 21,

2006, plaintiff filed its second amended complaint, which
alleges that, between January 1, 2000 and May 31, 2005,
individual defendants breached their duty of loyalty by caus-
ing AIG to enter into contracts with Starr and SICO and
breached their fiduciary duties by usurping AIG’s corporate
opportunity. Starr is charged with aiding and abetting
breaches of fiduciary duty and unjust enrichment for its
acceptance of the fees. SICO is no longer named as a defen-
dant. On June 27, 2007, Starr filed a cross-claim against AIG,
alleging one count that includes contribution, unjust enrich-
ment and setoff. On November 15, 2007, the Court granted
AIG’s motion to dismiss the cross-claim by Starr to the extent
that it sought affirmative relief from AIG. On February 14,
2008, the Court granted a motion to add former AIG officer
Thomas Tizzio as a defendant. As a result, the remaining
defendants in the case are AIG (the nominal defendant), Starr
and former directors and officers Maurice Greenberg,
Howard Smith, Edward Matthews and Thomas Tizzio. On
September 30, 2008, the parties filed a stipulation of settle-
ment, and the court scheduled a settlement hearing for Decem-
ber 17, 2008. Pursuant to the settlement, defendants have
agreed to payment of $115 million to AIG, net of attorneys’
fees and costs, in exchange for receipt of a broad release of
claims relating to the allegations in the complaint.

Litigation Matters Relating to AIG’s General
Insurance Operations

Caremark. AIG and certain of its subsidiaries have been
named defendants in two putative class actions in state court
in Alabama that arise out of the 1999 settlement of class and
derivative litigation involving Caremark Rx, Inc. (Caremark).
The plaintiffs in the second-filed action have intervened in the
first-filed action, and the second-filed action has been dis-
missed. An excess policy issued by a subsidiary of AIG with
respect to the 1999 litigation was expressly stated to be
without limit of liability. In the current actions, plaintiffs
allege that the judge approving the 1999 settlement was mis-
led as to the extent of available insurance coverage and would
not have approved the settlement had he known of the exist-
ence and/or unlimited nature of the excess policy. They further
allege that AIG, its subsidiaries, and Caremark are liable for
fraud and suppression for misrepresenting and/or concealing
the nature and extent of coverage. In addition, the intervenor-
plaintiffs allege that various lawyers and law firms who rep-
resented parties in the underlying class and derivative litiga-
tion (the Lawyer Defendants) are also liable for fraud and
suppression, misrepresentation, and breach of fiduciary duty.
The complaints filed by the plaintiffs and the intervenor-
plaintiffs request compensatory damages for the 1999 class
in the amount of $3.2 billion, plus punitive damages. AIG and
its subsidiaries deny the allegations of fraud and suppression
and have asserted that information concerning the excess
policy was publicly disclosed months prior to the approval
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7. Commitments, Contingencies and
Guarantees (continued)

of the settlement. AIG and its subsidiaries further assert that
the current claims are barred by the statute of limitations and
that plaintiffs’ assertions that the statute was tolled cannot
stand against the public disclosure of the excess coverage. The
plaintiffs and intervenor-plaintiffs, in turn, have asserted that
the disclosure was insufficient to inform them of the nature of
the coverage and did not start the running of the statute of
limitations. On November 26, 2007, the trial court issued an
order that dismissed the intervenors’ complaint against the
Lawyer Defendants and entered a final judgment in favor of
the Lawyer Defendants. The matter was stayed pending
appeal to the Alabama Supreme Court. In September 2008
the Alabama Supreme Court affirmed the trial court’s dis-
missal of the Lawyer Defendants. It is anticipated that the next
steps will be class discovery and a hearing on class certifica-
tion. AIG cannot reasonably estimate either the likelihood of
its prevailing in these actions or the potential damages in the
event liability is determined.

(b) Commitments

Flight Equipment

At September 30, 2008, International Lease Finance Corpo-
ration (ILFC) had committed to purchase 174 new aircraft
deliverable from 2008 through 2019 at an estimated aggregate
purchase price of $16.9 billion. ILFC will be required to find
customers for any aircraft acquired, and it must arrange
financing for portions of the purchase price of such
equipment.

ILFC has ordered 74 Boeing 787 aircraft with the first
aircraft now scheduled to be delivered in late 2011. Boeing has
made several announcements concerning the delays in the
deliveries of the 787s. Boeing has informed ILFC that its
787 deliveries will be delayed, on average, an excess of
27 months per aircraft. Such delays will span across ILFC’s
entire order, with the original contracted deliveries running
from 2010 through 2017. ILFC expects further delays on its
future Boeing aircraft deliveries resulting from the recent
labor strike.

Other Commitments

In the normal course of business, AIG enters into commit-
ments to invest in limited partnerships, private equities, hedge
funds and mutual funds and to purchase and develop real
estate in the U.S. and abroad. These commitments totaled
$8.4 billion at September 30, 2008.

On June 27, 2005, AIG entered into an agreement pur-
suant to which AIG agreed, subject to certain conditions, to
make any payment that is not promptly paid with respect to

the benefits accrued by certain employees of AIG and its
subsidiaries under the SICO Plans (as discussed below under
“Benefits Provided by Starr International Company, Inc. and
C.V. Starr & Co., Inc.”).

(c) Contingencies

Loss Reserves

Although AIG regularly reviews the adequacy of the estab-
lished reserve for losses and loss expenses, there can be no
assurance that AIG’s ultimate loss reserves will not develop
adversely and materially exceed AIG’s current loss reserves.
Estimation of ultimate net losses, loss expenses and loss
reserves is a complex process for long-tail casualty lines of
business, which include excess and umbrella liability, directors
and officers liability, professional liability, medical malprac-
tice, workers’ compensation, general liability, products liabil-
ity and related classes, as well as for asbestos and
environmental exposures. Generally, actual historical loss
development factors are used to project future loss develop-
ment. However, there can be no assurance that future loss
development patterns will be the same as in the past. More-
over, any deviation in loss cost trends or in loss development
factors might not be discernible for an extended period of time
subsequent to the recording of the initial loss reserve estimates
for any accident year. Thus, there is the potential for reserves
with respect to a number of years to be significantly affected
by changes in loss cost trends or loss development factors that
were relied upon in setting the reserves. These changes in loss
cost trends or loss development factors could be attributable
to changes in inflation, in labor and material costs or in the
judicial environment, or in other social or economic phenom-
ena affecting claims.

Deferred Tax Assets

AIG’s determination of the realizability of deferred tax assets
requires estimates of future taxable income. Such estimates
could change in the near term, perhaps materially, which may
require AIG to adjust its valuation allowance. Such adjust-
ment, either positive or negative, could be material to AIG’s
consolidated financial condition or its results of operations.
See Note 9 to the Consolidated Financial Statements.

Benefits Provided by Starr International Company,
Inc. and C.V. Starr & Co., Inc.

SICO has provided a series of two-year Deferred Compensa-
tion Profit Participation Plans (SICO Plans) to certain AIG
employees. The SICO Plans were created in 1975 when the
voting shareholders and Board of Directors of SICO, a private
holding company whose principal asset is AIG common stock,
decided that a portion of the capital value of SICO should be
used to provide an incentive plan for the current and
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7. Commitments, Contingencies and
Guarantees (continued)

succeeding managements of all American International com-
panies, including AIG.

None of the costs of the various benefits provided under
the SICO Plans has been paid by AIG, although AIG has
recorded a charge to reported earnings for the deferred com-
pensation amounts paid to AIG employees by SICO, with an
offsetting amount credited to additional paid-in capital
reflecting amounts considered to be contributed by SICO.
The SICO Plans provide that shares currently owned by SICO
are set aside by SICO for the benefit of the participant and
distributed upon retirement. The SICO Board of Directors
currently may permit an early payout of units under certain
circumstances. Prior to payout, the participant is not entitled
to vote, dispose of or receive dividends with respect to such
shares, and shares are subject to forfeiture under certain
conditions, including but not limited to the participant’s vol-
untary termination of employment with AIG prior to normal
retirement age. Under the SICO Plans, SICO’s Board of Direc-
tors may elect to pay a participant cash in lieu of shares of AIG
common stock. Following notification from SICO to partic-
ipants in the SICO Plans that it will settle specific future
awards under the SICO Plans with shares rather than cash,
AIG modified its accounting for the SICO Plans from variable
to fixed measurement accounting. AIG gave effect to this
change in settlement method beginning on December 9,
2005, the date of SICO’s notice to participants in the SICO
Plans.

(d) Guarantees

AIG and certain of its subsidiaries are parties to derivative
financial instruments with market risk resulting from both
dealer and end-user activities to reduce currency, interest rate,
equity and commodity exposures. These instruments are car-
ried at their fair value in the consolidated balance sheet. The
majority of AIG’s derivative activity is transacted by AIGFP.
See Note 8 to the Consolidated Financial Statements included
in the 2007 Annual Report on Form 10-K.

AIG has issued unconditional guarantees with respect to
the prompt payment, when due, of all present and future
payment obligations and liabilities of AIGFP arising from
transactions entered into by AIGFP.

SAI Deferred Compensation Holdings, Inc., a wholly
owned subsidiary of AIG, has established a deferred compen-
sation plan for registered representatives of certain AIG sub-
sidiaries, pursuant to which participants have the opportunity
to invest deferred commissions and fees on a notional basis.
The value of the deferred compensation fluctuates with the
value of the deferred investment alternatives chosen. AIG has
provided a full and unconditional guarantee of the obligations
of SAI Deferred Compensation Holdings, Inc. to pay the
deferred compensation under the plan.

See also Note 11 to the Consolidated Financial State-
ments for information on the termination of selected AIG
voluntary non-qualified deferred compensation plans.

36

American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)



8. Employee Benefits

The components of the net periodic benefit cost with respect to pensions and other postretirement benefits were as
follows:

(in millions)
Non-U.S.

Plans
U.S.

Plans Total
Non-U.S.

Plans
U.S.

Plans Total

Pensions Postretirement

Three Months Ended September 30, 2008
Components of net periodic benefit cost:

Service cost $ 34 $ 32 $ 66 $2 $ 2 $ 4
Interest cost 16 49 65 1 4 5
Expected return on assets (11) (59) (70) – – –

Amortization of prior service cost (3) – (3) – – –

Amortization of net loss 15 3 18 – – –

Curtailment gain (6) – (6) – – –

Settlement gain (1) – (1) – – –

Net periodic benefit cost $ 44 $ 25 $ 69 $3 $ 6 $ 9

Three Months Ended September 30, 2007

Components of net periodic benefit cost:

Service cost $ 22 $ 30 $ 52 $1 $ 3 $ 4

Interest cost 12 45 57 1 3 4

Expected return on assets (9) (53) (62) – – –

Amortization of prior service cost (2) (1) (3) – – –

Amortization of net loss 2 9 11 – – –

Amortization of initial net obligation 1 – 1 – – –

Settlement loss – 3 3 – – –

Net periodic benefit cost $ 26 $ 33 $ 59 $2 $ 6 $ 8

Nine Months Ended September 30, 2008
Components of net periodic benefit cost:

Service cost $ 84 $ 96 $ 180 $6 $ 6 $12
Interest cost 44 149 193 3 12 15
Expected return on assets (34) (178) (212) – – –

Amortization of prior service cost (8) (1) (9) – – –

Amortization of net loss 22 12 34 – – –

Curtailment gain (6) – (6) – – –

Settlement loss 1 – 1 – – –

Net periodic benefit cost $103 $ 78 $ 181 $9 $18 $27

Nine Months Ended September 30, 2007

Components of net periodic benefit cost:

Service cost $ 66 $ 90 $ 156 $4 $ 8 $12

Interest cost 36 134 170 2 11 13

Expected return on assets (27) (160) (187) – – –

Amortization of prior service cost (7) (2) (9) – (1) (1)

Amortization of net loss 7 27 34 – – –

Amortization of initial net obligation 1 – 1 – – –

Settlement loss 1 3 4 – – –

Net periodic benefit cost $ 77 $ 92 $ 169 $6 $18 $24

Expected Cash Flows

As disclosed in its 2007 Annual Report on Form 10-K, AIG
expected to contribute $118 million to its U.S. and non-U.S.

pension plans in 2008. For the nine months ended Septem-
ber 30, 2008, AIG had contributed $122 million to its U.S. and
non-U.S. pension plans. Based upon the current funded status
of the plans, the current interest rate environment, and the
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projected performance of pension plan assets, additional
expected contributions for the U.S. and non-U.S. pension
plans in the 2008 fourth quarter range from approximately
$168 million to $532 million. Actual contributions will
depend on asset performance, foreign exchange rates, and
the interest rate environment as of December 31, 2008. Actual
contributions may also vary as a result of anticipated business
dispositions.

9. Federal Income Taxes

Interim Period Tax Assumptions and Effective Tax Rates

AIG’s interim period tax expense or benefit is measured using
an estimated annual effective tax rate. To the extent that a
portion of AIG’s annual pretax income or loss cannot be
reliably estimated, the actual tax expense or benefit applicable
to that income or loss is reported in the interim period in
which the related income or loss is reported. AIG is unable to
reliably estimate impairments of goodwill, other-than-tempo-
rary impairments, realized capital gains and losses, and the
operating results of AIGFP. Therefore, the tax effects of these
items, to the extent deductible, are calculated at the applicable
local statutory rate (predominantly 35 percent) and are
reported as discrete adjustments to the estimated annual
effective tax rate that AIG applies to all other pretax income.

The effective tax rate on the pre-tax loss for the three-
month period ended September 30, 2008 was 12.3 percent.
The effective tax rate was lower than the statutory rate of
35 percent due primarily to $6.9 billion of deferred tax
expense recorded during the third quarter, comprising
$3.6 billion of deferred tax expense attributable to the poten-
tial sale of foreign businesses, and a $3.3 billion valuation
allowance to reduce tax benefits on capital losses to the
amount that AIG believes is more likely than not to be
realized.

The effective tax rate on the pre-tax loss for the nine-
month period ended September 30, 2008 was 21.5 percent
and was also lower than the statutory rate primarily due to the
$6.9 billion of deferred tax expense, which is discussed above,
as well as other tax charges previously recorded.

The effective tax rates on pre-tax income for the three-
and nine-month periods ended September 30, 2007 were
30.0 percent and 28.0 percent, respectively. These effective
tax rates were lower than the statutory rate due primarily to
benefits from remediation adjustments and the recognition of
tax benefits associated with the SICO Plan for which the
compensation expense was recognized in prior years.

Valuation Allowances

In general, realization of deferred tax assets depends on a
company’s ability to generate sufficient taxable income of the

appropriate character within the carryforward periods of the
jurisdictions in which the net operating losses and deductible
temporary differences were incurred. AIG assessed its ability
to realize the deferred tax asset of $19.1 billion and concluded
a $3.3 billion valuation allowance was required to reduce the
deferred tax asset to an amount AIG believes is more likely
than not to be realized.

When making its assessment, AIG considered all avail-
able evidence, including future reversals of existing taxable
temporary differences, estimated future GAAP taxable
income, and tax-planning strategies AIG would implement,
if necessary, to realize the net deferred tax asset.

In assessing future GAAP taxable income, AIG consid-
ered its strong earnings history exclusive of the recent losses on
the super senior credit default swap portfolio and from the
securities lending program, because AIG expects to enter into
transactions with the NY Fed to limit exposure to future
losses. AIG also considered taxable income from the sales
of businesses under its asset disposition plan, the continuing
earnings strength of the insurance businesses it intends to
retain and its recently announced debt and preferred stock
transactions with the NY Fed and United States Treasury,
respectively, together with other actions AIG is taking, when
assessing the ability to generate sufficient future taxable
income during the relevant carryforward periods to realize
the deferred tax asset. See Note 11 to the Consolidated Finan-
cial Statements.

In evaluating the realizability of the loss carryforwards,
AIG considered the relief provided by IRS Notice 2008-84
which provides that the limitation on loss carryforwards that
can arise as a result of one or more acquisitions of stock of a
loss company will not apply to such stock acquisitions for any
period during which the United States becomes a direct or
indirect owner of a more than 50 percent interest in the loss
company.

At September 30, 2008, AIG has recorded deferred tax
assets related to stock compensation of $200 million. Due to
the significant decline in AIG’s stock price, these deferred tax
assets may not be realizable in the future. FAS 123(R) pre-
cludes AIG from recognizing an impairment charge on these
assets until the related stock awards are either exercised,
vested or expired. Any charge associated with the deferred
tax asset would be reflected in additional paid-in capital
rather than income tax expense.

Undistributed Earnings

During the three months ended September 30, 2008, AIG
recorded $3.6 billion of deferred tax expense attributable to
foreign businesses. This deferred tax, primarily related to
GAAP and tax differences such as DAC, has not been previ-
ously recorded because the earnings from certain

38

American International Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (unaudited) (continued)



9. Federal Income Taxes (continued)

non-U.S. subsidiaries had been reinvested abroad indefinitely.
At September 30, 2008, AIG continues to maintain permanent
reinvestment assertions with respect to foreign general insur-
ance and related companies. Approximately $7 billion of
GAAP earnings related to such foreign general insurance
and related companies has not been subject to U.S. tax under
Accounting Principles Board Opinion No. 23, “Accounting
for Income Taxes — Special Areas”.

Tax Filings and Examinations

On March 20, 2008, AIG received a Statutory Notice of
Deficiency from the IRS for years 1997 to 1999. The Notice
asserted that AIG owes additional taxes for these years pri-
marily due to the disallowance of foreign tax credits. AIG has
paid the assessed tax plus interest and penalties for 1997 and
has filed a claim for refund. AIG has also paid the additional
taxes, interest, and penalties assessed for 1998 and 1999. AIG
will vigorously defend its position, and continues to believe
that it has adequate reserves for any liability that could result
from the IRS actions.

During the third quarter, the IRS announced a settlement
initiative with respect to certain taxpayers that participated in
targeted leasing transactions. On October 6, 2008, AIG noti-
fied the IRS of its decision to participate in the settlement offer.
In accordance with FIN 48 and FSP 13-2, AIG anticipates
recording an after-tax charge of approximately $34 million to
$100 million for this matter in the fourth quarter of 2008.

FIN 48

As of September 30, 2008 and December 31, 2007, AIG’s
unrecognized tax benefits, excluding interest and penalties,
were $2.4 billion and $1.3 billion, respectively. As of Septem-
ber 30, 2008 and December 31, 2007, AIG’s unrecognized tax
benefits included $689 million and $299 million, respectively,
related to tax positions the disallowance of which would not
affect the effective tax rate. Accordingly, as of September 30,
2008 and December 31, 2007, the amounts of unrecognized
tax benefits that, if recognized, would favorably affect the
effective tax rate were $1.7 billion and $1.0 billion, respec-
tively. Substantially all of the increase as of September 30,
2008 was attributable to the quarter ended March 31, 2008.

At September 30, 2008, AIG had accrued $420 million
for the payment of interest (net of the federal benefit) and
penalties.

AIG continually evaluates proposed adjustments by tax-
ing authorities. At September 30, 2008, such proposed adjust-
ments would not result in a material change to AIG’s
consolidated financial condition, although it is possible that
the effect could be material to AIG’s consolidated results of
operations for an individual reporting period. Although it is
reasonably possible that a significant change in the balance of
unrecognized tax benefits may occur within the next twelve
months, at this time it is not possible to estimate the range of
the change due to the uncertainty of the potential outcomes.
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10. Information Provided in Connection with Outstanding Debt

The following condensed consolidating financial statements reflect the results of AIG Life Holdings (US), Inc. (AIGLH),
formerly known as American General Corporation, a holding company and a wholly owned subsidiary of AIG. AIG pro-
vides a full and unconditional guarantee of all outstanding debt of AIGLH.

In addition, AIG Liquidity Corp. and AIG Program Funding, Inc. are both wholly owned subsidiaries of AIG. AIG provides
a full and unconditional guarantee of all obligations of AIG Liquidity Corp. and AIG Program Funding, Inc. There are no
reportable amounts for these entities.

Condensed Consolidating Balance Sheet

(in millions)

American
International

Group, Inc.
(As Guarantor) AIGLH

Other
Subsidiaries Eliminations

Consolidated
AIG

September 30, 2008
Assets:

Investments and Financial Services assets $ 11,394 $ 40 $ 869,197 $(117,148) $ 763,483
Loans to subsidiaries 61,470 – (61,470) – –
Cash 1,260 – 17,310 – 18,570
Carrying value of subsidiaries and partially owned

companies, at equity 83,608 27,740 35,616 (146,373) 591
Other assets 43,812 2,629 191,936 1,216 239,593

Total assets $201,544 $30,409 $1,052,589 $(262,305) $1,022,237

Liabilities:

Insurance liabilities $ – $ – $ 547,857 $ (108) $ 547,749
Federal Reserve Bank of New York credit facility 62,960 – – – 62,960
Other long-term borrowings 48,285 2,136 227,226 (116,057) 161,590
Other liabilities 19,117 3,040 155,888 611 178,656

Total liabilities 130,362 5,176 930,971 (115,554) 950,955

Preferred shareholders’ equity in subsidiary companies – – 100 – 100
Total shareholders’ equity 71,182 25,233 121,518 (146,751) 71,182

Total liabilities, preferred shareholders’ equity in subsidiary

companies and shareholders’ equity $201,544 $30,409 $1,052,589 $(262,305) $1,022,237

December 31, 2007

Assets:

Investments and Financial Services assets $ 13,378 $ 40 $ 850,414 $ (21,790) $ 842,042

Cash 84 1 2,199 – 2,284

Carrying value of subsidiaries and partially owned

companies, at equity 111,714 24,396 18,542 (153,998) 654

Other assets 10,684 2,592 189,950 155 203,381

Total assets $135,860 $27,029 $1,061,105 $(175,633) $1,048,361

Liabilities:

Insurance liabilities $ 43 $ – $ 528,059 $ (75) $ 528,027

Long-term borrowings 36,045 2,136 156,003 (18,135) 176,049

Other liabilities 3,971 2,826 244,672 (3,085) 248,384

Total liabilities 40,059 4,962 928,734 (21,295) 952,460

Preferred shareholders’ equity in subsidiary companies – – 100 – 100

Total shareholders’ equity 95,801 22,067 132,271 (154,338) 95,801

Total liabilities, preferred shareholders’ equity in subsidiary

companies and shareholders’ equity $135,860 $27,029 $1,061,105 $(175,633) $1,048,361
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10. Information Provided in Connection with Outstanding Debt (continued)

Condensed Consolidating Statement of Income (Loss)

(in millions)

American
International

Group, Inc.
(As Guarantor) AIGLH

Other
Subsidiaries Eliminations

Consolidated
AIG

Three Months Ended September 30, 2008
Operating income (loss) $ (3,250) $ (24) $(24,911) $ – $(28,185)
Equity in undistributed net income of consolidated

subsidiaries (17,803) (7,858) – 25,661 –
Dividend income from consolidated subsidiaries 881 75 – (956) –
Income taxes (benefits) 4,296* (1) (7,775) – (3,480)
Minority interest – – 237 – 237

Net income (loss) $(24,468) $ (7,806) $(16,899) $ 24,705 $(24,468)

Three Months Ended September 30, 2007

Operating income (loss) $ (587) $ (37) $ 5,503 $ – $ 4,879

Equity in undistributed net income of consolidated

subsidiaries 2,343 55 – (2,398) –

Dividend income from consolidated subsidiaries 1,109 320 – (1,429) –

Income taxes (benefits) (220) 256 1,427 – 1,463

Minority interest – – (331) – (331)

Net income (loss) $ 3,085 $ 82 $ 3,745 $ (3,827) $ 3,085

Nine Months Ended September 30, 2008
Operating income (loss) $ (4,135) $ (65) $(44,005) $ – $(48,205)
Equity in undistributed net income of consolidated

subsidiaries (31,721) (10,833) – 42,554 –
Dividend income from consolidated subsidiaries 2,354 75 – (2,429) –
Income taxes (benefits) 4,128* (8) (14,494) – (10,374)
Minority interest – – 201 – 201

Net income (loss) $(37,630) $(10,815) $(29,310) $ 40,125 $(37,630)

Nine Months Ended September 30, 2007

Operating income (loss) $ (1,130) $ (123) $ 18,632 $ – $ 17,379

Equity in undistributed net income of consolidated

subsidiaries 9,192 546 – (9,738) –

Dividend income from consolidated subsidiaries 3,274 978 – (4,252) –

Income taxes (benefits) (156) 249 4,775 – 4,868

Minority interest – – (1,019) – (1,019)

Net income (loss) $ 11,492 $ 1,152 $ 12,838 $(13,990) $ 11,492

* Income taxes recorded by the Parent company include deferred tax expense attributable to the potential sale of foreign businesses and a valuation allowance on

capital losses. See Note 9 to the Consolidated Financial Statements for additional information.
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10. Information Provided in Connection with Outstanding Debt (continued)

Condensed Consolidating Statement of Cash Flows

(in millions)

American
International

Group, Inc.
(As Guarantor) AIGLH

Other
Subsidiaries

Consolidated
AIG

Nine Months Ended September 30, 2008
Net cash provided by (used in) operating activities $ (238) $ 179 $ 2,241 $ 2,182

Cash flows from investing:

Invested assets disposed 1,014 – 118,971 119,985
Invested assets acquired (3,925) – (136,156) (140,081)
Loans to subsidiaries (75,290) – 75,290 –
Other 465 (180) 12,351 12,636

Net cash provided by (used in) investing activities (77,736) (180) 70,456 (7,460)

Cash flows from financing activities:

Federal Reserve Bank of New York credit facility borrowings 61,000 – 61,000
Issuance of long-term borrowings 21,586 89,972 111,558
Repayments of long-term borrowings (4,771) (109,280) (114,051)
Proceeds from common stock issued 7,343 – 7,343
Payments advanced to purchase shares (1,000) – (1,000)
Cash dividends paid to shareholders (1,629) – (1,629)
Other (3,379) – (38,283) (41,662)

Net cash provided by (used in) financing activities 79,150 – (57,591) 21,559

Effect of exchange rate changes on cash – 5 5

Change in cash 1,176 (1) 15,111 16,286
Cash at beginning of period 84 1 2,199 2,284

Cash at end of period $ 1,260 $ – $ 17,310 $ 18,570

Nine Months Ended September 30, 2007

Net cash provided by (used in) operating activities $ (95) $ 375 $ 27,269 $ 27,549

Cash flows from investing:

Invested assets disposed 2,129 – 124,600 126,729

Invested assets acquired (8,634) – (152,187) (160,821)

Other (1,199) (220) (30,351) (31,770)

Net cash provided by (used in) investing activities (7,704) (220) (57,938) (65,862)

Cash flows from financing activities:

Issuance of long-term borrowings 13,540 – 58,499 72,039

Repayments of long-term borrowings (1,143) – (48,500) (49,643)

Payments advanced to purchase shares (5,000) – – (5,000)

Cash dividends paid to shareholders (1,372) – – (1,372)

Other 1,723 (154) 21,371 22,940

Net cash provided by (used in) financing activities 7,748 (154) 31,370 38,964

Effect of exchange rate changes on cash 8 8

Change in cash (51) 1 709 659

Cash at beginning of period 76 – 1,514 1,590

Cash at end of period $ 25 $ 1 $ 2,223 $ 2,249
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10. Information Provided in Connection with Outstanding Debt (continued)

Supplementary disclosure of cash flow information:

(in millions) 2008 2007

Nine Months
Ended September 30,

Intercompany non-cash financing activities:
Settlement of repurchase agreement with loan receivable $ 3,160 –

Intercompany non-cash investing activities:
Capital contributions to subsidiaries through forgiveness of loans $14,510 –

During the second quarter of 2008, AIG made certain revisions to the American International Group, Inc. (as Guarantor)
Condensed Statement of Cash Flows, primarily relating to the effect of reclassifying certain intercompany and securities lending
balances. Accordingly, AIG revised the previous period presented to conform to the revised presentation. There was no effect on
the Consolidated Statement of Cash Flows or ending cash balances.

The revisions and their effect on the American International Group, Inc. (as Guarantor) Condensed Statement of Cash Flows for
the nine months ended September 30, 2007 were as follows:

(in millions)
Originally Reported

September 30, 2007 Revisions As Revised

Cash flows provided by (used in) operating activities $ 1,627 $(1,722) $ (95)

Cash flows provided by (used in) investing activities (7,799) 95 (7,704)

Cash flows provided by (used in) financing activities 6,121 1,627 7,748

11. Subsequent Events

Utilization of the Fed Facility

Borrowings outstanding and remaining available amount that can be borrowed under the Fed Facility were as follows:

(in millions)

Inception
Through

September 30,
2008

Inception
Through

November 5,
2008

Borrowings:
Loans to AIGFP for collateral postings, GIA and other maturities $35,340 $43,100
Capital contributions to insurance companies (a) 13,341 13,687
Repayment of obligations to securities lending program 3,160 3,160
AIG Funding commercial paper maturities 2,717 3,714
Repayment of intercompany loans 1,528 1,528
Contributions to AIGCFG subsidiaries 1,094 1,591
Debt repayments 1,038 1,578
Other borrowings (a) 2,782 8,642

Total borrowings 61,000 77,000

Repayments:
Repayments not reducing available amounts – 16,000 (b)

Repayments reducing available amounts – –

Total repayments – 16,000

Net borrowings 61,000 61,000
Total Fed Facility 85,000 85,000

Remaining available amount 24,000 24,000

Net borrowings 61,000 61,000
Paid in kind interest and fees 1,960 1,960

Total balance outstanding $62,960 $62,960

(a) Includes securities lending activities.

(b) Includes repayments due to funds received from the Fed Securities Lending Agreement and the CPFF.
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11. Subsequent Events (continued)

Preferred Equity Investment by the United States Treasury
Pursuant to TARP

On November 9, 2008, AIG and the United States Treasury
agreed in principle to a transaction pursuant to which the
United States Treasury will purchase from AIG $40 billion
liquidation preference of newly issued perpetual preferred
stock (Series D Preferred Shares) under the United States
Treasury’s Troubled Asset Relief Program (TARP). The
Series D Preferred Shares will be in addition to the Series C
Preferred Stock related to the Fed Credit Agreement. AIG is
required to use the net proceeds from the sale of the Series D
Preferred Shares to repay a portion of the outstanding balance
under the Fed Facility.

The Series D Preferred Shares will rank pari passu with
the Series C Preferred Stock and senior to AIG’s common
stock. The Series D Preferred Shares will have limited class
voting rights and will accumulate cumulative compounding
dividends at a rate equal to 10 percent per annum. The
dividends will be payable when, as and if declared by AIG’s
Board of Directors. AIG will not be able to declare or pay any
dividends on AIG’s common stock or on any AIG preferred
stock ranking pari passu with or junior to the Series D Pre-
ferred Shares until dividends on the Series D Preferred Shares
have been paid. AIG may redeem the Series D Preferred Shares
at the stated liquidation preference, plus accumulated but
unpaid dividends, at any time that the Trust or a successor
entity beneficially owns less than 30 percent of AIG’s voting
securities and no holder of the Series D Preferred Shares
controls or has the potential to control AIG.

Pursuant to the agreement between AIG and the United
States Treasury in connection with the Series D Preferred
Shares, for as long as the United States Treasury owns any
of the Series D Preferred Shares, AIG will be subject to
restrictions on its ability to repurchase capital stock, and will
be required to adopt and maintain policies limiting corporate
expenses, lobbying activities and executive compensation.

In connection with the issuance of the Series D Preferred
Shares, AIG will also issue a 10-year warrant to the United
States Treasury exercisable for a number of shares of common
stock of AIG equal to two percent of the issued and outstand-
ing shares of common stock on the date of the issuance (in
connection with the issuance of the warrant, the voting, div-
idend and conversion rights of the Series C Preferred Stock
will be reduced from 79.9 percent to 77.9 percent.) The
warrant will be exercisable at any time and will have an
exercise price equal to the par value of AIG’s common stock
at the time of exercise. The United States Treasury has agreed
that it will not exercise any voting rights with respect to the
common stock issued upon exercise of the warrant. The
warrant will not be subject to contractual transfer restrictions

other than restrictions necessary to comply with U.S. federal
and state securities laws. AIG will be obligated, at the request
of the United States Treasury, to file a registration statement
with respect to the warrant and the common stock for which
the warrant can be exercised. During the 10-year term of the
warrant, if the shares of common stock of AIG are no longer
listed or trading on a national securities exchange, AIG may be
obligated, at the direction of the United States Treasury, to
exchange all or a portion of the warrant for another economic
interest of AIG classified as permanent equity under
U.S. GAAP with an equivalent fair value. If the Series D
Preferred Shares issued in connection with the warrant are
redeemed in whole or transferred to third parties, AIG may
repurchase the warrant then held by the United States Trea-
sury at any time for its fair market value so long as no holder
of the warrant controls or has the potential to control AIG. As
a result of the issuance of the warrant, the number of shares
into which the Series C Preferred Stock will be convertible will
be reduced to 77.9 percent of the outstanding shares of com-
mon stock.

Amending the Fed Credit Agreement

On November 9, 2008, AIG and the NY Fed agreed, subject to
the issuance of the Series D Preferred Shares, to amend the Fed
Credit Agreement to, among other things, (i) provide that the
total commitment under the Fed Facility following the issu-
ance of the Series D Preferred Shares shall be $60 billion;
(ii) reduce the interest rate payable on outstanding borrowings
under the Fed Facility from three-month LIBOR (not less than
3.5 percent) plus 8.5 percent per annum to three-month
LIBOR (not less than 3.5 percent) plus 3.0 percent per annum;
(iii) reduce the fee payable on undrawn amounts from 8.5 per-
cent per annum to 0.75 percent per annum; and (iv) extend the
term of the Fed Facility from two years to five years.

Securities Lending Agreement with the Federal Reserve
Bank of New York

On October 8, 2008, certain of AIG’s life insurance and
retirement services subsidiaries entered into a securities lend-
ing agreement with the NY Fed, providing that the NY Fed
will borrow, on an overnight basis on commercial terms and
conditions, investment grade fixed maturity securities from
these AIG subsidiaries in return for cash collateral. Prior to
this arrangement, draw downs under the existing Fed Facility
were used, in part, to settle securities lending transactions. The
NY Fed has been borrowing securities pursuant to the secu-
rities lending agreement, which has allowed AIG to replenish
liquidity in the securities lending program on an as-needed
basis, while providing possession and control of these third-
party securities to the NY Fed.
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As of November 5, 2008, the total value of securities
lending payables amounted to $34.2 billion, with $19.9 billion
of this amount payable to the NY Fed under this agreement.

AIG’s U.S. securities lending program is scheduled to be
terminated in the fourth quarter of 2008 as further described
below.

Transfer of RMBS by Certain AIG Insurance Subsidiaries

AIG and the NY Fed expect to establish a facility under which
approximately $40 billion principal amount of residential
mortgage-backed securities (RMBS) related to AIG’s U.S. secu-
rities lending program will be transferred by certain AIG
insurance subsidiaries to a newly-formed limited liability
company (the RMBS LLC) that will be financed by the NY Fed
and AIG. Proceeds to the insurance company subsidiaries,
together with other AIG funds, will be used to return all cash
collateral posted by securities borrowers, including approxi-
mately $19.9 billion to be returned to the NY Fed. After all
collateral is returned, AIG’s U.S. securities lending program
will be terminated.

The aggregate proceeds to the AIG insurance company
subsidiaries will be equal to the estimated fair value of the
RMBS at October 31, 2008, adjusted for collections and
certain other events between such date and the closing date
of the purchase, which is expected to be prior to November 30,
2008. At September 30, 2008, the fair value of the RMBS
being transferred was $23.5 billion. AIG will provide $1 bil-
lion of proceeds to the AIG entities and the NY Fed will
provide the remainder of the proceeds up to $22.5 billion.

Interest on both the NY Fed’s senior loan and AIG’s
subordinated loan will be capitalized (converted to principal
of the related loan instead of being paid in cash). Payments of
interest on, and principal of, the RMBS and the net sale
proceeds, if any, on the RMBS received by the RMBS LLC
will be used to pay principal of the NY Fed’s senior loan in full
before any payments are made on AIG’s subordinated loan.
None of the obligations of RMBS LLC have recourse to AIG,
although AIG’s subordinated loan will be exposed to losses of
the RMBS LLC up to $1 billion plus the amount of capitalized
interest thereon. After the loans have returned amounts equal
to their principal and capitalized interest, payments with
respect to the remaining RMBS received by the RMBS LLC
will be allocated as contingent interest on both of the loans.
There are no economic interests in the RMBS LLC other than
the NY Fed’s senior loan and AIG’s subordinated loan.

The implementation of RMBS LLC is subject to approval
of the relevant state insurance commissioners.

Terminations of Multi-Sector Credit Default Swap Transac-
tions and Sale of Underlying CDOs

AIGFP has currently outstanding multi-sector credit default
swaps with third-party counterparties related to CDOs. Such
credit default swaps require that AIGFP post collateral with
the counterparties to secure its obligations based on fair value
deterioration, ratings downgrades of referenced obligations
and downgrades of AIG’s ratings. As of November 5, 2008,
AIGFP had either agreed to post or posted collateral based on
exposures calculated in respect of multi-sector credit default
swaps in an aggregate net amount of $37.3 billion.

AIG and the NY Fed expect to establish a facility in which
a newly-formed limited liability company (the CDO LLC) will
offer to purchase CDOs from the counterparties, who will
concurrently with such purchase terminate the related credit
default swaps. AIGFP and the NY Fed have begun negotiating
the terminations; depending on the level of counterparty
participation, on the closing date, the NY Fed will advance
up to $30 billion (the Tranche A Loan) and AIG will advance
$5 billion (the Tranche B Loan) to the CDO LLC to fund the
purchase price of such CDOs. Separately, AIG will pay the
costs associated with the unwind of the related CDSs, and so
will bear the risk of declines in the market value of the CDOs
through October 31, 2008. After the closing date, AIGFP will
not be subject to any further collateral calls related to the
terminated credit default swaps.

Interest on both the Tranche A Loan and the Tranche B
Loan will be capitalized. Payments of interest on, and prin-
cipal of, the CDOs received by the CDO LLC will be used to
pay principal and interest of the Tranche A Loan in full before
any payments may be made on the Tranche B Loan. None of
the obligations of the CDO LLC have recourse to AIG,
although AIG’s Tranche B Loan will be exposed to losses of
the CDO LLC up to its principal amount plus the amount of
capitalized interest thereon. After the loans have returned
amounts equal to their principal and capitalized interest,
payments with respect to the remaining CDOs received by
the CDO LLC will be allocated as contingent interest on both
of the loans. There are no economic interests in the CDO LLC
other than the Tranche A Loan and Tranche B Loan.

Because the successful implementation of the proposed
establishment of CDO LLC depends on the agreement of
counterparties to terminate their super senior credit default
swaps, no assurance can be given that this facility will be
completed or, if completed, on the level of participation.

Commercial Paper Funding Facility

On October 27, 2008, four AIG affiliates applied for partic-
ipation in the NY Fed’s Commercial Paper Funding Facility
(CPFF). AIG Funding, Inc., ILFC, Curzon Funding LLC and
Nightingale Finance LLC may issue up to approximately
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$6.9 billion, $5.7 billion, $7.2 billion and $1.1 billion, respec-
tively, of commercial paper under the CPFF. As of Novem-
ber 5, 2008, these entities had borrowed a total of
approximately $15.2 billion under this facility, which allowed
AIG to repay borrowings under the Fed Facility.

These AIG affiliates are participating in the CPFF on the
same terms and conditions as other non-AIG companies.

Proceeds from the issuance of the commercial paper will
be used to refinance AIG’s outstanding commercial paper as it
matures, meet other working capital needs and make volun-
tary prepayments under the Fed Facility. The voluntary repay-
ments of the Fed Facility will not reduce the amount available
to be borrowed thereunder.

Asset Disposition Plan

AIG has recently hired a Vice Chairman and Chief Restruc-
turing Officer to oversee the asset disposition plan to sell
assets and businesses to repay the Fed Facility.

AIG intends to retain the majority of its U.S. property and
casualty and foreign general insurance businesses, and to
retain an ownership interest in certain of its foreign life
insurance operations. AIG is exploring divestiture opportu-
nities for its remaining businesses. Proceeds from these sales
are contractually required to be applied toward the repayment
of the Fed Facility. None of the businesses under consideration
for sale at September 30, 2008 met the criteria in FAS 144,
“Accounting for the Impairment or Disposal of Long-Lived
Assets” to qualify as “held for sale.” Management continues
to evaluate the status of its asset sales with respect to these
criteria.

In connection with AIG’s asset disposition plan, subse-
quent to September 30, 2008, AIG entered into negotiations to
sell certain operations in its General Insurance, Life Insurance
and Retirement Services, Financial Services and Asset Man-
agement operating segments. These operations had total
assets and liabilities with carrying values of approximately
$9 billion and $6 billion, respectively, at September 30, 2008.
AIG expects to enter into purchase agreements with respect to
these assets during the fourth quarter of 2008.

Dispositions of certain businesses may be subject to reg-
ulatory approval.

Termination of Voluntary Deferred Compensa-
tion Plans

In October 2008, the Compensation and Management
Resources Committee of the Board of Directors approved
the termination of 14 voluntary deferred compensation plans.
In accordance with the provisions of Section 409A of the
Code, these plans will terminate and approximately $503 mil-
lion in deferred compensation, which had been previously
accrued, will be paid out to employees, agents and registered
representatives during the first quarter of 2009.
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ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide the reader
a narrative with respect to AIG’s operations, financial condition and liquidity and certain other significant matters.
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Cautionary Statement Regarding Projections and Other Information About Future Events

This Quarterly Report on Form 10-Q and other publicly available documents may include, and AIG’s officers and represen-
tatives may from time to time make, projections concerning financial information and statements concerning future economic
performance and events, plans and objectives relating to the establishment of special purpose vehicles with the NY Fed, asset
dispositions, liquidity, collateral posting requirements, management, operations, products and services, and assumptions
underlying these projections and statements. These projections and statements are not historical facts but instead represent
only AIG’s belief regarding future events, many of which, by their nature, are inherently uncertain and outside AIG’s control.
These projections and statements may address, among other things, the number, size, terms and timing of dispositions and their
potential effect on AIG’s businesses, financial condition, results of operations, cash flows and liquidity (and AIG at any time and
from time to time may change its plans with respect to the sale of one or more businesses), the effect on AIG’s liquidity of the
establishment of two special purpose vehicles with the NY Fed, AIG’s exposures to subprime mortgages, monoline insurers and
the residential and commercial real estate markets and AIG’s strategy for growth, product development, market position,
financial results and reserves. It is possible that AIG’s actual results and financial condition may differ, possibly materially, from
the anticipated results and financial condition indicated in these projections and statements. Factors that could cause AIG’s
actual results to differ, possibly materially, from those in the specific projections and statements are discussed in Risk Factors,
and throughout this Management’s Discussion and Analysis of Financial Condition and Results of Operations (MD&A) and in
Item 1A. Risk Factors of this Quarterly Report on Form 10-Q and Item 1A. Risk Factors of AIG’s Annual Report on Form 10-K
for the year ended December 31, 2007 (2007 Annual Report on Form 10-K). AIG is not under any obligation (and expressly
disclaims any such obligations) to update or alter any projection or other statement, whether written or oral, that may be made
from time to time, whether as a result of new information, future events or otherwise.
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In addition to reviewing AIG’s results for the three and nine months ended September 30, 2008, this MD&A supplements
and updates the information and discussion included in the 2007 Annual Report on Form 10-K to reflect developments in or
affecting AIG’s business to date during 2008. Throughout this MD&A, AIG presents its operations in the way it believes will be
most meaningful. Statutory loss ratios and combined ratios are presented in accordance with accounting principles prescribed by
insurance regulatory authorities because these are standard measures of performance filed with insurance regulatory authorities
and used for analysis in the insurance industry and thus allow more meaningful comparisons with AIG’s insurance competitors.
AIG also uses cross-references to additional information included in this Quarterly Report on Form 10-Q and in the 2007
Annual Report on Form 10-K to assist readers seeking related information on a particular subject.
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Consideration of AIG’s Ability to
Continue as a Going Concern

In connection with the preparation of its third quarter
Form 10-Q, management has assessed whether AIG has the
ability to continue as a going concern. In making this assess-
ment, AIG has considered:

• The liquidity events leading up to September 22, 2008;

• AIG’s liquidity-related actions and plans to stabilize its
businesses and repay the facility (Fed Facility) created
pursuant to the $85 billion credit agreement, dated
September 22, 2008 (Fed Credit Agreement), between
AIG and the Federal Reserve Bank of New York (NY
Fed);

• The negative effects of the liquidity events on AIG’s
businesses and AIG’s efforts to address such effects;
and

• The substantial risks to which AIG is subject.

Each of these items is discussed in more detail below.

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

It is possible that the actual outcome of one or more of
management’s plans could be materially different or that one
or more of management’s significant judgments or estimates
about the potential effects of the risks and uncertainties could
be prove to be materially incorrect or that the principal
transactions disclosed in Note 11 to the Consolidated Finan-
cial Statements (and as discussed below) do not result in
completed transactions. If one or more of these possible out-
comes were realized, AIG may not have sufficient cash to meet
its obligations. If AIG needs funds in excess of amounts
available from the sources described below, AIG would need
to find additional financing and, if such additional financing
were to be unavailable, there could be substantial doubt about
AIG’s ability to continue as a going concern.

Liquidity Events Leading Up to
September 22, 2008

Liquidity Entering the Third Quarter

AIG parent entered the third quarter of 2008 with $17.6 bil-
lion of cash and cash equivalents, including the remaining
proceeds from the issuance of $20 billion of common stock,
equity units, and junior subordinated debt securities in May
2008. In addition, AIG’s securities lending collateral pool held

$10.4 billion of cash and other short-term investments. On
August 18, 2008, AIG raised $3.25 billion through the issu-
ance of 8.25% Notes Due 2018.

Strategic Review and Proposed Liquidity Measures

From mid-July and throughout August 2008, AIG’s then Chief
Executive Officer, Robert Willumstad, was engaged in a
review of AIG’s businesses. Mr. Willumstad had announced
that he would hold an investor meeting on September 25,
2008 to present the results of his review.

During this same time period, AIG was engaged in a
review of measures to address the liquidity concerns in AIG’s
securities lending portfolio discussed in previous SEC filings
and to address the ongoing collateral calls with respect to
AIGFP’s super senior multi-sector credit default swap portfo-
lio. To facilitate this process, AIG asked a number of invest-
ment banking firms to discuss possible solutions to these
issues. In late August, AIG engaged J.P. Morgan Securities,
Inc. (J.P. Morgan) to assist in developing alternatives, includ-
ing a potential additional capital raise.

Continuing Liquidity Pressures

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

In addition, from July 1, 2008 to August 31, 2008, the
continuing decline in value of the super senior collateralized
debt obligations (CDO) securities protected by AIGFP’s super
senior credit default swap portfolio, together with ratings
downgrades of such CDO securities, resulted in AIGFP post-
ing or agreeing to post collateral in an aggregate net amount of
$6.0 billion.

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

Rating Agencies

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

The Accelerated Capital Raise Attempt

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

AIG Attempts to Enter into a Syndicated Secured Lend-

ing Facility

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

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

The Rating Agencies Downgrade AIG’s Long-Term Debt

Rating

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

The Private Sector Solution Fails

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

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

Fed Credit Agreement

By early Tuesday afternoon on September 16, 2008, it was
clear that AIG had no viable private sector solution to its
liquidity crisis. At this point, AIG received the terms of a
secured lending agreement that the NY Fed was prepared to
provide. AIG estimated that it had an immediate need for cash
in excess of its available liquid resources. That night, AIG’s
Board of Directors approved borrowing from the NY Fed
based on a term sheet that set forth the terms of the secured
credit agreement and related equity participation. Over the
next six days, AIG elected Edward M. Liddy, Director, Chair-
man, and CEO, replacing Robert Willumstad in those posi-
tions, and negotiated a definitive credit agreement with the
NY Fed and borrowed, on a secured basis, approximately

50

American International Group, Inc. and Subsidiaries



$37 billion from the NY Fed before formally entering into the
Fed Credit Agreement.

On September 22, 2008, AIG entered into the Fed Credit
Agreement in the form of a two-year secured loan and a

Guarantee and Pledge Agreement (the Pledge Agreement) with
the NY Fed. See Notes 5 and 11 to the Consolidated Financial
Statements for more information regarding the terms of and
borrowings under the Fed Credit Agreement.

Borrowings outstanding and remaining available amount that can be borrowed under the Fed Facility were as follows:

(in millions)

Inception
Through

September 30,
2008

Inception
Through

November 5,
2008

Borrowings:
Loans to AIGFP for collateral postings, GIA and other maturities $35,340 $43,100
Capital contributions to insurance companies(a) 13,341 13,687
Repayment of obligations to securities lending program 3,160 3,160
AIG Funding commercial paper maturities 2,717 3,714
Repayment of intercompany loans 1,528 1,528
Contributions to AIGCFG subsidiaries 1,094 1,591
Debt repayments 1,038 1,578
Other borrowings(a) 2,782 8,642

Total borrowings 61,000 77,000

Repayments:
Repayments not reducing available amounts – 16,000 (b)

Repayments reducing available amounts – –

Total repayments – 16,000

Net borrowings 61,000 61,000
Total Fed Facility 85,000 85,000

Remaining available amount 24,000 24,000

Net borrowings 61,000 61,000
Paid in kind interest and fees 1,960 1,960

Total balance outstanding $62,960 $62,960

(a) Includes securities lending activities.

(b) Includes repayments due to funds received from the Fed Securities Lending Agreement and the CPFF.

Liquidity Related Actions and Plans

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

AIG has developed certain plans (described below), some of
which have already been implemented, to provide stability to
its businesses and to provide for the timely repayment of the
Fed Facility; other plans are still being formulated.

Preferred Equity Investment by the United States
Treasury Pursuant to TARP

On November 9, 2008, AIG and the United States Treasury
agreed in principle to a transaction pursuant to which the
United States Treasury will purchase from AIG $40 billion
liquidation preference of newly issued perpetual preferred
stock (Series D Preferred Shares) under TARP. The Series D
Preferred Shares will be in addition to the Series C Preferred
Stock that AIG is obligated to issue to the Trust in connection
with the Fed Credit Agreement. AIG is required to use the net
proceeds from the sale of the Series D Preferred Shares to
repay a portion of the outstanding balance under the Fed
Facility.

The Series D Preferred Shares will rank pari passu with
the Series C Preferred Stock and senior to AIG’s common
stock. The Series D Preferred Shares will have limited class
voting rights and will accumulate cumulative compounding
dividends at a rate equal to 10 percent per annum. The
dividends will be payable when, as and if declared by AIG’s
Board of Directors. AIG will not be able to declare or pay any
dividends on AIG’s common stock or on any AIG preferred
stock ranking pari passu with or junior to the Series D Pre-
ferred Shares until dividends on the Series D Preferred Shares
have been paid. AIG may redeem the Series D Preferred Shares
at the stated liquidation preference, plus accumulated but
unpaid dividends, at any time that the Trust or any successor
entity beneficially owns less than 30 percent of AIG’s voting
securities and no holder of Series D Preferred Shares controls
or has the potential to control AIG.

Pursuant to the agreement between AIG and the United
States Treasury in connection with the Series D Preferred
Shares, for as long as the United States Treasury owns any
of the Series D Preferred Shares, AIG will be subject to
restrictions on its ability to repurchase capital stock and will
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be required to adopt and maintain policies on corporate
expenses, lobbying activities and executive compensation.

In connection with the issuance of the Series D Preferred
Shares, AIG will also issue a 10-year warrant to the United
States Treasury exercisable for a number of shares of common
stock of AIG equal to two percent of the issued and outstand-
ing shares of common stock on the date of the investment. In
connection with the issuance of the warrant, the voting,
conversion rights and dividend rights of the Series C Preferred
Stock will be reduced from 79.9 percent to 77.9 percent. The
warrant will be exercisable at any time and have an exercise
price equal to the par value of AIG’s common stock at the time
of exercise. The United States Treasury has agreed that it will
not exercise any voting rights with respect to the common
stock issued upon exercise of the warrant. The warrant will
not be subject to contractual transfer restrictions other than
restrictions necessary to comply with U.S. federal and state
securities laws. AIG will be obligated, at the request of the
United States Treasury, to file a registration statement with
respect to the warrant and the common stock for which the
warrant can be exercised. During the 10-year term of the
warrant, if the shares of common stock of AIG are no longer
listed or trading on a national securities exchange, AIG may be
obligated, at the direction of the United States Treasury, to
exchange all or a portion of the warrant for another economic
interest of AIG classified as permanent equity under
U.S. GAAP with an equivalent fair value. If the Series D
Preferred Shares issued in connection with the warrant are
redeemed in whole, AIG may repurchase the warrant then
held by the United States Treasury at any time for its fair value
so long as no holder of a warrant controls or has the potential
to control AIG. As a result of the issuance of the warrant, the
number of shares into which the Series C Preferred Stock will
be convertible will be reduced so as not to exceed 77.9 percent
of the outstanding shares of common stock.

The Fed Securities Lending Program

On October 8, 2008, certain of AIG’s domestic life insurance
subsidiaries entered into the Fed Securities Lending Agree-
ment, providing that the NY Fed will borrow, on an overnight
basis, investment grade fixed maturity securities from these
AIG subsidiaries in return for cash collateral. Prior to this
arrangement, draw downs under the existing Fed Facility were
used, in part, to settle securities lending transactions. The NY
Fed has been borrowing securities under the Fed Securities
Lending Agreement, which has allowed AIG to replenish
liquidity in the securities lending program on an as-needed
basis, while providing possession and control of these third-
party securities to the NY Fed.

As of November 5, 2008, the total value of securities
lending payables was $34.2 billion, with $19.9 billion of this
amount payable to the NY Fed under this agreement. This
program will be terminated on the closing of the RMBS sale as
described below.

Transfer of RMBS by certain AIG Insurance
Subsidiaries

AIG and the NY Fed expect to establish a facility under which
approximately $40 billion principal amount of residential
mortgage-backed securities (RMBS) related to AIG’s U.S. secu-
rities lending program will be transferred by certain AIG
insurance subsidiaries to a newly-formed limited liability
company (the RMBS LLC) that will be financed by the NY
Fed and AIG. Proceeds to the insurance company subsidiaries,
together with other AIG funds, will be used to return all cash
collateral posted by securities borrowers, including approxi-
mately $19.9 billion to be returned to the NY Fed. After all
collateral is returned, AIG’s U.S. Securities lending program
will be terminated.

The aggregate proceeds to the AIG insurance subsidiaries
will be equal to the estimated fair value of the RMBS at
October 31, 2008, adjusted for collections and certain other
events between such date and the closing date of the purchase,
which is expected to be prior to November 30, 2008. At
September 30, 2008, the fair value of the RMBS being trans-
ferred was $23.5 billion. AIG will provide $1 billion of pro-
ceeds to the AIG entities and the NY Fed will provide the
remainder of the proceeds up to $22.5 billion.

Interest on both the NY Fed’s senior loan and AIG’s
subordinated loan will be capitalized (converted to principal
of the related loan instead of being paid in cash). Payments of
interest on, and principal of, the RMBS and the net sale
proceeds, if any, on the RMBS received by the RMBS LLC
will be used to pay principal of the NY Fed’s senior loan in full
before any payments are made on AIG’s subordinated loan.
None of the obligations of RMBS LLC have recourse to AIG,
although AIG’s subordinated loan will be exposed to losses of
the RMBS LLC up to $1 billion plus the amount of capitalized
interest thereon. After the loans have returned amounts equal
to their principal and capitalized interest, payments with
respect to the remaining RMBS received by the RMBS LLC
will be allocated as contingent interest on both of the loans.
There are no economic interests in the RMBS LLC other than
the NY Fed’s senior loan and AIG’s subordinated loan.

The implementation of RMBS LLC is subject to the
approval of the relevant state insurance commissioners.

Terminations of Multi-Sector Credit Default
Swap Transactions

AIGFP currently has outstanding multi-sector credit default
swaps with third-party counterparties related to CDOs. Such
credit default swaps require that AIGFP post collateral with
the counterparties to secure its obligations based on fair value
deterioration, ratings downgrades of referenced obligations
and downgrades of AIG’s ratings. As of November 5, 2008,
AIGFP had either agreed to post or posted collateral based on
exposures, calculated in respect of super senior credit default
swaps in an aggregate net amount of $37.3 billion.
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AIG and the NY Fed expect to establish a facility in which
a newly-formed limited liability company (the CDO LLC) will
offer to purchase CDOs from the counterparties, who will
concurrently with such purchase terminate the related credit
default swaps. AIGFP and the NY Fed have begun negotiating
the terminations; depending on the level of counterparty
participation, on the closing date, the NY Fed will advance
up to $30 billion (the Tranche A Loan) and AIG will advance
up to $5 billion (the Tranche B Loan) to the CDO LLC to fund
the purchase price of such CDOs. Separately, AIG will pay the
costs associated with the unwind of the related credit default
swaps, and so will bear the risk of declines in the market value
of the CDOs through October 31, 2008. After the closing
date, AIGFP will not be subject to any further collateral calls
related to the terminated credit default swaps.

Interest on both the Tranche A Loan and the Tranche B
Loan will be capitalized. Payments of interest on, and prin-
cipal of, the CDOs received by the CDO LLC will be used to
pay principal and interest of the Tranche A Loan in full before
any payments are made on the Tranche B Loan. None of the
obligations of the CDO LLC have recourse to AIG, although
AIG’s Tranche B Loan will be exposed to losses of the CDO
LLC up to its principal amount plus the amount of capitalized
interest thereon. After the loans have returned amounts equal
to their principal and capitalized interest, payments with
respect to the remaining CDOs received by the CDO LLC
will be allocated as contingent interest on both of the loans.
There are no economic interests in the CDO LLC other than
the Tranche A Loan and Tranche B Loan.

Because the successful implementation of the proposed
establishment of the CDO LLC depends on the agreement of
the counterparties to terminate their super senior credit
default swaps, no assurance can be given that this facility will
be completed or, if completed, on the level of participation.

Commercial Paper Funding Facility

On October 27, 2008, four AIG affiliates applied for partic-
ipation in the NY Fed’s Commercial Paper Funding Facility
(CPFF). AIG Funding, Inc., ILFC, Curzon Funding LLC and
Nightingale Finance LLC may issue up to approximately
$6.9 billion, $5.7 billion, $7.2 billion and $1.1 billion, respec-
tively, of commercial paper under the CPFF. As of Novem-
ber 5, 2008, these entities had borrowed a total of
approximately $15.2 billion under this facility, which allowed
AIG to repay borrowings under the Fed Facility.

These AIG affiliates are participating in the CPFF on the
same terms and conditions as other non-AIG companies.

Proceeds from the issuance of the commercial paper will
be used to refinance AIG’s outstanding commercial paper as it
matures, meet other working capital needs and make volun-
tary prepayments under the Fed Facility. The voluntary repay-
ments of the Fed Facility will not reduce the amount available
to be borrowed thereunder.

Asset Disposition Plan

AIG has recently hired a Vice Chairman and Chief Restruc-
turing Officer to oversee the asset disposition plan and has
developed a plan to sell assets and businesses to repay the Fed
Facility.

AIG intends to retain the majority of its U.S. property and
casualty and foreign general insurance businesses, and to
retain an ownership interest in certain of its foreign life
insurance operations. AIG is exploring divestiture opportu-
nities for its remaining businesses. Proceeds from these sales
are contractually required to be applied toward the repayment
of the Fed Facility. None of the businesses under consideration
for sale at September 30, 2008 met the criteria in Statement of
Financial Accounting Standards (FAS) No. 144, “Accounting
for the Impairment or Disposal of Long-Lived Assets” to
qualify as “held for sale.” AIG continues to evaluate the status
of its asset sales with respect to these criteria.

In connection with AIG’s asset disposition plan, subse-
quent to September 30, 2008, AIG entered into negotiations to
sell certain operations in its General Insurance, Life Insurance
and Retirement Services, Financial Services and Asset Man-
agement operating segments. These operations had total
assets and liabilities with carrying values of approximately
$9 billion and $6 billion, respectively, at September 30, 2008.
AIG expects to enter into purchase agreements with respect to
these assets during the fourth quarter of 2008.

Dispositions of certain businesses may be subject to reg-
ulatory approval.

Expense Reductions and Preservation of Cash
and Capital

AIG has named a Vice Chairman, Transition Planning and
Chief Administrative Officer to lead expense reduction initi-
atives and transition planning. AIG has developed a plan to
review significant projects and will eliminate, delay, or curtail
those that are discretionary or non-essential and to make
available internal resources, reduce cash outflows to outside
service providers to improve liquidity. AIG also suspended the
dividend on its common stock to preserve capital.

Negative Effects of Liquidity Events

As a result of AIG’s deteriorated financial condition and its
announced strategies, AIG’s businesses have been subjected to
strained relationships with customers, brokers, agents, other
business partners and employees as well as increased moni-
toring by regulatory agencies. Specific issues related to AIG’s
businesses are addressed below.

General Insurance

While the Commercial Insurance Group (CIG) has been gen-
erally successful in retaining clients, the amount of business
AIG underwrites for clients has declined. Concern over AIG’s
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financial strength has a particularly adverse effect on CIG
underwriting of directors’ and officers’ insurance, especially at
the higher attachment points.

New business activity has been at lower levels, and AIG
continues to see pricing pressure in its general insurance
business.

The domestic property and casualty companies are ben-
eficiaries of $5.7 billion of letters of credit arranged by AIG
and its subsidiaries. Letters of credit totaling $4.2 billion will
expire on December 31, 2008 and the remainder will expire
on December 31, 2010. These letters of credit secure amounts
recoverable from both affiliated and unaffiliated reinsurers.
The inability of AIG to renew or replace these letters of credit
or otherwise obtain equivalent financial support from AIG or
a third-party would result in a significant reduction of the
statutory surplus of these property and casualty insurance
companies. AIG is pursuing alternatives to letters of credit
such as trust agreements and other forms of credit support and
is also pursuing opportunities to significantly reduce the need
for such security after December 31, 2008.

Capital Maintenance

AIG has capital maintenance agreements with the companies
included in the Commercial Insurance and Mortgage Guar-
anty reporting units under which AIG may be required to
provide ongoing capital support.

Life Insurance & Retirement Services

Disruptions in markets throughout the world and AIG’s recent
liquidity issues have had, and AIG expects will continue to
have, a significant adverse effect on Life Insurance & Retire-
ment Services operating results, specifically its net investment
income, deferred policy acquisition costs (DAC) and sales
inducement asset (SIA) amortization and net realized capital
losses in 2008. AIG expects that these events and AIG’s pre-
viously announced asset disposition plan will continue to be
key factors in the remainder of 2008 and into 2009. In addi-
tion, AIG parent’s liquidity issues have affected certain oper-
ations through higher surrender activity, particularly in the
U.S. domestic retirement service’s fixed annuity business and
foreign investment-oriented and retirement service’s products
in Japan and Asia. For Japan and Korea, surrenders are
expected to continue to be higher than historic averages in
the next quarter and possibly beyond due to the suspension of
sales by some banks, equity market volatility and elevated
levels of surrenders. While surrender levels have declined from
their peaks in mid-September, they are still higher than historic
levels and AIG expects them to remain at these higher than
historic levels until the uncertainties relating to AIG are
resolved.

These uncertainties, together with rating agency down-
grades, have resulted in reduced levels of new sales activity,
particularly among products and markets where ratings are

critical. Sales of investment-oriented and retirement services
products in Japan and Asia have also declined. New sales
activity is expected to remain at lower levels until the uncer-
tainties relating to AIG are resolved.

Due to the high volume of surrender activity for certain
investment-oriented products in the U.K., surrender payments
were temporarily suspended in accordance with contract
terms to provide time to develop an appropriate course of
action with the respective distribution network and to protect
the interests of the fund’s policyholders.

During the three months ended September 30, 2008 and
through October 29, 2008, AIG contributed capital totaling
$16.6 billion ($11.8 billion of which was contributed using
borrowings under the Fed Facility) to certain of its Domestic
Life Insurance and Domestic Retirement Services subsidiaries
to replace a portion of the capital lost as a result of net realized
capital losses. Further capital contributions will be required to
the extent additional net realized capital losses are incurred. In
Taiwan, AIG expects to contribute approximately $1.4 billion
to Nan Shan in November 2008 as a result of the continued
declines in the Taiwan equity market. AIG made capital con-
tributions of $1.3 billion to support foreign life operations in
Hong Kong and Japan, principally due to the steep decline in
AIG’s common stock price. Additional capital contributions
to certain operations may be necessary during the remainder
of 2008, in large measure due to the continued effect of equity
market volatility, declining bond prices and net realized cap-
ital losses resulting from other-than-temporary impairment
charges.

Financial Services

International Lease Finance Corporation

As a result of AIG parent’s liquidity issues and related credit
rating downgrades, ILFC was unable to borrow in the public
short-term and long-term debt markets, and therefore, ILFC
borrowed $6.5 billion under its credit facilities in September
2008. ILFC expects to use these borrowings to repay maturing
commercial paper and other obligations. AIG expects that
ILFC may raise additional funds through secured lending
transactions in early 2009. ILFC can also issue commercial
paper under the CPFF. ILFC believes that these borrowings
and cash from operations, which may include aircraft sales,
will permit ILFC to meet its obligations through September
2009, after which AIG would rely upon additional asset sales
and funding through the Fed Facility.

Capital Markets

Given the extreme market conditions during the third quarter
of 2008, downgrades of AIG’s credit ratings by the rating
agencies, as well as AIG’s intention to refocus on its core
business, AIGFP began unwinding certain of its businesses and
portfolios. AIG is only entering into new derivative transac-
tions to maintain its current portfolio, reduce risk and hedge
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the currency and interest rate risks associated with its affili-
ated businesses. AIG is also opportunistically terminating
contracts. Due to the long-term duration of AIGFP’s deriva-
tive contracts and the complexity of AIGFP’s portfolio, AIG
expects that an orderly wind-down will take a substantial
period of time.

American General Finance

As a result of AIG parent’s liquidity issues and the related
credit ratings downgrades, AGF suspended its efforts to bor-
row in the public short-term and long-term debt markets. As a
result, AGF borrowed approximately $4.6 billion under its
primary credit facilities in September 2008. AGF anticipates
that its primary sources of funds to support its operations and
repay its obligations will be finance receivable collections
from operations and secured financings, which will require
it to limit its lending activities and focus on expense savings.
AGF anticipates that its existing sources of funds will be
sufficient to meet its debt and other obligations through the
first quarter of 2009. AGF will need additional sources of
funds at that time, including sales of AGF assets and funding
through the Fed Facility.

AIG Consumer Finance Group

AIG’s recent liquidity issues and related credit ratings down-
grades have materially adversely affected AIG Consumer
Finance Group, Inc. (AIGCFG). AIGCFG experienced signif-
icant deposit withdrawals in Hong Kong during September
2008. The inability of AIGCFG to access its traditional
sources of funding resulted in AIG lending $1.6 billion to
subsidiaries of AIGCFG in September and October of 2008.
AIG expects that these businesses will continue to be mate-
rially adversely affected until the current uncertainties con-
cerning AIG and the potential sale of these businesses are
resolved.

Asset Management

The principal cash requirements in Asset Management are to
fund warehousing activities, existing capital commitments
and certain direct investments.

General disruption in the global equity and credit mar-
kets and the liquidity issues at AIG have negatively affected
the Institutional Asset Management segment operating
results. Distressed global markets have reduced the value of
assets under management, translating to lower base manage-
ment fees and reduced performance fees (carried interest).
Tight credit markets have put pressure on the commercial and
residential real estate markets, which has caused values in
certain geographic locations to fall, resulting in impairment
charges on real estate held for investment purposes.

AIG parent’s liquidity issues and lower asset performance
as a result of challenging market conditions have contributed
to the loss of institutional and retail clients as well as higher

redemptions from some of AIG’s managed hedge and mutual
funds. The continued uncertainty in the equity and credit
markets, as well as AIG parent’s liquidity issues and the
proposed asset dispositions, will continue to adversely affect
management and performance fees as well as AIG’s ability to
launch new funds and investment strategies.

Within the Spread-Based Investment business, distressed
markets have resulted in significant loss of invested asset value
and AIG expects such losses to continue through the remain-
der of 2008. In addition, given market conditions, AIG does
not expect to issue any additional debt to fund the MIP for the
foreseeable future.

Other Effects

As disclosed in its 2007 Annual Report on Form 10-K, AIG
expected to contribute approximately $118 million to its
U.S. and non-U.S. pension plans in 2008. For the nine months
ended September 30, 2008, AIG had contributed $122 million
to its U.S. and non-U.S. pension plans. Based upon the current
funded status of the plans, the current interest rate environ-
ment, and the projected performance of pension plan assets,
additional expected contributions for the U.S. and
non-U.S. pension plans in the 2008 fourth quarter range from
approximately $168 million to $532 million. Actual contri-
butions, however, will depend on asset performance, foreign
exchange rates, and the interest rate environment as of
December 31, 2008. Actual contributions may also vary as
a result of anticipated dispositions.

Regulators in various jurisdictions in which AIG entities
operate have imposed additional requirements on the AIG
entities. These requirements primarily require AIG to obtain
prior approval from the regulator for transactions related to
the dispositions of assets, transfers of cash or other transac-
tions outside the normal course of business. In addition,
certain regulators have requested additional capital or collat-
eral to be posted. To date, these requirements have not had a
significant effect on AIG’s operations.

AIG conducted an annual goodwill impairment review as
of June 30, 2008. In connection with the decline in the price of
AIG’s common stock during the third quarter of 2008, AIG
conducted an updated goodwill impairment test as of Sep-
tember 30, 2008. As a result of the updated test AIG recog-
nized goodwill impairment charges of $432 million for the
three-month period ended September 30, 2008, which were
primarily related to the domestic Consumer Finance and the
Capital Markets businesses.

In addition, the excess of the fair value over the carrying
value of AIG’s Personal Lines and foreign Consumer Finance
businesses narrowed subsequent to the June 30, 2008 test. As
of September 30, 2008, goodwill related to these businesses
totaled approximately $700 million and $344 million, respec-
tively. A continuation of the decline in fair value of these
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businesses could result in impairment of goodwill in the
future.

Risk Factors

The following supplements the significant factors that may
affect AIG’s business and operations described under “Risk
Factors” in Item 1A. of Part I of AIG’s 2007 Annual Report on
Form 10-K.

Business and Credit Environment

AIG’s businesses, results of operations and financial con-
dition have been materially and adversely affected by recent
market conditions.

During the third quarter of 2008 continuing through Novem-
ber 2008, worldwide economic conditions significantly dete-
riorated. The decline in economic conditions has resulted in
highly volatile markets, a steep decline in equity markets,
further and continuing lack of liquidity, a widening of credit
spreads, a lack of price transparency and the collapse of
several prominent financial institutions. Global regulators
and central banks have taken a number of unprecedented
steps to address these issues, but it is unclear whether these
measures will be effective or, if effective, when the markets
will stabilize.

AIG has been materially and adversely affected by these
conditions and events in a number of ways, including:

• severe and continued declines in its investment portfolio,
leading to significant other-than-temporary impairments;

• significant credit losses due to the failure of, or governmen-
tal intervention with respect to, several prominent institu-
tions; and

• a general decline in business activity.

The consequences of these conditions have been more
severe for AIG than for other insurers. AIG expects its busi-
nesses, financial condition and results of operations will con-
tinue to be materially and adversely affected by these
conditions for the foreseeable future.

AIG is subject to extensive litigation that may have a mate-
rial adverse effect on its consolidated financial condition or
its consolidated results of operations.

As described in Note 7(a) to the Consolidated Financial State-
ments, AIG is subject to extensive litigation, including secu-
rities class actions. Due to the nature of this litigation, the lack
of precise damage claims and the type of claims made against
AIG, AIG cannot currently quantify its ultimate liability for
these actions. It is possible that such liability could have a
material adverse effect on AIG’s consolidated financial con-
dition or consolidated results of operations for an individual
reporting period.

Credit and Financial Strength Ratings

Adverse ratings actions regarding AIG’s long-term debt
ratings by Moody’s or S&P would require AIG to make
additional substantial collateral payments under existing
derivative transactions to which AIGFP is a party, which
could adversely affect AIG’s business and its consolidated
results of operations and financial condition.

On September 15, 2008, the following credit rating actions
were taken:

• Standard & Poor’s, a division of The McGraw-Hill Com-
panies, Inc. (S&P), lowered its long-term debt rating on
AIG to ‘A-’ from ‘AA-’, and its short-term debt rating to ‘A-
2’ from ‘A-1+’. S&P also downgraded the long-term debt
and short-term debt ratings of International Lease Finance
Corp. (ILFC) to ‘A-’ from ‘A+’ and to ‘A-2’ from ‘A-1,’
respectively and the long-term and short-term debt ratings
of American General Finance Corporation (AGF Corp.) to
‘BBB’ from ‘A+’ and to ‘A-3’ from ‘A-1,’ respectively. At the
same time, S&P lowered its counterparty credit and finan-
cial strength ratings on most of AIG’s insurance operating
subsidiaries to ‘A+’ from ‘AA+’. All of the ratings remained
on CreditWatch Negative.

• Moody’s Investors Service (Moody’s) lowered AIG’s senior
unsecured debt ratings to ‘A2’ from ‘Aa3’ and placed the
long-term and short-term ratings on review for possible
downgrade. In addition, Moody’s downgraded the ratings
of several AIG subsidiaries, including the Domestic Life
Insurance and Retirement Services companies (Insurer
Financial Strength Rating to ‘Aa3’ from ‘Aa2’), and ILFC
and AGF Corp. (Senior Unsecured Debt Rating to ‘A3’ from
‘A1’ and short-term debt rating to ‘P-2’ from ‘P-1.’) Nearly
all of AIG’s subsidiaries remained on review for possible
downgrade.

• Fitch Ratings (Fitch) lowered AIG’s long-term issuer rating
to ‘A’ from ‘AA-’ and its short-term issuer rating to ‘F1’
from ‘F1+’. In addition, Fitch downgraded nearly all of
AIG’s subsidiaries’ Insurer Financial Strength Ratings to
‘AA-’ from ‘AA+.’ A majority of the ratings remained on
Rating Watch Negative.

• A.M. Best Company (A.M. Best) lowered AIG’s issuer credit
rating to ‘bbb’ from ‘a+’. In addition, A.M. Best down-
graded most of AIG’s Insurer Financial Strength Ratings to
‘A’ from ‘A+’ and placed the ratings under review with
negative implications.

As a consequence of the rating actions, AIGFP estimated
that it would need in excess of $20 billion in order to fund
additional collateral demands and transaction termination
payments in a short period of time. Subsequently, in a period
of approximately 15 days following the rating actions, AIGFP
was required to fund approximately $32 billion, reflecting not
only the effect of the rating actions but also changes in market
levels and other factors.
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Following the agreement with the NY Fed announced on
September 17, 2008, the following credit rating actions were
taken:

• S&P upgraded AIG’s and ILFC’s short-term debt ratings to
‘A-1’ from ‘A-2’ and revised the CreditWatch status on all
ratings from CreditWatch Negative to CreditWatch
Developing.

• Fitch revised the rating watch status on all ratings from
Rating Watch Negative to Rating Watch Evolving.

Following AIG’s strategic review press release on October 3,
2008, the following credit rating actions were taken:

• S&P revised the CreditWatch status on AIG’s and AGF
Corp.’s ratings from CreditWatch Developing to Credit-
Watch Negative.

• Moody’s downgraded AIG’s Senior Unsecured Debt rating
to ‘A3’ from ‘A2’ and ILFC and AGF Corp.’s Senior Unse-
cured Debt ratings to ‘Baa1’ from ‘A3.’ Most ratings remain
under review for possible downgrade with ILFC revised to
under review with direction uncertain.

Credit ratings measure a company’s ability to repay its
obligations and directly affect the cost and availability to that
company of unsecured financing.

In the event of a further downgrade of AIG’s long-term
senior debt ratings, AIG would be required to post additional
collateral and AIG or its counterparties would be permitted to
elect early termination of contracts.

It is estimated that as of the close of business on Octo-
ber 27, 2008, based on AIGFP’s outstanding municipal GIAs
and financial derivative transactions at that date, a downgrade
of AIG’s long-term senior debt ratings to Baa1 by Moody’s
and BBB+ by S&P would permit counterparties to make
additional calls and permit either AIG or the counterparties
to elect early termination of contracts, resulting in up to
approximately $5.2 billion of collateral and termination pay-
ments, while a downgrade to Baa2 by Moody’s and BBB by
S&P would result in approximately $0.3 billion in additional
collateral and termination payments.

For the multi-sector super senior credit default swap
portfolio, it is estimated based on the October 24, 2008
notional values a downgrade of AIG’s long-term senior debt
ratings to Baa1 by Moody’s and BBB+ by S&P, would increase
the amount of collateral posted by approximately $2.7 billion
due to the adjustment of threshold and independent amount
percentages. A downgrade to Baa2 by Moody’s and BBB by
S&P would allow the counterparties to certain 2a7 puts to
elect early termination, resulting in a cash outflow of approx-
imately $3.7 billion. In addition, at that rating level, counter-
parties to transactions representing approximately
$47.8 billion in net notional amount have the right to elect
early termination. In the event a counterparty elects to termi-
nate a transaction early, such transaction will be terminated at

its replacement value, less any previously posted collateral.
Due to current market conditions, it is not possible to reliably
estimate the replacement cost of these transactions.

The actual amount of collateral that AIGFP would be
required to post to counterparties in the event of such down-
grades, or the aggregate amount of payments that AIG could
be required to make, depends on market conditions, the fair
value of outstanding affected transactions and other factors
prevailing at the time of the downgrade. Additional obliga-
tions to post collateral or the costs of assignment, repayment
or alternative credit could exceed the amounts available under
the Fed Credit Agreement. See discussion of the Fed Credit
Agreement below.

A downgrade in the short-term credit ratings of the com-
mercial paper programs of certain AIG affiliates could make
these issuers ineligible for participation in the NY Fed’s
Commercial Paper Funding Facility (CPFF).

AIG’s affiliates AIG Funding, Inc., ILFC, Curzon Funding
LLC and Nightingale Finance LLC currently participate in
the CPFF. However, in the event of a downgrade of the short-
term credit ratings applicable to the commercial paper pro-
grams of these issuers, the affiliates may no longer qualify for
participation in the CPFF. The CPFF only purchases U.S. dol-
lar-denominated commercial paper (including asset-backed
commercial paper) that is rated at least A-1/P-1/F1 by a major
nationally recognized statistical rating organization (NRSRO)
or, if rated by multiple major NRSROs, is rated at least A-1/
P-1/F1 by two or more major NRSROs. Accordingly, these
AIG affiliates will lose access to the CPFF if:

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

• ILFC’s short-term rating is downgraded by either S&P
or Fitch;

• Curzon Funding LLC’s short-term rating is down-
graded by either S&P or Moody’s; and

• Nightingale Finance LLC’s short-term rating is down-
graded two notches by S&P or one notch by Moody’s.

A downgrade in the Insurer Financial Strength ratings of
AIG’s insurance companies could prevent the companies
from writing new business and retaining customers and
existing business.

Financial strength ratings by the major ratings agencies are an
important factor in establishing the competitive position of
insurance companies. Financial strength ratings measure an
insurance company’s ability to meet its obligations to contract
holders and policyholders, help maintain public confidence in
a company’s products, facilitate marketing of products and
enhance a company’s competitive position.

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

Fed Facility

The Fed Credit Agreement and the Series D Preferred
Shares will require AIG to devote significant resources to
debt repayment and preferred dividends for the foreseeable
future, thereby reducing capital available for other
purposes.

AIG is required to repay the Fed Credit Agreement primarily
from the proceeds of sales of assets, including businesses.
These mandatory repayments permanently reduce the amount
available under the Fed Credit Agreement.

In addition, American General Finance, Inc. (AGF) and
ILFC have drawn the full amounts available under their
revolving credit facilities and currently do not have access
to their traditional sources of long-term or short-term financ-
ing through the public debt markets.

Unanticipated collateral calls, continued high surrenders,
a downgrade in AIG’s credit ratings or a further deterioration
in AIGFP’s super senior credit default swap portfolio may
cause AIG to need additional funding in excess of the bor-
rowings available under the Fed Credit Agreement. If AIG
needs funds in excess of those available under the Fed Credit
Agreement, AIG will need to find additional financing. Fur-
ther, an inability to effect asset sales in accordance with its
asset disposition plan may result in AIG not being able to
timely repay its borrowings under the Fed Credit Agreement.
See also Significant Liquidity Requirements — Asset Disposi-
tion Plan for a discussion of AIG’s asset disposition plan.

The Series D Preferred Shares pay a 10 percent dividend
which will not be deductible for tax purposes.

AIG’s substantial obligations will require it to dedicate all
of its proceeds from asset sales and a considerable portion of
its cash flows from operations to the repayment of the Fed
Facility, thereby reducing the funds available for other pur-
poses. In addition, because AIG’s debt service and preferred
dividend obligations will be very high, AIG may be more
vulnerable to competitive pressures and expects to have less
flexibility to plan for or respond to changing business and
economic conditions.

Borrowings under the Fed Credit Agreement are subject to
the NY Fed being satisfied with the collateral pledged by
AIG.

A condition to borrowing under the Fed Credit Agreement is
that the NY Fed be satisfied with the collateral pledged by AIG

(including its value). It is possible that the NY Fed may
determine that AIG’s collateral is insufficient to permit a
borrowing for many reasons including:

• a decline in the value of AIG’s businesses;

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

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

Such a determination could limit AIG’s ability to borrow
under the Fed Facility.

AIG must sell significant assets to service the debt under
the Fed Credit Agreement.

AIG must make asset sales to repay the borrowings under the
Fed Credit Agreement. A delay or inability to effect these sales
at acceptable prices and terms could result in AIG being
unable to repay the Fed Credit Agreement by its maturity date.

While AIG has adopted an asset disposition plan, as
discussed under Significant Liquidity Requirements, this plan
may not be successfully executed due to, among other things:

• an inability of purchasers to obtain funding due to the
deterioration in the credit market;

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

• an adverse change in interest rates and borrowing
costs.

Further, due to AIG’s need to dispose of assets, AIG may
be unable to negotiate favorable terms.

If AIG is not able to execute its disposition plan, and
cannot otherwise repay the Fed Facility in accordance with its
terms, an event of default would result. If an event of default
were to occur, the NY Fed could, among other things, declare
outstanding borrowings under the Fed Facility immediately
due and payable. In addition, an event of default or declara-
tion of acceleration under the Fed Credit Agreement could
also result in an event of default under other agreements.

The Fed Credit Agreement includes financial and other
covenants that impose restrictions on AIG’s financial and
business operations.

The Fed Credit Agreement requires AIG to maintain a min-
imum aggregate liquidity level and restricts AIG’s ability to
make certain capital expenditures if the NY Fed objects
thereto. In addition, the Fed Credit Agreement restricts AIG’s
and its restricted subsidiaries’ ability to incur additional
indebtedness, incur liens, merge, consolidate, sell assets, enter
into hedging transactions outside the normal course of busi-
ness, or pay dividends. These covenants could restrict AIG’s
business and thereby adversely affect AIG’s results of
operations.
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Moreover, if AIG fails to comply with the covenants in
the Fed Credit Agreement and is unable to obtain a waiver or
amendment, an event of default would result. If an event of
default were to occur, the NY Fed could, among other things,
declare outstanding borrowings under the Fed Credit Agree-
ment immediately due and payable. In addition, an event of
default or declaration of acceleration under the Fed Credit
Agreement could also result in an event of default under other
agreements.

AIG’s results of operations will be materially adversely
affected by a significant increase in interest expense.

AIG expects its results of operations in the fourth quarter of
2008 and in 2009 to be significantly adversely affected by the
recognition of interest expense. AIG’s initial $1.7 billion com-
mitment fee will amortize over the term of the Fed Facility.
Finally, the prepaid commitment fee asset of $23 billion asso-
ciated with the Preferred Stock to be issued will be amortized
through interest expense over the term of the Fed Facility. As a
result, AIG anticipates that interest expense in the fourth
quarter of 2008 and in the year ended December 31, 2009
will significantly increase as a result of these items. In addi-
tion, paid in kind interest expense under the Fed Facility is
accrued over the term of the Fed Facility.

Liquidity

AIG’s businesses have been adversely affected by AIG’s
reduced liquidity.

Many of AIG’s businesses depend upon the financial stability
(both actual and perceived) of AIG parent. Perceptions that
AIG or its subsidiaries may not be able to meet their obliga-
tions can negatively affect AIG’s businesses in many ways,
including:

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

• a refusal by independent agents, brokers and banks to
continue to offer AIG products and services;

• a refusal of customers or vendors to continue to do
business with AIG; and

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

AIG’s ability to access funds from its subsidiaries is limited.

As a holding company, AIG depends on dividends, distribu-
tions and other payments from its subsidiaries to fund pay-
ments on AIG’s obligations, including its debt securities. In
light of AIG’s current financial situation, AIG expects that its
regulated subsidiaries may be significantly restricted from
making dividend payments, or advancing funds, to AIG. This
restriction may hinder AIG’s ability to access funds that AIG
may need to make payments on its obligations, including those
arising from day-to-day business activities.

Controlling Shareholder

As a result of the issuance of the Series C Preferred Stock,
AIG will be controlled by a trust holding the Series C Pre-
ferred Stock for the benefit of the United States Treasury.
AIG’s interests and those of AIG’s minority shareholders
may not be the same as those of the United States Treasury.

In accordance with the Fed Credit Agreement, AIG will issue
100,000 shares of Series C Perpetual, Convertible, Participat-
ing Preferred Stock (the Series C Preferred Stock) to a trust
that will hold the Series C Preferred Stock for the benefit of the
United States Treasury (the Trust). Pursuant to the agreement
in principle reached by AIG and the NY Fed on November 9,
2008 to amend the NY Fed Credit Agreement, the Series C
Preferred Stock is entitled to:

• participate in any dividends paid on the common stock,
with the payments attributable to the Series C Preferred
Stock being approximately, but not in excess of,
77.9 percent of the aggregate dividends paid on AIG’s
common stock, treating the Series C Preferred Stock as
converted; and

• to the extent permitted by law, vote with AIG’s com-
mon stock on all matters submitted to AIG’s share-
holders and hold approximately, but not in excess of,
77.9 percent of the aggregate voting power of the
common stock, treating the Series C Preferred Stock
as converted.

The Series C Preferred Stock will remain outstanding
even if the Fed Facility is repaid in full or otherwise terminates.
In addition, upon shareholder approval to certain amend-
ments to AIG’s certificate of incorporation, the Trust can
convert the Series C Preferred Stock into AIG common stock.

As a result of its ownership, the Trust will be able to elect
all of AIG’s directors and can control the vote on all matters,
including:

• approval of mergers or other business combinations;

• a sale of all or substantially all of AIG’s assets;

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

• the selection and tenure of AIG’s Chief Executive Offi-
cer and other executive officers;

• the adoption of amendments to AIG’s certificate of
incorporation; and

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

Moreover, the Trust’s ability to prevent an unsolicited bid
for AIG or any other change in control could also have an
adverse effect on the market price of AIG’s common stock.
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The Trust may also transfer the Series C Preferred Stock
to another person or entity and that person or entity may
become AIG’s controlling shareholder.

Possible future sales of Series C Preferred Stock or AIG
common stock by the Trust could adversely affect the
market for AIG common stock.

AIG has agreed to file a shelf registration statement that will
allow the Trust to sell Series C Preferred Stock or any shares of
common stock it receives upon conversion of the Preferred
Stock. In addition, the Trust could sell Series C Preferred Stock
or shares of AIG common stock without registration under
certain circumstances, such as in a private transaction.
Although AIG can make no prediction as to the effect, if
any, that such sales would have on the market price of AIG
common stock, sales of substantial amounts of Series C Pre-
ferred Stock or AIG common stock, or the perception that
such sales could occur, could adversely affect the market price
of AIG common stock. If the Trust sells or transfers shares of
Series C Preferred Stock or AIG common stock as a block,
another person or entity could become AIG’s controlling
shareholder.

Employees

The decline in AIG’s common stock price and the announce-
ment of proposed asset dispositions may prevent AIG from
retaining key personnel.

AIG relies upon the knowledge and talent of its employees to
successfully conduct business. The decline in AIG’s common
stock price has dramatically reduced the value of equity
awards previously granted to its key employees. In addition,
the announcement of proposed asset dispositions may result in

competitors seeking to hire AIG’s key employees. AIG has
implemented retention programs to seek to keep its key
employees, but there can be no assurance that the programs
will be effective. A loss of key personnel could reduce the value
of AIG’s businesses and impair its ability to effect a successful
asset disposition plan.

Change of Control

The issuance of the Series C Preferred Stock may have
adverse regulatory consequences for AIG and its subsidiar-
ies and may trigger contractual obligations to third parties.

The Trust will control AIG by virtue of its ownership of the
Series C Preferred Stock. AIG and its subsidiaries are subject
to various regulatory requirements and are a party to various
contracts, agreements, licenses, permits, authorizations and
other arrangements (collectively, Arrangements) that contain
provisions that, upon a change of control, provide regulators
and counterparties with rights to take actions that could have
a material effect on AIG’s consolidated financial condition,
results of operations, or cash flows from an operational,
regulatory, compliance, or economic standpoint.

AIG has initiated discussions and activities with regula-
tors and counterparties to take necessary actions to remedy,
amend, or comply with the provisions of these Arrangements.
AIG has not been notified by regulators or counterparties of
their intent to exercise their rights under the Arrangements to
a material extent. However, AIG cannot presently predict the
effects, if any, the change of control or the other recent events
will have on the Arrangements or on AIG’s consolidated
financial condition, results of operations, or cash flows.
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Results of Operations

AIG identifies its operating segments by product line, consis-
tent with its management structure. These segments are Gen-
eral Insurance, Life Insurance & Retirement Services,
Financial Services and Asset Management. Through these
operating segments, AIG provides insurance, financial and
investment products and services to both businesses and indi-
viduals in more than 130 countries and jurisdictions. AIG’s
Other category consists of items not allocated to AIG’s oper-
ating segments.

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

Consolidated Results

AIG’s consolidated statements of income (loss) were as follows:

(in millions) 2008 2007

Percentage
Increase/

(Decrease) 2008 2007

Percentage
Increase/

(Decrease)

Three Months Ended
September 30,

Nine Months Ended
September 30,

Revenues:
Premiums and other considerations $ 21,082 $19,733 7% $ 63,489 $58,908 8%

Net investment income 2,946 6,172 (52) 14,628 21,149 (31)

Net realized capital losses (18,312) (864) – (30,482) (962) –

Unrealized market valuation losses on AIGFP super

senior credit default swap portfolio (7,054) (352) – (21,726) (352) –

Other income 2,236 5,147 (57) 8,953 12,888 (31)

Total revenues 898 29,836 (97) 34,862 91,631 (62)

Benefits and expenses:
Incurred policy losses and benefits 17,189 15,595 10 51,521 47,962 7

Policy acquisition and other insurance expenses 6,919 5,357 29 18,560 15,508 20

Interest expense 2,297 1,232 86 4,902 3,425 43

Other expenses 2,678 2,773 (3) 8,084 7,357 10

Total benefits and expenses 29,083 24,957 17 83,067 74,252 12

Income (loss) before income taxes (benefits) and
minority interest (28,185) 4,879 – (48,205) 17,379 –

Income taxes (benefits) (3,480) 1,463 – (10,374) 4,868 –

Income (loss) before minority interest (24,705) 3,416 – (37,831) 12,511 –

Minority interest 237 (331) – 201 (1,019) –

Net income (loss) $(24,468) $ 3,085 –% $(37,630) $11,492 –%

Premiums and Other Considerations

Premiums and other considerations increased in the three-
month period ended September 30, 2008 compared to the
same period in 2007 primarily due to increases of $854 mil-
lion, $420 million and $219 million in premiums from Foreign
Life Insurance & Retirement Services, Foreign General Insur-
ance, and Domestic Life Insurance, respectively, partially
offset by a decrease of $207 million in premiums from Com-
mercial Insurance. Premiums and other considerations
increased in the nine-month period ended September 30,
2008 compared to the same period in 2007 primarily due
to increases of $2.9 billion, $1.7 billion, and $513 million in
premiums from Foreign Life Insurance & Retirement Services,

Foreign General Insurance, and Domestic Life Insurance,
respectively, partially offset by a decrease of $855 million
in premiums from Commercial Insurance. Foreign Life Insur-
ance & Retirement Services premiums increased principally as
a result of increased production and favorable foreign
exchange rates. Foreign General Insurance premiums
increased primarily due to the positive effect of changes in
foreign currency exchange rates and new business from both
established and new distribution channels. Domestic Life
Insurance premium increased primarily due to an increase
in sales of payout annuities. Commercial Insurance premiums
decreased primarily due to declines in workers’ compensation
premiums and other casualty lines of business.
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Net Investment Income

The components of consolidated net investment income were as follows:

(in millions) 2008 2007

Percentage
Increase/

(Decrease) 2008 2007

Percentage
Increase/

(Decrease)

Three Months
Ended

September 30,
Nine Months Ended

September 30,

Fixed maturities, including short-term investments $ 5,773 $5,406 7% $16,691 $15,976 4%

Equity securities 277 226 23 496 443 12

Interest on mortgage and other loans 407 371 10 1,182 1,056 12

Partnerships (813) 274 – (641) 1,444 –

Mutual funds (632) (19) – (656) 430 –

Trading account losses (501) (79) – (722) (93) –

Other investments 228 107 113 768 665 15

Total investment income before policyholder income

and trading gains (losses) 4,739 6,286 (25) 17,118 19,921 (14)

Policyholder investment income and trading gains (losses) (1,561) 149 – (1,729) 2,026 –

Total investment income 3,178 6,435 (51) 15,389 21,947 (30)

Investment expenses 232 263 (12) 761 798 (5)

Net investment income $ 2,946 $6,172 (52)% $14,628 $21,149 (31)%

Net investment income decreased in the three- and nine-
month periods ended September 30, 2008 compared to the
same periods in 2007 due to losses from partnerships, hedge
funds and mutual funds as well as policyholder trading losses
and higher trading account losses related to certain invest-
ment-oriented products in the U.K. for Life Insurance &
Retirement Services. Policyholder trading gains (losses) are

offset by a charge or benefit to incurred policy losses and
benefits expense. The policyholder trading losses for the three-
and nine-month periods ended September 30, 2008 generally
reflect the trends in equity markets, principally in Japan and
Asia. The decline in net investment income also reflects the
effects of higher cash balances for liquidity purposes.

Net Realized Capital Losses

The composition of net realized capital losses was as follows:

(in millions) 2008 2007 2008 2007

Three Months Ended
September 30,

Nine Months Ended
September 30,

Sales of fixed maturity securities $ (768) $(403) $ (778) $(572)
Sales of equity securities 288 265 608 708
Sales of real estate and other assets 97 210 422 709
Other-than-temporary impairments:

Severity (7,327) – (16,275) –
Lack of intent to hold to recovery (8,299) (240) (9,320) (614)
Trading at 25 percent or more discount for nine consecutive months – – – (6)
Foreign currency declines (50) (29) (1,084) (333)
Issuer-specific credit events (3,453) (124) (3,946) (316)
Adverse projected cash flows on structured securities (747) (151) (1,621) (159)

Foreign exchange transactions 1,996 (361) 1,258 (469)
Derivative instruments (49) (31) 254 90

Total $(18,312) $(864) $(30,482) $(962)

Net realized capital losses increased in the three- and nine-
months ended September 30, 2008 compared to the same peri-
ods in 2007 primarily due to an increase in other-than-tempo-
rary impairment charges. Other-than-temporary impairment
charges included the change in AIG’s intent and ability to hold
to recovery the securities, held as collateral in the securities

lending program; an increase in severity losses primarily related
to certain RMBS, other structured securities and securities of
financial institutions due to rapid and severe market valuation
declines where the impairment period was not deemed tempo-
rary; and issuer specific credit events; partially offset by the
favorable effect of foreign exchange transactions due to
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strengthening of the U.S. dollar. See Invested Assets — Portfolio
Review — Other-Than-Temporary Impairments.

Unrealized Market Valuation Losses on AIGFP
Super Senior Credit Default Swap Portfolio

The unrealized market valuation losses on AIGFP’s super
senior credit default swap portfolio in the three- and nine-
month periods ended September 30, 2008 increased compared
to the same periods in 2007 due to significant widening in
credit spreads and the downgrades of RMBS and CDO secu-
rities by rating agencies in the three-month period ended
September 30, 2008 driven by the credit concerns resulting
from U.S. residential mortgages and the severe liquidity crisis
affecting the markets. (See Capital Markets Results and Crit-
ical Accounting Estimates — Valuation of Level 3 Assets and
Liabilities.

Other Income

Other Income decreased in the three-month period ended
September 30, 2008 compared to the same period in 2007
primarily due to a $2.0 billion decrease in Financial Services
revenues and a $625 million decrease in Asset Management
revenues. Financial Services revenues decreased principally as
a result of a net $987 million credit valuation adjustment loss
on AIGFP’s assets and liabilities which are measured at fair
value. AIGFP’s revenues were also negatively affected by the
disruption in the credit markets and the general decline in
liquidity in the marketplace. Asset Management revenues
decreased primarily as a result of lower partnership income
related to the Spread-Based Investment Business.

Other Income decreased in the nine-month period ended
September 30, 2008 compared to the same period in 2007
primarily due to a $1.7 billion decrease in Financial Services
revenues and a $1.2 billion decrease in Asset Management
revenues. Financial Services revenues decreased principally as
a result of a net $1.4 billion credit valuation adjustment loss
on AIGFP’s assets and liabilities which are measured at fair
value. Asset Management revenues decreased primarily as a
result of lower guaranteed investment contract revenue due to
lower partnership income.

Incurred Policy Losses and Benefits

Incurred policy losses and benefits increased in the three-
month period ended September 30, 2008 compared to the
same period in 2007 primarily due to a $1.2 billion increase in
Commercial Insurance as a result of $1.1 billion of catastro-
phe-related losses principally from hurricanes Ike and Gustav
in 2008, a $464 million increase in Foreign General Insurance
as a result of an increase in frequency of smaller claims and
higher catastrophe-related losses primarily from hurricanes
Ike and Gustav and a $461 million increase in Mortgage
Guaranty reflecting the deterioration of the U.S. housing mar-
ket. Increases in incurred policy losses and benefits of

$1.0 billion in Life Insurance & Retirement Services were
more than offset by a reduction in losses and benefits arising
from policyholder trading losses of $1.7 billion discussed
above in Net Investment Income.

Incurred policy losses and benefits increased in the nine-
month period compared to the same period in 2007 primarily
due to a $1.6 billion increase in Commercial Insurance as a
result of higher catastrophe-related losses principally from
hurricanes Ike and Gustav in 2008, a $1.2 billion increase in
Foreign General Insurance as a result of higher catastrophe-
related losses and severe but non-catastrophic losses, and a
$1.4 billion increase in Mortgage Guaranty reflecting the
deterioration of the U.S. housing market. Increases in incurred
policy losses and benefits of $2.7 billion in Life Insurance &
Retirement Services were more than offset by a reduction in
losses and benefits arising from policyholder trading losses of
$3.8 billion discussed above in Net Investment Income.

Policy Acquisition and Other Insurance Expenses

Policy acquisition and other insurance expenses increased in
the three-month period ended September 30, 2008 compared
to the same period in 2007 primarily due to a $785 million
increase in General Insurance expenses and a $777 million
increase in Life Insurance & Retirement Services expenses.
General Insurance expenses increased primarily due to the
recognition of a premium deficiency reserve of $453 million
related to United Guaranty Corporation’s (UGC) second-lien
business. Life Insurance & Retirement Services expenses
increased principally as a result of the effect of foreign
exchange, growth in the business and the effect of FAS 159
implementation.

Policy acquisition and other insurance expenses increased
in the nine-month period ended September 30, 2008 com-
pared to the same period in 2007 primarily due to a $1.6 bil-
lion increase in General Insurance expenses and a $1.5 billion
increase in Life Insurance & Retirement Services expenses.
General Insurance expenses increased primarily due to the
recognition of a premium deficiency reserve of $453 million
related to UGC’s second-lien business, a $432 million increase
in compensation-related expenses, and a $275 million change
in DAC. Life Insurance & Retirement Services expenses
increased primarily due to the effect of foreign exchange,
growth in the business and the effect of FAS 159
implementation.

Interest Expense

Interest expense increased in the three- and nine-month peri-
ods ended September 30, 2008 compared to the same periods
in 2007 reflecting higher borrowings, including interest on the
debt and Equity Units from the dates of issuance in May 2008
and borrowings under the Fed facility. Interest expense also
includes amortization of the prepaid commitment assets in
connection with the Series C Preferred Stock.
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Other Expenses

Other Expenses decreased in the three-month period ended
September 30, 2008 compared to the same period in 2007
primarily due to a $563 million reversal of accrued compen-
sation expense under AIGFP’s various deferred compensation
plans and special incentive plan as a result of significant losses
recognized by AIGFP in 2008. Offsetting this reversal were
goodwill impairment charges of $341 million and $91 million
related to Consumer Finance and Capital Markets, respec-
tively, recognized in the third quarter 2008, resulting from the
downturn in the housing markets, the credit crisis and the
intent to unwind certain AIGFP businesses. An increase in
AGF’s provision for finance receivable losses of $198 million
also contributed to the decline.

Other Expenses increased in the nine-month period
ended September 30, 2008 compared to the same period in
2007 primarily as a result of the goodwill impairment charges
mentioned above, an increase in AIGFP’s other operating
expenses due to professional service fees and an increase in
AGF’s provision for finance receivable losses of $471 million.
Partially offsetting these increases was the reversal of AIGFP
deferred compensation and special incentive plan discussed
above.

Income Taxes (Benefits)

The effective tax rate on the pre-tax loss for the three-month
period ended September 30, 2008 was 12.3 percent. The
effective tax rate was lower than the statutory rate of 35 per-
cent due primarily to $6.9 billion of deferred tax expense
recorded during the third quarter, comprising $3.6 billion of
deferred tax expense attributable to the potential sale of
foreign businesses, and a $3.3 billion valuation allowance
to reduce tax benefits on capital losses to the amount that AIG
believes is more likely than not to be realized.

The effective tax rate on the pre-tax loss for the nine-
month period ended September 30, 2008 was 21.5 percent
and was also lower than the statutory rate primarily due to the

$6.9 billion of deferred tax expense, which is discussed above,
as well as other tax charges recorded.

The effective tax rates on pre-tax income for the three-
and nine-month periods ended September 30, 2007 were
30.0 percent and 28.0 percent, respectively. These effective
tax rates were lower than the statutory rate due primarily to
benefits from remediation adjustments and the recognition of
tax benefits associated with the SICO Plan for which the
compensation expense was recognized in prior years.

Realization of the deferred tax asset depends on AIG’s
ability to generate sufficient taxable income of the appropriate
character within the carryforward periods of the jurisdictions
in which the net operating losses and deductible temporary
differences were incurred. AIG assessed its ability to realize
the deferred tax asset of $19.1 billion and concluded a $3.3 bil-
lion valuation allowance was required to reduce the deferred
tax asset to an amount AIG believes is more likely than not to
be realized.

When making its assessment, AIG considered future
reversals of existing taxable temporary differences, future
GAAP taxable income and tax-planning strategies AIG would
implement, if necessary, to realize the net deferred tax asset.

In assessing future GAAP taxable income, AIG consid-
ered its strong earnings history exclusive of the recent losses on
the super senior credit default swap portfolio and from the
securities lending program, with respect to which AIG is
entering into transactions with the NY Fed to limit exposure
to future losses. AIG also considered taxable income from the
sales of businesses under its asset disposition plan, the con-
tinuing earnings strength of the insurance businesses it intends
to retain and its recently announced debt and preferred stock
transactions with the NY Fed, together with other actions AIG
is taking, when assessing the ability to generate sufficient
future taxable income during the relevant carryforward peri-
ods to realize the deferred tax asset.

64

American International Group, Inc. and Subsidiaries



Segment Results

The following table summarizes the operations of each operating segment. (See also Note 2 to the Consolidated Financial
Statements.)

(in millions) 2008 2007

Percentage
Increase/

(Decrease) 2008 2007

Percentage
Increase/

(Decrease)

Three Months Ended
September 30,

Nine Months Ended
September 30,

Total revenues(a)(b)(e):

General Insurance $ 10,808 $12,758 (15)% $ 35,854 $38,589 (7)%

Life Insurance & Retirement Services (4,642) 12,632 – 14,271 40,337 (65)

Financial Services(c)(d) (5,851) 2,785 – (16,016) 7,109 –

Asset Management 10 1,519 (99) 658 4,969 (87)

Other 451 13 – 531 407 30

Consolidation and eliminations 122 129 – (436) 220 –

Total $ 898 $29,836 (97)% $ 34,862 $91,631 (62)%

Operating income (loss)(a)(b)(e):

General Insurance $ (2,557) $ 2,439 –% $ (393) $ 8,511 –%

Life Insurance & Retirement Services (15,329) 1,999 – (19,561) 6,900 –

Financial Services(c)(d) (8,203) 669 – (22,880) 1,008 –

Asset Management (1,144) 121 – (2,709) 1,806 –

Other (1,416) (627) – (2,899) (1,557) –

Consolidation and eliminations 464 278 – 237 711 –

Total $(28,185) $ 4,879 –% $(48,205) $17,379 –%

(a) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS No. 133, “Accounting for Derivative Instruments

and Hedging Activities” (FAS 133), including the related foreign exchange gains and losses. For the three-month periods ended September 30, 2008 and 2007,

the effect was $1.2 billion and $(178) million, respectively, in both revenues and operating income (loss). For the nine-month periods ended September 30, 2008

and 2007, the effect was $705 million and $(1.1) billion, respectively, in both revenues and operating income (loss). These amounts result primarily from

interest rate and foreign currency derivatives that are effective economic hedges of investments and borrowings.

(b) Includes other-than-temporary impairment charges. Refer to Invested Assets — Portfolio Review — Other-Than-Temporary Impairments for further

discussion.

(c) Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange gains

and losses. For the three-month periods ended September 30, 2008 and 2007, the effect was $217 million and $353 million, respectively, in both revenues and

operating income (loss). For the nine-month periods ended September 30, 2008 and 2007, the effect was $18 million and $(250) million, respectively, in both

revenues and operating income (loss). These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of

investments and borrowings.

(d) Includes unrealized market valuation losses of $7.1 billion and $21.7 billion for the three- and nine-month periods ended September 30, 2008, respectively, and

$352 million for the three- and nine-month periods ended September 30, 2007, on AIGFP’s super senior credit default swap portfolio.

(e) To better align financial reporting with the manner in which AIG’s chief operating decision maker manages the business, beginning in the third quarter of 2008,

AIG’s own credit risk valuation adjustments on intercompany transactions are excluded from segment revenues and operating income.

General Insurance Operations

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

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

Commercial Insurance writes substantially all classes of
business insurance, accepting such business mainly from
insurance brokers. This provides Commercial Insurance the
opportunity to select specialized markets and retain under-
writing control. Any licensed broker is able to submit business

to Commercial Insurance without the traditional agent-com-
pany contractual relationship, but such broker usually has no
authority to commit Commercial Insurance to accept a risk.

Transatlantic Holdings, Inc. (Transatlantic) subsidiaries
offer reinsurance capacity on both a treaty and facultative
basis both in the U.S. and abroad. Transatlantic structures
programs for a full range of property and casualty products
with an emphasis on specialty risk.

AIG’s Personal Lines operations provide automobile
insurance through aigdirect.com, its direct marketing distri-
bution channel, and the Agency Auto Division, its indepen-
dent agent/broker distribution channel. It also provides a
broad range of coverages for high net worth individuals
through the AIG Private Client Group (Private Client Group).
Coverages for the Personal Lines operations are written pre-
dominantly in the United States.
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The main business of the subsidiaries of UGC is the
issuance of residential mortgage guaranty insurance, both
domestically and internationally, that covers the first loss
for credit defaults on high loan-to-value conventional first-
lien mortgages for the purchase or refinance of one to four
family residences.

On September 15, 2008, United Guaranty Residential
Insurance Company (UGRIC) and United Guaranty Mortgage
Indemnity Company (UGMIC) were downgraded from AA+
to A+ by S&P. As a result of the downgrade below the AA-
level, the companies were required to submit a remediation
plan to Fannie Mae and Freddie Mac. All U.S. based mortgage
insurers are currently subject to a Government Sponsored

Enterprise (GSE) remediation plan as a result of industry-wide
rating agency downgrades. UGC’s plan was timely submitted
and is awaiting GSE approval. UGRIC and UGMIC continue
to write new domestic first-lien mortgage insurance and
remain as eligible mortgage insurers with Fannie Mae and
Freddie Mac.

AIG’s Foreign General Insurance Group writes both com-
mercial and consumer lines of insurance which is primarily
underwritten through American International Underwriters
(AIU), a marketing unit consisting of wholly owned agencies
and insurance companies. The Foreign General Insurance
Group also includes business written by AIG’s foreign-based
insurance subsidiaries.
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General Insurance Results

General Insurance operating income is comprised of statutory underwriting profit (loss), changes in DAC, net invest-
ment income and net realized capital gains and losses. Operating income (loss), as well as net premiums written, net
premiums earned, net investment income and net realized capital gains (losses) and statutory ratios were as follows:

(in millions, except ratios) 2008 2007

Percentage
Increase/

(Decrease) 2008 2007

Percentage
Increase/

(Decrease)

Three Months Ended
September 30,

Nine Months Ended
September 30,

Net premiums written:
AIG Property Casualty Group

Commercial Insurance $ 5,597 $ 6,012 (7)% $16,698 $18,460 (10)%
Transatlantic 1,094 985 11 3,118 2,952 6
Personal Lines 1,108 1,253 (12) 3,626 3,685 (2)
Mortgage Guaranty 280 303 (8) 872 841 4

Foreign General Insurance 3,647 3,270 12 11,712 10,130 16
Total $11,726 $11,823 (1)% $36,026 $36,068 –%

Net premiums earned:
AIG Property Casualty Group

Commercial Insurance $ 5,735 $ 5,942 (3)% $17,064 $17,919 (5)%
Transatlantic 1,027 960 7 3,067 2,873 7
Personal Lines 1,183 1,193 (1) 3,591 3,516 2
Mortgage Guaranty 254 226 12 779 657 19

Foreign General Insurance 3,532 3,112 13 10,740 9,050 19
Total $11,731 $11,433 3% $35,241 $34,015 4%

Net investment income:
AIG Property Casualty Group

Commercial Insurance $ 512 $ 854 (40)% $ 1,842 $ 2,871 (36)%
Transatlantic 111 113 (2) 348 348 –
Personal Lines 53 59 (10) 166 173 (4)
Mortgage Guaranty 48 42 14 136 118 15

Foreign General Insurance 5 325 (99) 604 1,071 (44)
Reclassifications and eliminations 6 1 – 11 4 175
Total $ 735 $ 1,394 (47)% $ 3,107 $ 4,585 (32)%

Net realized capital gains (losses) $ (1,658) $ (69) –% $ (2,494) $ (11) –%
Operating income (loss):

AIG Property Casualty Group
Commercial Insurance $ (1,109) $ 1,829 –% $ 57 $ 5,662 (99)%
Transatlantic (155) 189 – 148 508 (71)
Personal Lines 23 28 (18) 47 252 (81)
Mortgage Guaranty (1,118) (216) – (1,990) (289) –

Foreign General Insurance (209) 607 – 1,323 2,383 (44)
Reclassifications and eliminations 11 2 450 22 (5) –
Total $ (2,557) $ 2,439 –% $ (393) $ 8,511 –%

Statutory underwriting profit (loss)(b):
AIG Property Casualty Group

Commercial Insurance $ (426) $ 1,014 –% $ 149 $ 2,744 (95)%
Transatlantic (96) 53 – 24 106 (77)
Personal Lines 9 (40) – (96) 49 –
Mortgage Guaranty (1,155) (270) – (2,126) (438) –

Foreign General Insurance 74 266 (72) 881 1,039 (15)
Total $ (1,594) $ 1,023 –% $ (1,168) $ 3,500 –%

AIG Property Casualty Group:
Loss Ratio 92.2 69.2 83.8 68.8
Expense Ratio 28.6 21.1 24.7 20.5

Combined Ratio 120.8 90.3 108.5 89.3

Foreign General Insurance:
Loss Ratio 59.3 52.4 54.9 51.7
Expense Ratio(a) 37.4 37.1 33.8 32.9

Combined ratio 96.7 89.5 88.7 84.6

Consolidated:
Loss Ratio 82.3 64.7 75.0 64.3
Expense Ratio 31.3 25.5 27.7 24.0

Combined Ratio 113.6 90.2 102.7 88.3

(a) Includes amortization of advertising costs.

(b) Statutory underwriting profit (loss) is a measure that U.S. domiciled insurance companies are required to report to their regulatory authorities. The following

table reconciles statutory underwriting profit (loss) to operating income (loss) for General Insurance:
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(in millions)
Commercial

Insurance Transatlantic
Personal

Lines
Mortgage
Guaranty

Foreign
General

Insurance

Reclassifications
and

Eliminations Total

Three Months Ended September 30,
2008:
Statutory underwriting profit (loss) $ (426) $ (96) $ 9 $(1,155) $ 74 $ – $(1,594)
Increase (decrease) in DAC (53) 7 (10) (9) 25 – (40)
Net investment income 512 111 53 48 5 6 735
Net realized capital gains (losses) (1,142) (177) (29) (2) (313) 5 (1,658)

Operating income (loss) $(1,109) $(155) $ 23 $(1,118) $ (209) $11 $(2,557)

Three Months Ended September 30,
2007:
Statutory underwriting profit (loss) $ 1,014 $ 53 $ (40) $ (270) $ 266 $ – $ 1,023
Increase (decrease) in DAC 21 8 9 13 40 – 91
Net investment income 854 113 59 42 325 1 1,394
Net realized capital gains (losses) (60) 15 – (1) (24) 1 (69)

Operating income (loss) $ 1,829 $ 189 $ 28 $ (216) $ 607 $ 2 $ 2,439

Nine Months Ended September 30,
2008:
Statutory underwriting profit (loss) $ 149 $ 24 $ (96) $(2,126) $ 881 $ – $(1,168)
Increase (decrease) in DAC (57) 8 16 4 191 – 162
Net investment income 1,842 348 166 136 604 11 3,107
Net realized capital gains (losses) (1,877) (232) (39) (4) (353) 11 (2,494)

Operating income (loss) $ 57 $ 148 $ 47 $(1,990) $1,323 $22 $ (393)

Nine Months Ended September 30,
2007:
Statutory underwriting profit (loss) $ 2,744 $ 106 $ 49 $ (438) $1,039 $ – $ 3,500
Increase (decrease) in DAC 106 22 31 34 244 – 437
Net investment income 2,871 348 173 118 1,071 4 4,585
Net realized capital gains (losses) (59) 32 (1) (3) 29 (9) (11)

Operating income (loss) $ 5,662 $ 508 $252 $ (289) $2,383 $ (5) $ 8,511

AIG transacts business in most major foreign currencies.
The effects of changes in foreign currency exchange rates
on the growth of General Insurance net premiums written
were as follows:

2008 2007 2008 2007

Three Months Ended
September 30,

Nine Months Ended
September 30,

Growth in original currency* (2.9)% 4.3% (2.8)% 4.6%

Foreign exchange effect 2.1 1.0 2.7 1.1

Growth as reported in

U.S. dollars (0.8)% 5.3% (0.1)% 5.7%

* Computed using a constant exchange rate throughout each period.

Quarterly General Insurance Results

General Insurance reported an operating loss in the three-
month period ended September 30, 2008 compared to oper-
ating income in the same period in 2007 due to declines in
underwriting results and net investment income as well as
increased net realized capital losses in the three month-period
ended September 30, 2008. The combined ratio for the three-
month period ended September 30, 2008 increased to 113.6,
an increase of 23.4 points compared to the same period in
2007, primarily due to an increase in the loss ratio of
17.6 points. The loss ratio for accident year 2008 recorded
in the three-month period ended September 30, 2008 was
15.7 points higher than the loss ratio recorded in the three-
month period ended September 30, 2007 for accident year

2007. Catastrophe related losses (primarily from hurricanes
Ike and Gustav in 2008) were $1.4 billion in the three-month
period ended September, 30, 2008, accounting for 11.6 points
of the increase in the accident year loss ratio. Increases in first-
lien Mortgage Guaranty losses accounted for 2.6 points of the
increase in the 2008 accident year loss ratio. AIG expects that
the downward cycle in the U.S. housing market will continue
to adversely affect Mortgage Guaranty’s loss ratios for the
foreseeable future. The loss ratio also increased for other
property and casualty lines due to premium rate decreases
and changes in loss trends. Favorable prior year development
and increases in the loss reserve discount reduced incurred
losses by $169 million and $377 million in the three-month
periods ended September 30, 2008 and 2007, respectively,
accounting for 1.9 points of the increase in the loss ratio.

General Insurance net premiums written declined
0.8 percent in the three-month period ended September 30,
2008 compared to the same period in 2007, as a decline in AIG
Property Casualty Group was partially offset by growth in
Foreign General Insurance from both established and new
distribution channels, and the positive effect of changes in
foreign currency exchange rates.

General Insurance net investment income declined in the
three-month period ended September 30, 2008 by $659 million
or approximately 47 percent compared to the same period in
2007. Interest and dividend income increased $17 million in the
three-month period ended September 30, 2008 compared to the
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same period in 2007 as investments in fixed maturities and
equity securities increased by $3.2 billion and the average yield
was substantially unchanged for both periods. Partnership and
mutual fund investment results were losses of $512 million in
the three-month period ended September 30, 2008 compared to
income of $241 million in the same period in 2007, primarily
due to weaker equity market performance in 2008.

Net realized capital losses in the three-month period
ended September 30, 2008 include other-than-temporary
impairment charges of $1.8 billion principally on fixed matu-
rity securities compared to $35 million in the same period of
2007. See also Capital Resources and Liquidity and Invested
Assets herein.

Year-to-Date General Insurance Results

General Insurance reported an operating loss in the nine-month
period ended September 30, 2008 compared to the same period
in 2007 due to declines in underwriting results and net invest-
ment income as well as net realized capital losses in the nine
month-period ended September 30, 2008 compared to net
realized capital gains in the same period in 2007. The combined
ratio for the nine-month period ended September 30, 2008,
increased to 102.7, an increase of 14.4 points compared to the
same period in 2007, primarily due to an increase in the loss
ratio of 10.8 points. The loss ratio for accident year 2008
recorded in the nine-month period ended September 30,
2008 was 9.4 points higher than the loss ratio recorded in
the nine-month period ended September 30, 2007 for accident
year 2007. Catastrophe-related losses were $1.5 billion and
$101 million in the nine-month periods ended September, 30,
2008, and 2007, respectively, accounting for 4.1 points of the
increase in the accident loss ratio. Increases in Mortgage Guar-
anty losses accounted for 3.0 points of the increase in the 2008
accident year loss ratio. The loss ratio also increased for other
property and casualty lines due to premium rate decreases and
changes in loss trends. Favorable development from prior years
and increases in the loss reserve discount reduced incurred
losses by $254 million and $720 million in the nine-month
periods ended September 30, 2008 and 2007, respectively. The
favorable development in the nine-month period ended Sep-
tember 30, 2008 includes $339 million of favorable develop-
ment recognized in the first three months of 2008, related to
policies whose premiums vary with the level of losses incurred
(loss sensitive policies). Loss sensitive policies did not have a
significant effect in 2007. The favorable development on loss
sensitive policies had no effect on underwriting profit as it was
entirely offset by a reduction in earned premiums.

General Insurance net premiums written were essentially
unchanged in the nine-month period ended September 30,
2008 compared to the same period in 2007, as a decline in
Commercial Insurance rates was almost entirely offset by
growth in Foreign General Insurance from both established
and new distribution channels and the positive effect of
changes in foreign currency exchange rates.

General Insurance net investment income declined in the
nine-month period ended September 30, 2008 by $1.5 billion or
approximately 32 percent compared to the same period in 2007.
Interest and dividend income increased $186 million in the nine-
month period ended September 30, 2008 compared to the same
period in 2007 as investment in fixed maturities and equity
securities increased by $4.5 billion and the average yield was
substantially unchanged for both periods. Partnership and
mutual fund investment results were losses of $496 million in
the nine-month period ended September 30, 2008 compared to
income of $1.2 billion in the same period in 2007, primarily due
to poor performance in the equity markets in 2008. Investment
expenses declined $64 million in the nine-month period ended
September 30, 2008 compared to the same period in 2007,
primarily due to decreased interest expense on deposit liabilities.

Net realized capital losses in the nine-month period
ended September 30, 2008 were driven by other-than-tempo-
rary impairment charges of $2.7 billion compared to $165 mil-
lion in the same period of 2007. See also Capital Resources
and Liquidity and Invested Assets herein.

Quarterly Commercial Insurance Results

Commercial Insurance reported an operating loss of $1.1 bil-
lion in the three-month period ended September 30, 2008
compared to operating income of $1.8 billion in the same
period in 2007, reflecting both underwriting losses and
reduced net investment income as well as increased net real-
ized capital losses in the three-month period ended Septem-
ber 30, 2008. The decline in underwriting results is also
reflected in the combined ratio, which increased 25.2 points
in the three-month period ended September 30, 2008 com-
pared to the same period in 2007. The loss ratio for accident
year 2008, recorded in the three-month period ended Septem-
ber 30, 2008 was 19.8 points higher than the loss ratio
recorded in the three-month period ended September 30,
2007 for accident year 2007. The increase in the 2008 acci-
dent year loss ratio includes 18.8 points for losses related to
the hurricanes with the remaining increase due to higher
casualty losses and the effect of premium rate declines. Favor-
able prior year development and increases in the reserve dis-
count decreased incurred losses by $181 million and
$353 million in the three-month periods ended September 30,
2008 and 2007, respectively, accounting for 2.8 points of the
increase in the loss ratio. Commercial Insurance’s net premi-
ums written declined in the three-month period ended Sep-
tember 30, 2008 compared to the same period in 2007
primarily due to declines in workers’ compensation premiums
and other casualty lines of business.

Commercial Insurance’s expense ratio increased to 21.9
in the three-month period ended September 30, 2008 com-
pared to 19.2 in the same period of 2007. Provision for
uncollectible premiums increased by $82 million in the
three-month period ended September 30, 2008 compared to
the same period in 2007. In general, net premiums written

69

American International Group, Inc. and Subsidiaries



increased in lines of business with higher expense ratios and
lower loss ratios compared to other Commercial Insurance
lines of business, contributing to the increase in the expense
ratio for the three-month period ended September 30, 2008
compared to the same period in 2007.

Commercial Insurance’s net investment income declined
in the three-month period ended September 30, 2008 com-
pared to the same period in 2007, primarily due to losses of
$230 million from partnership and mutual fund investments
in the three-month period ended September 30, 2008 com-
pared to income of $219 million in the same period in 2007.

Commercial Insurance recorded net realized capital
losses of $1.1 billion in the three-month period ended Sep-
tember 30, 2008 compared to net realized capital losses of
$60 million in the same period of 2007, primarily due to other-
than-temporary impairment charges of $1.2 billion in the
three-month period ended September 30, 2008 compared to
charges of $26 million in the same period in 2007, principally
related to fixed maturity securities.

Year-to-Date Commercial Insurance Results

Commercial Insurance’s operating income decreased 99 per-
cent in the nine-month period ended September 30, 2008
compared to the same period in 2007, primarily due to sig-
nificant declines in underwriting results and net investment
income, as well as significantly greater net realized capital
losses in the nine-month period ended September 30, 2008.
The decline in underwriting results is also reflected in the
combined ratio, which increased 15.5 points in the nine-
month period ended September 30, 2008 compared to the
same period in 2007. The loss ratio for accident year 2008
recorded in the nine-month period ended September 30, 2008
included a 7.2 point effect related to the catastrophe losses,
and was 11.1 points higher than the loss ratio recorded in the
nine-month period ended September 30, 2007 for accident
year 2007. Prior year development and increases in the loss
reserve discount reduced incurred losses by $373 million and
$630 million in the nine-month periods ended September 30,
2008 and 2007, respectively.

Commercial Insurance’s net premiums written declined
in the nine-month period ended September 30, 2008 com-
pared to the same period in 2007 primarily due to declines in
premiums from workers’ compensation and other casualty
lines of business including a reduction of $339 million related
to loss sensitive policies as described above.

Commercial Insurance’s expense ratio increased to 21.7
in the nine-month period ended September 30, 2008 com-
pared to 18.6 in the same period of 2007. Return premiums on
loss sensitive policies reduced net premiums written, without a
corresponding reduction in expenses, increasing the expense
ratio by 0.5 points for the nine-month period ended Septem-
ber 30, 2008 compared to the same period in 2007. The
remaining increase in the expense ratio primarily resulted

from changes in property reinsurance programs, increases
in the provision for uncollectible premiums and changes in
the mix of business as discussed above.

Commercial Insurance’s net investment income declined
significantly in the nine-month period ended September 30,
2008 compared to the same period in 2007, primarily due to a
loss of $273 million from partnership and mutual fund invest-
ments in the nine-month period ended September 30, 2008
compared to a gain of $875 million in the same period in 2007.

Commercial Insurance recorded net realized capital
losses of $1.9 billion in the nine-month period ended Septem-
ber 30, 2008 compared to net realized capital losses of
$59 million in the same period in 2007, primarily due to
other-than-temporary impairment charges of $2.0 billion in
the nine-month period ended September 30, 2008, related to
both fixed maturity and equity securities, compared to
$139 million in the same period in 2007.

Quarterly Transatlantic Results

Transatlantic reported an operating loss of $155 million in the
three-month period ended September 30, 2008 compared to
income of $189 million in the same period in 2007, primarily
due to a significant increase in net realized capital losses and a
statutory underwriting loss. The increase in net realized cap-
ital losses is due principally to other-than-temporary impair-
ment charges of $144 million. The statutory underwriting loss
in the three-month period ended September 30, 2008 com-
pared to the gain in the same period in 2007 reflects increased
catastrophe losses resulting principally from hurricane Ike.

Year-to-Date Transatlantic Results

Transatlantic’s operating income decreased to $148 million in
the nine-month period ended September 30, 2008 compared to
$508 million in the same period in 2007, primarily due to an
increase in net realized capital losses and a decrease in statutory
underwriting profit. The increase in net realized capital losses is
due principally to other-than-temporary impairment charges of
$202 million. The decrease in statutory underwriting profit in
the nine-month period ended September 30, 2008 compared to
the same period in 2007 reflects increased catastrophe losses
resulting principally from hurricane Ike.

Quarterly Personal Lines Results

Personal Lines operating income decreased in the three-month
period ended September 30, 2008 compared to the same
period in 2007, primarily due to a decline in net investment
income and other-than-temporary impairment charges related
to the ongoing turmoil in the financial markets, which more
than offset an improvement in statutory underwriting results.

Net premiums written decreased in the three-month
period ended September 30, 2008 compared to the same
period in 2007, primarily due to continued growth in the
Private Client Group, offset by reductions in both the
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aigdirect.com and Agency Auto businesses. The growth in the
Private Client Group reflects the execution of a plan to expand
its distribution network.

Year-to-Date Personal Lines Results

Personal Lines operating income decreased in the nine-month
period ended September 30, 2008 compared to the same
period in 2007, primarily due to a decline in statutory under-
writing profit and other-than-temporary impairment charges.

Quarterly Mortgage Guaranty Results

In response to the worsening market conditions during the last
several quarters, UGC has tightened underwriting standards
and increased premium rates for its first- and second-lien
business. As the credit markets tightened the second-lien
business has seen a significant decline in activity and, com-
bined with UGC’s tightened underwriting standards, new
business written for second-liens has dropped significantly.
As a result of the decline in new business and in conjunction
with the increasing loss experience UGC decided to withdraw
from the second-lien market, cease selling new business and
place its second-lien portfolio into run-off as of September 30,
2008.

Mortgage Guaranty’s operating loss increased signifi-
cantly in the three-month period ended September 30, 2008
compared to the same period in 2007 due to tightening credit
markets, declining housing values and the recognition of a
premium deficiency reserve on second-lien business.

Net premiums written declined by 8 percent to $280 mil-
lion in the three-month period ended September 30, 2008
compared to the same period in 2007, primarily due to
declines in private student loans and international mortgage
businesses of 77 percent and 30 percent, respectively, prima-
rily due to tightened underwriting standards. First-and sec-
ond-lien business grew moderately due to increased
persistency year over year. However, new insurance written,
which is a measure of the amount of new insurance added to
the portfolio, during the three-month period ended Septem-
ber 30, 2008 decreased 77 percent and 97 percent, respec-
tively, when compared to the same period in 2007. This
decline is primarily due to UGC’s tightening of underwriting
guidelines and rate increases during the period.

Losses and loss expenses incurred increased $461 million
over the same period in 2007, driven by domestic first- and
second-lien business due to the continuing decline in the
domestic housing market. Domestic first- and second-lien
losses incurred increased 189 percent and 35 percent respec-
tively, compared to the same period in 2007, resulting in a loss
ratio for the first-lien business of 308.1 in the three-month
period ended September 30, 2008. Increases in both domestic
and international losses incurred resulted in an overall loss
ratio for Mortgage Guaranty (excluding in 2008 the second-
lien business in run-off) of 279.4 in the three-month period

ended September 30, 2008 compared to 197.0 in the same
period in 2007. Limits on certain ceded reinsurance covering
the domestic first lien business may result in increased net
losses in future periods, if the current housing market decline
continues.

Historically, Mortgage Guaranty included all mortgage
insurance risks in a single premium deficiency test because the
manner of acquiring, servicing and measuring the profitability
of all Mortgage Guaranty contracts was consistent. With the
decision to place the second-lien business in run-off, manage-
ment no longer measures the profitability for the second-lien
business in the same manner as that for Mortgage Guaranty’s
ongoing businesses, and will no longer report loss ratio or
expense ratio information for the second-lien business. As a
result, UGC performed a separate premium deficiency calcu-
lation for the second lien business as of September 30, 2008.

At September 30, 2008, the present value of expected
second-lien future losses and expenses (net of expected future
recoveries) was $1.6 billion, offset by the present value of
expected second-lien future premium of $499 million and the
already established loss reserves of $727 million, resulting in a
premium deficiency reserve of $453 million. The second-lien
risk in force at September 30, 2008 totaled $3.1 billion with
550 thousand second-lien policies in force, expected to run-off
over the next 10 to 12 years. Risk in force represents the full
amount of second-lien loans insured reduced for contractual
aggregate loss limits on certain pools of loans, usually 10 per-
cent of the full amount of loans insured in each pool. Mort-
gage Guaranty may record net losses on this business in future
periods because the timing of future delinquencies may pre-
cede recognition of future premiums, in an amount in excess
of the premium deficiency reserve.

As of September 30, 2008 there was no premium defi-
ciency related to the remainder of the Mortgage Guaranty
business.

Year-to-Date Mortgage Guaranty Results

Mortgage Guaranty’s operating loss in the nine-month period
ended September 30, 2008 increased significantly compared
to the same period in 2007 due to deteriorating housing
markets throughout the United States as well as in several
international markets, a tightening domestic credit market
and the premium deficiency reserve discussed above. Net
premiums written increased 4 percent in the nine-month
period ended September 30, 2008 compared to the same
period in 2007, primarily due to increases in domestic first-
and second-lien premiums during the first half of 2008, par-
tially offset by declines in net premiums written in private
student loans and international mortgage insurance busi-
nesses. Net premiums written for first-and second-lien busi-
nesses increased 22 percent and 14 percent, respectively, in the
nine-month period ended September 30, 2008 compared to
the same period in 2007, due mainly to increased persistency

71

American International Group, Inc. and Subsidiaries



year over year. Net premiums written for international mort-
gage insurance business declined 20 percent, primarily due to
tightened underwriting standards. During the nine-month
period in 2008, net premiums written have steadily declined
due to UGC’s steady tightening of underwriting guidelines and
rate increases during the year. New insurance written during
the nine-month period ended September 30, 2008 decreased
31 percent and 78 percent for first and second-lien business,
respectively, when compared to the same period in 2007.

Domestic first- and second-lien losses incurred increased
247 percent and 75 percent, respectively, compared to the
nine-month period ended September 30, 2007, resulting in a
first-lien loss ratio of 255.3 in the nine-month period ended
September 30, 2008. Increases in domestic and international
losses incurred resulted in an overall loss ratio for Mortgage
Guaranty (excluding in 2008 the second-lien business in run-
off) of 225.0 in the nine-month period ended September 30,
2008, compared to 140.9 in the nine-month period ended
September 30, 2007.

Quarterly Foreign General Insurance Results

Foreign General Insurance incurred an operating loss of
$209 million in the three-month period ended September 30,
2008 compared to operating income of $607 million in the
same period in 2007. The loss was due to a decline of $320 mil-
lion in net investment income and an increase of $289 million
in net realized capital losses, as well as a decrease in under-
writing results, mainly due to catastrophe losses.

Net premiums written increased 12 percent (4 percent in
original currency) in the three-month period ended Septem-
ber 30, 2008 compared to the same period in 2007, reflecting
growth in commercial and consumer lines driven by new
business from both established and new distribution channels,
including the late 2007 acquisition of Württembergische und
Badische Versicherungs – AG (WüBa) in Germany. Net pre-
miums written for commercial lines increased due to new
business, mainly in the U.K. and European markets, and
decreases in the use of reinsurance, partially offset by declines
in premium rates. Net premiums written for the Lloyd’s syn-
dicate and Aviation declined due to rate decreases, increased
market competition and an increase in the use of reinsurance.

The loss ratio in the three-month period ended Septem-
ber 30, 2008 increased 6.9 points compared to the same
period in 2007, primarily due to higher catastrophe losses
and an increase in frequency of smaller claims partially offset
by a reduction in severe but non-catastrophe losses. Catas-
trophe losses in Ascot from Hurricanes Ike and Gustav totaled
$133 million for the three months ended September 30, 2008
and contributed 2.8 points to the increase in the loss ratio. In
addition, higher claims frequency contributed 4.5 points to
the loss ratio, which was partially offset by declines in severe
but non-catastrophe losses.

Net investment income decreased $320 million or 99 per-
cent in the three-month period ended September 30, 2008
compared to the same period in 2007 as continued weakness
in the equity markets led to losses from partnership and
mutual fund investments which collectively increased
$296 million from the same period in 2007.

Foreign General Insurance net realized capital losses for
the three-month period ended September 30, 2008 were
$313 million compared to net realized capital losses of
$24 million in the same period of 2007, primarily due to
other-than-temporary impairment charges, which amounted
to $433 million for the three-month period ended Septem-
ber 30, 2008, compared to $5 million in the same period in
2007.

Year-to-Date Foreign General Insurance Results

Foreign General Insurance operating income decreased in the
nine-month period ended September 30, 2008 compared to
the same period in 2007, due to net realized capital losses,
decreases in underwriting results and net investment income.

Net premiums written increased 16 percent (7 percent in
original currency) in the nine-month period ended Septem-
ber 30, 2008 compared to the same period in 2007, reflecting
growth in commercial and consumer lines driven by new
business from established and new distribution channels,
including the WüBa acquisition. Net premiums written for
commercial lines increased due to new business in the U.K.
and Europe and decreases in the use of reinsurance, partially
offset by declines in premium rates. Growth in personal acci-
dent business in Latin America, Asia and Europe also con-
tributed to the increase. Net premiums written for the Lloyd’s
syndicate Ascot continued to decline due to rate decreases and
increased market competition.

The loss ratio in the nine-month period ended Septem-
ber 30, 2008 increased 3.2 points compared to the same
period in 2007 due to increases in catastrophe losses, fre-
quency of smaller claims and severe but non-catastrophic
losses. Catastrophe losses including Hurricanes Ike and
Gustav totaled $138 million for the nine months ended Sep-
tember 30, 2008 compared to $91 million of U.K. flood losses
in the same period in the prior year, which contributed 0.2
points to the increase in the loss ratio. Prior accident year
development reduced incurred losses by $65 million and
$108 million in the first nine months of 2008 and 2007,
respectively, accounting for 0.6 points of the increase. The
current accident year loss ratio excluding catastrophe losses
increased by 2.4 points primarily due to increases in severe but
non-catastrophic losses and the frequency of smaller claims.

Net investment income decreased $467 million in the
nine-month period ended September 30, 2008 compared to
the same period in 2007 primarily due to mutual fund income
which was $361 million lower than the same period of 2007,
reflecting weaker performance in the equity markets in 2008.
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Foreign General Insurance net realized capital losses for
the nine-month period ended September 30, 2008 were
$353 million compared to net realized capital gains of $29 mil-
lion in the same period of 2007, primarily due to other-than-

temporary impairment charges, which amounted to $433 mil-
lion for the nine-month period ended September 30, 2008,
compared to $16 million in the same period in 2007.

Reserve for Losses and Loss Expenses

The following table presents the components of the General Insurance gross reserve for losses and loss expenses (loss
reserves) by major lines of business on a statutory Annual Statement basis*:

(in millions)
September 30,

2008
December 31,

2007

Other liability occurrence $21,311 $20,580
Workers’ compensation 15,242 15,568
Other liability claims made 13,802 13,878
International 8,452 7,036
Auto liability 6,211 6,068
Property 5,933 4,274
Reinsurance 3,610 3,127
Products liability 2,462 2,416
Medical malpractice 2,315 2,361
Mortgage guaranty/credit 2,779 1,426
Accident and health 1,783 1,818
Commercial multiple peril 1,796 1,900
Aircraft 1,705 1,623
Fidelity/surety 1,216 1,222
Other 2,260 2,203

Total $90,877 $85,500

* Presented by lines of business pursuant to statutory reporting requirements as prescribed by the National Association of Insurance Commissioners.

AIG’s gross reserve for losses and loss expenses represents
the accumulation of estimates of ultimate losses, including
estimates for incurred but not yet reported reserves (IBNR)
and loss expenses. The methods used to determine loss reserve
estimates and to establish the resulting reserves are continually
reviewed and updated. Any adjustments resulting therefrom
are currently reflected in operating income. Because loss
reserve estimates are subject to the outcome of future events,
changes in estimates are unavoidable given that loss trends
vary and time is often required for changes in trends to be
recognized and confirmed. Reserve changes that increase pre-
vious estimates of ultimate cost are referred to as unfavorable
or adverse development or reserve strengthening. Reserve
changes that decrease previous estimates of ultimate cost
are referred to as favorable development.

Estimates for mortgage guaranty insurance losses and
loss adjustment expense reserves are based on notices of
mortgage loan delinquencies and estimates of delinquencies
that have been incurred but have not been reported by loan
servicers, based upon historical reporting trends. Mortgage
Guaranty establishes reserves using a percentage of the con-
tractual liability (for each delinquent loan reported) that is
based upon past experience regarding certain loan factors
such as age of the delinquency, cure rates, dollar amount of
the loan and type of mortgage loan. Because mortgage delin-
quencies and claims payments are affected primarily by mac-
roeconomic events, such as changes in home price
appreciation or depreciation, interest rates and

unemployment, the determination of the ultimate loss cost
requires a high degree of judgment. AIG believes it has pro-
vided appropriate reserves for currently delinquent loans.
Consistent with industry practice, AIG does not establish a
reserve for insured loans that are not currently delinquent, but
that may become delinquent in future periods.

At September 30, 2008, General Insurance net loss
reserves increased $4.47 billion from the prior year-end to
$73.75 billion. The net loss reserves represent loss reserves
reduced by reinsurance recoverable, net of an allowance for
unrecoverable reinsurance and applicable discount for future
investment income.

The following table classifies the components of the
General Insurance net loss reserve by business unit:

(in millions)
September 30,

2008
December 31,

2007
Commercial Insurance(a) $49,240 $47,392
Transatlantic 7,537 6,900
Personal Lines(b) 2,472 2,417
Mortgage Guaranty 2,545 1,339
Foreign General Insurance(c) 11,959 11,240

Total Net Loss Reserve $73,753 $69,288

(a) At September 30, 2008 and December 31, 2007, Commercial Insurance

loss reserves include approximately $2.78 billion and $3.13 billion, respec-

tively, ($2.96 billion and $3.34 billion, respectively, before discount),

related to business written by Commercial Insurance but ceded to Amer-

ican International Reinsurance Company Limited (AIRCO) and reported

in AIRCO’s statutory filings. Commercial Insurance loss reserves also

include approximately $601 million and $590 million related to business
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included in AIUO’s statutory filings at September 30, 2008 and Decem-

ber 31, 2007, respectively.

(b) At September 30, 2008 and December 31, 2007, Personal Lines loss

reserves include approximately $1.07 billion and $894 million, respec-

tively, related to business ceded to Commercial Insurance and reported in

Commercial Insurance’s statutory filings.

(c) At September 30, 2008 and December 31, 2007, Foreign General Insur-

ance loss reserves include approximately $2.02 billion and $3.02 billion,

respectively, related to business reported in Commercial Insurance’s stat-

utory filings.

The Commercial Insurance net loss reserve is comprised
principally of the business of AIG subsidiaries participating in
American Home/National Union pool (10 companies) and the
surplus lines pool (Lexington Insurance Company, AIG Excess
Liability Insurance Company and Landmark Insurance
Company).

Commercial Insurance cedes a quota share percentage of
its other liability occurrence and products liability occurrence
business to AIRCO. The quota share percentage ceded was
10 percent in the nine-month period ended 2008 and 15 per-
cent in 2007 and covered all business written in these years for
these lines by participants in the American Home/National
Union pool. AIRCO’s loss reserves relating to these quota
share cessions from Commercial Insurance are recorded on a
discounted basis. As of September 30, 2008, AIRCO carried a
discount of approximately $180 million applicable to the
$2.96 billion in undiscounted reserves it assumed from the
American Home/National Union pool via this quota share
cession. AIRCO also carries approximately $499 million in
net loss reserves relating to Foreign General Insurance busi-
ness. These reserves are carried on an undiscounted basis.

The companies participating in the American Home/
National Union pool have maintained a participation in the
business written by AIU for decades. As of September 30,
2008, these AIU reserves carried by participants in the Amer-
ican Home/National Union pool totaled approximately
$2.02 billion. The remaining Foreign General Insurance
reserves are carried by American International Underwriter
Overseas, Ltd. (AIUO), AIRCO, AIG U.K., and other smaller
AIG subsidiaries domiciled outside the United States. Statu-
tory filings in the United States by AIG companies reflect the
business written by U.S. domiciled entities only, and therefore
exclude business written by AIUO, AIRCO, and all other
internationally domiciled subsidiaries. The total reserves car-
ried at September 30, 2008 by AIUO and AIRCO were
approximately $3.60 billion and $3.28 billion, respectively.
AIRCO’s $3.28 billion in total General Insurance reserves
consist of approximately $2.78 billion from business assumed
from the American Home/National Union pool and an addi-
tional $499 million relating to Foreign General Insurance
business.

Discounting of Reserves

At September 30, 2008, AIG’s overall General Insurance
net loss reserves reflect a loss reserve discount of $2.50 billion,

including tabular and non-tabular calculations. The tabular
workers compensation discount is calculated using a 3.5 per-
cent interest rate and the 1979-81 Decennial Mortality Table.
The non-tabular workers compensation discount is calculated
separately for companies domiciled in New York and Penn-
sylvania, and follows the statutory regulations for each state.
For New York companies, the discount is based on a five
percent interest rate and the companies’ own payout patterns.
For Pennsylvania companies, the statute has specified dis-
count factors for accident years 2001 and prior, which are
based on a six percent interest rate and an industry payout
pattern. For accident years 2002 and subsequent, the discount
is based on the yield of United States Treasury securities
ranging from one to twenty years and the companies’ own
payout patterns, with the future expected payment for each
year using the interest rate associated with the corresponding
Treasury security yield for that time period. The discount is
comprised of the following: $794 million — tabular discount
for workers’ compensation in Commercial Insurance;
$1.53 billion — non-tabular discount for workers’ compen-
sation in Commercial Insurance; and $180 million — non-
tabular discount for other liability occurrence and products
liability occurrence in AIRCO. The total undiscounted work-
ers’ compensation loss reserve carried by Commercial Insur-
ance is approximately $13.5 billion as of September 30, 2008.
The other liability occurrence and products liability occur-
rence business in AIRCO that is assumed from Commercial
Insurance is discounted based on the yield of United States
Treasury securities ranging from one to twenty years and the
Commercial Insurance payout pattern for this business. The
undiscounted reserves assumed by AIRCO from Commercial
Insurance totaled approximately $2.96 billion at Septem-
ber 30, 2008.

Quarterly Reserving Process

AIG believes that the General Insurance net loss reserves
are adequate to cover General Insurance net losses and loss
expenses as of September 30, 2008. While AIG regularly
reviews the adequacy of established loss reserves, there can
be no assurance that AIG’s ultimate loss reserves will not
develop adversely and materially exceed AIG’s loss reserves as
of September 30, 2008. In the opinion of management, such
adverse development and resulting increase in reserves is not
likely to have a material adverse effect on AIG’s consolidated
financial condition, although it could have a material adverse
effect on AIG’s consolidated results of operations for an
individual reporting period.
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The reconciliation of net loss reserves was as follows:

(in millions) 2008 2007 2008 2007

Three Months
Ended

September 30,

Nine Months
Ended

September 30,

Net reserve for losses
and loss expenses at
beginning of period $72,331 $65,197 $69,288 $62,630

Foreign exchange effect (765) 224 (502) 438

Losses and loss
expenses incurred:

Current year 9,723 7,636 26,364 22,185
Prior years, other than

accretion of discount (144) (337) (215) (605)
Prior years, accretion of

discount 79 92 255 220

Losses and loss
expenses incurred 9,658 7,391 26,404 21,800

Losses and loss
expenses paid 7,471 5,875 21,437 17,931

Net reserve for losses
and loss expenses at
end of period $73,753 $66,937 $73,753 $66,937

The following tables summarize development, (favorable) or
unfavorable, of incurred losses and loss expenses for prior
years (other than accretion of discount):

(in millions) 2008 2007 2008 2007

Three Months
Ended

September 30,

Nine Months
Ended

September 30,

Prior Accident Year
Development by
Reporting Unit:
Commercial Insurance $ (156) $ (313) $ (298) $ (465)
Personal Lines (9) 32 56 (29)
Mortgage Guaranty 69 (27) 127 –
Foreign General Insurance (49) (40) (65) (108)

Subtotal (145) (348) (180) (602)
Transatlantic 1 11 2 47
Asbestos settlements – – (37) (50)

Prior years, other than
accretion of discount $ (144) $ (337) $ (215) $ (605)

(in millions) 2008 2007
Calendar Year

Prior Accident Year Development by Accident
Year:
2007 $ (259)
2006 (388) $ (898)
2005 (396) (373)
2004 (269) (248)
2003 66 143
2002 78 200
2001 and prior 953 571

Prior years, other than accretion of discount $ (215) $ (605)

In determining the quarterly loss development from prior
accident years, AIG conducts analyses to determine the
change in estimated ultimate loss for each accident year for
each profit center. For example, if loss emergence for a profit

center is different than expected for certain accident years, the
actuaries examine the indicated effect such emergence would
have on the reserves of that profit center. In some cases, the
higher or lower than expected emergence may result in no
clear change in the ultimate loss estimate for the accident years
in question, and no adjustment would be made to the profit
center’s reserves for prior accident years. In other cases, the
higher or lower than expected emergence may result in a larger
change, either favorable or unfavorable, than the difference
between the actual and expected loss emergence. Such addi-
tional analyses were conducted for each profit center, as
appropriate, in the three-month period ended September 30,
2008 to determine the loss development from prior accident
years for the three-month period ended September 30, 2008.
As part of its quarterly reserving process, AIG also considers
notices of claims received with respect to emerging issues, such
as those related to the U.S. mortgage and housing market.

2008 Net Loss Development

In the three-month period ended September 30, 2008, net
loss development from prior accident years was favorable by
approximately $144 million, excluding approximately
$79 million from accretion of loss reserve discount. The
overall favorable development of $144 million consisted of
approximately $473 million of favorable development from
accident years 2004 through 2007, partially offset by approx-
imately $329 million of adverse loss development from acci-
dent years 2003 and prior. In the three months ended
September 30, 2008, AIG completed an update of its ground
up projections of claims exposure for the directors and officers
liability (D&O) and related management liability classes of
business within AIG Executive Liability. AIG utilizes the
ultimate loss estimates resulting from these claims projections
as a benchmark in determining the appropriate loss reserves
for this business. As a result of the updated claims projections,
the quarterly review of reported loss experience as of Septem-
ber 30, 2008 and other relevant factors, AIG recognized
approximately $105 million in favorable loss development
from prior accident years for the D&O and related manage-
ment liability classes of business in the three months ended
September 30, 2008. This consisted of approximately
$185 million of favorable development from accident years
2004 through 2006, partially offset by approximately $80 mil-
lion of adverse development from accident years 2000
through 2002. The overall favorable development of $144 mil-
lion reflects this $105 million in favorable development from
the D&O and related management liability classes of business
within AIG Executive Liability. The overall favorable devel-
opment of $144 million also included approximately
$140 million of favorable development from business written
within Commercial Insurance by Lexington Insurance Com-
pany, including casualty, catastrophic casualty, healthcare and
program business. Partially offsetting these favorable devel-
opments within Commercial Insurance was approximately
$170 million of adverse development from business written
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by AIG Excess Casualty, primarily from accident years 2003
and prior. This adverse development relating to excess casu-
alty reflected continued emergence of latent claims such as
construction defect, product aggregate, and pharmaceutical
related exposures, as well as higher than expected large loss
activity from these accident years. The commutation of one
large account within Commercial Insurance resulted in
approximately $120 million of favorable development from
accident years 2001 and prior in the three months ended
September 30, 2008.

Mortgage Guaranty experienced $69 million of adverse
development in the three-month period ended September 30,
2008, reflecting the adverse claims environment (see Quar-
terly Mortgage Guaranty Results above), including approxi-
mately $77 million of adverse development from accident year
2007, partially offset by a minor amount of favorable devel-
opment from earlier accident years.

In the nine-month period ended September 30, 2008, net
loss development from prior accident years was favorable by
approximately $215 million, including approximately
$339 million of favorable development relating to loss sensi-
tive business in the first three months of 2008 (which was
offset by an equal amount of negative earned premium devel-
opment), and excluding approximately $255 million from
accretion of loss reserve discount. Excluding both the favor-
able development relating to loss sensitive business and accre-
tion of loss reserve discount, net loss development from prior
accident years in the nine-month period ended September 30,
2008, was adverse by approximately $124 million. The over-
all favorable development of $215 million consisted of
approximately $1.31 billion of favorable development from
accident years 2004 through 2007 partially offset by approx-
imately $1.10 billion of adverse loss development from acci-
dent years 2003 and prior. Excluding the favorable
development from loss sensitive business, the overall adverse
development of $124 million consisted of approximately
$1.03 billion of favorable development from accident years
2004 through 2007 offset by approximately $1.15 billion of
adverse development from accident years 2003 and prior. The
adverse development from accident years 2003 and prior was
primarily related to excess casualty business within Commer-
cial Insurance. The favorable development from accident
years 2004 through 2007 included approximately $280 mil-
lion in favorable development from loss sensitive business
written by AIG Risk Management, and approximately
$350 million in favorable development from business written
by Lexington Insurance Company, including healthcare, cat-
astrophic casualty, casualty and program businesses. AIG
Executive Liability business contributed approximately
$250 million to the favorable development from accident
years 2004 and 2005, relating primarily to D&O. The adverse
development from accident years 2003 and prior included
approximately $200 million related to claims involving
MTBE, a gasoline additive, primarily on excess casualty

business within Commercial Insurance from accident years
2000 and prior. In addition, as described above for the three
months ended September 30, 2008, the excess casualty
adverse developments reflect a variety of other latent claims
and large losses. AIG’s exposure to these latent exposures was
reduced after 2002 due to significant changes in policy terms
and conditions as well as underwriting guidelines. Other
segments throughout AIG contributed to the adverse devel-
opments from accident year 2003 and prior, including D&O
and other professional liability classes within Commercial
Insurance, and Transatlantic. Mortgage Guaranty contributed
approximately $126 million of overall adverse development in
the nine-month period ended September 30, 2008, with
$119 million relating to accident year 2007. See Year-to-Date
Mortgage Guaranty Results above.

2007 Net Loss Development

In the three months ended September 30, 2007, net loss
development from prior accident years was favorable by
approximately $337 million, including approximately
$11 million of adverse development from the general reinsur-
ance operations of Transatlantic, and excluding approxi-
mately $92 million from accretion of loss reserve discount.
Excluding Transatlantic, as well as accretion of discount, net
loss development in the three months ended September 30,
2007 from prior accident years was favorable by approxi-
mately $348 million. The overall favorable development of
$337 million consisted of approximately $764 million of
favorable development from accident years 2004 through
2006, partially offset by approximately $299 million of
adverse development from accident years 2002 and prior
and $128 million of adverse development from accident year
2003. For the three months ended September 30, 2007, most
classes of AIG’s business continued to experience favorable
development for accident years 2004 through 2006. The
majority of the adverse development from accident years
2002 and prior was related to developments from excess
casualty business within Commercial Insurance and from
Transatlantic. The adverse development from accident year
2003 was primarily related to developments from excess
casualty business within Commercial Insurance, which rep-
resented less than a 1 percent change in the ultimate loss
estimate for accident year 2003. In the three months ended
September 30, 2007, as described above, AIG completed an
update of its ground up projections of claims exposure for the
D&O and related management liability classes of business. As
a result of the updated claims projections, in addition to the
quarterly review of reported loss experience as of Septem-
ber 30, 2007 and other relevant factors, AIG recognized
approximately $150 million in favorable loss development
from prior accident years for the D&O and related manage-
ment liability classes of business in the three months ended
September 30, 2007. This consisted of approximately
$200 million of favorable development from accident years
2004 through 2006, partially offset by approximately
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$50 million of adverse development from accident years 2002
and prior. The overall favorable development of $337 million
reflects this $150 million from the D&O and related man-
agement liability classes of business within Commercial
Insurance.

In the first nine months of 2007, net loss development
from prior accident years was favorable by approximately
$605 million, including approximately $47 million of adverse
development from the general reinsurance operations of
Transatlantic, and excluding approximately $220 million
from accretion of loss reserve discount. Excluding Transat-
lantic, as well as accretion of discount, net loss development in
the first nine months of 2007 from prior accident years was
favorable by approximately $652 million. The overall favor-
able development of $605 million consisted of approximately
$1.52 billion of favorable development from accident years
2004 through 2006, partially offset by approximately
$771 million of adverse development from accident years
2002 and prior and $143 million of adverse development
from accident year 2003. For the first nine months of 2007,
most classes of AIG’s business continued to experience favor-
able development for accident years 2004 through 2006. The
majority of the adverse development from accident years 2002
and prior was related to development from excess casualty
business within Commercial Insurance and from Transatlan-
tic. The adverse development from accident year 2003 was
primarily related to developments from excess casualty busi-
ness within Commercial Insurance. The overall favorable
development of $605 million includes approximately
$200 million pertaining to the D&O and related management
liability classes of business within Commercial Insurance,
consisting of approximately $235 million of favorable

development from accident years 2004 through 2006, par-
tially offset by approximately $35 million of adverse devel-
opment from accident years 2002 and prior.

Asbestos and Environmental Reserves

The estimation of loss reserves relating to asbestos and
environmental claims on insurance policies written many
years ago is subject to greater uncertainty than other types
of claims due to inconsistent court decisions as well as judicial
interpretations and legislative actions that in some cases have
tended to broaden coverage beyond the original intent of such
policies and in others have expanded theories of liability.

As described more fully in the 2007 Annual Report on
Form 10-K, AIG’s reserves relating to asbestos and environ-
mental claims reflect a comprehensive ground-up analysis. In
the nine-month period ended September 30, 2008, AIG main-
tained the ultimate loss estimates for asbestos and environ-
mental claims resulting from the recently completed reserve
analyses. A minor amount of adverse incurred loss develop-
ment pertaining to asbestos was reflected in the nine-month
period ended September 30, 2008, as presented in the table
that follows. This development was primarily attributable to
several large defendants, the effect of which was largely offset
by one large favorable settlement. A moderate amount of
favorable gross incurred loss development pertaining to envi-
ronmental was reflected in the nine-month period ended Sep-
tember 30, 2008, as presented in the table that follows. This
development was primarily attributable to recent favorable
experience which was fully reinsured, resulting in no favor-
able net development on environmental net reserves.
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A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims
separately and combined appears in the following table. The vast majority of such claims arise from policies written in
1984 and prior years. The current environmental policies that AIG underwrites on a claims-made basis have been
excluded from the following table:

(in millions) Gross Net Gross(a) Net
2008 2007

Nine Months Ended September 30,

Asbestos:
Reserve for losses and loss expenses at beginning of year $3,864 $1,454 $4,523 $1,889
Losses and loss expenses incurred(b) 76 18 18 7
Losses and loss expenses paid(b) (540) (228) (614) (363)

Reserve for losses and loss expenses at end of period $3,400 $1,244 $3,927 $1,533

Environmental:
Reserve for losses and loss expenses at beginning of year $ 515 $ 237 $ 629 $ 290
Losses and loss expenses incurred(b) (40) 1 2 (1)
Losses and loss expenses paid(b) (39) (28) (89) (46)

Reserve for losses and loss expenses at end of period $ 436 $ 210 $ 542 $ 243

Combined:
Reserve for losses and loss expenses at beginning of year $4,379 $1,691 $5,152 $2,179
Losses and loss expenses incurred(b) 36 19 20 6
Losses and loss expenses paid(b) (579) (256) (703) (409)

Reserve for losses and loss expenses at end of period $3,836 $1,454 $4,469 $1,776

(a) Gross amounts were revised from the presentation in prior periods to reflect the inclusion of certain reserves not previously identified as asbestos and

environmental related. This revision had no effect on net reserves.

(b) All amounts pertain to policies underwritten in prior years, primarily to policies issued in 1984 and prior years.

The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental
claims separately and combined, were estimated as follows:

(in millions) Gross Net Gross* Net
2008 2007

Nine Months Ended September 30,

Asbestos $2,211 $ 989 $2,801 $1,261
Environmental 259 111 328 127

Combined $2,470 $1,100 $3,129 $1,388

* Gross amounts were revised from the presentation in prior periods to reflect the inclusion of certain reserves not previously identified as asbestos and

environmental related. This revision had no effect on net reserves.

A summary of asbestos and environmental claims count activity was as follows:

Asbestos Environmental Combined Asbestos Environmental Combined
2008 2007

Nine Months Ended September 30,

Claims at beginning of year 6,563 7,652 14,215 6,878 9,442 16,320
Claims during year:

Opened 514 864 1,378 321 850 1,171
Settled (130) (105) (235) (113) (101) (214)
Dismissed or otherwise resolved (823) (1,561) (2,384) (745) (2,138) (2,883)

Claims at end of period 6,124 6,850 12,974 6,341 8,053 14,394

Survival Ratios — Asbestos and Environmental

The following table presents AIG’s survival ratios for
asbestos and environmental claims at September 30, 2008
and 2007. The survival ratio is derived by dividing the current
carried loss reserve by the average payments for the three most
recent calendar years for these claims. Therefore, the survival
ratio is a simplistic measure estimating the number of years it
would be before the current ending loss reserves for these

claims would be paid off using recent year average payments.
The September 30, 2008 survival ratio is lower than the ratio
at September 30, 2007 because the more recent periods
included in the rolling average reflect higher claims payments.
In addition, AIG’s survival ratio for asbestos claims was neg-
atively affected by the favorable settlement described above,
as well as several similar settlements during 2007. These
settlements reduced gross and net asbestos survival ratios at
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September 30, 2008 by approximately 1.2 years and 2.7 years,
respectively, and reduced gross and net asbestos survival ratios
at September 30, 2007 by approximately 1.4 years and
3.2 years, respectively. Many factors, such as aggressive set-
tlement procedures, mix of business and level of coverage
provided, have a significant effect on the amount of asbestos
and environmental reserves and payments and the resultant
survival ratio. Moreover, as discussed above, the primary basis
for AIG’s determination of its reserves is not survival ratios,
but instead the ground-up and top-down analysis. Thus, cau-
tion should be exercised in attempting to determine reserve
adequacy for these claims based simply on this survival ratio.

AIG’s survival ratios for asbestos and environmental claims,
separately and combined were based upon a three-year
average payment. These ratios at September 30, 2008
and 2007 were as follows:

Gross* Net

2008
Survival ratios:

Asbestos 5.3 4.1
Environmental 4.6 3.7
Combined 5.2 4.0

2007
Survival ratios:

Asbestos 7.7 6.4
Environmental 5.1 3.8
Combined 7.2 5.8

* Gross amounts for 2007 were revised from the presentation in prior periods

to reflect the inclusion of certain reserves not previously identified as

asbestos and environmental related. This revision had no effect on net

reserves.

Life Insurance & Retirement Services Operations

AIG’s Life Insurance & Retirement Services operations offer a
wide range of insurance and retirement savings products both
domestically and abroad.

AIG’s Foreign Life Insurance & Retirement Services oper-
ations include insurance and investment-oriented products
such as whole and term life, investment-linked, universal life
and endowments, personal accident and health products;
group products including pension, life and health; and fixed
and variable annuities. The Foreign Life Insurance & Retire-
ment Services products are sold through independent produc-
ers, career agents, financial institutions and direct marketing
channels.

AIG’s Domestic Life Insurance operations offer a broad
range of protection products, such as individual life insurance
and group life and health products (including disability
income products and payout annuities), which include single
premium immediate annuities, structured settlements and
terminal funding annuities. The Domestic Life Insurance
products are sold through independent producers, career

agents, financial institutions and direct marketing channels.
Home service operations include an array of life insurance,
accident and health and annuity products sold primarily
through career agents.

AIG’s Domestic Retirement Services operations include
group retirement products, individual fixed and variable
annuities sold through banks, broker-dealers and exclusive
sales representatives, and annuity runoff operations, which
include previously acquired “closed blocks” and other fixed
and variable annuities largely sold through distribution rela-
tionships that have been discontinued.

AIG’s Life Insurance & Retirement Services reports its
operations through the following major internal reporting
units and legal entities:

Foreign Life Insurance & Retirement Services

Japan and Other

• American Life Insurance Company (ALICO)

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

• AIG Edison Life Insurance Company (AIG Edison Life)

Asia

• American International Assurance Company, Limited,
together with American International Assurance Com-
pany (Bermuda) Limited (AIA)

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

• American International Reinsurance Company Lim-
ited (AIRCO)

• The Philippine American Life and General Insurance
Company (Philamlife)

Domestic Life Insurance

• American General Life Insurance Company (AIG
American General)

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

• American General Life and Accident Insurance Com-
pany (AGLA)

Domestic Retirement Services

• The Variable Annuity Life Insurance Company
(VALIC)

• AIG Annuity Insurance Company (AIG Annuity)

• AIG SunAmerica Life Assurance Company (AIG
SunAmerica)
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Life Insurance & Retirement Services Results

Life Insurance & Retirement Services results were as follows:

(in millions)

Premiums
and Other

Considerations

Net
Investment

Income

Net Realized
Capital Gains

(Losses)
Total

Revenues

Operating
Income
(Loss)

Three Months Ended September 30, 2008
Foreign Life Insurance & Retirement Services $ 7,359 $ 474 $ (3,455) $ 4,378 $ (2,493)
Domestic Life Insurance 1,714 973 (4,391) (1,704) (3,911)
Domestic Retirement Services 281 898 (8,495) (7,316) (8,925)

Total $ 9,354 $ 2,345 $(16,341) $ (4,642) $(15,329)
Three Months Ended September 30, 2007

Foreign Life Insurance & Retirement Services $ 6,505 $ 2,367 $ 138 $ 9,010 $ 1,736
Domestic Life Insurance 1,495 985 (295) 2,185 61
Domestic Retirement Services 300 1,471 (334) 1,437 202

Total $ 8,300 $ 4,823 $ (491) $12,632 $ 1,999

Percentage Increase/(Decrease) from Prior Year:
Foreign Life Insurance & Retirement Services 13% (80)% –% (51)% –%
Domestic Life Insurance 15 (1) – – –
Domestic Retirement Services (6) (39) – – –

Total 13% (51)% –% –% –%

Nine Months Ended September 30, 2008
Foreign Life Insurance & Retirement Services $22,497 $ 5,084 $ (5,086) $22,495 $ (985)
Domestic Life Insurance 4,905 2,963 (7,055) 813 (5,786)
Domestic Retirement Services 855 3,687 (13,579) (9,037) (12,790)

Total $28,257 $11,734 $(25,720) $14,271 $(19,561)
Nine Months Ended September 30, 2007

Foreign Life Insurance & Retirement Services $19,621 $ 8,611 $ (79) $28,153 $ 4,674
Domestic Life Insurance 4,392 2,996 (323) 7,065 774
Domestic Retirement Services 882 4,861 (624) 5,119 1,452

Total $24,895 $16,468 $ (1,026) $40,337 $ 6,900

Percentage Increase/(Decrease) from Prior Year:
Foreign Life Insurance & Retirement Services 15% (41)% –% (20)% –%
Domestic Life Insurance 12 (1) – (88) –
Domestic Retirement Services (3) (24) – – –

Total 14% (29)% –% (65)% –%

The gross insurance in force for Life Insurance & Retirement Services was as follows:

(In millions)
September 30,

2008
December 31,

2007

Foreign* $1,394,683 $1,327,251
Domestic 1,027,600 984,794

Total $2,422,283 $2,312,045

* Includes an increase of $10.5 billion related to changes in foreign exchange rates at September 30, 2008.

Premiums and other considerations in the three- and nine-
month periods ended September 30, 2008 reflect growth
primarily due to increased production and favorable foreign
exchange rates in the Foreign Life Insurance & Retirement
Services operations and sales of payout annuities in Domestic
Life Insurance compared to the same periods in 2007.

Net investment income decreased in the three- and nine-
month periods ended September 30, 2008 compared to the
same periods in 2007 due to partnership and mutual fund
losses in the 2008 periods compared to income in the 2007
periods, lower yield enhancement income, higher trading
account losses in the U.K. associated with certain invest-
ment-linked products and increased levels of short-term
investments. Policyholder investment income and trading
losses (together, policyholder trading gains (losses)) were
$(1.6) billion and $(1.7) billion in the three- and nine-month
periods ended September 30, 2008, respectively, compared to

gains of $150 million and $2.0 billion in the same periods in
2007, reflecting equity market declines. Policyholder trading
gains (losses) are offset by a change in incurred policy losses
and benefits expense. Policyholder trading gains (losses) gen-
erally reflect the trends in equity markets, principally in Japan
and Asia.

The higher net realized capital losses in the three- and
nine-month periods ended September 30, 2008 compared to
the same periods in 2007 were primarily driven by impair-
ments related to severity losses, credit events primarily in the
financial institutions sector and changes in intent to hold until
recovery as the credit market disruption continued. Net real-
ized capital losses resulting from other-than-temporary
impairment charges were $15.9 billion and $25.5 billion in
the three- and nine-month periods ended September 30, 2008,
respectively, compared to $349 million and $1.1 billion in the
same periods of 2007. See Invested Assets for further details.
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In addition to the higher net realized capital losses and
lower net investment income noted above, the operating loss
for the three- and nine-month periods ended September 30,
2008 increased as a result of DAC and SIA charges and related
reserve strengthening of $728 million in the Domestic Retire-
ment Services operations resulting from the continued weak-
ness in the equity markets and the significantly higher
surrender activity resulting from AIG parent’s liquidity issues
beginning in mid-September. The operating loss also included
higher benefit costs in the Japan variable life level premium
product resulting from a sharp decline in the Japanese equity
market and a loss recognition charge in the Philippine oper-
ations. These decreases were partially offset by the favorable
effect of foreign exchange rates and growth in the underlying
business in force. The operating loss in the three-month period
ended September 30, 2008 included a DAC and sales induce-
ment asset (SIA) benefit of $478 million related to net realized
capital losses compared to a benefit of $56 million in the same
period in 2007. The operating loss in the nine-month period
ended September 30, 2008 included a DAC and SIA benefit of
$957 million related to net realized capital losses compared to
a benefit of $170 million in the same period in 2007.

AIG adopted FAS 157 on January 1, 2008 and the most
significant effect on the Life Insurance & Retirement Services
results was the change in measurement of fair value for
embedded policy derivatives. The pre-tax effect of adoption
related to embedded policy derivatives was an increase in net
realized capital losses of $155 million as of January 1, 2008,
partially offset by a $47 million DAC benefit related to these
losses. The effect of initial adoption was primarily due to an
increase in the embedded policy derivative liability valuations
resulting from the inclusion of explicit risk margins.

AIG adopted FAS 159 on January 1, 2008 and elected to
apply the fair value option to a closed block of single premium
variable life business in Japan and to an investment-linked
product sold principally in Asia. The adoption of FAS 159
with respect to these fair value elections resulted in a decrease
to 2008 opening retained earnings of $559 million, net of tax.
The fair value of the liabilities for these policies totaled
$3.3 billion at September 30, 2008 and is reported in policy-
holders’ contract deposits.
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Foreign Life Insurance & Retirement Services Results

Foreign Life Insurance & Retirement Services results on a sub-product basis were as follows:

(in millions)

Premiums
and Other

Considerations

Net
Investment

Income

Net Realized
Capital Gains

(Losses)
Total

Revenues

Operating
Income
(Loss)

Three Months Ended September 30, 2008
Life insurance $ 4,282 $ 164 $(3,078) $ 1,368 $(2,490)
Personal accident 1,788 124 (71) 1,841 323
Group products 962 124 (47) 1,039 83
Individual fixed annuities 221 621 (258) 584 (33)
Individual variable annuities 106 (559) (1) (454) (376)

Total $ 7,359 $ 474 $(3,455) $ 4,378 $(2,493)

Three Months Ended September 30, 2007
Life insurance $ 3,992 $1,598 $ 74 $ 5,664 $ 1,048
Personal accident 1,519 91 12 1,622 353
Group products 744 162 (37) 869 81
Individual fixed annuities 141 533 89 763 286
Individual variable annuities 109 (17) – 92 (32)

Total $ 6,505 $2,367 $ 138 $ 9,010 $ 1,736

Percentage Increase/(Decrease) from Prior Year:
Life insurance 7% (90)% –% (76)% –%
Personal accident 18 36 – 14 (8)
Group products 29 (23) – 20 2
Individual fixed annuities 57 17 – (23) –
Individual variable annuities (3) – – – –

Total 13% (80)% –% (51)% –%

Nine Months Ended September 30, 2008
Life insurance $13,428 $2,896 $(4,395) $11,929 $(2,007)
Personal accident 5,334 325 (137) 5,522 1,086
Group products 2,960 521 (88) 3,393 289
Individual fixed annuities 429 1,850 (486) 1,793 69
Individual variable annuities 346 (508) 20 (142) (422)

Total $22,497 $5,084 $(5,086) $22,495 $ (985)

Nine Months Ended September 30, 2007
Life insurance $12,264 $5,247 $ 47 $17,558 $ 2,855
Personal accident 4,479 261 6 4,746 1,046
Group products 2,187 558 (64) 2,681 233
Individual fixed annuities 387 1,681 (68) 2,000 487
Individual variable annuities 304 864 – 1,168 53

Total $19,621 $8,611 $ (79) $28,153 $ 4,674

Percentage Increase/(Decrease) from Prior Year:
Life insurance 9% (45)% –% (32)% –%
Personal accident 19 25 – 16 4
Group products 35 (7) – 27 24
Individual fixed annuities 11 10 – (10) (86)
Individual variable annuities 14 – – – –

Total 15% (41)% –% (20)% –%
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AIG transacts business in most major foreign currencies and
therefore premiums and other considerations reported in
U.S. dollars vary by volume and changes in foreign currency
translation rates.

The following table summarizes the effect of changes in
foreign currency exchange rates on the growth of the For-
eign Life Insurance & Retirement Services premiums and
other considerations.

2008 2007 2008 2007

Three Months
Ended

September 30,

Nine Months
Ended

September 30,

Growth in original currency* 5.5% 7.5% 6.6% 6.8%
Foreign exchange effect 7.6 1.2 8.1 1.7
Growth as reported in U.S. dollars 13.1% 8.7% 14.7% 8.5%

* Computed using a constant exchange rate each period.

Quarterly Japan and Other Results

First year premium, single premium and annuity deposits for
Japan and Other were as follows:

(in millions) 2008 2007 U.S.$
Original

Currency

Three Months
Ended

September 30,

Percentage
Increase/
(Decrease)

First year premium $ 764 $ 598 28% 15%
Single premium 2,548 3,606 (29)% (30)%
Annuity deposits 4,284 5,308 (19)% (19)%

First year premium sales in the three-month period ended
September 30, 2008 reflected strong growth in U.S. dollar
terms and on an original currency basis compared to the same

period in 2007. First year premium life insurance sales in
Japan rose principally from increased sales of an interest
sensitive product. Personal accident first year premium sales
were down slightly due to lower direct marketing sales and a
shift to single premium products in Japan. First year premium
sales of group products increased primarily due to higher
pension deposits in Brazil.

Single premium sales reflected a significant decline as the
life insurance product lines fell 37 percent in the three-month
period ended September 30, 2008 compared to the same
period last year. This decline was due to lower guaranteed
income bond sales in the U.K. In Japan, a new single premium
personal accident and health product was successfully
launched during the first quarter of 2008 with the majority
of sales coming through banks which were recently deregu-
lated and are now able to sell accident and health products.
Group products single premium sales increased substantially
with higher production of credit life insurance products in
Europe and higher pension deposits in Brazil.

Annuity deposits decreased in the three-month period
ended September 30, 2008 compared to the same period in
2007 due to the continued market volatility which negatively
affected individual variable annuities sales in Japan and the
U.K. This decline more than offset the increase in individual
fixed annuity deposits in Japan which grew as a result of an
improved exchange rate environment and benefited from the
volatile equity markets. Net flows for Japan fixed annuities
increased from $163 million in the three-month period ended
September 30, 2007 to $579 million in the three-month period
ended September 30, 2008.
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Japan and Other results on a sub – product basis were as follows:

(in millions)

Premiums
and Other

Considerations

Net
Investment

Income

Net Realized
Capital Gains

(Losses)
Total

Revenues

Operating
Income
(Loss)

Three Months Ended September 30, 2008
Life insurance $1,358 $ 331 $(1,372) $ 317 $(1,058)
Personal accident 1,268 68 (10) 1,326 290
Group products 722 93 (11) 804 81
Individual fixed annuities 212 588 (225) 575 (13)
Individual variable annuities 104 (559) (1) (456) (374)

Total $3,664 $ 521 $(1,619) $2,566 $(1,074)

Three Months Ended September 30, 2007
Life insurance $1,219 $ 393 $ 81 $1,693 $ 429
Personal accident 1,049 48 5 1,102 267
Group products 563 131 (2) 692 76
Individual fixed annuities 137 499 101 737 290
Individual variable annuities 109 (18) – 91 (32)

Total $3,077 $1,053 $ 185 $4,315 $ 1,030

Percentage Increase/(Decrease) from Prior Year:
Life insurance 11% (16)% –% (81)% –%
Personal accident 21 42 – 20 9
Group products 28 (29) – 16 7
Individual fixed annuities 55 18 – (22) –
Individual variable annuities (5) – – – –

Total 19% (51)% –% (41)% –%

Total revenues for Japan and Other in the three-month period
ended September 30, 2008 decreased compared to the same
period in 2007 primarily due to higher net realized capital
losses and lower net investment income which were partially
offset by growth in premiums and other considerations. Real-
ized capital losses increased primarily due to higher other-
than-temporary impairments. Net investment income
declined in the period due to significantly higher trading
account losses related to certain investment-linked products
in the U.K., higher policyholder trading losses and losses on
partnership investments.

Operating income declined in the three-month period
ended September 30, 2008 compared to the same period in
2007 due to significantly higher realized capital losses and
$422 million of higher trading account losses in the U.K.
related to certain investment-linked products. These decreases
were partially offset by the positive effect of foreign exchange.
In addition, the three-month period ended September 30,
2007 operating income benefited from $37 million of DAC
unlocking and other changes in actuarial estimates and
$16 million of higher individual fixed annuities surrender
charge income, net of DAC, compared to the same period
in 2008.

Year-to-Date Japan and Other Results

First year premium, single premium and annuity deposits for
Japan and Other were as follows:

(in millions) 2008 2007 U.S.$
Original

Currency

Nine Months
Ended

September 30,

Percentage
Increase/
(Decrease)

First year premium $ 2,140 $ 1,891 13% 2%
Single premium 7,682 7,724 (1)% (3)%
Annuity deposits 15,809 13,520 17% 16%

First year premium sales for the nine-month period ended
September 30, 2008 reflected steady growth in U.S. dollar
terms, but were up slightly on an original currency basis
compared to the same period in 2007. First year premium
sales were bolstered by group products sales in Brazil, Europe
and the Middle East. This increase was partially offset by the
decline in life insurance and personal accident sales in Japan.
Life insurance sales were negatively affected by the suspension
of increasing term sales in 2007 while personal accident sales
have declined due to lower direct marketing sales.

Single premium sales for the nine-month period ended
September 30, 2008 were essentially flat in U.S. dollar terms
and down slightly on an original currency basis compared to
the same period in 2007. While interest sensitive life insurance
sales increased in Japan, guaranteed income bond sales in the
U.K. fell as deposits shifted to the variable annuity products. A
new single premium personal accident and health product
launched in Japan during the first quarter of 2008 continues to
perform well and sales which started through banks are being
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expanded to the agency channels. Group products produced
favorable results as pension deposits in Brazil and credit sales
in Europe grew significantly in the nine months ended Sep-
tember 30, 2008 compared to the same period last year.

Annuity deposits increased in the nine-month period
ended September 30, 2008 compared to the same period in
2007 as individual fixed annuities in Japan and individual
variable annuities in the U.K. performed well. In Japan, fixed
annuity products improved due to the launch of new products
and a favorable exchange rate environment for non-yen

denominated products. Net flows for Japan individual fixed
annuities increased from $219 million in the nine-month
period ended September 30, 2007 to $2.4 billion in the
nine-month period ended September 30, 2008. Variable annu-
ity deposit growth in the U.K. was favorably affected by the
launch of a new product; however, the growth rate in the U.K.
has slowed as the current market volatility continued. This
volatility continues to negatively affect the growth rate in
Japan for the individual variable annuity sales.

Japan and Other results on a sub-product basis were as follows:

(in millions)

Premiums and
Other

Considerations

Net
Investment

Income

Net Realized
Capital Gains

(Losses)
Total

Revenues

Operating
Income
(Loss)

Nine Months Ended September 30, 2008
Life insurance $ 4,254 $1,311 $(1,917) $ 3,648 $(857)
Personal accident 3,781 189 (45) 3,925 929
Group products 2,274 433 (28) 2,679 237
Individual fixed annuities 399 1,750 (421) 1,728 98
Individual variable annuities 341 (510) 20 (149) (421)

Total $11,049 $3,173 $(2,391) $11,831 $(14)

Nine Months Ended September 30, 2007 Life insurance $ 3,785 $1,584 $ 96 $ 5,465 $1,219
Personal accident 3,118 150 7 3,275 799
Group products 1,677 482 4 2,163 212
Individual fixed annuities 354 1,591 (63) 1,882 471
Individual variable annuities 302 861 – 1,163 52

Total $ 9,236 $4,668 $ 44 $13,948 $2,753

Percentage Increase/(Decrease) from Prior Year:
Life insurance 12% (17)% –% (33)% –%
Personal accident 21 26 – 20 16
Group products 36 (10) – 24 12
Individual fixed annuities 13 10 – (8) (79)
Individual variable annuities 13 – – – –

Total 20% (32)% –% (15)% –%

Total revenues for Japan and Other in the nine-month period
ended September 30, 2008 decreased compared to the same
period in 2007 primarily due to net realized capital losses and
lower net investment income. Net realized capital losses were
recognized in the period primarily due to other-than-tempo-
rary impairment charges. Net investment income declined due
to policyholder trading losses, lower partnership and mutual
fund income and mark-to-market trading losses related to
investment-linked products in the U.K. Policyholder trading
losses were $242 million for the nine-month period ended
September 30, 2008 compared to gains of $1.4 billion for the
same period in 2007. Policyholder trading gains (losses) are
offset by a change to incurred policy losses and benefits
expense. Partnership and mutual fund income for the nine-
month period ended September 30, 2008 was $87 million
lower than the same period in 2007. Trading account losses in
the U.K. on certain investment-linked products were $722 mil-
lion for the nine-month period ended September 30, 2008
compared to a loss of $93 million in the same period in 2007.

Despite the continued growth in the underlying business
and the positive effect of foreign exchange, the decline in total
revenues resulted in an operating loss of $14 million for the
nine-month period ended September 30, 2008 compared to
income of $2.8 billion in the same period in 2007. The results
reflected higher benefit costs of $55 million resulting from
volatility in the Japanese equity market and interest rates
which affect variable life fair value liabilities under FAS 159,
lower DAC unlocking benefits and other changes in actuarial
estimates of $51 million and $52 million of lower individual
fixed annuities surrender charge income, net of DAC, com-
pared to the same period in 2007. Operating income for the
nine-month period ended September 30, 2007 included a
$62 million charge related to the regulatory claims review
in Japan.
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Quarterly Asia Results

First year premium, single premium and annuity deposits for
Asia were as follows:

(in millions) 2008 2007 U.S.$
Original

Currency

Three Months
Ended

September 30,

Percentage
Increase/
(Decrease)

First year premium $721 $ 757 (5)% (6)%
Single premium 383 1,138 (66)% (67)%
Annuity deposits 215 179 20% 25%

First year premium sales in the three-month period ended
September 30, 2008 declined on a U.S. dollar basis and original
currency basis compared to the same period in 2007 as the sales
focus in Taiwan shifted to individual variable annuity products.

This decline more than offset the increase in first year life
insurance sales in Korea, Singapore and Thailand. First year
personal accident premiums declined due to increased compe-
tition in the direct marketing channel in Korea, which offset
positive growth in other parts of Asia. The group products
business performed well, particularly in Australia.

Single premium sales in the three-month period ended
September 30, 2008 decreased significantly as equity market
volatility negatively affected the investment-oriented life
insurance sales in Taiwan, Singapore, Hong Kong, China
and Korea.

Annuity deposits in the three-month period ended Sep-
tember 30, 2008 increased compared to the same period in
2007 due to sales of variable annuity products in Taiwan.

Asia results, presented on a sub-product basis were as follows:

(in millions)

Premiums
and Other

Considerations

Net
Investment

Income

Net Realized
Capital Gains

(Losses)
Total

Revenues
Operating

Income

Three Months Ended September 30, 2008
Life insurance $2,924 $ (167) $(1,706) $1,051 $(1,432)
Personal accident 520 56 (61) 515 33
Group products 240 31 (36) 235 2
Individual fixed annuities 9 33 (33) 9 (20)
Individual variable annuities 2 – – 2 (2)

Total $3,695 $ (47) $(1,836) $1,812 $(1,419)

Three Months Ended September 30, 2007
Life insurance $2,773 $1,205 $ (7) $3,971 $619
Personal accident 470 43 7 520 86
Group products 181 31 (35) 177 5
Individual fixed annuities 4 34 (12) 26 (4)
Individual variable annuities – 1 – 1 –

Total $3,428 $1,314 $ (47) $4,695 $706

Percentage Increase/(Decrease) from Prior Year:
Life insurance 5% –% –% (74)% –%
Personal accident 11 30 – (1) (62)
Group products 33 – – 33 (60)
Individual fixed annuities 125 (3) – (65) –
Individual variable annuities – – – 100 –

Total 8% –% –% (61)% –%

Total revenues for Asia in the three-month period ended
September 30, 2008 decreased significantly compared to
the same period in 2007, primarily due to the negative effect
of policyholder trading losses on net investment income and
higher net realized capital losses, which more than offset the
growth in premiums and other considerations. Premiums and
other considerations increased in the three-month period
ended September 30, 2008 compared to the same period in
2007 due to growth in the underlying in force business. Net
investment income declined due to policyholder trading losses
of $1.1 billion in 2008 compared to gains of $158 million in
the same period in 2007 and partnership and mutual fund
losses of $363 million compared to income of $16 million in
the same period in 2007. Net realized capital losses in the

three-month period ended September 30, 2008 included
higher other-than-temporary impairment charges.

Asia reported an operating loss of $1.4 billion in the
three-month period ended September 30, 2008 compared to
income of $706 million in the same period in 2007. This loss
was principally due to higher net realized capital losses, part-
nership and mutual fund losses and a $31 million loss recog-
nition charge in the Philippine operations, which more than
offset the favorable effect of foreign exchange.
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Year-to-Date Asia Results

First year premium, single premium and annuity deposits for
Asia were as follows:

(in millions) 2008 2007 U.S.$
Original

Currency

Nine Months
Ended

September 30,

Percentage
Increase/
(Decrease)

First year premium $2,199 $2,171 1% (1)%
Single premium 2,232 2,708 (18)% (22)%
Annuity deposits 881 550 60% 59%

First year premium sales in the nine-month period ended
September 30, 2008 grew slightly compared to the same
period in 2007 as the sales focus shifted more to single pre-
mium and annuity products. The increase in investment-ori-
ented life insurance sales in Korea and Singapore was nearly
offset by declines in Taiwan life insurance sales due to a shift to

variable annuity products in early 2008. The group products
business performed well in Australia, China and Singapore.

Single premium sales in the nine-month period ended
September 30, 2008 declined compared to the same period in
2007 primarily due to the negative affect of equity market
volatility on investment-oriented life insurance sales, partic-
ularly in Taiwan, Hong Kong, China and the Philippines.
Group products increased due to sales of credit life insurance
primarily in Thailand.

Annuity deposits in the nine-month period ended Sep-
tember 30, 2008 increased 60 percent compared to the same
period in 2007 due to the variable annuity deposits in Taiwan.
Fixed annuity deposits in Korea were down in the nine-month
period ended September 30, 2008 compared to the same
period last year due to a recent market shift toward variable
universal life products.

Asia results, presented on a sub-product basis were as follows:

(in millions)

Premiums and
Other

Considerations

Net
Investment

Income

Net Realized
Capital Gains

(Losses)
Total

Revenues

Operating
Income
(Loss)

Nine Months Ended September 30, 2008
Life insurance $ 9,174 $1,585 $(2,478) $ 8,281 $(1,150)
Personal accident 1,553 136 (92) 1,597 157
Group products 686 88 (60) 714 52
Individual fixed annuities 30 100 (65) 65 (29)
Individual variable annuities 5 2 – 7 (1)

Total $11,448 $1,911 $(2,695) $10,664 $ (971)

Nine Months Ended September 30, 2007
Life insurance $ 8,479 $3,663 $ (49) $12,093 $ 1,636
Personal accident 1,361 111 (1) 1,471 247
Group products 510 76 (68) 518 21
Individual fixed annuities 33 90 (5) 118 16
Individual variable annuities 2 3 – 5 1

Total $10,385 $3,943 $ (123) $14,205 $ 1,921

Percentage Increase/(Decrease) from Prior Year:
Life insurance 8% (57)% –% (32)% –%
Personal accident 14 23 – 9 (36)
Group products 35 16 – 38 148
Individual fixed annuities (9) 11 – (45) –
Individual variable annuities 150 (33) – 40 –

Total 10% (52)% –% (25)% –%

Total revenues in Asia in the nine-month period ended Sep-
tember 30, 2008 decreased compared to the same period in
2007 primarily due to higher net realized capital losses and
lower net investment income, which more than offset the
growth in premiums and other considerations. Net investment
income declined due to policyholder trading losses of $1.4 bil-
lion in 2008 compared to gains of $652 million in 2007 and
partnership and mutual fund losses of $413 million in 2008
compared to income of $149 million in the same period in

2007. The higher realized capital losses were primarily due to
other-than-temporary impairment charges.

Asia reported an operating loss of $971 million for the
nine-month period ended September 30, 2008 compared to
operating income of $1.9 billion in the same period in 2007.
Results for the year were affected by lower total revenues,
lower operating income in Taiwan and a $31 million loss
recognition charge in the Philippine operations.
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Quarterly Domestic Life Insurance Results

Domestic Life Insurance results, presented on a sub-product basis were as follows:

(in millions)

Premiums
and Other

Considerations

Net
Investment

Income

Net Realized
Capital Gains

(Losses)
Total

Revenues

Operating
Income
(Loss)

Three Months Ended September 30, 2008
Life insurance $ 667 $331 $(3,471) $(2,473) $(3,176)
Home service 189 161 (577) (227) (486)
Group life/health 211 49 (64) 196 (70)
Payout annuities* 639 327 (211) 755 (154)
Individual fixed and runoff annuities 8 105 (68) 45 (25)

Total $1,714 $973 $(4,391) $(1,704) $(3,911)

Three Months Ended September 30, 2007
Life insurance $ 586 $375 $ (253) $ 708 $ (56)
Home service 189 160 (29) 320 52
Group life/health 211 48 (5) 254 53
Payout annuities* 494 287 (10) 771 (13)
Individual fixed and runoff annuities 15 115 2 132 25

Total $1,495 $985 $ (295) $ 2,185 $ 61

Percentage Increase/(Decrease) from Prior Year:
Life insurance 14% (12)% –% –% –%
Home service – 1 – – –
Group life/health – 2 – (23) –
Payout annuities 29 14 – (2) –
Individual fixed and runoff annuities (47) (9) – (66) –

Total 15% (1)% –% –% –%

* Includes structured settlements, single premium immediate annuities and terminal funding annuities.

Total Domestic Life Insurance revenues decreased in the three-
month period ended September 30, 2008 compared to the
same period in 2007 due to significantly higher net realized
capital losses, partially offset by higher premiums and other
considerations. The increase in net realized capital losses was
primarily driven by other-than-temporary impairment charges
related to AIG’s securities lending program and of securities
held in general account portfolios. See Invested Assets —
Securities Lending Activities for further information. Domes-
tic Life Insurance premiums and other considerations
increased in the three-month period ended September 30,
2008 compared to the same period in 2007 primarily due
to strong payout annuity premiums and growth in life insur-
ance business in force. Life insurance premiums and other
considerations were also positively affected by a $52 million
decrease in the unearned revenue liability related to certain
blocks of universal life business. The growth in payout annuity
deposits was driven by structured settlements and terminal
funding annuities in both the U.S. and Canada. Net invest-
ment income for the three-month period ended September 30,
2008 was lower than the same period in 2007 despite growth
in the underlying business due to reduced overall investment
yield from increased levels of short-term investments and
higher policyholder trading losses of $82 million.

Domestic Life Insurance reported an operating loss of
$3.9 billion for the three-month period ended September 30,
2008 compared to operating income of $61 million in the
same period in 2007 due principally to higher net realized

capital losses, partially offset by growth in the in-force block
and favorable mortality experience in life insurance and pay-
out annuities. Life insurance results were also affected by
higher DAC amortization of $30 million due to the decrease
in the unearned revenue liability described above, resulting in
a net benefit of $22 million. Due to a projected decline in sales
as a result of AIG parent’s liquidity issues, the deferral of
acquisition costs was limited during the three-month period
ended September 30, 2008 resulting in additional acquisition
expenses of $13 million. In addition, 2007 payout annuities
operating income was adversely affected by a $30 million
adjustment to increase group annuity reserves. Home service
reported an operating loss due to higher net realized capital
losses partially offset by improved margins on the in-force
business. Group life/health reported an operating loss during
the three-month period ended September 30, 2008 compared
to the same period in 2007 primarily due to higher net realized
capital losses and the strengthening of long-term disability
reserves of $8 million. In addition, for the three-month period
ended September 30, 2008, policyholder benefit reserves
included an increase of $11 million related to the workers
compensation reinsurance program compared to a reduction
in expense of $52 million for the same period in 2007. The loss
for the three-month period ended September 30, 2008
includes a DAC benefit related to realized capital losses of
$36 million compared to a DAC benefit of $4 million in the
same period in 2007.
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Year-to-Date Domestic Life Insurance Results

Domestic Life Insurance results, presented on a sub-product basis were as follows:

(in millions)

Premiums and
Other

Considerations

Net
Investment

Income

Net Realized
Capital Gains

(Losses)
Total

Revenues

Operating
Income
(Loss)

Nine Months Ended September 30, 2008
Life insurance $1,877 $1,069 $(5,636) $(2,690) $(4,933)
Home service 563 477 (915) 125 (660)
Group life/health 633 144 (91) 686 (64)
Payout annuities* 1,797 950 (266) 2,481 (99)
Individual fixed and runoff annuities 35 323 (147) 211 (30)

Total $4,905 $2,963 $(7,055) $ 813 $(5,786)

Nine Months Ended September 30, 2007
Life insurance $1,767 $1,149 $ (213) $ 2,703 $ 393
Home service 576 479 (42) 1,013 200
Group life/health 637 152 (10) 779 57
Payout annuities* 1,370 852 (51) 2,171 55
Individual fixed and runoff annuities 42 364 (7) 399 69

Total $4,392 $2,996 $ (323) $ 7,065 $ 774

Percentage Increase/(Decrease) from Prior Year:
Life insurance 6% (7)% –% –% –%
Home service (2) – – (88) –
Group life/health (1) (5) – (12) –
Payout annuities 31 12 – 14 –
Individual fixed and runoff annuities (17) (11) – (47) –

Total 12% (1)% –% (88)% –%

* Includes structured settlements, single premium immediate annuities and terminal funding annuities.

Total Domestic Life Insurance revenues decreased in the nine-
month period ended September 30, 2008 compared to the
same period in 2007 due to higher net realized capital losses
partially offset by higher premiums and other considerations.
The increase in net realized capital losses was primarily driven
by other-than-temporary impairment charges related to AIG’s
securities lending program and of securities held in general
account portfolios. See Invested Assets — Securities Lending
Activities. Domestic Life Insurance premiums and other con-
siderations increased in the nine-month period ended Septem-
ber 30, 2008 compared to the same period in 2007 primarily
due to strong payout annuity premiums and growth in life
insurance business in force. Life insurance premiums and
other considerations were also positively affected by a $52 mil-
lion decrease in the unearned revenue liability related to
certain blocks of universal life business. The growth in payout
annuity deposits was driven by sales of structured settlements
and terminal funding annuities in both the U.S. and Canada.
Net investment income for the nine-month period ended
September 30, 2008 was down slightly due to reduced overall
investment yield from increased levels of short-term invest-
ments and higher policyholder trading losses of $94 million.

Domestic Life Insurance reported an operating loss of
$5.8 billion for the nine-month period ended September 30,
2008 compared to operating income of $774 million in the
same period in 2007 due principally to higher net realized
capital losses. Partially offsetting this item was the growth in

the in-force block and favorable mortality experience in the
life insurance and payout annuities businesses. Life insurance
results were also affected by higher DAC amortization of
$30 million due to the decrease in the unearned revenue
liability described above, resulting in a net benefit of $22 mil-
lion. Due to a projected decline in sales as a result of AIG
parent’s liquidity issues, the deferral of acquisition costs was
limited during the nine-month period ended September 30,
2008 resulting in additional acquisition expenses of $17 mil-
lion. In addition, 2007 payout annuities operating income was
adversely affected by a $30 million adjustment to increase
group annuity reserves. Home service reported an operating
loss due to higher net realized capital losses partially offset by
improved margins on the in-force business. Group life/health
reported an operating loss during the nine-month period
ended September 30, 2008 compared to the same period in
2007 primarily due to higher net realized capital losses and the
strengthening of long-term disability reserves of $8 million. In
addition, for the nine-month period ended September 30,
2008, policyholder benefit reserves included an increase of
$11 million related to the workers compensation reinsurance
program compared to a reduction in expense of $52 million
for the same period in 2007. The operating loss during the
nine-month period ended September 30, 2008 includes a DAC
benefit related to realized capital losses of $73 million com-
pared to a DAC benefit of $8 million in the same period in
2007.
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Domestic Life Insurance sales and deposits by product* were as follows:

(in millions) 2008 2007

Percentage
Increase/

(Decrease) 2008 2007

Percentage
Increase/

(Decrease)

Three Months
Ended

September 30,

Nine Months
Ended

September 30,

Life insurance
Periodic premium by product:

Universal life $ 42 $ 52 (19)% $ 135 $ 150 (10)%
Variable universal life 9 19 (53) 51 44 16
Term life 58 53 9 171 165 4
Whole life/other 2 2 – 8 7 14

Total periodic premiums by product 111 126 (12) 365 366 –
Unscheduled and single deposits 52 134 (61) 225 315 (29)

Total life insurance 163 260 (37) 590 681 (13)

Home service
Life insurance and accident and health 25 22 14 69 71 (3)

Fixed annuities 54 28 93 123 73 68
Unscheduled and single deposits 7 4 75 17 12 42

Total home service 86 54 59 209 156 34

Group life/health 28 28 – 100 88 14
Payout annuities 867 711 22 2,417 1,996 21
Individual fixed and runoff annuities 361 163 121 701 351 100

Total sales and deposits $1,505 $1,216 24% $4,017 $3,272 23%

* Life insurance sales include periodic premium from new business expected to be collected over a one-year period and unscheduled and single premiums from

new and existing policyholders. Sales of group accident and health insurance represent annualized first year premium from new policies. Annuity sales represent

deposits from new and existing policyholders.

Total Domestic Life Insurance sales and deposits increased
24 percent and 23 percent for the three- and nine-month
periods, respectively, over the same periods in 2007. This
growth was principally driven by strong term life, fixed annu-
ity and payout annuity sales. However, the ratings down-
grades and recent negative publicity related to AIG and
AIG American General are expected to have a significant
adverse effect on future sales.

Domestic Life Insurance periodic premium sales
decreased 12 percent in the three-month period ended Sep-
tember 30, 2008 compared to the same period in 2007 pri-
marily as a result of lower variable universal life sales. Periodic
premium sales were consistent with the nine month period
ended September 30, 2008 compared to the same period in
2007 as lower universal life sales were offset by increased
private placement variable universal life and term sales. The
U.S. life insurance market remains highly competitive and

Domestic Life’s emphasis on maintaining new business mar-
gins has affected sales of term and universal life products,
although recent enhancements to term products have resulted
in an increase in sales. Group life/health growth was driven by
increased sales of supplemental health and voluntary prod-
ucts. Payout annuities have experienced strong growth from
terminal funding and structured settlement sales in both the
U.S. and Canada. Home service growth was driven by a
14 percent increase in life insurance sales and by increased
fixed annuity deposits. Individual fixed and runoff annuities
sales and deposits have increased as a result of the current
interest rate environment as credited rates offered during the
quarter were more competitive with the rates offered by banks
on certificates of deposit.

Domestic Life Insurance sales for the three-month period
ended September 30, 2008 were up despite AIG parent’s
liquidity issues.
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Quarterly Domestic Retirement Services Results

Domestic Retirement Services results, presented on a sub-product basis were as follows:

(in millions)

Premiums and
Other

Considerations

Net
Investment

Income

Net Realized
Capital Gains

(Losses)
Total

Revenues

Operating
Income
(Loss)

Three Months Ended September 30, 2008
Group retirement products $102 $ 307 $(2,533) $(2,124) $(2,487)
Individual fixed annuities 26 499 (5,209) (4,684) (5,239)
Individual variable annuities 150 14 (375) (211) (830)
Individual annuities — runoff* 3 78 (378) (297) (369)

Total $281 $ 898 $(8,495) $(7,316) $(8,925)

Three Months Ended September 30, 2007
Group retirement products $114 $ 510 $ (116) $ 508 $ 120
Individual fixed annuities 24 828 (177) 675 42
Individual variable annuities 159 38 (22) 175 41
Individual annuities — runoff* 3 95 (19) 79 (1)

Total $300 $1,471 $ (334) $ 1,437 $ 202

Percentage Increase/(Decrease) from Prior Year:
Group retirement products (11)% (40)% –% –% –%
Individual fixed annuities 8 (40) – – –
Individual variable annuities (6) (63) – – –
Individual annuities — runoff – (18) – – –

Total (6)% (39)% –% –% –%

* Primarily represents runoff annuity business sold through discontinued distribution relationships.

Domestic Retirement Services incurred a significant operating
loss of $8.9 billion in the three-month period ended Septem-
ber 30, 2008 compared to operating income of $202 million in
the same period in 2007, primarily due to significantly
increased net realized capital losses and losses on partnership
investments. Net realized capital losses for Domestic Retire-
ment Services increased primarily due to other-than-tempo-
rary impairment charges of $8.0 billion in the three-month
period ended September 30, 2008 compared to charges of
$157 million in the same period in 2007, primarily driven by
severity losses related to RMBS in AIG’s securities lending
program due to the change of intent and ability to hold those
securities to recovery.

Group retirement products and individual fixed annuities
reported a combined operating loss of $7.7 billion in the three-
month period ended September 30, 2008 compared to oper-
ating income of $162 million in the same period in 2007,
primarily as a result of increased net realized capital losses due
to higher other-than-temporary impairment charges, losses on
partnership investments, DAC and SIA charges and reduced
overall investment yield from increased levels of short-term

investments. DAC and SIA charges for group retirement
products and individual fixed annuities totaled $31 million
and $166 million, respectively, related to projected increases
in surrenders. These negative effects were partially offset by
decreases in DAC amortization and SIA costs of $337 million
related to the net realized capital losses compared to $39 mil-
lion in the same period in 2007.

Individual variable annuities reported an operating loss
of $830 million in the three-month period ended Septem-
ber 30, 2008 compared to income of $41 million in the same
period in 2007, primarily due to a $531 million DAC charges
and related reserve strengthening as a result of continued
weakness in the equity markets and, to a lesser extent,
increases in anticipated surrenders in the fourth quarter
2008. In addition, net realized capital losses increased largely
due to higher other-than-temporary impairment charges and
$207 million of increased embedded policy derivative liability
valuations, net of related hedges. These decreases were par-
tially offset by decreases in DAC amortization and SIA costs of
$54 million related to the net realized capital losses compared
to $15 million in the same period in 2007.
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Year-to-Date Domestic Retirement Services Results

Domestic Retirement Services results, presented on a sub-product basis were as follows:

(in millions)

Premiums and
Other

Considerations

Net
Investment

Income

Net Realized
Capital
Gains

(Losses)
Total

Revenues

Operating
Income
(Loss)

Nine Months Ended September 30, 2008
Group retirement products $320 $1,289 $ (4,213) $(2,604) $ (3,679)
Individual fixed annuities 66 2,075 (8,046) (5,905) (7,469)
Individual variable annuities 459 83 (670) (128) (1,017)
Individual annuities — runoff* 10 240 (650) (400) (625)

Total $855 $3,687 $(13,579) $(9,037) $(12,790)

Nine Months Ended September 30, 2007
Group retirement products $331 $1,721 $ (229) $ 1,823 $ 661
Individual fixed annuities 75 2,723 (346) 2,452 606
Individual variable annuities 460 123 (29) 554 146
Individual annuities — runoff* 16 294 (20) 290 39

Total $882 $4,861 $ (624) $ 5,119 $ 1,452

Percentage Increase/(Decrease) from Prior Year:
Group retirement products (3)% (25)% –% –% –%
Individual fixed annuities (12) (24) – – –
Individual variable annuities – (33) – – –
Individual annuities — runoff (38) (18) – – –

Total (3)% (24)% –% –% –%

* Primarily represents runoff annuity business sold through discontinued distribution relationships.

Domestic Retirement Services incurred a significant operating
loss of $12.8 billion in the nine-month period ended Septem-
ber 30, 2008 compared to operating income of $1.5 billion in
the same period in 2007, primarily due to significantly
increased net realized capital losses and losses on partnership
investments. Net realized capital losses for Domestic Retire-
ment Services increased primarily due to other-than-tempo-
rary impairment charges of $12.8 billion in the nine-month
period ended September 30, 2008 compared to charges of
$343 million in the same period in 2007, primarily driven by
losses related to securities held in AIG’s securities lending
program due to the change of intent and ability to hold those
securities to recovery.

Both group retirement products and individual fixed
annuities reported operating losses in the nine-month period
ended September 30, 2008 compared to the same period in
2007 primarily as a result of increased net realized capital
losses due to higher other-than-temporary impairment
charges, lower net investment income due to partnership
losses, lower yield enhancement income and reduced overall
investment yield from increased levels of short term invest-
ments. In addition, DAC and SIA charges for group retirement
products and individual fixed annuities totaled $197 million
as discussed above. These negative effects were partially offset
by decreases in DAC amortization and SIA costs of $666 mil-
lion related to the net realized capital losses compared to
$94 million in the same period in 2007.

Individual variable annuities reported an operating loss
of $1.0 billion in the nine-month period ended September 30,
2008 compared to operating income of $146 million in the

same period in 2007 primarily as a result of significantly
increased net realized capital losses, principally due to
other-than-temporary impairment charges and $361 million
of increased embedded policy derivative liability valuations,
net of related hedges, as well as the $531 million DAC and
related reserve strengthening charges described above. Oper-
ating losses also included DAC and SIA benefits of $110 mil-
lion related to the net realized capital losses compared to
$21 million in the same period in 2007.

The account value roll forward for Domestic Retirement
Services by product was as follows:

(in millions) 2008 2007 2008 2007

Three Months Ended
September 30,

Nine Months Ended
September 30,

Group retirement
products

Balance at beginning of
period $ 66,189 $ 67,687 $ 68,109 $ 64,357
Deposits – annuities 1,450 1,533 4,375 4,414
Deposits – mutual

funds 379 501 1,174 1,296
Total deposits 1,829 2,034 5,549 5,710
Surrenders and other

withdrawals (1,637) (1,649) (4,409) (5,061)
Death benefits (56) (66) (179) (196)
Net inflows 136 319 961 453
Change in fair value

of underlying
investments,
interest credited,
net of fees (3,227) 694 (5,972) 3,889

Other – (1) – –
Balance at end of period $ 63,098 $ 68,699 $ 63,098 $ 68,699
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(in millions) 2008 2007 2008 2007

Three Months Ended
September 30,

Nine Months Ended
September 30,

Individual fixed
annuities

Balance at beginning of
period $ 52,077 $ 52,170 $ 50,508 $ 52,685
Deposits 1,561 993 6,036 3,857
Surrenders and other

withdrawals (2,096) (2,092) (5,136) (5,611)
Death benefits (400) (436) (1,224) (1,293)
Net outflows (935) (1,535) (324) (3,047)
Change in fair value

of underlying
investments,
interest credited,
net of fees 481 501 1,439 1,498

Balance at end of period $ 51,623 $ 51,136 $ 51,623 $ 51,136
Individual variable

annuities
Balance at beginning of

period $ 30,667 $ 33,051 $ 33,108 $ 31,093
Deposits 1,051 1,181 3,190 3,393
Surrenders and other

withdrawals (1,254) (1,031) (3,127) (3,078)
Death benefits (131) (124) (381) (374)
Net inflows (outflows) (334) 26 (318) (59)
Change in fair value

of underlying
investments,
interest credited,
net of fees (2,804) 700 (5,261) 2,743

Balance at end of period $ 27,529 $ 33,777 $ 27,529 $ 33,777
Total Domestic

Retirement Services
Balance at beginning of

period $148,933 $152,908 $151,725 $148,135
Deposits 4,441 4,208 14,775 12,960
Surrenders and other

withdrawals (4,987) (4,772) (12,672) (13,750)
Death benefits (587) (626) (1,784) (1,863)
Net inflows (outflows) (1,133) (1,190) 319 (2,653)
Change in fair value

of underlying
investments,
interest credited,
net of fees (5,550) 1,895 (9,794) 8,130

Other – (1) – –
Balance at end of

period, excluding
runoff 142,250 153,612 142,250 153,612

Individual annuities
runoff 5,307 5,829 5,307 5,829

Balance at end of period $147,557 $159,441 $147,557 $159,441
General and separate

account reserves and
mutual funds
General account

reserve $ 91,472 $ 89,595
Separate account

reserve 48,518 61,696
Total general and

separate account
reserves 139,990 151,291
Group retirement

mutual funds 7,567 8,150
Total reserves and

mutual funds $147,557 $159,441

The decrease in group retirement products deposits was
due to a decline in both group annuity deposits and group
mutual fund deposits. The improvement in individual fixed
annuity deposits was due to a steepened yield curve, providing
the opportunity to offer higher interest crediting rates than
certificates of deposits and mutual fund money market rates

available at the time. Although new individual variable annu-
ity products and features were developed in 2007 and 2008,
sales did not increase due to declines in the equity markets.

Domestic Retirement Services surrenders and other with-
drawals decreased in the group retirement and individual
fixed annuity product lines in the nine-month period ended
September 30, 2008 compared to the same period in 2007. In
general, surrenders and other withdrawals decreased as a
result of the relative lack of attractive alternative investment
products. However, Domestic Retirement Services surrenders
and other withdrawals increased in September 2008 subse-
quent to the AIG ratings downgrades and the announcement
of the Fed Credit Agreement.

Domestic Retirement Services reserves by surrender
charge category and surrender rates were as follows:

(in millions)

Group
Retirement
Products*

Individual
Fixed

Annuities

Individual
Variable

Annuities

September 30, 2008
No surrender charge $47,162 $11,362 $10,886
0% – 2% 2,301 3,303 3,906
Greater than 2% – 4% 2,492 7,272 3,207
Greater than 4% 2,666 26,399 8,944
Non-surrenderable 910 3,287 586

Total reserves $55,531 $51,623 $27,529

Surrender rates 8.9% 13.3% 13.6%

September 30, 2007
No surrender charge $46,193 $ 9,763 $13,142
0% – 2% 6,519 2,835 5,597
Greater than 2% – 4% 3,771 7,904 5,598
Greater than 4% 3,191 27,205 9,348
Non-surrenderable 875 3,429 92

Total reserves $60,549 $51,136 $33,777

Surrender rates 10.2% 14.4% 12.7%

* Excludes mutual funds of $7.6 billion and $8.2 billion at September 30,

2008 and 2007, respectively.

Surrender rates were essentially flat for group retirement
products and individual fixed annuities for the three-month
period ended September 30, 2008 compared to the same
period in 2007. Surrender rates decreased for group retire-
ment products and individual fixed annuities in the nine-
month period ended September 30, 2008 compared to the
same period in 2007. The surrender rate for individual fixed
annuities continues to be driven by the yield curve and the
general aging of the in-force block. Surrender rates increased
for individual variable annuities in both the three- and nine-
month periods ended September 30, 2008 compared to the
same periods in 2007 due to publicity concerning AIG’s finan-
cial situation as well as significant declines in the equity
markets. As mentioned above, surrenders have increased in
all three product lines in September 2008 subsequent to the
AIG ratings downgrades and the announcement of the Fed
Credit Agreement.
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Life Insurance & Retirement Services Net Investment Income and Net Realized Capital Gains (Losses)

The components of net investment income for Life Insurance & Retirement Services were as follows:

(in millions) 2008 2007 2008 2007

Three Months
Ended

September 30,

Nine Months
Ended

September 30,

Foreign Life Insurance & Retirement Services:
Fixed maturities, including short-term investments $ 2,411 $2,037 $ 6,958 $ 5,876
Equity securities 214 186 325 284
Interest on mortgage and other loans 152 119 427 346
Partnership income (loss) (40) – (29) 86
Mutual funds (362) 5 (366) 168
Trading account losses (501) (79) (722) (93)
Other(a) 169 65 415 193

Total investment income before policyholder income and trading gains (losses) 2,043 2,333 7,008 6,860
Policyholder investment income and trading gains (losses)(b) (1,489) 141 (1,645) 2,017

Total investment income 554 2,474 5,363 8,877
Investment expenses 80 107 279 266

Net investment income $ 474 $2,367 $ 5,084 $ 8,611

Domestic Life Insurance:
Fixed maturities, including short-term investments $ 885 $ 865 $ 2,596 $ 2,646
Equity securities 25 (4) 66 (7)
Interest on mortgage and other loans 107 110 309 312
Partnership income (loss) — excluding Synfuels (3) 26 22 113
Partnership loss — Synfuels (2) (26) (10) (101)
Mutual funds (3) (1) (2) 4
Other(a) 55 17 117 57

Total investment income before policyholder income and trading gains (losses) 1,064 987 3,098 3,024
Policyholder investment income and trading gains (losses)(b) (73) 9 (85) 9

Total investment income 991 996 3,013 3,033
Investment expenses 18 11 50 37

Net investment income $ 973 $ 985 $ 2,963 $ 2,996

Domestic Retirement Services:
Fixed maturities, including short-term investments $ 1,229 $1,325 $ 3,577 $ 4,089
Equity securities 1 4 10 28
Interest on mortgage and other loans 147 141 444 397
Partnership income (loss) (528) 6 (434) 389
Other(a) 64 9 136 1

Total investment income 913 1,485 3,733 4,904
Investment expenses 15 14 46 43

Net investment income $ 898 $1,471 $ 3,687 $ 4,861

Total:
Fixed maturities, including short-term investments $ 4,525 $4,227 $13,131 $12,611
Equity securities 240 186 401 305
Interest on mortgage and other loans 406 370 1,180 1,055
Partnership income (loss) — excluding Synfuels (571) 32 (441) 588
Partnership loss — Synfuels (2) (26) (10) (101)
Mutual funds (365) 4 (368) 172
Trading account losses (501) (79) (722) (93)
Other(a) 288 91 668 251

Total investment income before policyholder income and trading gains (losses) 4,020 4,805 13,839 14,788
Policyholder investment income and trading gains (losses)(b) (1,562) 150 (1,730) 2,026

Total investment income 2,458 4,955 12,109 16,814
Investment expenses 113 132 375 346

Net investment income $ 2,345 $4,823 $11,734 $16,468

(a) Includes real estate income, income on non-partnership invested assets, securities lending and Foreign Life Insurance & Retirement Services’ equal share of the

results of AIG Credit Card Company (Taiwan).

(b) Relates principally to assets held in various trading securities accounts that do not qualify for separate account treatment under AICPA SOP 03-1, “Accounting

and Reporting by Insurance Enterprises for Certain Nontraditional Long-Duration Contracts and for Separate Accounts” (SOP 03-1). These amounts are

principally offset by an equal change included in incurred policy losses and benefits.
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Net investment income decreased $2.5 billion and $4.7 billion
in the three- and nine-month periods ended September 30,
2008 compared to the same periods in 2007, respectively,
reflective of the recent market volatility. For the three- and
nine-month periods ended September 30, 2008, policyholder
trading losses were $1.6 billion and $1.7 billion, respectively,
compared to gains of $150 million and $2.0 billion in the same
periods of 2007 reflecting equity market declines in Japan and
Asia. In addition, net investment income was negatively

affected by lower yield enhancement income from equity
investments, and higher trading account losses. Domestic Life
Insurance and Retirement Services held higher balances in
cash and short-term investments which negatively affected
investment income on fixed maturity securities. Historically,
AIG generated income tax credits as a result of investing in
Synfuels related to the partnership income (loss) shown in the
table above. Synfuel production ceased effective December 31,
2007.

The components of net realized capital gains (losses) for Life Insurance & Retirement Services were as follows:

(in millions) 2008 2007 2008 2007

Three Months
Ended

September 30,
Nine Months Ended

September 30,

Foreign Life Insurance & Retirement Services:
Sales of fixed maturities $ (28) $(122) $ (12) $ (167)
Sales of equity securities 337 205 608 417
Other:

Other-than-temporary impairments(a) (3,812) (90) (5,899) (552)
Foreign exchange transactions 317 247 124 337
Derivatives instruments (412) (130) (329) (195)
Other(b) 143 28 422 81

Total Foreign Life Insurance & Retirement Services $ (3,455) $ 138 $ (5,086) $ (79)

Domestic Life Insurance:
Sales of fixed maturities $ (256) $ (83) $ (266) $ (122)
Sales of equity securities (1) 1 2 6
Other:

Other-than-temporary impairments(a) (4,121) (102) (6,780) (170)
Foreign exchange transactions 5 5 9 7
Derivatives instruments (10) (121) (77) (91)
Other(c) (8) 5 57 47

Total Domestic Life Insurance $ (4,391) $(295) $ (7,055) $ (323)

Domestic Retirement Services:
Sales of fixed maturities $ (410) $(142) $ (473) $ (202)
Sales of equity securities 18 4 41 20
Other:

Other-than-temporary impairments(a) (7,981) (157) (12,820) (343)
Foreign exchange transactions 13 6 12 13
Derivatives instruments (153) (34) (338) (81)
Other(c) 18 (11) (1) (31)

Total Domestic Retirement Services $ (8,495) $(334) $(13,579) $ (624)

Total:
Sales of fixed maturities $ (694) $(347) $ (751) $ (491)
Sales of equity securities 354 210 651 443
Other:

Other-than-temporary impairments(a) (15,914) (349) (25,499) (1,065)
Foreign exchange transactions 335 258 145 357
Derivatives instruments (575) (285) (744) (367)
Other(b)(c) 153 22 478 97

Total $(16,341) $(491) $(25,720) $(1,026)

(a) See Invested Assets — Portfolio Review — Other-Than-Temporary Impairments for additional information.

(b) Includes losses of $104 million and $16 million allocated to participating policyholders for the three-month periods ended September 30, 2008 and 2007,

respectively, and losses of $282 million and $21 million for the nine-month periods ended September 30, 2008 and 2007, respectively.

(c) Includes losses of $12 million and $143 million for the nine-month period ended September 30, 2008 for Domestic Life Insurance and Domestic Retirement

Services, respectively, related to the adoption of FAS 157 with respect to embedded policy derivatives.
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Included in net realized capital gains (losses) are gains
(losses) on sales of investments, derivative gains (losses) for
transactions that did not qualify for hedge accounting treat-
ment under FAS 133, foreign exchange gains and losses, other-
than-temporary impairment charges and the effects of the
adoption of FAS 157 further described below.

Foreign Life Insurance & Retirement Services’ net real-
ized capital losses were significantly higher in the nine months
ended September 30, 2008 compared to the same period in
2007. The increased other-than-temporary impairment
charges were primarily driven by severity losses, credit events
and the change in AIG’s intent and ability to hold until
recovery. See Invested Assets — Portfolio Review herein for
further information. Other-than-temporary impairment
charges for credit events were primarily related to exposure
to certain financial institutions. Other-than-temporary
impairment charges of $1.4 billion for the nine months ended
September 30, 2008 related to the change in AIG’s intent and
ability to hold to recovery were primarily driven by RMBS in
AIG’s securities lending portfolio and the need for additional
liquidity for higher surrender activity in September, particu-
larly in the Japan and Korea fixed annuity blocks. Foreign
exchange transactions of $317 million and $124 million in the
three and nine-month periods ended September 30, 2008,
respectively, related to non-functional currency transactions,
primarily in Japan and Asia. Derivatives in the Foreign Life
Insurance & Retirement Services operations are primarily
used to economically hedge cash flows related to U.S. dollar
bonds back to the respective currency of the country, princi-
pally in Taiwan, Thailand and Singapore. These derivatives do
not qualify for hedge accounting treatment under FAS 133 and
are recorded in net realized capital gains (losses). The corre-
sponding foreign exchange gain or loss with respect to the
economically hedged bond is deferred in accumulated other
comprehensive income (loss) until the bond is sold, matures or
deemed to be other-than-temporarily impaired.

In the three- and nine-month periods ended September 30,
2008, the Domestic Life Insurance and Domestic Retirement
Services operations incurred higher net realized capital losses
primarily due to other-than-temporary impairment charges
related to severity losses, credit events and the change in AIG’s
intent and ability to hold until recovery. Other-than-tempo-
rary impairment charges of $6.9 billion for the nine months
ended September 30, 2008 related to the change in AIG’s
intent and ability to hold to recovery were primarily driven by
securities held in AIG’s securities lending portfolio. Deriva-
tives in the Domestic Life Insurance operations include affil-
iated interest rate swaps used to economically hedge cash
flows on bonds and option contracts used to economically
hedge cash flows on indexed annuity and universal life prod-
ucts. These derivatives do not qualify for hedge accounting
treatment under FAS 133 and are recorded in net realized
capital gains (losses). The corresponding gain or loss with
respect to the economically hedged bond is deferred in

accumulated other comprehensive income (loss) until the
bond is sold, matures or is deemed to be other-than-tempo-
rarily impaired.

The most significant effect of AIG’s adoption of FAS 157
was the change in measurement of fair value for embedded
policy derivatives. The pre-tax effect of adoption related to
embedded policy derivatives was an increase in net realized
capital losses of $155 million as of January 1, 2008. The effect
of initial adoption was primarily due to an increase in the
embedded policy derivative liability valuations resulting from
the inclusion of explicit risk margins.

Deferred Policy Acquisition Costs and Sales Inducement

Assets

DAC for Life Insurance & Retirement Services products
arises from the deferral of costs that vary with, and are directly
related to, the acquisition of new or renewal business. Policy
acquisition costs for life insurance products are generally
deferred and amortized over the premium paying period in
accordance with FAS 60, “Accounting and Reporting by
Insurance Enterprises” (FAS 60). Policy acquisition costs that
relate to universal life and investment-type products are gen-
erally deferred and amortized, with interest in relation to the
incidence of estimated gross profits to be realized over the
estimated lives of the contracts in accordance with FAS 97.
Value of Business Acquired (VOBA) is determined at the time
of acquisition and is reported on the consolidated balance
sheet with DAC and amortized over the life of the business,
similar to DAC. AIG offers sales inducements to contract
holders (bonus interest) on certain annuity and investment
contracts. Sales inducements are recognized as an asset (SIA)
with a corresponding increase to the liability for policyhold-
ers’ contract deposits on the consolidated balance sheet and
are amortized over the life of the contract similar to DAC. The
deferral of acquisition and sales inducement costs increased
$284 million in the nine-month period ended September 30,
2008 compared to the same period in 2007 primarily due to
higher production in the Foreign Life Insurance operations
and Domestic Retirement Services. Total amortization
expense increased by $540 million in the nine-month period
ended September 30, 2008 compared to the same period in
2007. The current year amortization includes a $957 million
increase to operating income related to net realized capital
losses in the first nine months of 2008 compared to $170 mil-
lion in the same period of 2007 reflecting significantly higher
other-than-temporary impairment charges. Current year
amortization for Domestic Retirement Services also includes
adjustments for DAC and SIA charges of $354 million related
to the continued weakness in the equity markets, DAC and
SIA charges of $71 million due to higher surrender activity in
September 2008 and DAC and SIA charges of $199 million
related to expected future higher surrender activity. There was
no effect from higher surrender activity in Domestic Life and
the Foreign Life operations as the write-off of the DAC was
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offset by related policy charges. Annualized amortization
expense levels in the first nine months of both 2008 and
2007 were approximately 13 percent of the opening DAC
balance.

AIG adopted FAS 159 on January 1, 2008 and elected to
apply fair value accounting for an investment-linked product

sold principally in Asia. Upon fair value election, all DAC and
SIA are written off and there is no further deferral or amor-
tization of DAC and SIA for that product. The amounts of
DAC and SIA written off as of January 1, 2008 were $1.1 bil-
lion and $299 million, respectively.

The major components of the changes in DAC/VOBA and SIA were as follows:

(in millions) DAC/VOBA SIA Total DAC/VOBA SIA Total
2008 2007

Nine Months Ended September 30,

Foreign Life Insurance & Retirement Services
Balance at beginning of year $26,175 $ 681 $26,856 $21,153 $ 404 $21,557
Acquisition costs deferred 4,250 67 4,317 4,047 99 4,146
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 105 3 108 44 – 44
Related to unlocking future assumptions (24) (2) (26) 53 4 57
All other amortization (2,864) (50) (2,914) (2,141) (12) (2,153)

Change in unrealized gains (losses) on securities 2,216 7 2,223 558 13 571
Increase (decrease) due to foreign exchange (70) (11) (81) 125 4 129
Other* (1,088) (298) (1,386) 68 – 68

Balance at end of period $28,700 $ 397 $29,097 $23,907 $ 512 $24,419

Domestic Life Insurance
Balance at beginning of year $ 6,432 $ 53 $ 6,485 $ 6,006 $ 46 $ 6,052
Acquisition costs deferred 656 11 667 656 12 668
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 72 1 73 8 – 8
All other amortization (472) (6) (478) (526) (4) (530)

Change in unrealized gains (losses) on securities 415 – 415 197 – 197
Increase (decrease) due to foreign exchange (40) – (40) 80 – 80
Other* – – – (64) – (64)

Balance at end of period $ 7,063 $ 59 $ 7,122 $ 6,357 $ 54 $ 6,411

Domestic Retirement Services
Balance at beginning of year $ 5,838 $ 991 $ 6,829 $ 5,651 $ 887 $ 6,538
Acquisition costs deferred 654 163 817 553 150 703
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 598 178 776 96 22 118
Related to unlocking future assumptions (477) (76) (553) 4 (17) (13)
All other amortization (651) (141) (792) (677) (120) (797)

Change in unrealized gains (losses) on securities 817 146 963 314 62 376
Increase (decrease) due to foreign exchange – – – – – –

Balance at end of period $ 6,779 $1,261 $ 8,040 $ 5,941 $ 984 $ 6,925

Total Life Insurance & Retirement Services
Balance at beginning of year $38,445 $1,725 $40,170 $32,810 $1,337 $34,147
Acquisition costs deferred 5,560 241 5,801 5,256 261 5,517
Amortization (charged) or credited to operating income:

Related to net realized capital gains (losses) 775 182 957 148 22 170
Related to unlocking future assumptions (501) (78) (579) 57 (13) 44
All other amortization (3,987) (197) (4,184) (3,344) (136) (3,480)

Change in unrealized gains (losses) on securities 3,448 153 3,601 1,069 75 1,144
Increase (decrease) due to foreign exchange (110) (11) (121) 205 4 209
Other* (1,088) (298) (1,386) 4 – 4

Balance at end of period $42,542 $1,717 $44,259 $36,205 $1,550 $37,755

* In 2008, primarily represents the cumulative effect of adoption of FAS 159. In 2007, primarily represents the cumulative effect of adoption of SOP 05-1.

As AIG operates in various global markets, the estimated
gross profits used to amortize DAC, VOBA and SIA are
subject to differing market returns and interest rate environ-
ments in any single period. The combination of market returns

and interest rates may lead to acceleration of amortization in
some products and regions and simultaneous deceleration of
amortization in other products and regions.
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DAC, VOBA and SIA for insurance-oriented, investment-
oriented and retirement services products are reviewed for
recoverability, which involves estimating the future profitabil-
ity of current business. This review involves significant man-
agement judgment. If actual future profitability is
substantially lower than estimated, AIG’s DAC, VOBA and
SIA may be subject to an impairment charge and AIG’s results
of operations could be significantly affected in future periods.

Future Policy Benefit Reserves

Periodically, the net benefit reserves (policy benefit
reserves less DAC) established for Life Insurance & Retire-
ment Services companies are tested to ensure that, including
consideration of future expected premium payments, they are
adequate to provide for future policyholder benefit obliga-
tions. The assumptions used to perform the tests are current
best-estimate assumptions as to policyholder mortality, mor-
bidity, terminations, company maintenance expenses and
invested asset returns. For long duration traditional business,
a “lock-in” principle applies, whereby the assumptions used
to calculate the benefit reserves and DAC are set when a policy
is issued and do not change with changes in actual experience.
These assumptions include margins for adverse deviation in
the event that actual experience might deviate from these
assumptions. For business in force outside of North America,
47 percent of total policyholder benefit liabilities at Septem-
ber 30, 2008 represent traditional business where the lock-in
principle applies. In most foreign locations, various guaran-
tees are embedded in policies in force that may remain appli-
cable for many decades into the future.

As experience changes over time, the best-estimate
assumptions are updated to reflect observed changes. Because
of the long-term nature of many of AIG’s liabilities subject to
the lock-in principle, small changes in certain of the assump-
tions may cause large changes in the degree of reserve ade-
quacy. In particular, changes in estimates of future invested
asset return assumptions have a large effect on the degree of
reserve adequacy.

Taiwan

Beginning in 2000, the yield available on Taiwanese
10-year government bonds dropped from approximately
6 percent to 2.5 percent at September 30, 2008. Yields on
most other invested assets have correspondingly dropped over

the same period. Current sales are focused on products such
as:

• variable separate account products which do not contain
interest rate guarantees,

• participating products which contain very low implied
interest rate guarantees, and

• accident and health policies and riders.

In developing the reserve adequacy analysis for Nan
Shan, several key best-estimate assumptions have been made:

• Observed historical mortality improvement trends have
been projected to 2014;

• Morbidity, expense and termination rates have been
updated to reflect recent experience;

• Taiwan government bond rates are expected to remain at
current levels for 10 years and gradually increase to best-
estimate assumptions of a market consensus view of long-
term interest rate expectations;

• Foreign assets are assumed to comprise 35 percent of
invested assets, resulting in a composite long-term invest-
ment assumption of approximately 4.9 percent; and

• The current practice permitted in Taiwan of offsetting
positive mortality experience with negative interest mar-
gins, thus eliminating the need for mortality dividends, will
continue.

Future results of the reserve adequacy tests will involve
significant management judgment as to mortality, morbidity,
expense and termination rates and investment yields. Adverse
changes in these assumptions could accelerate DAC amorti-
zation and necessitate reserve strengthening. The ability to
maintain the current investment strategy is uncertain due to
the recent significant declines in the Taiwan equity markets
and the related effect on capital solvency and potential actions
by the Taiwan regulators. Future results of the reserve ade-
quacy tests will be affected by the nature, timing and duration
of any potential change in investment strategy implemented
for Nan Shan.

Financial Services Operations

AIG’s Financial Services subsidiaries engage in diversified
activities including aircraft and equipment leasing, capital
markets, consumer finance and insurance premium finance.
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Financial Services Results

Financial Services results were as follows:

(in millions) 2008 2007

Percentage
Increase/

(Decrease) 2008 2007

Percentage
Increase/

(Decrease)

Three Months Ended
September 30,

Nine Months Ended
September 30,

Total revenues:
Aircraft Leasing $ 1,367 $1,237 11% $ 3,830 $3,468 10%
Capital Markets(a) (8,337) 540 – (23,168) 701 –
Consumer Finance(b) 1,029 940 9 2,988 2,696 11
Other, including intercompany adjustments 90 68 32 334 244 37

Total $(5,851) $2,785 –% $(16,016) $7,109 –%

Operating income (loss):
Aircraft Leasing $ 366 $ 254 44% $ 921 $ 625 47%
Capital Markets(a)(c)(d) (8,073) 370 – (23,284) 183 –
Consumer Finance(b)(c) (474) 69 – (559) 180 –
Other, including intercompany adjustments (22) (24) – 42 20 110

Total $(8,203) $ 669 –% $(22,880) $1,008 –%

(a) Both revenues and operating income (loss) include unrealized market valuation losses on AIGFP’s super senior credit default swap portfolio of $7.1 billion and

$21.7 billion for the three- and nine-month periods ended September 30, 2008, respectively, and $352 million for the three- and nine-month periods ended

September 30, 2007.

(b) The nine-month period ended September 30, 2007 included a pre-tax charge of $178 million related to domestic Consumer Finance’s mortgage banking

activities. Based on a current evaluation of the estimated cost of implementing the Supervisory Agreement entered into with the OTS, partial reversals of this

prior year charge included in the three- and nine-month periods ended September 30, 2008 were $10 million and $53 million, respectively.

(c) The three- and nine-month periods ended September 30, 2008 include goodwill impairment charges of $341 million and $91 million related to Consumer

Finance and Capital Markets, respectively, resulting from the downturn in the housing markets, the credit crisis and the decision to exit certain AIGFP

businesses.

(d) The three- and nine-month periods ended September 30, 2008 include a $563 million reversal of accrued compensation expense under AIGFP’s various

deferred compensation plans and special incentive plan as a result of significant losses recognized by AIGFP in 2008.

Financial Services reported operating losses in the three-
and nine-month periods ended September 30, 2008 compared
to operating income in the same periods in 2007, primarily
due to unrealized market valuation losses on AIGFP’s super
senior credit default swap portfolio of $7.1 billion and
$21.7 billion in the three- and nine-month periods ended
September 30, 2008, respectively, and $352 million for the
three- and nine-month periods ended September 30, 2007.
The remaining operating loss resulted from the change in
credit spreads on AIGFP’s other assets and liabilities and a
decline in operating income for AGF. AGF’s operating income
declined in the three- and nine-month periods ended Septem-
ber 30, 2008 compared to the same periods in 2007 primarily
due to increases in the provision for finance receivable losses
and goodwill impairment. In addition, AGF recorded a pre-
tax charge of $27 million in second quarter 2008 resulting
from AGF’s decision to cease its wholesale originations.

In the first nine months of 2007, AGF recorded a pre-tax
charge of $178 million representing the estimated cost of
implementing a supervisory agreement (the Supervisory
Agreement) entered into with the Office of Thrift Supervision
(OTS), which is discussed in the Consumer Finance results of
operations section. Based on the evaluations of the estimated
cost of implementing the Supervisory Agreement, AGF
recorded partial reversals of this prior year charge of $10 mil-
lion and $53 million for the three- and nine-month periods
ended September 30, 2008, respectively.

ILFC generated strong operating income growth in the
three-and nine-month periods ended September 30, 2008
compared to the same periods in 2007, driven to a large
extent by a larger aircraft fleet, higher lease rates and higher
utilization and lower composite borrowing rates.

Aircraft Leasing

Aircraft Leasing operations represent the operations of ILFC,
which generates its revenues primarily from leasing new and
used commercial jet aircraft to foreign and domestic airlines.
Revenues also result from the remarketing of commercial
aircraft for ILFC’s own account, and remarketing and fleet
management services for airlines and financial institutions.
ILFC finances its aircraft purchases primarily through the
issuance of debt instruments. ILFC economically hedges part
of its floating rate and substantially all of its foreign currency
denominated debt using interest rate and foreign currency
derivatives. Starting in the second quarter of 2007, ILFC
began applying hedge accounting to most of its derivatives.
The composite borrowing rates, which include the effect of
derivatives, at September 30, 2008 and 2007 were 5.01 per-
cent and 5.28 percent, respectively.

ILFC typically contracts to re-lease aircraft before the end
of the existing lease term. For aircraft returned before the end
of the lease term, ILFC has generally been able to re-lease such
aircraft within two to six months of their return. As a lessor,
ILFC considers an aircraft “idle” or “off lease” when the
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aircraft is not subject to a signed lease agreement or signed
letter of intent. During the nine-month period ended Septem-
ber 30, 2008, 22 of ILFC’s aircraft were returned by bankrupt
lessees. As of October 27, 2008, ILFC has sold one and leased
18 of the 22 aircraft. As of October 31, 2008, all but three of
the new aircraft scheduled for delivery through 2010 have
been leased.

Quarterly Aircraft Leasing Results

ILFC’s operating income increased in the three-month
period ended September 30, 2008 compared to the same
period in 2007. Rental revenues increased by $75 million
or 6 percent, driven by a larger aircraft fleet, higher lease
rates and higher utilization. As of September 30, 2008, 950
aircraft in ILFC’s fleet were subject to operating leases com-
pared to 894 aircraft as of September 30, 2007. Interest
expense decreased by $19 million in the three-month period
ended September 30, 2008 compared to the same period in
2007 as a result of lower short-term interest rates. The
increases in revenues were offset by an increase in deprecia-
tion. Depreciation expense increased by $27 million, or 6 per-
cent, in line with the increase in the size of the aircraft fleet. In
the three-month period ended September 30, 2008 and 2007,
the gains (losses) from hedging activities that did not qualify
for hedge accounting treatment under FAS 133, including the
related foreign exchange gains and losses, were $67 million
and $(19) million, respectively, in both revenues and operating
income.

Year-to-Date Aircraft Leasing Results

ILFC’s operating income increased in the nine-month
period ended September 30, 2008 compared to the same
period in 2007. Rental revenues increased by $325 million
or 10 percent, driven by a larger aircraft fleet, higher lease
rates and higher utilization. As of September 30, 2008, 950
aircraft in ILFC’s fleet were subject to operating leases com-
pared to 894 aircraft as of September 30, 2007. Interest
expense decreased by $70 million in the nine-month period
ended September 30, 2008, compared to the same period in
2007, as a result of lower short-term interest rates. The
increases in revenues were partially offset by an increase in
depreciation. Depreciation expense increased by $102 million,
or 8 percent, in line with the increase in the size of the aircraft
fleet. In the nine-month period ended September 30, 2008 and
2007, the gains (losses) from hedging activities that did not
qualify for hedge accounting treatment under FAS 133,
including the related foreign exchange gains and losses, were
$4 million and $(32) million, respectively, in both revenues
and operating income.

Capital Markets

Capital Markets represents the operations of AIGFP, which
has engaged as principal in a wide variety of financial trans-
actions, including standard and customized financial products

involving commodities, credit, currencies, energy, equities and
rates. The credit products include credit protection written
through credit default swaps on super senior risk tranches of
diversified pools of loans and debt securities. AIGFP has also
invested in a diversified portfolio of securities and principal
investments and engaged in borrowing activities involving the
issuance of standard and structured notes and other securities,
and entering into GIAs. Given the extreme market conditions
experienced during the third quarter of 2008, downgrades of
AIG’s credit ratings by the rating agencies, as well as AIG’s
intent to refocus on its core businesses, AIGFP began unwind-
ing its businesses and portfolios.

Historically, AIG’s Capital Markets operations derived a
significant portion of their revenues from hedged financial
positions entered into in connection with counterparty trans-
actions. AIGFP has also participated as a dealer in a wide
variety of financial derivatives transactions. Revenues and
operating income of the Capital Markets operations and
the percentage change in these amounts for any given period
are significantly affected by changes in the fair value of
AIGFP’s assets and liabilities and by the number, size and
profitability of transactions entered into during that period
relative to those entered into during the comparative period.

AIGFP’s products generally require sophisticated models
and significant management assumptions to determine fair
values and, particularly during times of market disruption, the
absence of observable market data can result in fair values at
any given balance sheet date that are not indicative of the
ultimate settlement values of the products.

Quarterly Capital Markets Results

Capital Markets reported an operating loss in the three-
month period ended September 30, 2008 compared to oper-
ating income in the same period of 2007, primarily due to a
$7.1 billion unrealized market valuation loss related to
AIGFP’s super senior credit default swap portfolio principally
written on multi-sector CDOs and credit valuation adjust-
ments on AIGFP’s assets and liabilities. During 2008, AIGFP
instituted a number of measures to attempt to manage its
liquidity in light of the deteriorating credit markets and its
limited ability to access the capital markets. These measures
ultimately were unsuccessful. These issues coupled with con-
cerns regarding AIG’s resulting financial condition and the
subsequent downgrade of its ratings by rating agencies on
September 15, 2008 have severely affected AIGFP’s non-credit
businesses resulting in a significant decline in revenue. AIGFP
has not replaced revenues from certain structured transac-
tions that were terminated or matured at the end of 2007 and
early 2008.

The change in fair value of AIGFP’s credit default swaps
was caused by the significant widening in spreads and the
downgrades of RMBS and CDO securities by rating agencies
in the three-month period ended September 30, 2008 driven
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by the credit concerns resulting from U.S. residential mort-
gages and the severe liquidity crisis affecting the markets. See
Critical Accounting Estimates — Valuation of Level 3 Assets
and Liabilities.

During the third quarter of 2008, AIGFP purchased super
senior CDO securities with a net notional amount of $5.7 bil-
lion in connection with 2a-7 Puts. Upon purchase, $4.1 billion
of these securities were included in AIGFP’s trading securities
portfolio and $1.6 billion of the securities were included in the
available for sale portfolio at their fair value. Effective Jan-
uary 1, 2008 and until August 2008, AIGFP elected to apply
the fair value option to all of its investment securities. In
August 2008, AIGFP revised this election and now evaluates
whether to elect the fair value option on a case by case basis
for securities purchased in connection with the existing struc-
tured transaction. Approximately $840 million of the cumu-
lative unrealized market valuation loss previously recognized
on these derivatives was realized as a result of these purchases.

Capital Markets’ operating loss for the three-month
period ended September 30, 2008 includes a net loss of
$987 million representing the effect of changes in credit
spreads on the valuation of AIGFP’s assets and liabilities,
including $98 million of gains reflected in the unrealized
market valuation loss on super senior credit default swaps.
Historically, AIG’s credit spreads and those on its assets
moved in a similar fashion. This relationship began to diverge
during second quarter of 2008 and the divergence continued
through the third quarter. While AIG’s credit spreads widened
significantly more than the credit spreads on the ABS and
CDO products, which represent a significant portion of
AIGFP’s investment portfolio, the losses on AIGFP’s assets
more than offset the net gain on its liabilities, which were
driven by the significant widening in AIG’s credit spreads. The
net gain on AIGFP’s liabilities was reduced by the effect of
posting collateral and the early terminations of GIAs.

The following table presents AIGFP’s credit valuation
adjustment gains (losses) for the three-month period ended
September 30, 2008 (excluding intercompany
transactions):

(in millions)

Counterparty Credit
Valuation Adjustment on Assets

AIG Inc.’s Own Credit
Valuation Adjustment on Liabilities

Trading securities $(2,032) Term notes $ 1,003
Loans and other

assets
(7) Hybrid term notes 729

Derivative assets (240) GIAs (1,272)
Other liabilities 81
Derivative liabilities* 751

Decrease in assets $(2,279) Decrease in liabilities $ 1,292
Net pre-tax decrease

to other income
$ (987)

* Includes super senior credit default swap portfolio

During the third quarter of 2008, AIGFP recognized a
gain of $450 million on a sale of its interest in a private equity
investment to a consolidated affiliate of AIG, which is

eliminated in consolidation. This gain was partially offset
by a $322 million loss recorded under the equity method of
accounting reflecting AIGFP’s share of a goodwill impairment
charge recognized by this private equity investment in the
third quarter of 2008.

During 2008, AIGFP’s revenues from certain products
have declined, in part, as a consequence of the continued
disruption in the credit markets, the general decline in liquid-
ity in the marketplace, and AIGFP’s efforts to manage its
liquidity.

The most significant component of Capital Markets oper-
ating expenses is compensation. Due to the significant losses
recognized by AIGFP during 2008, the entire amount of
$563 million accrued under AIGFP’s various deferred com-
pensation plans and special incentive plan was reversed in the
third quarter of 2008. In the first quarter of 2008, AIGFP
established an employee retention plan, which guarantees a
broad group of AIGFP’s employees and consultants a mini-
mum level of compensation for each of the 2008 and 2009
compensation years, subject to mandatory partial deferral
which, in certain circumstances, will be indexed to the price
of AIG stock. The expense related to the retention plan is
being recognized over the vesting period, beginning in the first
quarter of 2008.

Year-to-Date Capital Markets Results

Capital Markets reported an increased operating loss in the
nine-month period ended September 30, 2008 compared to
the operating loss in the same period of 2007, primarily due to
$21.7 billion in unrealized market valuation losses related to
AIGFP’s super senior credit default swap portfolio principally
written on multi-sector CDOs and credit valuation adjust-
ments on AIGFP’s assets and liabilities. Financial market
conditions in the nine-month period ended September 30,
2008 were characterized by widening credit spreads and
declining interest rates.

During the second quarter of 2008, AIGFP implemented
further refinements to the cash flow waterfall used by the BET
model and the assumptions used therein. These refinements
reflected the ability of a CDO to use principal proceeds to
cover interest payment obligations on lower-rated tranches,
the ability of a CDO to use principal proceeds to cure a breach
of an over collateralization test, the ability of a CDO to
amortize certain senior CDO tranches on a pro-rata or
sequential basis and the preferential payment of management
fees. To the extent there is a lag in the prices provided by the
collateral managers, AIG refines those prices by rolling them
forward to the end of the quarter using prices provided by a
third party pricing service. The net effect of these refinements
was an incremental unrealized market valuation loss of
$342 million. Refinements made during the third quarter of
2008 had only a de minimis effect on the unrealized market
valuation loss.
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During the second quarter of 2008, AIGFP issued new
2a-7 Puts with a net notional amount of $5.4 billion on the
super senior security issued by a CDO of AAA-rated com-
mercial mortgage-backed securities (CMBS) pursuant to a
facility that was entered into in 2005. At this time, AIGFP
is not party to any commitments to enter into any new 2a-7
Puts.

During the nine month period ended September 30, 2008,
AIGFP extinguished its obligations with respect to a credit
default swap by purchasing the protected CDO security for
$103 million, its principal amount outstanding related to this
obligation. Additionally, AIGFP purchased other super senior
CDO securities with a net notional amount of $6.6 billion in
connection with 2a-7 Puts. Upon purchase, $5.0 billion of
these securities were included in AIGFP’s trading portfolio and
$1.6 billion in available for sale portfolio at their fair value.
Approximately $907 million of the cumulative unrealized
market valuation loss previously recognized on these deriva-
tives was realized as a result of these purchases.

The net loss recognized for the nine-month period ended
September 30, 2007 included a $166 million reduction in fair
value of certain derivatives that are an integral part of, and
economically hedge, the structured transactions potentially
affected by the proposed guidance by the United States
Department of the Treasury affecting the ability to claim
foreign tax credits.

Effective January 1, 2008, AIGFP adopted FAS 157. The
most significant effect of adopting FAS 157 was a change in
the valuation methodologies for hybrid financial instruments
and derivative liabilities (both freestanding and embedded)
historically carried at fair value. The changes were primarily
to incorporate AIGFP’s own credit risk, when appropriate, in
the fair value measurements.

Effective January 1, 2008, AIGFP elected to apply the fair
value option under FAS 159 to all eligible assets and liabilities
(other than equity method investments trade receivables and
trade payables) because electing the fair value option allows
AIGFP to more closely align its earnings with the economics of
its transactions by recognizing concurrently through earnings
the change in fair value of its derivatives and the offsetting
change in fair value of the assets and liabilities being hedged as
well as the manner in which the business is evaluated by
management. In August 2008, AIGFP prospectively modified
this election as management believes it is appropriate to
exclude the automatic election of securities purchased in
connection with existing structured credit transactions and
their related funding obligations. AIGFP will evaluate whether
or not to elect the fair value option on a case-by-case basis for
securities purchased in connection with existing structured
credit transactions and their related funding obligations.

Capital Markets’ operating loss for the nine-month
period ended September 30, 2008 includes a loss of $1.4 bil-
lion representing the effect of changes in credit spreads on the

valuation of AIGFP’s assets and liabilities, including $207 mil-
lion of gains reflected in the unrealized market valuation loss
on super senior credit default swaps. Historically, AIG’s credit
spreads and those on its assets moved in a similar fashion. This
relationship began to diverge during second quarter of 2008
and continued to diverge through the third quarter. While
AIG’s credit spreads widened significantly more than the
credit spreads on the ABS and CDO products, which represent
a significant portion of AIGFP’s investment portfolio, the
losses on AIGFP’s assets more than offset the net gain on its
liabilities, which were driven by the significant widening in
AIG’s credit spreads. The net gain on AIGFP’s liabilities was
reduced by the effect of posting collateral and the early ter-
minations of GIAs. Included in the nine-month period ended
September 30, 2008 operating loss is the transition amount of
$291 million related to the adoption of FAS 157 and FAS 159.

The following table presents AIGFP’s credit valuation
adjustment gains (losses) for the nine-month period ended
September 30, 2008 (excluding intercompany
transactions):

Counterparty Credit
Valuation Adjustment on Assets

AIG Inc.’s Own Credit
Valuation Adjustment on Liabilities

(in millions)

Trading securities $(4,683) Term notes $1,185
Loans and other

assets
(35) Hybrid term notes 1,344

Derivative assets (543) GIAs (200)
Other liabilities 109
Derivative liabilities* 1,390

Decrease in assets $(5,261) Decrease in liabilities $3,828

Net pre-tax decrease
to other income

$(1,433)

* Includes super senior CDS portfolio

Year to date results also reflect the reversal of amounts
accrued under AIGFP’s various deferred compensation plans
in the third quarter of 2008 as discussed above.

Consumer Finance

AIG’s Consumer Finance operations in North America are
principally conducted through AGF. AGF derives most of its
revenues from finance charges assessed on outstanding real
estate loans, secured and unsecured non-real estate loans and
retail sales finance receivables and credit-related insurance.

Effective February 29, 2008, AGF purchased a portion of
Equity One, Inc.’s consumer branch finance receivable port-
folio consisting of $1.0 billion of real estate loans, $290 mil-
lion of non-real estate loans, and $156 million of retail sales
finance receivables.

AIG’s foreign consumer finance operations are princi-
pally conducted through AIGCFG. AIGCFG operates prima-
rily in emerging and developing markets. AIGCFG has
operations in Argentina, China, Brazil, Hong Kong, Mexico,
Philippines, Poland, Taiwan, Thailand, India and Colombia.
In April 2008, AIGCFG decided to sell or liquidate its existing
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operations in Taiwan. In October 2008, AIGCFG decided to
sell its existing operations in Europe and Asia.

Certain of the AIGCFG operations are partly or wholly
owned by life insurance subsidiaries of AIG. Accordingly, the
financial results of those companies are allocated between
Financial Services and Life Insurance & Retirement Services
according to their ownership percentages. While products
vary by market, the businesses generally provide credit cards,
unsecured and secured non-real estate loans, term deposits,
savings accounts, retail sales finance and real estate loans.
AIGCFG originates finance receivables through its branches
and direct solicitation. AIGCFG also originates finance receiv-
ables indirectly through relationships with retailers, auto
dealers, and independent agents.

Quarterly Consumer Finance Results

Consumer Finance reported a significant operating loss in the
three-month period ended September 30, 2008 compared to
operating income in the same period in 2007, primarily due to
the write-down of AGF’s goodwill of $341 million during the
third quarter of 2008 and increases in the provision for finance
receivable losses of $198 million.

During 2007 and the nine months ended September 30,
2008, the U.S. residential real estate and credit markets con-
tinued to experience significant turmoil as housing prices
softened, unemployment increased, consumer delinquencies
increased, and credit availability contracted and became more
expensive for consumers and financial institutions. These
market developments are reflected in AGF’s decline in con-
sumer real estate loan originations affecting both revenue and
operating income in 2007 and 2008.

AGF’s revenues decreased $18 million or 2 percent during
the three-month period ended September 30, 2008 compared
to the same period in 2007. Revenues from AGF’s loan bro-
kerage fees decreased during the three-month period reflecting
the slower United Kingdom housing market. AGF’s net
finance receivables totaled $26.2 billion at September 30,
2008, an increase of approximately $678 million compared
to its net finance receivables at December 31, 2007. This
increase reflects the purchase of $1.5 billion of finance receiv-
ables from Equity One, Inc. on February 29, 2008. The
increase in the net finance receivables resulted in an increase
in revenues generated from these assets, partially offset by the
reduced residential mortgage originations as a result of the
slower U.S. housing market.

Revenues from foreign consumer finance operations
increased by 73 percent in the three-month period ended
September 30, 2008 compared to the same period in 2007,
due primarily to loan growth, particularly in Poland and Latin
America, and revenues from the recently acquired business in
Colombia. The increase in revenues was partially offset by
increases in the provision for finance receivable losses and

operating expenses associated with branch expansions, acqui-
sition activities and product promotion campaigns.

Year-to-Date Consumer Finance Results

Consumer Finance reported a significant operating loss in the
nine-month period ended September 30, 2008 compared to
operating income in the same period in 2007, primarily due to
increases in the provision for finance receivable losses of
$471 million and the write-down of AGF’s goodwill of
$341 million during the nine months ended September 30,
2008. The nine-month period ended September 30, 2007
reflected a charge of $178 million relating to the estimated
cost of implementing the Supervisory Agreement.

AGF’s revenues increased $34 million or 2 percent during
the nine-month period ended September 30, 2008 compared
to the same period in 2007. Revenues from AGF’s finance
receivables increased as a result of the $1.5 billion finance
receivable purchase in the first quarter of 2008, but were
partially offset by reduced residential mortgage originations
due to the slower U.S. housing market. Revenues from AGF’s
mortgage banking activities increased $166 million in the
nine-month period ended September 30, 2008 compared to
the same period in 2007 (which included a charge of $178 mil-
lion related to the Supervisory Agreement). AGF reversed
$53 million of the previously recorded charge in the nine
months ended September 30, 2008. The nine-month period
ended September 30, 2007 included a recovery of $65 million
from a favorable out of court settlement. Revenues from
AGF’s loan brokerage fees decreased during the nine-month
period reflecting the slower United Kingdom housing market.

Revenues from the foreign consumer finance operations
increased by 55 percent in the nine-month period ended Sep-
tember 30, 2008 compared to the same period in 2007, due
primarily to loan growth, particularly in Poland and Latin
America, and revenues from the recently acquired business in
Colombia. The increase in revenues was more than offset by
increases in the provision for finance receivable losses and
operating expenses associated with branch expansions, acqui-
sition activities and product promotion campaigns.

Credit Quality of Finance Receivables

The overall credit quality of AGF’s finance receivables port-
folio deteriorated during the nine-month period ended Sep-
tember 30, 2008 due to negative economic fundamentals, the
aging of the real estate loan portfolio and a higher proportion
of non-real estate loans and retail sales finance receivables.

At September 30, 2008, the 60-day delinquency rate for
the entire portfolio increased by 171 basis points to 4.18 per-
cent compared to September 30, 2007, while the 60-day
delinquency rate for real estate loans increased by 197 basis
points to 4.19 percent. For the three-month period ended
September 30, 2008, AGF’s net charge-off rate increased to
2.15 percent compared to 1.15 percent for the same period in
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2007 and for the nine-month period ended September 30,
2008 increased to 1.81 percent compared to 1.05 percent for
the same period in 2007.

AGF’s allowance for finance receivable losses as a per-
centage of outstanding receivables was 3.66 percent at Sep-
tember 30, 2008 compared to 2.11 percent at September 30,
2007.

Asset Management Operations

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

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

Spread-Based Investment Business

AIG’s Spread-Based Investment business includes the results of
AIG’s proprietary Spread-Based Investment operations, the
Matched Investment Program (MIP), which was launched in
September of 2005 to replace the Guaranteed Investment
Contract (GIC) program, which is in runoff whereby no
new GIC contracts are being written. The MIP is an invest-
ment strategy that involves investing in various asset classes
with financing provided through third parties. This business
uses various risk mitigating strategies designed to hedge inter-
est rate and currency risk associated with underlying invest-
ments and related liabilities. The MIP undertakes various
other types of investment risk, namely credit, duration and
maturity risk.

Institutional Asset Management

AIG’s Institutional Asset Management business, conducted
through AIG Investments, provides an array of investment
products and services globally to institutional investors, pen-
sion funds, AIG subsidiaries and high net worth investors.
These products include traditional equity and fixed maturity
securities, and a wide range of alternative asset classes. These
services include investment advisory and subadvisory services,
investment monitoring, securities lending and transaction
structuring. Within the fixed maturity and equity asset classes,
AIG Investments offers various forms of structured invest-
ments aimed at achieving superior returns or capital preser-
vation. Within the alternative asset class, AIG Investments

offers hedge and private equity funds and fund-of-funds,
direct investments and distressed debt investments.

AIG Global Real Estate provides a wide range of real
estate investment and management services for AIG subsid-
iaries, as well as for third-party institutional investors, high
net worth investors and pension funds. Through a strategic
network of local real estate ventures, AIG Global Real Estate
actively invests in and develops office, industrial, multi-family
residential, retail, mixed-use hotel and resort properties
located around the world.

AIG Private Bank offers banking, trading and investment
management services to private clients and institutions glo-
bally. To further focus on its wealth management expansion
efforts, AIG Private Bank Ltd. entered into a joint venture
agreement with Bank Sarasin & Co. Ltd. Under this agree-
ment, a new Swiss bank was established, into which both AIG
Private Bank Ltd. and Bank Sarasin & Co. Ltd. contributed
their retail banking businesses. The new bank commenced
operations on July 1, 2008 with assets under management of
approximately $8 billion.

From time to time, AIG Investments acquires warehoused
assets. During the warehousing period, AIG bears the cost and
risks associated with carrying these investments, consolidates
them on its balance sheet and records the operating results
until the investments are transferred, sold or otherwise
divested. Changes in market conditions may negatively affect
the fair value of these warehoused investments. Market con-
ditions may impede AIG from launching new investment
products for which these warehoused assets are being held
and may prevent AIG from recovering its investment upon
transfer or divestment. In the event that AIG is unable to
transfer or otherwise divest its interest in the warehoused
investment to third parties, AIG could be required to hold
these investments indefinitely. In certain instances, the con-
solidated warehoused investments are not wholly owned by
AIG. In such cases, AIG shares the risk associated with ware-
housing the asset with the minority interest investors.

Brokerage Services and Mutual Funds

AIG’s Brokerage Services and Mutual Funds business, con-
ducted through AIG Advisor Group, Inc. and AIG SunAmer-
ica Asset Management Corp., provides broker-dealer related
services and mutual funds to retail investors, group trusts and
corporate accounts through an independent network of finan-
cial advisors. AIG Advisor Group, Inc., a subsidiary of AIG
Retirement Services, Inc., is comprised of several broker-
dealer entities that provide these services to clients primarily
in the U.S. marketplace. AIG SunAmerica Asset Management
Corp. manages, advises and/or administers retail mutual
funds, as well as the underlying assets of variable annuities
sold by AIG SunAmerica and VALIC to individuals and
groups throughout the United States.
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Other Asset Management

Included in Other Asset Management is income or loss from
certain AIG SunAmerica sponsored partnerships and

partnership investments. Partnership assets consist of invest-
ments in a diversified portfolio of private equity funds, afford-
able housing partnerships and hedge fund investments.

Asset Management Results

Asset Management results were as follows:

(in millions) 2008 2007

Percentage
Increase/
(Decrease) 2008 2007

Percentage
Increase/
(Decrease)

Three Months
Ended

September 30,

Nine Months
Ended

September 30,

Total revenues:
Spread-Based Investment business $ (903) $ 555 –% $(1,710) $2,304 –%
Institutional Asset Management 782 815 (4) 1,993 2,113 (6)
Brokerage Services and Mutual Funds 67 83 (19) 215 243 (12)
Other Asset Management 64 66 (3) 160 309 (48)

Total $ 10 $1,519 (99)% $ 658 $4,969 (87)%

Operating income (loss):
Spread-Based Investment business $(1,229) $ 24 –% $(2,900) $ 759 –%
Institutional Asset Management 10 5 100 (10) 671 –
Brokerage Services and Mutual Funds 10 27 (63) 46 74 (38)
Other Asset Management 65 65 – 155 302 (49)

Total $(1,144) $ 121 –% $(2,709) $1,806 –%

Asset Management recognized operating losses in the
three-and nine-month periods ended September 30, 2008
compared to operating income in the same periods in 2007,
primarily due to other-than-temporary impairment charges on
fixed maturity securities, significantly lower partnership
income, lower securities lending fees, lower net carried inter-
est revenues and impairments on real estate investments.
Partially offsetting these declines were increases in net foreign
exchange gains on foreign currency denominated GIC and
MIP liabilities. Included in operating income (loss) for the
three-month period ended September 30, 2008, was the pos-
itive effect of excluding the credit valuation adjustment on
intercompany derivatives, which had no effect on AIG’s con-
solidated results. The effect of this change on Asset Manage-
ment was an increase of $155 million to operating income for
the three- and nine-month periods ended September 30, 2008,
and has been included in the net mark to market gains/losses
related to interest rate and foreign exchange hedges, as well as
the losses on credit default swaps, identified below. Included
in the operating income during the nine-month period ended
September 30, 2007 was a gain on the sale of a portion of
AIG’s investment in The Blackstone Group L.P. (Blackstone)
in connection with its initial public offering.

Quarterly Spread-Based Investment Business Results

The Spread-Based Investment business reported an operating
loss in the three-month period ended September 30, 2008
compared to marginal operating income in the same period in
2007 due to significantly higher net realized capital losses and
lower partnership income. Net realized capital losses for the
three-month period ended September 30, 2008, were $1.3 bil-
lion compared to $239 million in the same period of 2007 .

The increase in net realized capital losses primarily consists of
an increase of $1.8 billion in other-than-temporary impair-
ment charges on fixed maturity securities for both the GIC and
MIP portfolios and higher mark to market losses on credit
default swaps in the MIP. Partially offsetting these increases
was a $995 million increase in net foreign exchange gains on
foreign currency denominated GIC and MIP liabilities and
higher net mark to market gains of $125 million on interest
rate and foreign exchange hedges not qualifying for hedge
accounting treatment for both the GIC and MIP. Included in
the net mark-to-market gains is a credit valuation adjustment
on swaps in a liability position.

The other-than-temporary impairment charges on fixed
maturity securities held in the GIC and MIP portfolios were
$1.4 billion for the GIC and $579 million for the MIP for the
three-month period ended September 30, 2008. These impair-
ments primarily resulted from severity losses and the change in
AIG’s intent and ability to hold securities to recovery related
to the Securities Lending portfolio. See Invested Assets —
Portfolio Review — Other-Than-Temporary Impairments.

In the GIC program, income from partnership invest-
ments declined $330 million for the three-month period ended
September 30, 2008, compared to the same period of 2007,
reflecting higher returns in the 2007 period and weaker mar-
ket conditions in 2008. Partially offsetting this decline were
foreign exchange gains on foreign currency denominated GIC
reserves, which increased by $916 million in the three-month
period ended September 30, 2008 compared to the same
period in 2007 as a result of the strengthening of the U.S. dol-
lar. As noted below, a significant portion of these GIC reserves
mature in the next twelve months.
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Operating income for the MIP increased in the three-
month period ended September 30, 2008 compared to the
same period in 2007, primarily due to higher net interest
income resulting from the effect of lower funding costs related
to interest rate swaps on debt not receiving hedge accounting
treatment and interest accretion related to certain securities
that were impaired in prior periods. The MIP net mark to
market gains increased $88 million in the third quarter of
2008 compared to the same period in 2007 due primarily to
interest rate and foreign exchange derivative positions that,
while partially effective in hedging interest rate and foreign
exchange risk, did not qualify for hedge accounting treatment.
Partially offsetting these increases were higher net mark to
market losses of $135 million related to credit default swap
investments. The MIP invests in credit default swaps com-
prised predominantly of single-name high-grade corporate
exposures. These losses were partially driven by the widening
of corporate credit spreads. AIG enters into hedging arrange-
ments to mitigate the effect of changes in currency and interest
rates associated with the fixed and floating rate and foreign
currency denominated obligations issued under these pro-
grams. Some of these hedging relationships qualify for hedge
accounting treatment, while others do not. Income or loss
from these hedges not qualifying for hedge accounting treat-
ment are classified as net realized capital gains (losses) in
AIG’s consolidated statement of income (loss). AIG did not
issue any additional debt to fund the MIP in the three-month
period ended September 30, 2008 and does not intend to issue
any additional debt to fund the MIP.

Year-to-Date Spread-Based Investment Business
Results

The Spread-Based Investment business reported an operating
loss in the nine-month period ended September 30, 2008
compared to operating income in the same period in 2007
due to significantly higher net realized capital losses and lower
partnership income. Included in the operating loss were net
realized capital losses of $3.1 billion for the nine-month
period ended September 30, 2008, compared to $326 million
in the same period in 2007. The increase in net realized capital
losses for the nine-month period ended September 30, 2008
primarily consist of an increase of $3.7 billion in other-than-
temporary impairment charges on fixed maturity securities for
both the GIC and MIP and higher net mark to market losses of
$244 million on credit default swap investments held by the
MIP due to the widening of corporate credit spreads. Partially
offsetting these declines were increased net mark to market
gains of $530 million on interest rate and foreign exchange
hedges not qualifying for hedge accounting treatment for both
the GIC and MIP and a $757 million increase in foreign
exchange related gains on foreign denominated GIC reserves
and MIP liabilities. Included in the net mark-to-market gains
is a credit valuation adjustment on swaps in a liability
position.

The other-than-temporary impairment charges on fixed
maturity securities held in the GIC and MIP portfolios were
$2.5 billion for the GIC and $1.4 billion for the MIP for the
nine-month period ended September 30, 2008, primarily
resulting from severity losses and the change in AIG’s intent
and ability to hold securities to recovery related to the Secu-
rities Lending portfolio. See Invested Assets — Portfolio
Review — Other-Than-Temporary Impairments.

In the GIC program, income from partnership invest-
ments decreased $984 million for the nine-month period
ended September 30, 2008, compared to the same period of
2007 due to significantly higher returns in the 2007 period and
weaker market conditions in 2008. Also contributing to the
decline was the one-time distribution from a single partner-
ship of $164 million in the nine-month period ended Septem-
ber 30, 2007. Offsetting these declines were foreign exchange
gains on foreign-denominated GIC reserves which increased
by $694 million in the nine-month period ended September 30,
2008 as a result of the strengthening of the U.S. dollar com-
pared to the 2007 period and an increase in net mark to
market gains on derivative positions of $501 million. As noted
below, a significant portion of these GIC reserves mature in
the next twelve months. The derivative gains included net
mark to market gains on interest rate and foreign exchange
derivatives used to economically hedge the effect of interest
rate and foreign exchange rate movements on GIC reserves.
Although these economic hedges are partially effective in
hedging the interest rate and foreign exchange risk, AIG
has not applied hedge accounting treatment.

The MIP recognized higher operating income in the nine-
months ended September 30, 2008 compared to the same
period in 2007 due to higher net interest income due to a larger
average asset base, the effect of lower funding costs related to
interest rate swaps on debt not receiving hedge accounting
treatment and interest accretion related to certain securities
that were impaired in prior periods.

AIG did not issue any additional debt to fund the MIP in
the nine-month period ended September 30, 2008 and does
not intend to issue any additional debt to fund the MIP.
Through September 30, 2008, the MIP had cumulative debt
issuances of $13.4 billion.

The GIC is in runoff with no new GICs issued subsequent to
2005. The anticipated runoff of the domestic GIC portfolio
at September 30, 2008 was as follows:

(in billions)
Less Than
One Year

1-3
Years

3+-5
Years

Over Five
Years Total

Domestic GICs $9.9 $3.3 $3.1 $4.3 $20.6

Quarterly Institutional Asset Management Results

Institutional Asset Management recorded higher operating
income in the three-month period ended September 30,
2008 compared to the same period in 2007. The increase
primarily reflects an increase in operating income of
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$174 million related to a credit valuation adjustment on credit
default swaps in a liability position. Excluding this effect,
Institutional Asset Management recorded an operating loss
for the three-month period ended September 30, 2008, com-
pared to operating income in the same period in 2007. This
negative variance was driven by impairment losses on propri-
etary real estate investments of $102 million, a decrease of
$36 million in securities lending revenues, a decrease of
$22 million in net carried interest revenues and lower trading
gains on market-making activities at AIG Private Bank. Also
contributing to the decline were net mark-to-market losses on
economic interest rate swap hedges associated with ware-
house investments, net mark-to-market losses on non-hedge
derivatives and higher net foreign exchange losses.

Due to the current real estate market conditions across
the globe, several of AIG Global Real Estate’s investments
were deemed to be impaired for the third quarter of 2008. The
impaired investments were written down to their fair value (or
fair value less cost to sell for those assets held for sale). AIG
recognizes carried interest revenues on an unrealized basis by
reflecting the amount owed to AIG as of the balance sheet date
based on the related funds’ performance. The reduction in
carried interest revenues was driven by lower unrealized carry
due to weaker fund performance in the three-month period
ended September 30, 2008 compared to the same period in
2007. Partially offsetting these amounts were higher net real-
ized capital gains on the sale of proprietary real estate invest-
ments of $31 million.

Base management fees decreased in the three-months
ended September 30, 2008 as compared to the 2007 period
on a lower average asset base. AIG’s unaffiliated client assets
under management, including retail mutual funds and insti-
tutional accounts, were $80.2 billion, $97.6 billion and
$96.8 billion at September 30, 2008, December 31, 2007
and September 30, 2007, respectively. The decline from
December 31, 2007 reflects lower asset values due to the
significant deterioration in the credit and equity markets
during 2008 as well as the loss of some third party institutional
clients and redemptions in managed funds.

Total operating loss from various consolidated ware-
housed investments for the three-month periods ended Sep-
tember 30, 2008 and 2007 was $42 million and $33 million,
respectively. A portion of these amounts is offset in minority
interest expense, which is not a component of operating
income (loss).

Year-to-Date Institutional Asset Management Results

Institutional Asset Management recognized an operating loss
in the nine-month period ended September 30, 2008 com-
pared to operating income in the same period in 2007 reflect-
ing lower carried interest of $140 million, impairments on real
estate investments of $102 million, reduced securities lending
revenues of $60 million, and lower income on fund

investments of $112 million. Also included in the 2007 nine
month results was a $398 million gain related to the sale of a
portion of AIG’s investment in Blackstone. The reduction in
carried interest revenues was driven by lower net unrealized
carry due to significantly higher fund performance in the nine-
month period ended September 30, 2007. Partially offsetting
the reduction was the positive effect on operating income of
$174 million related to a credit valuation adjustment on credit
default swaps in a liability position.

Average assets under management increased in the nine-
month period ended September 30, 2008 compared to the
same period in 2007 and resulted in higher base management
fees. However, assets under management at September 30,
2008 declined compared to September 30, 2007 reflecting
lower asset values due to the significant deterioration in the
credit and equity markets during 2008 as well as the loss of
some third party institutional clients and redemptions in
managed funds.

Total operating losses from various consolidated ware-
housed investments for the nine-month periods ended Sep-
tember 30, 2008 and 2007 were $119 million and $72 million,
respectively. A portion of these amounts is offset in minority
interest expense, which is not a component of operating
income (loss).

Brokerage Services and Mutual Funds

Revenues and operating income related to Brokerage Services
and Mutual Fund activities decreased due to lower fee income
as a result of a lower asset base and a decline in commission
income resulting from negative market conditions in the three
and nine-month periods ended September 30, 2008 compared
to the same periods in 2007.

Other Asset Management Results

Revenues and operating income related to the Other Asset
Management activities were unchanged in the three-month
period ended September 30, 2008 compared to the same
period in 2007. Revenues and operating income decreased
by $149 million and $147 million, respectively, in the nine-
month period ended September 30, 2008 compared to the
same period in 2007 due to significantly higher returns on
partnership income during 2007 and weaker market condi-
tions in 2008.
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Other Operations

The operating loss of AIG’s Other category was as follows:

(in millions) 2008 2007 2008 2007

Three Months
Ended

September 30,

Nine Months
Ended

September 30,

Operating income (loss):
Equity earnings in

partially owned
companies $ (13) $ 37 $ 3 $ 128

Interest expense on Fed
Facility(a) (802) – (802) –

Other interest expense (571) (315) (1,391) (869)
Unallocated corporate

expenses(b) (154) (166) (529) (548)
Net realized capital gains

(losses) 139 (199) (96) (226)
Other miscellaneous, net (15) 16 (84) (42)

Total Other $(1,416) $(627) $(2,899) $(1,557)

(a) Includes $515 million of amortization of prepaid commitment fee asset.

(b) Includes a charge for settlement of a dispute, expenses of corporate staff

not attributable to specific operating segments, expenses related to efforts

to improve internal controls, corporate initiatives and certain compen-

sation plan expenses.

The operating loss in the three- and nine-month periods
ended September 30, 2008 increased compared to the same
periods in 2007 primarily due to higher interest expense that
resulted from increased borrowings, including interest on the
debt and Equity Units from the dates of issuance in May 2008
and borrowings under the Fed Facility. Unallocated corporate
expenses included a charge of $24 million and $125 million
for the three- and nine-month periods ended September 30,
2008, respectively, for the settlement of a dispute in connec-
tion with the July 2008 purchase of the balance of Ascot
Underwriting Holdings, Ltd. The decrease in net realized
capital losses in the three- and nine-month periods ended
September 30, 2008 reflected lower foreign exchange losses
on foreign-denominated debt, a portion of which was eco-
nomically hedged but did not qualify for hedge accounting
treatment under FAS 133. Other miscellaneous, net included a
$45 million write-off of goodwill related to Mortgage Guar-
anty in the nine-month period ended September 30, 2008.

Executive Management

On September 18, 2008, AIG’s Board of Directors elected
Edward M. Liddy as Chief Executive Officer and a director of
AIG and appointed him as Chairman of the Board. Simulta-
neously, Robert B. Willumstad resigned as Chairman and as a
director of AIG, and his employment as Chief Executive
Officer was terminated without cause.

On October 16, 2008, David L. Herzog was named
Executive Vice President and Chief Financial Officer. Steven
J. Bensinger, who had served since May 2008 as Vice Chair-
man — Financial Services and acting Chief Financial Officer,
left AIG.

AIG has recently hired a Vice Chairman and Chief
Restructuring Officer to oversee the asset disposition plan
to sell assets and businesses to repay the Fed Facility.

On September 22, 2008, a $148 million retention pro-
gram became effective. The program applies to approximately
130 executives and consists of cash awards payable 60 percent
in December 2008 and 40 percent in December 2009.

Subsequent to September 30, 2008, AIG implemented
two additional retention programs, totaling approximately
$321 million covering 2,101 employees. In addition, several
business units have adopted their own retention plans; the cost
of these plans is included in consolidated results and is being
paid by the respective business units.

Critical Accounting Estimates

The preparation of financial statements in conformity with
accounting principles generally accepted in the United States
of America (GAAP) requires the application of accounting
policies that often involve a significant degree of judgment.
AIG considers that its accounting policies that are most depen-
dent on the application of estimates and assumptions, and
therefore viewed as critical accounting estimates, to be those
relating to reserves for losses and loss expenses, future policy
benefits for life and accident and health contracts, recover-
ability of DAC, estimated gross profits for investment-ori-
ented products, the allowance for finance receivable losses,
flight equipment recoverability, other-than-temporary impair-
ments, estimates with respect to income taxes and fair value
measurements of certain financial assets and liabilities, includ-
ing credit default swaps. These accounting estimates require
the use of assumptions about matters, some of which are
highly uncertain at the time of estimation. To the extent actual
experience differs from the assumptions used, AIG’s results of
operations would be directly affected.

The major categories for which assumptions are devel-
oped and used to establish each critical accounting estimate
are highlighted below.

Reserves for Losses and Loss Expenses (General Insurance):

• Loss trend factors: used to establish expected loss ratios
for subsequent accident years based on premium rate ade-
quacy and the projected loss ratio with respect to prior
accident years.

• Expected loss ratios for the latest accident year: in this
case, accident year 2008 for the year-end 2008 loss reserve
analysis. For low-frequency, high-severity classes such as
excess casualty, expected loss ratios generally are utilized
for at least the three most recent accident years.

• Loss development factors: used to project the reported
losses for each accident year to an ultimate amount.
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• Reinsurance recoverable on unpaid losses: the expected
recoveries from reinsurers on losses that have not yet been
reported and/or settled.

Future Policy Benefits for Life and Accident and Health

Contracts (Life Insurance & Retirement Services):

• Interest rates: which vary by geographical region, year of
issuance and products.

• Mortality, morbidity and surrender rates: based upon
actual experience by geographical region modified to allow
for variation in policy form, risk classification and distri-
bution channel.

Deferred Policy Acquisition Costs (Life Insurance &

Retirement Services):

• Recoverability: based on current and future expected
profitability, which is affected by interest rates, foreign
exchange rates, mortality/morbidity experience, expenses,
investment returns and policy persistency.

Deferred Policy Acquisition Costs (General Insurance):

• Recoverability: based upon the current terms and profit-
ability of the underlying insurance contracts.

Estimated Gross Profits for Investment-Oriented Products (Life

Insurance & Retirement Services):

• Estimated gross profits: to be realized over the estimated
duration of the contracts (investment-oriented products)
affect the carrying value of DAC, unearned revenue liability,
SIAs and associated amortization patterns. Estimated gross
profits include investment income and gains and losses on
investments less required interest, actual mortality and
other expenses.

Allowance for Finance Receivable Losses

(Financial Services):

• Historical defaults and delinquency experience: utilizing
factors, such as delinquency ratio, allowance ratio, charge-
off ratio and charge-off coverage.

• Portfolio characteristics: portfolio composition and con-
sideration of the recent changes to underwriting criteria and
portfolio seasoning.

• External factors: consideration of current economic con-
ditions, including levels of unemployment and personal
bankruptcies.

• Migration analysis: empirical technique measuring histor-
ical movement of similar finance receivables through var-
ious levels of repayment, delinquency, and loss categories to
existing finance receivable pools.

Flight Equipment Recoverability (Financial Services):

• Expected undiscounted future net cash flows: based upon
current lease rates, projected future lease rates and

estimated terminal values of each aircraft based on expec-
tations of market participants.

Other-Than-Temporary Impairments:

AIG evaluates its investments for impairment such that a
security is considered a candidate for other-than-temporary
impairment if it meets any of the following criteria:

• Trading at a significant (25 percent or more) discount to par,
amortized cost (if lower) or cost for an extended period of
time (nine consecutive months or longer);

• The occurrence of a discrete credit event resulting in (i) the
issuer defaulting on a material outstanding obligation;
(ii) the issuer seeking protection from creditors under the
bankruptcy laws or any similar laws intended for court
supervised reorganization of insolvent enterprises; or
(iii) the issuer proposing a voluntary reorganization pursu-
ant to which creditors are asked to exchange their claims for
cash or securities having a fair value substantially lower
than par value of their claims; or

• AIG may not realize a full recovery on its investment,
regardless of the occurrence of one of the foregoing events.

The determination that a security has incurred an other-than-
temporary decline in value requires the judgment of manage-
ment and consideration of the fundamental condition of the
issuer, its near-term prospects and all the relevant facts and
circumstances. The above criteria also consider circumstances
of a rapid and severe market valuation decline, such as that
experienced in current credit markets, in which AIG could not
reasonably assert that the impairment period would be
temporary (severity losses). For further discussion, see
Invested Assets — Portfolio Review — Other-Than-Tempo-
rary Impairments.

At each balance sheet date, AIG evaluates its securities
holdings with unrealized losses. When AIG does not intend to
hold such securities until they have recovered their cost basis,
AIG records the unrealized loss in income. If a loss is recog-
nized from a sale subsequent to a balance sheet date pursuant
to changes in circumstances, the loss is recognized in the
period in which the intent to hold the securities to recovery
no longer existed.

In periods subsequent to the recognition of an other-than-
temporary impairment charge for fixed maturity securities,
which is not credit or foreign exchange related, AIG generally
accretes into income the discount or amortizes the reduced
premium resulting from the reduction in cost basis over the
remaining life of the security.

Valuation Allowance on Deferred Tax Assets:

Recognition of deferred tax assets and the related valuation
allowance is influenced by management’s assessment of AIG’s
historic and estimated future profitability profile, including
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the character and amount of historic and estimated future
taxable income. AIG records a valuation allowance to reduce
deferred tax assets to the amount AIG believes is more likely
than not to be realized. At each balance sheet date, existing
assessments are reviewed and, if necessary, revised to reflect
changed circumstances.

Income Taxes on Earnings of Certain Foreign

Subsidiaries:

In connection with AIG’s asset disposition plan, AIG deter-
mined it can no longer assert that earnings of certain foreign
subsidiaries will be indefinitely reinvested. Due to the com-
plexity of the U.S. federal income tax laws involved in deter-
mining the amount of income taxes incurred on these potential
dispositions, as well as AIG’s reliance on reasonable assump-
tions and estimates in calculating this liability, AIG considers
the U.S. federal income taxes accrued on the earnings of
certain foreign subsidiaries to be a critical accounting
estimate.

Fair Value Measurements of Certain Financial Assets and

Liabilities:

Overview

AIG measures at fair value on a recurring basis financial
instruments in its trading and available for sale securities
portfolios, certain mortgage and other loans receivable, cer-
tain spot commodities, derivative assets and liabilities, secu-
rities purchased (sold) under agreements to resell
(repurchase), securities lending invested collateral, non-mar-
ketable equity investments, included in other invested assets,
certain policyholders’ contract deposits, securities and spot
commodities sold but not yet purchased, certain trust deposits
and deposits due to banks and other depositors, certain long-
term borrowings, and certain hybrid financial instruments
included in other liabilities. The fair value of a financial
instrument is the amount that would be received to sell an
asset or paid to transfer a liability in an orderly transaction
between willing, able and knowledgeable market participants
at the measurement date.

The degree of judgment used in measuring the fair value
of financial instruments generally correlates with the level of
pricing observability. Financial instruments with quoted
prices in active markets generally have more pricing observ-
ability and less judgment is used in measuring fair value.
Conversely, financial instruments traded in other-than-active
markets or that do not have quoted prices have less observ-
ability and are measured at fair value using valuation models
or other pricing techniques that require more judgment. An
active market is one in which transactions for the asset or
liability being valued occur with sufficient frequency and
volume to provide pricing information on an ongoing basis.
An other-than-active market is one in which there are few
transactions, the prices are not current, price quotations vary

substantially either over time or among market makers, or in
which little information is released publicly for the asset or
liability being valued. Pricing observability is affected by a
number of factors, including the type of financial instrument,
whether the financial instrument is new to the market and not
yet established, the characteristics specific to the transaction
and general market conditions.

AIG management is responsible for the determination of
the value of the financial assets and financial liabilities carried
at fair value and the supporting methodologies and assump-
tions. With respect to securities, AIG employs independent
third-party valuation service providers to gather, analyze, and
interpret market information and derive fair values based
upon relevant methodologies and assumptions for individual
instruments. When AIG’s valuation service providers are
unable to obtain sufficient market observable information
upon which to estimate the fair value for a particular security,
fair value is determined either by requesting brokers who are
knowledgeable about these securities to provide a quote,
which is generally non-binding, or by employing widely
accepted internal valuation models.

Valuation service providers typically obtain data about
market transactions and other key valuation model inputs
from multiple sources and, through the use of widely accepted
internal valuation models, provide a single fair value mea-
surement for individual securities for which a fair value has
been requested under the terms of service agreements. The
inputs used by the valuation service providers include, but are
not limited to, market prices from recently completed trans-
actions and transactions of comparable securities, interest rate
yield curves, credit spreads, currency rates, and other market-
observable information, as applicable. The valuation models
take into account, among other things, market observable
information as of the measurement date as well as the specific
attributes of the security being valued including its term,
interest rate, credit rating, industry sector, and when applica-
ble, collateral quality and other issue or issuer specific infor-
mation. When market transactions or other market
observable data is limited, the extent to which judgment is
applied in determining fair value is greatly increased.

AIG employs specific control processes to determine the
reasonableness of the fair values of AIG’s financial assets and
financial liabilities. AIG’s processes are designed to ensure that
the values received or internally estimated are accurately
recorded and that the data inputs and the valuation techniques
utilized are appropriate, consistently applied, and that the
assumptions are reasonable and consistent with the objective
of determining fair value. AIG assesses the reasonableness of
individual security values received from valuation service
providers through various analytical techniques. In addition,
AIG may validate the reasonableness of fair values by com-
paring information obtained from AIG’s valuation service
providers to other third party valuation sources for selected
securities. AIG also validates prices for selected securities
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obtained from brokers through reviews by members of man-
agement who have relevant expertise and who are indepen-
dent of those charged with executing investing transactions.

The following table quantifies the fair value of fixed
income and equity securities by source of value determination
as of September 30, 2008:

(in billions)
Fair

Value
Percent
of Total

Fair value based on external sources(a) $481.1 94.4%
Fair value based on internal sources 28.8 5.6

Total fixed income and equity securities(b) $509.9 100.0%

(a) Includes $45.6 billion whose primary source is broker quotes.

(b) Includes available for sale, trading and securities lending invested collateral

securities.

For more detailed information about AIG’s accounting
policy for the measurement of fair value of financial assets and
financial liabilities and information about the financial assets
and financial liabilities, see Note 3 to the Consolidated Finan-
cial Statements.

Incorporation of Credit Risk in Fair Value Measurements

• AIG’s Own Credit Risk. Fair value measurements for
debt, GIAs, and structured note liabilities at AIGFP incor-
porate AIG’s own credit risk by discounting cash flows at
rates that incorporate AIG’s currently observable credit
default swap spreads and takes into consideration collateral
posted by AIG with counterparties at the balance sheet date.

Fair value measurements for freestanding derivatives incor-
porate AIG’s own credit risk by determining the explicit cost
for each counterparty to protect against its net credit expo-
sure to AIG at the balance sheet date by reference to
observable AIG credit default swap spreads. A counter-
party’s net credit exposure to AIG is determined based on
master netting agreements, which take into consideration
all derivative positions with AIG, as well as cash collateral
posted by AIG with the counterparty at the balance sheet
date.

Fair value measurements for embedded policy derivatives
and policyholders’ contract deposits take into consideration
that policyholder liabilities are senior in priority to general
creditors of AIG and therefore are much less sensitive to
changes in AIG credit default swap or cash issuance spreads.

• Counterparty Credit Risk. Fair value measurements for
freestanding derivatives incorporate the counterparty credit
by determining the explicit cost for AIG to protect against
its net credit exposure to each counterparty at the balance
sheet date by reference to observable counterparty credit
default swap spreads. AIG’s net credit exposure to a coun-
terparty is determined based on master netting agreements,
which take into consideration all derivative positions with
the counterparty, as well as cash collateral posted by the
counterparty at the balance sheet date.

Fair values for fixed maturity securities based on observable
market prices for identical or similar instruments implicitly
include the incorporation of counterparty credit risk. Fair
values for fixed maturity securities based on internal models
incorporate counterparty credit risk by using discount rates
that take into consideration cash issuance spreads for sim-
ilar instruments or other observable information.

Fixed Maturity Securities — Trading and Available for

Sale

AIG maximizes the use of observable inputs and minimizes the
use of unobservable inputs when measuring fair value. When-
ever available, AIG obtains quoted prices in active markets for
identical assets at the balance sheet date to measure at fair
value fixed maturity securities in its trading and available for
sale portfolios. Market price data generally is obtained from
exchange or dealer markets.

AIG estimates the fair value of fixed maturity securities
not traded in active markets, including securities purchased
(sold) under agreements to resell (repurchase) and mortgage
and other loans receivable, for which AIG elected the fair
value option by referring to traded securities with similar
attributes, using dealer quotations and matrix pricing meth-
odologies, discounted cash flow analyses, or internal valua-
tion models. This methodology considers such factors as the
issuer’s industry, the security’s rating and tenor, its coupon
rate, its position in the capital structure of the issuer, yield
curves, credit curves, prepayment rates and other relevant
factors. For fixed maturity securities that are not traded in
active markets or that are subject to transfer restrictions,
valuations are adjusted to reflect illiquidity and/or non-trans-
ferability, and such adjustments generally are based on avail-
able market evidence. In the absence of such evidence,
management’s best estimate is used.

Equity Securities Traded in Active Markets — Trading

and Available for Sale

AIG maximizes the use of observable inputs and minimizes the
use of unobservable inputs when measuring fair value. When-
ever available, AIG obtains quoted prices in active markets for
identical assets at the balance sheet date to measure at fair
value marketable equity securities in its trading and available
for sale portfolios. Market price data generally is obtained
from exchange or dealer markets.

Non-Traded Equity Investments — Other Invested Assets

AIG initially estimates the fair value of equity securities not
traded in active markets by reference to the transaction price.
This valuation is adjusted only when changes to inputs and
assumptions are corroborated by evidence such as transac-
tions in similar instruments, completed or pending third-party
transactions in the underlying investment or comparable enti-
ties, subsequent rounds of financing, recapitalizations and
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other transactions across the capital structure, offerings in the
equity capital markets, and changes in financial ratios or cash
flows. For equity securities that are not traded in active mar-
kets or that are subject to transfer restrictions, valuations are
adjusted to reflect illiquidity and/or non-transferability and
such adjustments generally are based on available market
evidence. In the absence of such evidence, management’s best
estimate is used.

Private Limited Partnership and Hedge Fund

Investments — Other Invested Assets

AIG initially estimates the fair value of investments in certain
private limited partnerships and certain hedge funds by ref-
erence to the transaction price. Subsequently, AIG obtains the
fair value of these investments generally from net asset value
information provided by the general partner or manager of the
investments, the financial statements of which generally are
audited annually.

Separate and Variable Account Assets

Separate and variable account assets are composed primarily
of registered and unregistered open-end mutual funds that
generally trade daily and are measured at fair value in the
manner discussed above for equity securities traded in active
markets.

Freestanding Derivatives

Derivative assets and liabilities can be exchange-traded or
traded over the counter (OTC). AIG generally values
exchange-traded derivatives within portfolios using models
that calibrate to market clearing levels and eliminate timing
differences between the closing price of the exchange-traded
derivatives and their underlying instruments.

OTC derivatives are valued using market transactions
and other market evidence whenever possible, including mar-
ket-based inputs to models, model calibration to market
clearing transactions, broker or dealer quotations or alterna-
tive pricing sources with reasonable levels of price transpar-
ency. When models are used, the selection of a particular
model to value an OTC derivative depends on the contractual
terms of, and specific risks inherent in, the instrument as well
as the availability of pricing information in the market. AIG
generally uses similar models to value similar instruments.
Valuation models require a variety of inputs, including con-
tractual terms, market prices and rates, yield curves, credit
curves, measures of volatility, prepayment rates and correla-
tions of such inputs. For OTC derivatives that trade in liquid
markets, such as generic forwards, swaps and options, model
inputs can generally be corroborated by observable market
data by correlation or other means and model selection does
not involve significant management judgment.

Certain OTC derivatives trade in less liquid markets with
limited pricing information and the determination of fair value

for these derivatives is inherently more difficult. When AIG does
not have corroborating market evidence to support significant
model inputs and cannot verify the model to market transactions,
the transaction price is initially used as the best estimate of fair
value. Accordingly, when a pricing model is used to value such an
instrument, the model is adjusted so the model value at inception
equals the transaction price. Subsequent to initial recognition,
AIG updates valuation inputs when corroborated by evidence
such as similar market transactions, third-party pricing services
and/or broker or dealer quotations, or other empirical market
data. When appropriate, valuations are adjusted for various
factors such as liquidity, bid/offer spreads and credit consider-
ations. Such adjustments are generally based on available market
evidence. In the absence of such evidence, management’s best
estimate is used.

With the adoption of FAS 157 on January 1, 2008, AIG’s
own credit risk has been considered and is incorporated into
the fair value measurement of freestanding derivative
liabilities.

Embedded Policy Derivatives

The fair value of embedded policy derivatives contained in
certain variable annuity and equity-indexed annuity and life
contracts is measured based on actuarial and capital market
assumptions related to projected cash flows over the expected
lives of the contracts. These cash flow estimates primarily
include benefits and related fees assessed, when applicable,
and incorporate expectations about policyholder behavior.
Estimates of future policyholder behavior are subjective and
based primarily on AIG’s historical experience. With respect
to embedded policy derivatives in AIG’s variable annuity
contracts, because of the dynamic and complex nature of
the expected cash flows, risk neutral valuations are used.
Estimating the underlying cash flows for these products
involves many estimates and judgments, including those
regarding expected market rates of return, market volatility,
correlations of market index returns to funds, fund perfor-
mance, discount rates and policyholder behavior. With respect
to embedded policy derivatives in AIG’s equity-indexed annu-
ity and life contracts, option pricing models are used to esti-
mate fair value, taking into account assumptions for future
equity indexed growth rates, volatility of the equity index,
future interest rates, and determination on adjusting the par-
ticipation rate and the cap on equity indexed credited rates in
light of market conditions and policyholder behavior assump-
tions. With the adoption of FAS 157, these methodologies
were not changed, with the exception of incorporating an
explicit risk margin to take into consideration market partic-
ipant estimates of projected cash flows and policyholder
behavior.
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AIGFP’s Super Senior Credit Default Swap Portfolio

See Valuation of Level 3 Assets and Liabilities below for a
comprehensive discussion of AIGFP’s super senior credit
default swap portfolio.

Policyholders’ Contract Deposits

Policyholders’ contract deposits accounted for at fair value
beginning January 1, 2008 are measured using an income
approach by taking into consideration the following factors:

• Current policyholder account values and related surrender
charges,

• The present value of estimated future cash inflows (policy
fees) and outflows (benefits and maintenance expenses)
associated with the product using risk neutral valuations,
incorporating expectations about policyholder behavior,
market returns and other factors, and

• A risk margin that market participants would require for a
market return and the uncertainty inherent in the model
inputs.

The change in fair value of these policyholders’ contract
deposits is recorded as incurred policy losses and benefits in
the consolidated statement of income (loss).

Level 3 Assets and Liabilities

Under FAS 157, assets and liabilities recorded at fair value in
the consolidated balance sheet are classified in a hierarchy for
disclosure purposes consisting of three “levels” based on the
observability of inputs available in the marketplace used to
measure the fair value. See Note 3 to the Consolidated Finan-
cial Statements for additional information about fair value
measurements.

At September 30, 2008, AIG classified $55.3 billion and
$40.0 billion of assets and liabilities, respectively, measured at
fair value on a recurring basis as Level 3. This represented
5.4 percent and 4.2 percent of the total assets and liabilities,
respectively, measured at fair value on a recurring basis.
Level 3 fair value measurements are based on valuation tech-
niques that use at least one significant input that is unobserv-
able. These measurements are made under circumstances in
which there is little, if any, market activity for the asset or
liability. AIG’s assessment of the significance of a particular
input to the fair value measurement in its entirety requires
judgment.

In making the assessment, AIG considers factors specific
to the asset or liability. In certain cases, the inputs used to
measure fair value of an asset or a liability may fall into
different levels of the fair value hierarchy. In such cases, the
level in the fair value hierarchy within which the fair value
measurement in its entirety is classified is determined based on
the lowest level input that is significant to the fair value
measurement in its entirety.

Valuation of Level 3 Assets and Liabilities

AIG values its assets and liabilities classified as Level 3 using
judgment and valuation models or other pricing techniques
that require a variety of inputs including contractual terms,
market prices and rates, yield curves, credit curves, measures
of volatility, prepayment rates and correlations of such inputs,
some of which may be unobservable. The following para-
graphs describe the methods AIG uses to measure on a recur-
ring basis the fair value of the major classes of assets and
liabilities classified in Level 3.

Private equity and real estate fund investments: These assets
initially are valued at the transaction price, i.e., the price paid
to acquire the asset. Subsequently, they are measured based on
net asset value using information provided by the general
partner or manager of these investments, the accounts of
which generally are audited on an annual basis.

Corporate bonds and private placement debt: These assets
initially are valued at the transaction price. Subsequently, they
are valued using market data for similar instruments (e.g.,
recent transactions, bond spreads or credit default swap
spreads), comparisons to benchmark derivative indices or
movements in underlying credit spreads. When observable
price quotations are not available, fair value is determined
based on cash flow models with yield curves, bond or single-
name credit default swap spreads and estimated recovery
rates.

Certain Residential Mortgage-Backed Securities (RMBS):
These assets initially are valued at the transaction price.
Subsequently, they may be valued by comparison to transac-
tions in instruments with similar collateral and risk profiles,
remittances received and updated cumulative loss data on
underlying obligations, discounted cash flow techniques,
and/or option adjusted spread analyses.

Certain Asset-Backed Securities — non-mortgage: These
assets initially are valued at the transaction price. Subse-
quently, they may be valued based on external price/spread
data. When position-specific external price data are not
observable, the valuation is based on prices of comparable
securities.

CDOs: These assets initially are valued at the transaction
price. Subsequently, they are valued based on external price/
spread data from independent third parties, dealer quotations,
matrix pricing, the BET model or a combination thereof.

AIGFP’s Super Senior Credit Default Swap Portfolio:
AIGFP wrote credit protection on the super senior risk layer
of diversified portfolios of corporate debt, prime residential
mortgages, collaterized loan obligations (CLOs) and multi-
sector CDOs. In these transactions, AIGFP is at risk of credit
performance on the super senior risk layer related to a diver-
sified portfolio referenced to loans or debt securities. Further,
these transactions have placed a significant demand on
AIGFP’s liquidity during 2008, primarily as a result of their
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collateral posting provisions. See General Contractual Terms
below. To a lesser extent, AIGFP also wrote protection on

tranches below the super senior risk layer, primarily in respect
of regulatory capital transactions.

At September 30, 2008, the net notional amount, fair value and unrealized market valuation loss of the AIGFP super senior
credit default swap portfolio, including certain regulatory capital relief transactions, by asset class were as follows:

(in millions)
June 30,
2008(a) Decrease

September 30,
2008(a)

Fair Value
Of Derivative

Liability at
September 30,

2008(b)

Three Months
Ended

September 30,
2008(c)

Nine Months
Ended

September 30,
2008(c)

Net Notional Amount

Unrealized Market Valuation Loss
(Gain)

Regulatory Capital:
Corporate loans $172,717 $(40,928) $131,789 $ – $ – $ –
Prime residential mortgages 132,612 (16,054) 116,558 – – –
Other(d) 1,619 (19) 1,600 397 272 397

Total 306,948 (57,001)(f) 249,947 397 272 397

Arbitrage:
Multi-sector CDOs, including 2a-7

Puts 80,301 (8,657)(g) 71,644 30,207 6,262 19,868
Corporate debt/CLOs 53,767 (3,089)(h) 50,678 1,534 538 1,308

Total 134,068 (11,746) 122,322 31,741 6,800 21,176

Mezzanine tranches(e) 5,824 (811) 5,013 153 (18) 153

Total $446,840 $(69,558) $377,282 $32,291 $7,054 $21,726

(a) Notional amounts presented are net of all structural subordination below the covered tranches.

(b) Fair value amounts are shown before the effects of counterparty netting adjustments and offsetting cash collateral in accordance with FIN 39.

(c) Includes credit valuation adjustment gains of $98 million and $207 million, respectively, for the three- and nine-month periods ended September 30, 2008.

(d) Represents transactions where AIGFP believes the counterparties are no longer using the transactions to obtain regulatory capital relief. During the second

quarter of 2008, a European RMBS regulatory capital relief transaction with a net notional amount of $1.6 billion was not terminated as expected when it no

longer provided regulatory capital relief to the counterparty.

(e) Represents credit default swaps written by AIGFP on tranches below super senior on certain regulatory capital relief trades.

(f) The decline includes terminations of $29.5 billion and the effect of foreign exchange rates of $26.4 billion resulting from the strengthening of the U.S. dollar,

primarily against the Euro and the British Pound.

(g) The decline includes purchases of $5.7 billion of super senior CDO securities in connection with 2a-7 Puts and amortization of $2.5 billion.

(h) Includes the effect of foreign exchange rates of $2.0 billion resulting from the strengthening of the U.S. dollar, primarily against the Euro.

General Contractual Terms

AIGFP entered into credit default swap and other credit
derivative transactions (collectively, CDS) in the ordinary
course of its business. In the majority of AIGFP’s credit
derivatives transactions, AIGFP sold credit protection on a
designated portfolio of loans or debt securities. Generally,
AIGFP provides such credit protection on a “second loss”
basis, meaning that AIGFP will incur credit losses only after a
shortfall of principal and/or interest, or other credit events, in
respect of the protected loans and debt securities, exceed a
specified threshold amount or level of “first loss.”

Typically, the credit risk associated with a designated
portfolio of loans or securities has been tranched into differ-
ent layers of risk, which are then analyzed and rated by the
credit rating agencies. At origination, there is usually an
equity layer covering the first credit losses in respect of the

portfolio up to a specified percentage of the total portfolio,
and then successive layers ranging from generally a BBB-rated
layer to one or more AAA-rated layers. A significant majority
of transactions that are rated by rating agencies have risk
layers or tranches that were rated AAA at origination and are
immediately junior to the threshold level above which
AIGFP’s payment obligation would generally arise. In trans-
actions that were not rated, AIGFP applied equivalent risk
criteria for setting the threshold level for its payment obliga-
tions. Therefore, the risk layer assumed by AIGFP with
respect to the designated portfolio of loans or securities in
these transactions is often called the “super senior” risk layer,
defined as a layer of credit risk senior to one or more risk
layers that have been rated AAA by the credit rating agencies,
or if the transaction is not rated, structured to the equivalent
thereto.
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The following graphic represents a typical structure of a
transaction including the super senior risk layer:
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Regulatory Capital Portfolio

Approximately $250 billion (consisting of corporate loans
and prime residential mortgages) of the $377 billion in net
notional exposure of AIGFP’s super senior credit default swap
portfolio as of September 30, 2008 represented derivatives
written for financial institutions, principally in Europe, for the

purpose of providing regulatory capital relief rather than risk
mitigation. In exchange for a periodic fee, the counterparties
receive credit protection with respect to diversified loan port-
folios they own, thus improving their regulatory capital posi-
tion. These transactions generally provide for cash settlement
(see Triggers and Settlement Alternatives below); however,
AIGFP does not expect to be required to make payments under
these contracts during their estimated life as these transactions
are generally expected to terminate at no additional cost to
AIGFP when the transactions no longer provide such regula-
tory capital benefit. See Regulatory Models and Modeling —
Regulatory Capital Portfolio.

Arbitrage Portfolio

Approximately $122 billion of the $377 billion in net notional
exposure on AIGFP’s super senior credit default swaps as of
September 30, 2008 are arbitrage-motivated transactions
written on multi-sector CDOs or designated pools of invest-
ment grade corporate debt or CLOs. While certain credit
default swaps written on corporate debt and multi-sector
CDOs provide for cash settlement, the large majority of the
AIGFP credit default swaps written on multi-sector CDOs and
CLOs require physical settlement (see Triggers and Settlement
Alternatives below).

The most significant portfolio, in terms of unrealized
market valuation losses, is the super senior multi-sector
CDO credit default swap portfolio.

At September 30, 2008, the gross transaction notional amount of the multi-sector CDOs on which AIGFP wrote protection
on the super senior tranche, subordination below the super senior risk layer and AIGFP net notional exposure were as
follows:

(in millions)

Gross
Transaction

Notional
Amount(a)

Subordination
Below Super

Senior
Risk Layer

Net
Notional

Amount(b)

Fair Value
of Derivative

Liability at
September 30,

2008

High grade with sub-prime collateral $ 50,582 $ 9,751 $40,831 $18,201
High grade with no sub-prime collateral 30,284 14,581 15,703 4,195

Total high grade(c) 80,866 24,332 56,534 22,396

Mezzanine with sub-prime 25,888 11,575 14,313 7,487
Mezzanine with no sub-prime 1,698 901 797 324

Total mezzanine(d) 27,586 12,476 15,110 7,811

Total $108,452 $36,808 $71,644 $30,207

(a) Total outstanding principal amount of securities held by a CDO.

(b) Notional size on which AIGFP wrote credit protection.

(c) “High grade” refers to transactions in which the underlying collateral credit ratings on a stand-alone basis were predominantly AA or higher at origination.

(d) “Mezzanine” refers to transactions in which the underlying collateral credit ratings on a stand-alone basis were predominantly A or lower at origination.
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At September 30, 2008, the gross notional amount, percentage of the total CDO collateral pools, and ratings and vintage
breakdown of collateral securities in the multi-sector CDOs, by ABS category, were as follows:

ABS
Category

Gross Transaction
Notional Amount

Percent
of Total AAA AA A BBB BB �BB NR 2008 2007 2006 2005 2004+P

RATINGS BREAKDOWN VINTAGE
(dollars in millions)

RMBS PRIME $ 12,280 11.33% 8.13% 0.97% 0.88% 0.68% 0.17% 0.49% 0.01% 0.08% 2.39% 2.37% 3.36% 3.13%

RMBS ALT-A 17,086 15.75% 6.99% 2.48% 1.87% 1.34% 0.78% 2.29% 0.00% 0.16% 1.40% 3.41% 7.92% 2.86%

RMBS SUBPRIME 40,262 37.12% 2.07% 8.11% 5.56% 5.05% 3.44% 12.89% 0.00% 0.01% 2.48% 2.61% 20.55% 11.47%

CMBS 23,271 21.46% 15.88% 0.99% 1.25% 2.38% 0.51% 0.12% 0.33% 0.08% 5.73% 3.55% 2.77% 9.33%

CDO 10,196 9.40% 1.27% 1.61% 1.37% 1.04% 0.66% 3.41% 0.04% 0.00% 0.32% 1.12% 3.20% 4.76%

OTHER 5,357 4.94% 1.18% 1.06% 1.38% 1.23% 0.02% 0.06% 0.01% 0.12% 0.24% 0.86% 1.46% 2.26%

Total $108,452 100.00% 35.52% 15.22% 12.31% 11.72% 5.58% 19.26% 0.39% 0.45% 12.56% 13.92% 39.26% 33.81%

Triggers and Settlement Alternatives

CDS transactions entered into by counterparties for regula-
tory capital purposes, together with a number of arbitrage
transactions (comprising approximately $47 billion or
38.6 percent of the net notional amount for the arbitrage
portfolio at September 30, 2008), have cash-settled structures
(see Cash Settlement below) in respect of a basket of reference
obligations, where AIGFP’s payment obligations may be trig-
gered by payment shortfalls, bankruptcy and certain other
events such as write-downs of the value of underlying assets as
further described below. By contrast, under the large majority
of CDS transactions in respect of multi-sector CDOs (com-
prising approximately $57 billion or 46.5 percent of the net
notional amount for the arbitrage portfolio at September 30,
2008) AIGFP’s payment obligations are triggered by the
occurrence of a non-payment event under a single reference
CDO security, and performance is limited to a single payment
by AIGFP in return for physical delivery by the counterparty
of the reference security. See Physical Settlement below. A
number of CDS transactions in respect of CLOs have similar
settlement mechanisms. In addition, the arbitrage portfolio
includes transactions with a net notional amount of $4.9 bil-
lion that allow holders to put securities to AIGFP at par in the
event of a failed remarketing of the referenced security. AIGFP
cannot currently determine if and when it may be required to
perform its obligations in the future including the timing of
any future triggering events or the amount of any additional
purchases, individually or in the aggregate, that might be
required.

Physical Settlement. For CDS transactions requiring
physical settlement, AIGFP is required to pay unpaid princi-
pal and accrued interest for the relevant reference obligation
in return for physical delivery of such reference obligation by
the CDS buyer upon the occurrence of a credit event. After
purchasing the reference obligation, AIGFP may sell the secu-
rity and recover all or a portion of the purchase price paid
under the CDS, or hold such security and be entitled to receive
subsequent collections of principal and interest. There can be
no assurance that the satisfaction of these obligations by
AIGFP will not have a material effect on AIG’s liquidity.

AIGFP generally is required to settle such a transaction only
if the following conditions are satisfied:

• A “Credit Event” (as defined in the relevant CDS transac-
tion confirmation) must have occurred. In all CDS trans-
actions subject to physical settlement, “Failure to Pay” is
specified as a Credit Event and is generally triggered if there
is a failure by the issuer under the related CDO to make a
payment under the reference obligation (after the expira-
tion of any applicable grace period and, in certain trans-
actions, subject to a nominal non-payment threshold
having been met).

In addition, certain of the AIGFP CDSs, with an
aggregate net notional amount totaling $7.7 billion,
provide credit protection in respect of CDOs that
require minimum amounts of collateral to be main-
tained to support the CDO debt, where the value of
such collateral is affected by among other things the
ratings of the securities and other obligations compris-
ing such collateral. In the event that the issuer of such a
CDO fails to maintain the minimum levels of collat-
eral, an event of default would occur, triggering a right
by a specified controlling class of CDO note holders to
accelerate the payment of principal and interest on the
protected reference obligations. Under certain of the
CDSs, upon acceleration of the reference obligations
underlying a CDS, AIGFP may be required to purchase
such reference obligations for a purchase price equal to
unpaid principal and accrued interest of the CDO in
settlement of the CDS. As a result of this over-collat-
erization feature of these CDOs, AIGFP potentially
may be required to purchase such CDO securities in
settlement of the related CDS sooner than it would be
required to if such CDOs did not have an over-collat-
erization feature. As of November 5, 2008, eight
CDOs for which AIGFP had written credit protection
on the super senior layer had experienced over-collat-
erization related events of default. One of these CDOs
was accelerated in the second quarter of 2008, and
AIGFP extinguished a portion of its CDS obligations
by purchasing the protected CDO security for
$103 million, which equaled the principal amount
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outstanding related to this CDS. AIGFP extinguished
the remainder of its CDS obligations related to this
CDO on November 6, 2008 by purchasing the pro-
tected CDO security for $59 million, which equaled
the remaining principal amount of this CDO security
subject to CDS protection. AIGFP’s remaining CDS
net notional exposure with respect to CDOs that have
experienced over-collateralization events of default
was $2.4 billion at November 5, 2008. While AIGFP
believes that these defaulted transactions are most
likely to result in a payment by AIGFP, AIG cannot
estimate the timing of any required payments since the
timing of a Credit Event may be outside of AIGFP’s
control.

In addition, certain of AIGFP’s CDSs provide credit
protection in respect of CDOs that provide if the CDO
issuer fails to pay amounts due on classes of CDO
securities that rank pari passu with or subordinate to
such referenced obligations, an event of default would
occur, triggering a right by a specified controlling class
of CDO noteholders to accelerate the payment of
principal and interest on the protected reference obli-
gations. As in the case of CDOs with the over-collat-
eralization feature, the existence of such an
acceleration feature potentially may result in AIGFP
being required to purchase the super senior reference
obligation in settlement of the related CDS sooner than
would be required if such CDO did not have such
acceleration feature.

• The CDS buyer must deliver the reference obligation within
a specified period, generally within 30 days. There is no
payment obligation if delivery is not made within this
period.

• Upon completion of the physical delivery and payment by
AIGFP, AIGFP would be the holder of the relevant reference
obligation and have all rights associated with a holder of
such securities.

Cash Settlement. Transactions requiring cash settle-
ment (also known as “pay as you go”) are in respect of
protected baskets of reference credits (which may also include
single name CDSs in addition to securities and loans) rather
than a single reference obligation as in the case of the phys-
ically-settled transactions described above. Under these credit
default swaps:

• Each time a “triggering event” occurs a “loss amount” is
calculated. A triggering event is generally a failure by the
relevant obligor to pay principal of or, in some cases,
interest on one of the reference credits in the underlying
protected basket. Triggering events may also include bank-
ruptcy of reference credits, write-downs or postponements
with respect to interest or to the principal amount of a
reference credit payable at maturity. The determination of
the loss amount is specific to each triggering event. It can

represent the amount of a shortfall in ordinary course
interest payments on the reference credit, a write-down
in the interest on or principal of such reference credit or any
amount postponed in respect thereof. It can also represent
the difference between the notional or par amount of such
reference credit and its market value, as determined by
reference to market quotations.

• Triggering events can occur multiple times, either as a result
of continuing shortfalls in interest or write-downs or post-
ponements on a single reference credit, or as a result of
triggering events in respect of different reference credits
included in a protected basket. In connection with each
triggering event, AIGFP is required to make a cash payment
to the buyer of protection under the related CDS only if the
aggregate loss amounts calculated in respect of such trig-
gering event and all prior triggering events exceed a spec-
ified threshold amount (reflecting AIGFP’s attachment
point). In addition, AIGFP is typically entitled to receive
amounts recovered, or deemed recovered, in respect of loss
amounts resulting from triggering events caused by interest
shortfalls, postponements or write-downs on reference
credits.

• To the extent that there are reimbursements received
(actual or deemed) by the CDS buyer in respect of prior
triggering events, AIGFP will be entitled to receive equiv-
alent amounts from the counterparty to the extent AIGFP
has previously made a related payment.

2a-7 Puts. Included in the multi-sector CDO portfolio
are maturity-shortening puts with a net notional amount of
$4.9 billion as of September 30, 2008 that allow the holders
of the securities issued by certain CDOs to treat the securities
as short-term eligible 2a-7 investments under the Investment
Company Act of 1940 (2a-7 Puts). The general terms of these
transactions differ from those referenced above. Holders of
securities are required, in certain circumstances, to tender
their securities to the issuers at par. If an issuer’s remarketing
agent is unable to resell the securities so tendered, AIGFP
must purchase the securities at par as long as the security has
not experienced a payment default or certain bankruptcy
events with respect to the issuer of such security have not
occurred. During the nine-month period ended September 30,
2008, AIGFP repurchased securities with a principal amount
of approximately $6.6 billion in connection with these obli-
gations, of which $5.4 billion were funded using existing
liquidity facilities. AIGFP repurchased securities with a prin-
cipal amount of approximately $1.4 billion from Septem-
ber 30, 2008 to October 27, 2008, which were funded using
existing liquidity facilities. AIGFP expects to repurchase
within the next two years the majority of securities under
the remaining 2a-7 Puts having a net notional exposure of
$3.5 billion at October 27, 2008. In certain transactions,
AIGFP has contracted with third parties to provide liquidity
for the purchase of such securities if they are put to AIGFP for
up to a three-year period. Such unused liquidity facilities
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totaled $1.7 billion at October 27, 2008. AIG expects to use
these facilities to fund future purchases of these securities.

Termination Events. A majority of the super senior
credit default swaps written on multi-sector CDOs provide
the counterparties with an additional termination right once
AIG’s rating level falls to BBB or Baa. At that level, counter-
parties have the right to terminate the transactions early. This
aggregate net notional amount of such super senior credit
default swaps written on multi-sector CDOs is approximately
$47.8 billion as of October 27, 2008. If counterparties exer-
cise this right, the contracts provide for the counterparties to
be compensated for the cost to replace the trades, or an
amount reasonably determined in good faith to estimate
the losses the counterparties would incur as a result of the
termination of the trades.

Many of the super senior credit default swaps written for
regulatory capital relief, having a net notional amount of
$130 billion, include triggers that require certain actions to be
taken by AIG upon such a downgrade, which, if not taken,
will give rise to a right of the counterparties to terminate the
swaps. Such actions include posting collateral, transferring
the swap or providing a guarantee from a more highly rated
entity. Through October 27, 2008, AIGFP has elected to post
collateral in such cases, and, as a result, the counterparty has
not had the right to terminate the swaps.

Given the level of uncertainty in estimating both the
number of counterparties who may elect to exercise their
right to terminate and the payment that may be triggered in
connection with any such exercise, AIG is unable to reason-
ably estimate the aggregate amount that it would be required
to pay under the super senior credit default swaps in the event
of any such downgrade.

Collateral

Most of AIGFP’s credit default swaps are subject to collateral
posting provisions. These provisions differ among counter-
parties and asset classes. Although AIGFP has collateral post-
ing obligations associated with both regulatory capital relief
transactions and arbitrage transactions, the large majority of
these obligations are associated with arbitrage transactions in
respect of multi-sector CDOs.

The collateral arrangements in respect of the multi-sector
CDO, regulatory capital and corporate arbitrage transactions
are nearly all documented under a Credit Support Annex
(CSA) to an International Swaps and Derivatives Association,
Inc (ISDA) Master Agreement (Master Agreement). The Mas-
ter Agreement and CSA forms are standardized form agree-
ments published by the ISDA, which market participants have
adopted as the primary contractual framework for various
kinds of derivatives transactions, including CDS. The Master
Agreement and CSA forms are designed to be customized by
counterparties to accommodate their particular requirements
for the anticipated types of swap transactions to be entered

into. Elective provisions and modifications of the standard
terms are negotiated in connection with the execution of these
documents. The Master Agreement and CSA permit any
provision contained in these documents to be further varied
or overridden by the individual transaction confirmations,
providing flexibility to tailor provisions to accommodate the
requirements of any particular transaction. A CSA, if agreed
by the parties to a Master Agreement, supplements and forms
part of the Master Agreement and contains provisions
(among others) for the valuation of the covered transactions,
the delivery and release of collateral, the types of acceptable
collateral, the grant of a security interest (in the case of a CSA
governed by New York law) or the outright transfer of title (in
the case in a CSA governed by English law) in the collateral
that is posted, the calculation of the amount of collateral
required, the valuation of the collateral provided, the timing
of any collateral demand or return, dispute mechanisms, and
various other rights, remedies and duties of the parties with
respect to the collateral provided.

In general, each party has the right under a CSA to act as
the “Valuation Agent” and initiate the calculation of the
exposure of one party to the other (Exposure) in respect of
transactions covered by the CSA. The valuation calculation
may be performed daily, weekly or at some other interval, and
the frequency is one of the terms negotiated at the time the
CSA is signed. The definition of Exposure under a standard
CSA is the amount that would be payable to one party by the
other party upon a hypothetical termination of that transac-
tion. This amount is determined, in most cases, by the Val-
uation Agent using its estimate of mid-market quotations (i.e.,
the average of hypothetical bid and ask quotations) of the
amounts that would be paid for a replacement transaction.
AIGFP determines Exposure typically by reference to the
mark-to-market valuation of the relevant transaction pro-
duced by its systems and specialized models. Exposure
amounts are typically determined for all transactions under
a Master Agreement (unless the parties have specifically
agreed to exclude certain transactions, not to apply the
CSA or to set a specific transaction Exposure to zero). The
aggregate Exposure less the value of collateral already held by
the relevant party (and following application of certain
thresholds) results in a net exposure amount (Delivery
Amount). If this amount is a positive number, then the other
party must deliver collateral with a value equal to the Delivery
Amount. Under the standard CSA, the party not acting as
Valuation Agent for any particular Exposure calculation may
dispute the Valuation Agent’s calculation of the Delivery
Amount. If the parties are unable to resolve this dispute,
the terms of the standard CSA provide that the Valuation
Agent is required to recalculate Exposure using, in substitu-
tion for the disputed Exposure amounts, the average of actual
quotations at mid-market from four leading dealers in the
relevant market.
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Regulatory Capital Transactions

As of September 30, 2008, approximately 27 percent of
AIGFP’s regulatory capital transactions (measured by net
notional amount) were subject to a CSA. In other transac-
tions, which represent approximately 39 percent of the total
net notional amount of the outstanding regulatory capital
transactions, AIGFP is obligated to put a CSA or alternative
collateral arrangement in place if AIG’s ratings fall below
certain levels (typically, AA-/Aa3). In light of the rating
actions taken in respect of AIG on September 15, 2008,
AIGFP has implemented a CSA or alternative collateral
arrangement in a large majority of these transactions. In some
cases, AIGFP may not reach agreement with a counterparty
on the terms of a collateral arrangement, and as a result, the
counterparty may be entitled to terminate the transaction. In
general, each regulatory capital transaction is subject to a
stand-alone Master Agreement or similar agreement, which
means that aggregate Exposure for the given Master Agree-
ment or similar agreement is calculated only with reference to
a single transaction.

There are diverse mechanisms for calculating Exposure
in these transactions. A small minority relies on the standard
CSA approach described above under “Collateral”; the large
majority uses a formula to calculate Exposure. In most cases,
the formula is unique to that transaction or counterparty.
These unique formulas typically depend on either credit rat-
ings (including the ratings of AIG and, in some cases, the
ratings of notes that have been issued with respect to different
tranches of the transaction), rating agency expected loss
models, or changes in spreads on identified credit indices
(but do not depend on the value of any underlying reference
obligations).

Arbitrage Portfolio — Multi-Sector CDOs

In the large majority of the CDS transactions in respect of
multi-sector CDOs, the standard CSA provisions for the cal-
culation of Exposure have been modified, with the Exposure
amount determined pursuant to an agreed formula that is
based on the difference between the net notional amount of
such transaction and the market value of the relevant under-
lying CDO security, rather than the replacement value of the
transaction. In cases where a formula is utilized, a transac-
tion-specific threshold is generally factored into the calcula-
tion of Exposure, which reduces the amount of collateral
required to be posted. These thresholds typically vary based
on the credit ratings of AIG and/or the reference obligations,
with greater posting obligations arising in the context of
lower ratings. For the large majority of counterparties to
these transactions, the Master Agreement and CSA cover
non-CDS transactions (e.g., interest rate and cross currency
swap transactions) as well as CDS transactions.

Arbitrage Portfolio — Corporate Debt/CLOs

Almost all of AIGFP’s corporate arbitrage transactions are
subject to CSAs. Approximately 47 percent (measured by net
notional amount) of these transactions contain no special
collateral posting provisions, but are subject to a Master
Agreement that includes a CSA. These transactions are
treated the same as other trades subject to the same Master
Agreement and CSA, with the calculation of collateral in
accordance with the standard CSA procedures outlined
above. Approximately 53 percent (measured by net notional
amount) of these transactions, although subject to a Master
Agreement and CSA, have specific valuation and threshold
provisions. These thresholds are typically based on a combi-
nation of the credit rating of AIG and a Moody’s model rating
of the transaction (and not based on the value of any under-
lying reference obligations). Thus, as long as AIG maintains a
rating above a specified threshold and the Moody’s model of
the underlying transaction exceeds a specified rating, the
collateral provisions do not apply.

Collateral Calls

AIGFP has received collateral calls from counterparties in
respect of certain super senior credit default swaps, of which a
large majority relate to multi-sector CDOs. To a significantly
lesser extent, AIGFP has also received collateral calls in
respect of certain super senior credit default swaps entered
into by counterparties for regulatory capital relief purposes
and in respect of corporate debt/CLOs. Frequently, valuation
estimates made by counterparties with respect to certain super
senior credit default swaps or the underlying reference CDO
securities, for purposes of determining the amount of collat-
eral required to be posted by AIGFP in connection with such
instruments, have differed, at times significantly, from
AIGFP’s estimates. In almost all cases, AIGFP has been able
to successfully resolve the differences or otherwise reach an
accommodation with respect to collateral posting levels,
including in certain cases by entering into compromise col-
lateral arrangements. Due to the ongoing nature of these
collateral calls, AIGFP may engage in discussions with one
or more counterparties in respect of these differences at any
time. As of September 30, 2008, AIGFP had either agreed to
post or posted collateral based on exposures, calculated in
respect of super senior credit default swaps, in an aggregate
net amount of $32.8 billion. Valuation estimates made by
counterparties for collateral purposes were, like any other
third-party valuation, considered in the determination of the
fair value estimates of AIGFP’s super senior credit default
swap portfolio.

Through June 30, 2007, AIGFP had not received any
collateral calls related to this credit default swap portfolio.
Since that date and through October 27, 2008, counterparties
have made large collateral calls against AIGFP, in particular
related to the multi-sector CDO portfolio. This was largely
driven by deterioration in the market value of the reference
obligations. As of July 31, 2008, AIGFP had either agreed to
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post or posted collateral based on exposures, calculated in
respect of super senior credit default swaps, in an aggregate
net amount of $16.5 billion. Since that date and up to
November 5, 2008, AIG has agreed to post or posted an
additional $23.4 billion, for a total of $39.9 billion, resulting
from continued deterioration in the market valuation of the
referenced obligations, rating downgrades of reference obli-
gations and the downgrade of AIG’s ratings. The amount of
future collateral posting requirements is a function of AIG’s
credit ratings, the rating of the reference obligations and any
further decline in the market value of the relevant reference
obligations, with the latter being the most significant factor.
Given the severe market disruption, lack of observable data
and the uncertainty regarding the potential effects on market
prices of the TARP and other measures recently undertaken
by the federal government to address the credit market dis-
ruption, AIGFP is unable to reasonably estimate the amounts
of collateral that it would be required to post. The maximum
amount of collateral that AIGFP could be required to post is
the net notional amount of the super senior credit default
swap portfolio.

Models and Modeling

AIGFP values its credit default swaps written on the most
senior (super senior) risk layers of designated pools of debt
securities or loans using internal valuation models, third-
party prices and market indices. The principal market was
determined to be the market in which super senior credit
default swaps of this type and size would be transacted, or
have been transacted, with the greatest volume or level of
activity. AIG has determined that the principal market par-
ticipants, therefore, would consist of other large financial
institutions who participate in sophisticated over-the-counter
derivatives markets. The specific valuation methodologies
vary based on the nature of the referenced obligations and
availability of market prices.

The valuation of the super senior credit derivatives con-
tinues to be challenging given the limitation on the availability
of market observable information due to the lack of trading
and price transparency in the structured finance market,
particularly during and since the fourth quarter of 2007.
These market conditions have increased the reliance on man-
agement estimates and judgments in arriving at an estimate of
fair value for financial reporting purposes. Further, disparities
in the valuation methodologies employed by market partic-
ipants and the varying judgments reached by such partici-
pants when assessing volatile markets have increased the
likelihood that the various parties to these instruments may
arrive at significantly different estimates as to their fair values.

AIGFP’s valuation methodologies for the super senior
credit default swap portfolio have evolved in response to the
deteriorating market conditions and the lack of sufficient
market observable information. AIG has sought to calibrate
the model to available market information and to review the
assumptions of the model on a regular basis.

Arbitrage Portfolio — Multi-Sector CDOs

The underlying assumption of the valuation methodology for
AIGFP’s credit default swap portfolio wrapping multi-sector
CDOs is that, to be willing to assume the obligations under a
credit default swap, a market participant would require pay-
ment of the full difference between the cash price of the
underlying tranches of the referenced securities portfolio
and the net notional amount specified in the credit default
swap.

AIGFP uses a modified version of the Binomial Expan-
sion Technique (BET) model to value its credit default swap
portfolio written on super senior tranches of CDOs of ABS,
including the 2a-7 Puts. The BET model was developed in
1996 by a major rating agency to generate expected loss
estimates for CDO tranches and derive a credit rating for
those tranches, and has been widely used ever since.

AIG selected the BET model for the following reasons:

• it is known and utilized by other institutions;

• it has been studied extensively, documented and
enhanced over many years;

• it is transparent and relatively simple to apply;

• the parameters required to run the BET model are
generally observable; and

• it can easily be modified to use probabilities of default
and expected losses derived from the underlying col-
lateral securities market prices instead of using rat-
ing-based historical probabilities of default.

The BET model has certain limitations. A well known
limitation of the BET model is that it can understate the
expected losses for super senior tranches when default cor-
relations are high. The model uses correlations implied from
diversity scores which do not capture the tendency for cor-
relations to increase as defaults increase. Recognizing this
concern, AIG tested the sensitivity of the valuations to the
diversity scores. The results of the testing demonstrated that
the valuations are not very sensitive to the diversity scores
because the expected losses generated from the prices of the
collateral pool securities are currently high, breaching the
attachment point in most transactions. Once the attachment
point is breached by a sufficient amount, the diversity scores,
and their implied correlations, are no longer a significant
driver of the valuation of a super senior tranche.

AIGFP has adapted the BET model to estimate the price
of the super senior risk layer or tranche of the CDO. AIG
modified the BET model to imply default probabilities from
market prices for the underlying securities and not from rating
agency assumptions. To generate the estimate, the model uses
the prices for the securities comprising the portfolio of a CDO
as an input and converts those prices to credit spreads over
current LIBOR-based interest rates. These credit spreads are
used to determine implied probabilities of default and

120

American International Group, Inc. and Subsidiaries



expected losses on the underlying securities. This data is then
aggregated and used to estimate the expected cash flows of the
super senior tranche of the CDO.

The application of the modified BET model involves the
following steps for each individual super senior tranche of a
CDO in the portfolio:

1) Calculation of the cash flow pattern that matches the
weighted average life for each underlying security of the
CDO;

2) Calculation of an implied credit spread for each security
from the price and cash flow pattern determined in step 1.
This is an arithmetic process which converts prices to
yields (similar to the conversion of United States Treasury
security prices to yields), and then subtracts LIBOR-based
interest rates to determine the credit spreads;

3) Conversion of the credit spread into its implied probability
of default. This also is an arithmetic process that deter-
mines the assumed level of default on the security that
would equate the present value of the expected cash flows
discounted at a risk free rate with the present value of the
contractual cash flows discounted using LIBOR-based
interest rates plus the credit spreads;

4) Generation of expected losses for each underlying security
using the probability of default and recovery rate;

5) Aggregation of the cash flows for all securities to create a
cash flow profile of the entire collateral pool within the
CDO;

6) Division of the collateral pool into a number of hypothet-
ical independent identical securities based on the CDO’s
diversity score so that the cash flow effects of the portfolio
can be mathematically aggregated properly. The purpose
of dividing the collateral pool into hypothetical securities
is a simplifying assumption used in all BET models as part
of a statistical technique that aggregates large amounts of
homogeneous data;

7) Simulation of the default behavior of the hypothetical
securities using a Monte Carlo simulation and aggregation
of the results to derive the effect of the expected losses on
the cash flow pattern of the super senior tranche taking
into account the cash flow diversion mechanism of the
CDO;

8) Discounting of the expected cash flows determined in step
7 using LIBOR-based interest rates to estimate the value of
the super senior tranche of the CDO; and

9) Adjustment of the model value for the super senior multi-
sector CDO credit default swap for the effect of the risk of
non-performance by AIG using the credit spreads of AIG
available in the marketplace and considering the effects of
collateral and master netting arrangements.

AIGFP employs a Monte Carlo simulation in step 7
above to assist in quantifying the effect on the valuation of
the CDO of the unique aspects of the CDO’s structure such as
triggers that divert cash flows to the most senior part of the
capital structure. The Monte Carlo simulation is used to
determine whether an underlying security defaults in a given
simulation scenario and, if it does, the security’s implied
random default time and expected loss. This information is
used to project cash flow streams and to determine the
expected losses of the portfolio.

In addition to calculating an estimate of the fair value of
the super senior CDO security referenced in the credit default
swaps using its internal model, AIGFP also considers the price
estimates for the super senior CDO securities provided by
third parties, including counterparties to these transactions,
to validate the results of the model and to determine the best
available estimate of fair value. In determining the fair value
of the super senior CDO security referenced in the credit
default swaps, AIGFP uses a consistent process which con-
siders all available pricing data points and eliminates the use
of outlying data points. When pricing data points are within a
reasonable range an averaging technique is applied.

The following table presents the net notional amount
and fair value derivative liability of the multi-sector super
senior credit default swap portfolio using AIGFP’s fair value
methodology at September 30, 2008:

(in millions)

Net
Notional
Amount

Fair Value
Derivative Liability at

September 30,
2008

BET model $ 9,010 $ 3,920
Third party price 21,050 9,297
Average of BET model and third

party price 36,966 15,185
Other 4,618 1,805

Total $71,644 $30,207

The fair value derivative liability of $30.2 billion
recorded on AIGFP’s super senior multi-sector CDO credit
default swap portfolio represents the cumulative change in
fair value of these derivatives, which represents AIG’s best
estimate of the amount it would need to pay to a willing, able
and knowledgeable third party to assume the obligations
under AIGFP’s super senior multi-sector credit default swap
portfolio as of September 30, 2008.

Arbitrage Portfolio — Corporate Debt/CLOs

The valuation of credit default swaps written on portfolios of
investment-grade corporate debt and CLOs is less complex
than the valuation of super senior multi-sector CDO credit
default swaps and the valuation inputs are more transparent
and readily available.

In the case of credit default swaps written on portfolios of
investment-grade corporate debt, AIGFP estimates the fair
value of its obligations by comparing the contractual pre-
mium of each contract to the current market levels of the
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senior tranches of comparable credit indices, the iTraxx index
for European corporate issuances and the CDX index for
U.S. corporate issuances. These indices are considered rea-
sonable proxies for the referenced portfolios. In addition,
AIGFP compares these valuations to third party prices and
makes adjustments as necessary to determine the best avail-
able estimate of fair value.

AIGFP estimates the fair value of its obligations resulting
from credit default swaps written on CLOs to be equivalent to
the par value less the current market value of the referenced
obligation. Accordingly, the value is determined by obtaining
third-party quotes on the underlying super senior tranches
referenced under the credit default swap contract.

No assurance can be given that the fair value of AIGFP’s
arbitrage credit default swap portfolio would not change
materially if other market indices or pricing sources were
used to estimate the fair value of the portfolio.

Regulatory Capital Portfolio

In the case of credit default swaps written to facilitate regu-
latory capital relief, AIGFP estimates the fair value of these
derivatives by considering observable market transactions.
The transactions with the most observability are the early
terminations of these transactions by counterparties. AIG
expects that the majority of these transactions will be termi-
nated within the next 6 to 18 months by AIGFP’s counter-
parties. From January 1, 2008 through September 30, 2008,
$94.9 billion in net notional exposures have been terminated.
Since that date and through October 27, 2008, $4.5 billion in
net notional exposures have been terminated. AIGFP has not
been required to make any payments as part of these termi-
nations and in certain cases was paid a fee upon termination.
In all cases, terminations were initiated by the counterparties
prior to the transactions maturing. AIGFP also considers
other market data, to the extent relevant and available.

In light of early termination experience to date and after
other analyses, AIG determined that there was no unrealized
market valuation adjustment for this regulatory capital relief
portfolio for the nine-month period ended September 30,
2008 other than for one transaction where AIGFP believes
the counterparty is no longer using the transaction to obtain
regulatory capital relief. During the second quarter of 2008, a
regulatory capital relief transaction with a net notional
amount of $1.6 billion and a fair value loss of $125 million
was not terminated as expected when it no longer provided
regulatory capital benefit to the counterparty. This transac-
tion provided protection on an RMBS, unlike the other reg-
ulatory transactions, which provide protection on loan
portfolios held by the counterparties. The documentation
for this transaction contains provisions not included in
AIGFP’s other regulatory capital relief transactions, which
enable the counterparty to arbitrage a specific credit
exposure.

AIG will continue to assess the valuation of this portfolio
and monitor developments in the marketplace. Given the
significant deterioration in the credit markets and the risk
that AIGFP’s expectations with respect to the termination of
these transactions by its counterparties may not materialize,
there can be no assurance that AIG will not recognize unre-
alized market valuation losses from this portfolio in future
periods, and recognition of even a small percentage decline in
the fair value of this portfolio could be material to AIG’s
consolidated results of operations for an individual reporting
period or to AIG’s consolidated financial condition.

Key Assumptions Used in the BET model —
Multi-Sector CDOs

The most significant assumption used in the BET model is the
pricing of the individual securities within the CDO collateral
pools. The following table summarizes the gross transactional
notional weighted average price at June 30, 2008 and Sep-
tember 30, 2008, by ABS category.

ABS Category

Gross
Transaction

Notional
Weighted

Average Price
September 30,

2008

Gross
Transaction

Notional
Weighted

Average Price
June 30, 2008

RMBS Prime 71.54% 81.23%
RMBS Alt-A 46.12 58.06
RMBS Subprime 38.83 48.44
CMBS 81.40 87.46
CDOs 29.83 32.24
Other 78.36 85.03

Total 52.33% 60.38%

The decrease in the weighted average prices reflects
continued deterioration in the markets for RMBS and CMBS
and further downgrades in RMBS and CMBS credit ratings.

Prices for the individual securities held by a CDO are
obtained in most cases from the CDO collateral managers, to
the extent available. For the quarter ended September 30,
2008, CDO collateral managers provided market prices for
approximately 70 percent of the underlying securities. When
a price for an individual security is not provided by a CDO
collateral manager, AIGFP derives the price through a pricing
matrix using prices from CDO collateral managers for similar
securities. Matrix pricing is a mathematical technique used
principally to value debt securities without relying exclusively
on quoted prices for the specific securities, but rather by
relying on the relationship of the security to other benchmark
quoted securities. Substantially all of the CDO collateral
managers who provided prices used dealer prices for all or
part of the underlying securities, in some cases supplemented
by third party pricing services.

The BET model also uses diversity scores, weighted
average lives, recovery rates and discount rates. The deter-
mination of some of these inputs requires the use of judgment
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and estimates, particularly in the absence of market observ-
able data. Diversity scores (which reflect default correlations
between the underlying securities of a CDO) are obtained
from CDO trustees or implied from default correlations.
Weighted average lives of the underlying securities are
obtained, when available, from external subscription services
such as Bloomberg and Intex and, if not available, AIGFP
utilizes an estimate reflecting known weighted average lives.
Collateral recovery rates are obtained from the multi-sector
CDO recovery data of a major rating agency. AIGFP utilizes a
LIBOR-based interest rate curve to derive its discount rates.

AIGFP employs similar control processes to validate
these model input as those used to value AIG’s investment
portfolio as described in Critical Accounting Estimates —
Fair Value Measurements of Certain Financial Assets and
Liabilities — Overview. The effects of the adjustments result-
ing from the validation process were de minimis for each
period presented.

Valuation Sensitivity — Arbitrage Portfolio

Multi-Sector CDOs

AIG utilizes sensitivity analyses that estimate the effects of
using alternative pricing and other key inputs on AIG’s cal-
culation of the unrealized market valuation loss related to the
AIGFP super senior credit default swap portfolio. While AIG
believes that the ranges used in these analyses are reasonable,
given the current difficult market conditions, AIG is unable to
predict which of the scenarios is most likely to occur. Actual
results in any period are likely to vary, perhaps materially,
from the modeled scenarios, and there can be no assurance
that the unrealized market valuation loss related to the AIGFP
super senior credit default swap portfolio will be consistent
with any of the sensitivity analyses.

For the purposes of estimating sensitivities for the super
senior multi-sector CDO credit default swap portfolio, the
change in valuation derived using the BET model is used to
estimate the change in the fair value of the derivative liability.
As mentioned above, the most significant assumption used in
the BET model is the pricing of the securities within the CDO
collateral pools. If the actual pricing of the securities within
the collateral pools differs from the pricing used in estimating
the fair value of the super senior credit default swap portfolio,
there is potential for material variation in the fair value
estimate. A decrease by five points (for example, from 87
cents per dollar to 82 cents per dollar) in the aggregate price of
the underlying collateral securities would increase the fair
value derivative liability by approximately $3.7 billion, while
an increase in the aggregate price of the underlying collateral
securities by five points (for example, from 90 cents per dollar
to 95 cents per dollar) would reduce the fair value derivative
liability by approximately $3.8 billion. Any further declines in
the value of the underlying collateral securities held by a CDO
will similarly affect the value of the super senior CDO

securities given their significantly depressed valuations. Given
the current difficult market conditions, AIG cannot predict
reasonably likely changes in the prices of the underlying
collateral securities held within a CDO at this time.

The following table presents other key inputs used in the
BET model, and the potential increase (decrease) to the fair
value of the derivative liability at September 30, 2008
corresponding to changes in these key inputs:

(in millions)

Increase
(Decrease) To

Fair Value
Derivative Liability

Weighted average lives
Effect of an increase of 1 year $ 426
Effect of a decrease of 1 year (968)

Recovery rates
Effect of an increase of 10% (21)
Effect of a decrease of 10% 119

Diversity scores
Effect of an increase of 5 (80)
Effect of a decrease of 5 207

Discount curve
Effect of an increase of 100 basis points 158

These results are calculated by stressing a particular
assumption independently of changes in any other assump-
tion. No assurance can be given that the actual levels of the
key inputs will not exceed, perhaps significantly, the ranges
assumed by AIG for purposes of the above analysis. No
assumption should be made that results calculated from the
use of other changes in these key inputs can be interpolated or
extrapolated from the results set forth above.

Corporate Debt

The following table represents the relevant market credit
indices and index CDS maturity used to estimate the sen-
sitivity for the credit default swap portfolio written on
investment-grade corporate debt and the estimated
increase (decrease) to the fair value of the derivative lia-
bility at September 30, 2008 corresponding to changes in
these market credit indices and maturity:

(in millions)

Increase
(Decrease) To

Fair Value
Derivative Liability

CDS maturity (in years) 5 7 10
CDX Index

Effect of an increase of 10 basis points $(19) $(46) $ (9)
Effect of a decrease of 10 basis points 19 46 9

iTraxx Index
Effect of an increase of 10 basis points (9) (32) (7)
Effect of a decrease of 10 basis points 9 32 7

These results are calculated by stressing a particular
assumption independently of changes in any other assump-
tion. No assurance can be given that the actual levels of the
indices and maturity will not exceed, perhaps significantly,
the ranges assumed by AIGFP for purposes of the above
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analysis. No assumption should be made that results calcu-
lated from the use of other changes in these indices and
maturity can be interpolated or extrapolated from the results
set forth above.

Stress Testing of Potential Realized Credit Losses — Multi-
Sector CDOs

In addition to performing sensitivity analyses around the
valuation of the AIGFP super senior credit default swap
portfolio, AIG performed a roll rate analysis to stress the
AIGFP super senior multi-sector CDO credit default swap
portfolio for potential pre-tax realized credit losses without
taking into consideration either sales of securities or early
terminations of the contracts. Credit losses represent the
shortfall of principal and/or interest cash flows on the refer-
enced super senior risk layers underlying the portfolio.

Two scenarios illustrated in this process resulted in
potential pre-tax realized credit losses of approximately
$7.8 billion (Scenario A) and approximately $12.0 billion
(Scenario B). Comparable amounts at June 30, 2008 were
$5.0 billion and $8.5 billion, respectively. At September 30,
2008, AIG used the same set of roll rate and loss severity
assumptions in its roll rate analysis as those used at June 30,
2008. However, the estimated potential credit losses illus-
trated by Scenarios A and B increased significantly over the
amounts reported at June 30, 2008. The increases in the
estimated potential credit losses were principally attributable
to three factors:

• approximately $1.5 billion in each scenario was
attributable to the increase in the LIBOR interest
rate, caused by tight money market conditions, which
increased the modeled amounts of cash flow diver-
sion to lower rated tranches within the multi-sector
CDOs;

• approximately $600 million in scenario A and
$700 million in scenario B were attributable to
enhancements used in the analysis to reflect more
accurately the attributes of the portfolio; and

• approximately $600 million in scenario A and
$1.2 billion in scenario B were due to larger actual
delinquencies in the performing mortgage pools and
greater credit deterioration in other collateral
securities.

Other factors, such as applying the pool losses deter-
mined based on the above factors up through the capital
structures of the RMBS as well as the cash flow waterfall
effects within the CDOs, account for the remainder of the
increase.

The significant assumptions for subprime mortgages
used in Scenario A are provided below. Scenario B illustrates
the effect of a 20 percent relative increase (but not in excess of
100 percent) in all Scenario A roll rate default frequency

assumptions and in all Scenario A loss severity assumptions
across all mortgage collateral (for example, 60 percent
increased to 72 percent). Actual ultimate realized credit losses
are likely to vary, perhaps materially, from these scenarios,
and there can be no assurance that the ultimate realized credit
losses related to the AIGFP super senior multi-sector CDO
credit default swap portfolio will be consistent with either
scenario or that such realized credit losses will not exceed the
potential realized credit losses illustrated by Scenario B.

In the second quarter of 2008, AIG stressed the AIGFP
super senior multi-sector CDO credit default swap portfolio
using the roll rate analysis enhanced to apply to all RMBS
collateral including subprime, Alt-A and prime residential
mortgages that comprise the subprime, Alt-A and prime
RMBS. This analysis assumed that certain percentages of
actual delinquent mortgages will roll into default and fore-
closure. It also assumed that certain percentages of non-delin-
quent mortgages will become delinquent and default over
time, with those delinquency percentages depending on the
age of the mortgage pool. To those assumed defaults AIG
applied loss severities (one minus recovery) to derive esti-
mated ultimate losses for each mortgage pool comprising a
subprime, Alt-A and prime RMBS. Because subprime, Alt-A
and prime RMBS have differing characteristics, the roll rates
and loss severities differed. AIG then estimated tranche losses
from these roll rate losses by applying the pool losses up
through the capital structure of the RMBS. In this estimate of
tranche losses, AIG introduced in the second quarter of 2008
an enhancement to the roll rate analysis to take into account
the cash flow waterfall and to capture the potential effects,
both positive and negative, of cash flow diversion within each
CDO. To these estimated subprime, Alt-A and prime RMBS
losses AIG added estimated credit losses on the inner CDOs
and other ABS, such as CMBS, credit card and auto loan ABS
held by the CDOs, calculated by using rating-based static
percentages, in the case of inner CDOs varying by vintage and
type of CDO, and, in the case of other ABS, by rating. In
addition to the foregoing, the analysis incorporates the effects
of certain other factors such as mortgage prepayment rates,
excess spread and delinquency triggers.

Subprime RMBS comprise the majority of collateral
securities within the multi-sector CDOs. Given adverse real
estate market conditions, subprime mortgage losses comprise
the largest percentage of AIG’s pre-tax credit impairment
losses in scenarios A and B.

The roll rate analysis, as mentioned above, consists of
projecting credit losses by projecting mortgage defaults and
applying loss severities to these defaults. Mortgage defaults
are estimated by applying roll rate frequencies to each seg-
ment of existing delinquent mortgages and by using loss
timing curves to forecast future defaults from currently per-
forming mortgages.
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The roll rate default frequency assumptions for subprime
mortgages by vintage used in the scenario A roll rate
analysis are as follows:

Segment
Pre-

2005 2005 2006 2007

30+ days delinquent 60% 70% 80% 80%
60+ days delinquent 70% 80% 80% 80%
90+ days delinquent +

borrower bankruptcies 70% 80% 90% 90%
Foreclosed/REO mortgages 100% 100% 100% 100%

The subprime mortgage loss severity assumptions by vin-
tage used in the scenario A roll rate analysis are as follows:

Pre 2H 2004 2H 2004 1H 2005 2H 2005 2006/2007

50% 50% 55% 55% 60%

Prior to June 30, 2008, AIG conducted risk analyses of
the AIGFP super senior multi-sector CDO credit default swap
portfolio using certain ratings-based static stress tests, which
centered around scenarios of further stress on the portfolio
resulting from downgrades by the rating agencies from cur-
rent levels on the underlying collateral in the CDO structures
supported by AIGFP’s credit default swaps. During the first
quarter of 2008, AIG developed and implemented its roll rate
analysis. Commencing in the second quarter of 2008, AIG
discontinued use of the rating-based static stress test and used
only the roll rate stress test because it believed that the roll rate
stress test provided a more reasonable methodology to illus-
trate potential realized credit losses than the rating-based
static stress test used previously.

Due to the dislocation in the market for CDO and RMBS
collateral, AIG does not use the market values of the under-
lying CDO collateral in estimating its potential realized credit
losses. The use of factors derived from market-observable
prices in models used to determine the estimates for future
realized credit losses could result in materially higher esti-
mates of potential realized credit losses.

Under the terms of most of these credit derivatives, credit
losses to AIG would generally result from the credit impair-
ment of the referenced obligations that AIG would acquire in
extinguishing its swap obligations. Other types of analyses or
models could result in materially different estimates. AIG is
aware that other market participants have used different
assumptions and methodologies to estimate the potential
realized credit losses on AIGFP’s super senior multi-sector
CDO credit default swap portfolio, resulting in significantly
higher estimates than those resulting from AIG’s roll rate
stress testing scenarios. Actual ultimate realized credit losses
are likely to vary, perhaps materially, from AIG’s roll rate
stress testing scenarios, and there can be no assurance that the
ultimate realized credit losses related to the AIGFP super
senior multi-sector CDO credit default swap portfolio will
be consistent with either scenario or that such realized credit
losses will not exceed the potential realized credit losses
illustrated by Scenario B.

The potential realized credit losses illustrated in Scenar-
ios A and B are lower than the $30.2 billion fair value
derivative liability of AIGFP’s super senior multi-sector
CDO credit default swap portfolio at September 30, 2008.
The fair value of AIGFP’s super senior multi-sector CDO
credit default swap portfolio is based upon fair value account-
ing principles, which rely on third-party prices for both the
underlying collateral securities and the CDOs that AIGFP’s
super senior credit default swaps wrap. These prices currently
incorporate liquidity premiums, risk aversion elements and
credit risk modeling, which in some instances may use more
conservative assumptions than those used by AIG in its roll
rate stress testing. Due to the ongoing disruption in the
U.S. residential mortgage market and credit markets and
the downgrades of RMBS and CDOs by the rating agencies,
the market continues to lack transparency around the pricing
of these securities. These prices are not necessarily reflective
of the ultimate potential realized credit losses AIGFP could
incur in the future related to the AIGFP super senior multi-
sector CDO credit default swap portfolio, and AIG believes
they incorporate a significant amount of market-driven risk
aversion.

Other derivatives. Valuation models that incorporate unob-
servable inputs initially are calibrated to the transaction price.
Subsequent valuations are based on observable inputs to the
valuation model (e.g., interest rates, credit spreads, volatili-
ties, etc.). Model inputs are changed only when corroborated
by market data.

Transfers into Level 3

During the three-months ended September 30, 2008,
AIG transferred from Level 2 to Level 3 approximately
$7.1 billion of assets, primarily representing fixed maturity
securities for which the significant inputs used to measure the
fair value of the securities became unobservable primarily as a
result of the significant disruption in the credit markets. See
Note 3 to the Consolidated Financial Statements for addi-
tional information about transfers into Level 3.

Valuation Controls

AIG is actively implementing its remediation plan to address
the material weakness in internal control relating to the fair
value valuation of the AIGFP super senior credit default swap
portfolio, and oversight thereof as described in Item 9A. of the
2007 Annual Report on Form 10-K. AIG is developing new
systems and processes to reduce reliance on certain manual
controls that have been established as compensating controls
over valuation of this portfolio and in other areas, and is
strengthening the resources required to remediate this weak-
ness. Notwithstanding this need to continue strengthening
these controls, AIG has an oversight structure that includes
appropriate segregation of duties with respect to the valuation
of its financial instruments. Senior management, independent
of the trading and investing functions, is responsible for the
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oversight of control and valuation policies and for reporting
the results of these controls and policies to AIG’s Audit
Committee. AIG employs procedures for the approval of
new transaction types and markets, price verification, peri-
odic review of profit and loss, and review of valuation models
by personnel with appropriate technical knowledge of rele-
vant products and markets. These procedures are performed
by personnel independent of the trading and investing func-
tions. For valuations that require inputs with little or no
market observability, AIG compares the results of its valua-
tion models to actual subsequent transactions.

Capital Resources and Liquidity

Liquidity

During the third quarter of 2008, AIG experienced liquidity
issues as described under Current Events Related to Liquidity.
As a result of these events, AIG, ILFC and AGF have not had
access to their traditional sources of long-term or short-term
financing through the public debt markets. AIG parent’s
sources of liquidity currently consist of borrowings under
the Fed Facility, issuances of commercial paper under the
CPFF and borrowings under its other revolving credit facil-
ities and dividends, distributions and other payments from its
subsidiaries.

On November 10, 2008, AIG announced several trans-
actions that will help stabilize AIG’s liquidity. Subject to the
issuance of the Series D Preferred Shares described below, the
Fed Credit Agreement will be amended to, among other
things:

• provide that the total commitment under the Fed Facility
following the issuance of the Series D Preferred Shares shall
be $60 billion;

• reduce the interest rate payable on outstanding borrowings
under the Fed Facility from three-month LIBOR (not less
than 3.5 percent) plus 8.5 percent per annum to three-
month LIBOR (not less than 3.5 percent) plus 3.0 percent
per annum;

• reduce the fee payable on undrawn amounts from 8.5 per-
cent per annum to 0.75 percent per annum;

• reduce the number of shares of common stock of AIG to be
issued upon conversion of the Series C Preferred Stock to be
held by the Trust to 77.9 percent; and

• extend the term of the Fed Facility from two years to five
years.

Pursuant to an agreement, AIG will issue $40 billion
liquidation preference of Series D Preferred Shares and a
10-year warrant exercisable for shares of AIG common stock
equal to 2 percent of the outstanding shares of common stock
to the United States Treasury, the net proceeds of which will
be used to repay a portion of the outstanding balance under
the Fed Facility. AIG expects during the fourth quarter to

form a limited liability company with the NY Fed that will
acquire RMBS owned by certain AIG insurance company
subsidiaries. These proceeds together with other AIG funds,
will be used to return all cash collateral posted by securities
borrowers, including approximately $19.9 billion to be
returned to the NY Fed. After all collateral is returned, AIG’s
U.S. securities lending program will be terminated. AIG also
expects during the fourth quarter to establish a limited lia-
bility company with the NY Fed that will purchase up to
approximately $70 billion of the CDO exposures protected
by AIGFP’s multi-sector credit default swap portfolio. These
actions are expected to:

• increase AIG’s effective borrowing capacity under the Fed
Facility;

• limit AIG’s exposure to the RMBS securities in the securities
lending pool; and

• limit AIG’s exposure to the CDOs underlying its multi-
sector credit default swap portfolio.

At the subsidiary level, in September 2008, both AGF
and ILFC borrowed under their credit facilities ($4.6 billion
and $6.5 billion, respectively) and certain U.S. life insurance
companies entered into the Fed Securities Lending Agreement
with the NY Fed.

Proceeds from announced asset sales are required to pay
down the Fed Facility.

AIG Parent

At November 5, 2008, AIG parent had the following sources
of liquidity:

• $24 billion of available borrowings under the
September 22, 2008 Fed Facility;

• $5.6 billion of available commercial paper borrowings
under all programs under the CPFF; and

• $3.8 billion of available borrowings under its revolving
credit facilities, as described under Revolving Credit Facil-
ities below.

As a result, AIG believes that it has sufficient liquidity at
the parent level to meet its obligations through at least the
next twelve months. However, no assurance can be given that
AIG’s cash needs will not exceed projected amounts. Addi-
tional collateral calls at AIGFP, a failure to consummate either
the establishment of the RMBS limited liability company or
CDO security limited liability company, a further downgrade
of AIG’s credit ratings or unexpected capital or liquidity needs
of AIG’s subsidiaries may result in significant cash needs. For
a further discussion of this risk, see Item 1A. Risk Factors.

Domestic Life Insurance Companies

AIG’s Domestic Life Insurance and Retirement Services com-
panies have three primary liquidity needs: the funding of
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surrenders; returning cash collateral under the securities lend-
ing program; and obtaining capital to offset other-than-tem-
porary impairment charges. At the current rate of surrenders,
AIG believes that its Domestic Life Insurance and Retirement
Services companies will have sufficient resources to meet
these obligations. A substantial increase in surrender activity
could, however, place stress on the liquidity of these compa-
nies and require asset sales.

AIG’s securities lending payables totaled $34.2 billion at
November 5, 2008. When necessary, the NY Fed is providing
liquidity to the securities lending pool through borrowings of
securities from the pool. AIG anticipates repaying the Fed
Securities Lending Agreement in full upon the establishment
of the limited liability company to repurchase the RMBS in
the securities lending pool.

AIG parent contributed $16.6 billion to Domestic Life
Insurance and Retirement Services companies during the first
nine months of 2008, largely to offset the reduction in capital
due to the significant other-than-temporary impairment
charges. To the extent the investment portfolios of the Domes-
tic Life Insurance and Retirement Services companies con-
tinue to be adversely affected by market conditions, AIG may
need to make additional capital contributions to these
companies.

Foreign Life Insurance Companies

AIG’s Foreign Life Insurance companies (including ALICO)
have had significant capital needs following publicity of AIG
parent’s liquidity issues and related credit ratings downgrades
and reflecting the decline in the equity markets. AIG contrib-
uted $1.6 billion to the Foreign Life Insurance companies in
September 2008, and $339 million in October 2008 to meet
these needs. AIG expects to contribute approximately
$1.4 billion to Nan Shan in November 2008.

AIG believes that its Foreign Life Insurance subsidiaries
will have adequate capital to support their business plans
through the remainder of 2008; however, to the extent the
investment portfolios of the Foreign Life Insurance companies
continue to be adversely affected by market conditions, AIG
may need to make additional capital contributions to these
companies.

Commercial Insurance Group

AIG expects CIG to be able to continue to meet its obligations
as they come due through cash from operations and, to the
extent necessary, asset dispositions. One or more large catas-
trophes, however, may require AIG to provide additional
support to CIG.

AIG has provided letters of credit that totaled $5.7 bil-
lion at October 27, 2008, to allow subsidiaries of CIG to
obtain admitted surplus credit for reinsurance provided by
non-admitted carriers. Approximately $4.2 billion of these

letters of credit will expire on December 31, 2008. The
inability of AIG to renew or replace these letters of credit
or otherwise obtain equivalent financial support would result
in a significant reduction of the statutory surplus of these
property and casualty companies and would require AIG to
make additional capital contributions.

International Lease Finance Corporation

To assure maximum liquidity for its operations, ILFC bor-
rowed the full amount available under its credit facilities,
$6.5 billion, in September 2008. ILFC can also borrow up to
$5.7 billion under the CPFF. At November 5, 2008, ILFC had
borrowed $1.7 billion under the CPFF. Funding under the
CPFF terminates in April 30, 2009, with funds outstanding at
that date maturing through July 2009. In addition, ILFC is
seeking secured financings. ILFC currently has the capacity
under their present facilities and indentures to enter into
secured financings in excess of $4.0 billion. AIG expects that
these borrowings and cash flows from operations, which may
include aircraft sales, will permit ILFC to meet its obligations
through September 2009, after which AIG would rely upon
additional asset sales and funding through the Fed Facility.

American General Finance

To assure maximum liquidity for its operations, AGF bor-
rowed the full amount available under its primary credit
facilities, $4.6 billion, in September 2008. AGF anticipates
that its primary sources of funds to support its operations and
repay its obligations will be finance receivable collections
from operations, while limiting its lending activities and
focusing on expense savings. In addition, AGF is seeking
secured financing. AGF anticipates that its existing sources
of funds will be sufficient to meet its debt and other obliga-
tions through the first quarter of 2009. At that time, AIG will
need to find other sources of liquidity for AGF, including sales
of AGF assets and funding through the Fed Facility.

AIGCFG

As a result of AIG parent’s liquidity issues and related credit
ratings downgrades, AIGCFG experienced significant deposit
withdrawals in Hong Kong during September 2008. AIGCFG
subsidiaries borrowed $1.6 billion from AIG in September
and October of 2008 to meet these withdrawals and other
cash needs.

AIG believes that the funding needs of AIGCFG have
stabilized, but it is possible that AIGCFG’s liquidity needs
could increase substantially. AIG is working to sell these
businesses on an expedited basis and believes that entering
into sale agreements will help stabilize AIGCFG’s liquidity.
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Debt maturities in next twelve months

The following sets forth AIG’s debt maturities by quarter for
the twelve months ended September 30, 2009:

(in billions)

4th

Quarter
2008

1st

Quarter
2009

2nd

Quarter
2009

3rd

Quarter
2009

Debt Maturities $9 $3 $4 $12

AIG expects to meet these obligations through borrow-
ings from the Fed Facility, sales of commercial paper pursuant
to the CPFF, and cash received from subsidiaries. See Notes 4,
5, and 11 to the Consolidated Financial Statements for addi-
tional information regarding the terms of the Fed Credit
Agreement and the Pledge Agreement.

Third Quarter and Nine Month Capital Resources and Liquidity

Borrowings outstanding and remaining available amount that can be borrowed under the Fed Facility were as follows:

(in millions)

Inception through
September 30,

2008

Inception through
November 5,

2008

Borrowings:

Loans to AIGFP for collateral postings, GIA and other maturities $35,340 $43,100
Capital contributions to insurance companies(a) 13,341 13,687
Repayment of obligations to securities lending program 3,160 3,160
AIG Funding commercial paper maturities 2,717 3,714
Repayment of intercompany loans 1,528 1,528
Contributions to AIGCFG subsidiaries 1,094 1,591
Debt repayments 1,038 1,578
Other borrowings(a) 2,782 8,642

Total borrowings 61,000 77,000

Repayments:

Repayments not reducing available amounts – 16,000 (b)

Repayments reducing available amounts – –

Total repayments – 16,000

Net borrowings 61,000 61,000
Total Fed Facility 85,000 85,000

Remaining available amount 24,000 24,000

Net borrowings 61,000 61,000
Paid in kind interest and fees 1,960 1,960

Total balance outstanding $62,960 $62,960

(a) Includes securities lending activities.

(b) Includes repayments due to funds received from the Fed Securities Lending Agreement and the CPFF.
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Borrowings

AIG’s total borrowings were as follows:

(in millions)
September 30,

2008
December 31,

2007

Borrowings issued by AIG:
Fed Facility $ 62,960 $ –
Notes and bonds payable 12,036 14,588
Junior subordinated debt 12,224 5,809
Junior subordinated debt attributable to equity units 5,880 –
Loans and mortgages payable 376 729
MIP matched notes and bonds payable 13,871 14,267
AIGFP matched notes and bonds payable 4,204 874
Total AIG borrowings 111,551 36,267

Borrowings guaranteed by AIG:
AIGFP(a)

GIAs 13,608 19,908
Notes and bonds payable 16,229 36,676
Loans and mortgages payable 6,627 1,384
Hybrid financial instrument liabilities(b) 2,685 7,479
Total AIGFP borrowings 39,149 65,447

AIG Funding, Inc. commercial paper 1,944 4,222
AIGLH notes and bonds payable 798 797
Liabilities connected to trust preferred stock 1,414 1,435
Total borrowings issued or guaranteed by AIG 154,856 108,168
Borrowings not guaranteed by AIG:
ILFC

Commercial paper 1,562 4,483
Junior subordinated debt 999 999
Notes and bonds payable(c) 32,005 25,737
Total ILFC borrowings 34,566 31,219

AGF
Commercial paper and extendible commercial notes 1,918 3,801
Junior subordinated debt 349 349
Notes and bonds payable 24,098 22,369
Total AGF borrowings 26,365 26,519

AIGCFG
Commercial paper 168 287
Loans and mortgages payable 2,035 1,839
Total AIGCFG borrowings 2,203 2,126

AIG Finance Taiwan Limited commercial paper 8 –
Other subsidiaries 694 775
Borrowings of consolidated investments:

A.I. Credit(d) – 321
AIG Investments 1,305 1,636
AIG Global Real Estate Investment 4,548 5,096
AIG SunAmerica 5 186
ALICO – 3
Total borrowings of consolidated investments 5,858 7,242

Total borrowings not guaranteed by AIG 69,694 67,881
Consolidated:

Total commercial paper and extendible commercial notes 5,600 13,114
Total long-term borrowings 218,950 162,935
Total borrowings $224,550 $176,049

(a) In 2008, AIGFP borrowings are carried at fair value.

(b) Represents structured notes issued by AIGFP that are accounted for using the fair value option at 2008 and 2007.

(c) Includes borrowings under Export Credit Facility of $2.5 billion at September 30, 2008 and December 31, 2007, respectively.

(d) Represents commercial paper issued by a variable interest entity secured by receivables of A.I. Credit.
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The roll forward of long-term borrowings, excluding borrowings of consolidated investments, for the nine months ended
September 30, 2008 was as follows:

(in millions)

Balance at
December 31,

2007 Issuances

Maturities
and

Repayments

Effect of
Foreign

Exchange
Other

Changes(b)

Balance at
September 30,

2008

AIG
Fed Facility $ – $ 61,000 $ – $ – $ 1,960 $ 62,960
Notes and bonds payable 14,588 – (2,386) (161) (5) 12,036
Junior subordinated debt 5,809 6,953 – (539) 1 12,224
Junior subordinated debt attributable to

equity units – 5,880 – – – 5,880
Loans and mortgages payable 729 297 (642) 8 (16) 376
MIP matched notes and bonds payable 14,267 – (200) (12) (184) 13,871

AIGFP matched notes and bonds payable 874 3,464 (135) – 1 4,204

AIGFP(a)

GIAs 19,908 4,708 (13,247) – 2,239 13,608
Notes and bonds payable and hybrid

financial instrument liabilities 44,155 66,874 (89,660) – (2,455) 18,914
Loans and mortgages payable 1,384 5,489 (242) – (4) 6,627

AIGLH notes and bonds payable 797 – – – 1 798
Liabilities connected to trust preferred stock 1,435 – (19) – (2) 1,414
ILFC notes and bonds payable 25,737 9,311 (2,791) (253) 1 32,005
ILFC junior subordinated debt 999 – – – – 999
AGF notes and bonds payable 22,369 5,691 (3,730) (198) (34) 24,098
AGF junior subordinated debt 349 – – – – 349
AIGCFG loans and mortgages payable 1,839 1,800 (1,744) 3 137 2,035
Other subsidiaries 775 29 (116) 4 2 694

Total $156,014 $171,496 $(114,912) $ (1,148) $ 1,642 $213,092

(a) In 2008, AIGFP borrowings are carried at fair value.

(b) Includes the cumulative effect of the adoption of FAS 159. Also includes commitment fee and payment in kind interest of $1.96 billion on the Fed Facility.
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Maturities of long-term borrowings at September 30, 2008, excluding borrowings of consolidated investments, are as follows:

(in millions) Total 2009 2010 2011 2012 2013 Thereafter
Twelve Months Ended September 30,

AIG:
Fed Facility $ 62,960 $ – $62,960 $ – $ – $ – $ –
Notes and bonds payable 12,036 639 1,850 500 503 997 7,547
Junior subordinated debt 12,224 – – – – – 12,224
Junior subordinated debt attributable to equity

units 5,880 – – – – – 5,880
Loans and mortgages payable 376 36 – – – 292 48
MIP matched notes and bonds payable 13,871 1,207 2,217 3,069 2,024 871 4,483
AIGFP matched notes and bonds payable 4,204 252 39 12 64 6 3,831

Total AIG 111,551 2,134 67,066 3,581 2,591 2,166 34,013

AIGFP:
GIAs 13,608 1,586 981 545 552 430 9,514
Notes and bonds payable 16,229 12,048 894 142 418 86 2,641
Loans and mortgages payable 6,627 43 506 121 1,251 2,230 2,476
Hybrid financial instrument liabilities 2,685 520 1,150 199 84 175 557

Total AIGFP 39,149 14,197 3,531 1,007 2,305 2,921 15,188

AIGLH notes and bonds payable 798 – 500 – – – 298
Liabilities connected to trust preferred stock 1,414 – – – – – 1,414
ILFC:

Notes and bonds payable 21,948 3,824 4,480 4,756 3,574 2,806 2,508
Junior subordinated debt 999 – – – – – 999
Export credit facility 2,492 520 419 331 275 275 672
Bank financings 7,565 473 2,107 2,160 2,650 175 –

Total ILFC 33,004 4,817 7,006 7,247 6,499 3,256 4,179

AGF:
Notes and bonds payable 24,098 5,831 5,777 2,517 1,809 2,398 5,766
Junior subordinated debt 349 – – – – – 349

Total AGF 24,447 5,831 5,777 2,517 1,809 2,398 6,115

AIGCFG Loans and mortgages payable 2,035 1,061 768 161 22 13 10
Other subsidiaries 694 17 2 4 4 2 665
Total $213,092 $28,057 $84,650 $14,517 $13,230 $10,756 $61,882

AIG (Parent Company)

AIG has not had access to its traditional sources of long-term
or short-term financing through the public debt markets.
Further, in light of AIG’s current common stock price, AIG
does not expect to be able to issue equity securities in the
public markets in the foreseeable future. AIG’s affiliates, AIG
Funding Inc., ILFC, Curzon Funding LLC and Nightingale
Finance LLC, may issue up to approximately $6.9 billion,
$5.7 billion, $7.2 billion and $1.1 billion, respectively, of
commercial paper under the CPFF.

AIG traditionally issued debt securities from time to time
to meet its financing needs and those of certain of its subsid-
iaries, as well as to opportunistically fund the MIP. The
maturities of the debt securities issued by AIG to fund the
MIP are generally expected to be paid using the cash flows of
assets held by AIG as part of the MIP portfolio.

On August 18, 2008, AIG sold $3.25 billion principal
amount of senior unsecured notes in a Rule 144A/Regulation S
offering which bear interest at a per annum rate of 8.25 per-
cent and mature in 2018. The proceeds from the sale of these
notes were used by AIGFP for its general corporate purposes,
and the notes are included within “AIGFP matched notes and

bond payable” in the preceding tables. AIG has agreed to use
commercially reasonable efforts to consummate an exchange
offer for the notes pursuant to an effective registration state-
ment within 360 days of the date on which the notes were
issued.

As of September 30, 2008, approximately $7.4 billion
principal amount of senior notes were outstanding under
AIG’s medium-term note program, of which $3.2 billion
was used for AIG’s general corporate purposes, $1.0 billion
was used by AIGFP (included within “AIGFP matched notes
bonds and payable” in the preceding tables) and $3.2 billion
was used to fund the MIP. The maturity dates of these notes
range from 2008 to 2052. To the extent considered appro-
priate, AIG may enter into swap transactions to manage its
effective borrowing rates with respect to these notes.

AIG also maintains a Euro medium-term note program
under which an aggregate nominal amount of up to $31.5 bil-
lion of senior notes may be outstanding at any one time. As of
September 30, 2008, the equivalent of $12.0 billion of notes
were outstanding under the program, of which $9.3 billion
were used to fund the MIP and the remainder was used for
AIG’s general corporate purposes. The aggregate amount
outstanding includes a $678 million increase resulting from
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foreign exchange translation into U.S. dollars, of which
$167 million relates to notes issued by AIG for general cor-
porate purposes and $511 million relates to notes issued to
fund the MIP. AIG has economically hedged the currency
exposure arising from its foreign currency denominated notes.

AIG maintains a shelf registration statement in Japan,
providing for the issuance of up to Japanese yen 300 billion
principal amount of senior notes, of which the equivalent of
$476 million was outstanding as of September 30, 2008 and
was used for AIG’s general corporate purposes. In October
2008, $282 million of senior notes matured and were paid.

In May 2008, AIG raised a total of approximately $20 bil-
lion through the sale of (i) 196,710,525 shares of AIG com-
mon stock in a public offering at a price per share of $38;
(ii) 78.4 million Equity Units in a public offering at a price per
unit of $75; and (iii) $6.9 billion in unregistered offerings of
junior subordinated debentures in three series. The Equity
Units and junior subordinated debentures receive hybrid
equity treatment from the major rating agencies under their
current policies but are recorded as long-term borrowings on
the consolidated balance sheet. The Equity Units consist of an
ownership interest in AIG junior subordinated debentures and
a stock purchase contract obligating the holder of an equity
unit to purchase, and obligating AIG to sell, a variable number
of shares of AIG common stock on three dates in 2011 (a
minimum of 128,944,480 shares and a maximum of
154,738,080 shares, subject to anti-dilution adjustments).

In October 2007, AIG borrowed a total of $500 million
on an unsecured basis pursuant to a loan agreement with a
third-party bank. The entire amount of the loan was repaid on
September 30, 2008.

AIGFP

AIGFP used the proceeds from the issuance of notes and bonds
and GIA borrowings to invest in a diversified portfolio of
securities and derivative transactions. The borrowings may
also be temporarily invested in securities purchased under
agreements to resell. AIGFP’s notes and bonds include struc-
tured debt instruments whose payment terms are linked to one
or more financial or other indices (such as an equity index or
commodity index or another measure that is not considered to
be clearly and closely related to the debt instrument). These
notes contain embedded derivatives that otherwise would be
required to be accounted for separately under FAS 133. Upon
AIG’s adoption of FAS 155 in 2006, AIGFP elected the fair
value option for these notes. The notes that are accounted for
using the fair value option are reported separately under
hybrid financial instrument liabilities. AIG guarantees the
obligations of AIGFP under AIGFP’s notes and bonds and
GIA borrowings.

Approximately $8.7 billion of AIGFP’s debt maturities
through September 30, 2009 are fully collateralized with
assets backing the corresponding liabilities.

ILFC

ILFC has not had access to its traditional sources of long-term
or short-term financing through the public debt markets. ILFC
can currently issue up to $5.7 billion in commercial paper
under the CPFF and has the capacity under its present facilities
and indentures to enter into secured financings in excess of
$4.0 billion.

As a well-known seasoned issuer, ILFC has an automatic
shelf registration statement with the SEC allowing ILFC
immediate access to the U.S. public debt markets. At Septem-
ber 30, 2008, $6.9 billion of debt securities had been issued
under this registration statement and $6.1 billion had been
issued under a prior registration statement. In addition, ILFC
has a Euro medium-term note program for $7.0 billion, under
which $3.8 billion in notes were outstanding at September 30,
2008. Notes issued under the Euro medium-term note pro-
gram are included in ILFC notes and bonds payable in the
preceding table of borrowings. The cumulative foreign
exchange adjustment loss for the foreign currency denomi-
nated debt was $715 million at September 30, 2008 and
$969 million at December 31, 2007. ILFC has substantially
eliminated the currency exposure arising from foreign cur-
rency denominated notes by economically hedging the note
exposure.

ILFC had a $4.3 billion Export Credit Facility for use in
connection with the purchase of approximately 75 aircraft
delivered through 2001. This facility was guaranteed by var-
ious European Export Credit Agencies. The interest rate varies
from 5.75 percent to 5.90 percent on these amortizing ten-
year borrowings depending on the delivery date of the aircraft.
At September 30, 2008, ILFC had $445 million outstanding
under this facility. The debt is collateralized by a pledge of the
shares of a subsidiary of ILFC, which holds title to the aircraft
financed under the facility.

In May 2004, ILFC entered into a similarly structured
Export Credit Facility for up to a maximum of $2.6 billion for
Airbus aircraft to be delivered through May 31, 2005. The
facility was subsequently increased to $3.6 billion and
extended to include aircraft to be delivered through May 31,
2009. The facility becomes available as the various European
Export Credit Agencies provide their guarantees for aircraft
based on a forward-looking calendar, and the interest rate is
determined through a bid process. The interest rates are either
LIBOR based with spreads ranging from (0.04) percent to
0.02 percent or at fixed rates ranging from 4.2 percent to
4.7 percent. At September 30, 2008, ILFC had $2.0 billion
outstanding under this facility. At September 30, 2008, the
interest rate of the loans outstanding ranged from 2.83 percent
to 4.71 percent. The debt is collateralized by a pledge of shares
of a subsidiary of ILFC, which holds title to the aircraft
financed under the facility. Borrowings with respect to these
facilities are included in ILFC’s notes and bonds payable in the
preceding table of borrowings.
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Under these Export Credit Facilities, ILFC may be
required to segregate deposits and maintenance reserves for
particular aircraft into separate accounts in connection with
certain credit rating downgrades. As a result of Moody’s
October 3, 2008 downgrade of ILFC’s long-term debt rating
to Baa1, ILFC has received notice from the security trustee of
the 2004 facility to segregate into separate accounts security
deposits and maintenance reserves aggregating $148.8 million
related to aircraft funded under the facility. ILFC has 90 days
from the notice to comply. Further credit rating declines could
impose additional restrictions under the Export Credit Facil-
ities and make it more difficult for ILFC to borrow under the
2004 facility.

From time to time, ILFC enters into funded financing
agreements. As of September 30, 2008, ILFC had a total of
$1.1 billion outstanding, which has varying maturities
through February 2012. The interest rates are LIBOR-based,
with spreads ranging from 0.33 percent to 1.625 percent. At
September 30, 2008, the interest rates ranged from 3.113 per-
cent to 5.375 percent. AIG does not guarantee any of the debt
obligations of ILFC.

AGF

In the current environment, AGF has not had access to its
traditional sources of long-term or short-term financing
through the public debt markets.

As of September 30, 2008, notes and bonds aggregating
$24.1 billion were outstanding with maturity dates ranging
from 2008 to 2031 at interest rates ranging from 1.46 percent
to 9 percent. To the extent considered appropriate, AGF has
entered into swap transactions to manage its effective bor-
rowing rates with respect to these notes and bonds. AIG does
not guarantee any of the debt obligations of AGF.

Revolving Credit Facilities

AIG, ILFC and AGF have maintained committed, unsecured
revolving credit facilities listed on the following table to sup-
port their respective commercial paper programs and for
general corporate purposes. Some of the facilities, as noted
below, contain a “term-out option” allowing for the conver-
sion by the borrower of any outstanding loans at expiration
into one-year term loans.

As previously discussed under Item 1A. Risk Factors —
New Credit Facility, both ILFC and AGF have drawn the full
amount available under their revolving credit facilities. AIG’s
syndicated facilities contain a covenant requiring AIG to
maintain total shareholders’ equity (calculated on a consoli-
dated basis consistent with GAAP) of at least $50 billion at all
times. If AIG fails to maintain this level of total shareholders’
equity at any time, it will lose access to those facilities.

As of September 30, 2008 (in millions)

Facility Size Borrower(s)
Available
Amount Expiration

One-Year
Term-Out

Option

AIG:
364-Day Syndicated Facility $2,125 AIG/AIG Funding(a) $2,125 July 2009 Yes
5-Year Syndicated Facility 1,625 AIG/AIG Funding(a) 1,625 July 2011 No
364-Day Bilateral Facility (b) 3,200 AIG/AIG Funding(a) 70 December 2008 Yes

Total AIG $6,950 $3,820

ILFC:
5-Year Syndicated Facility $2,500 ILFC $ – October 2011 No
5-Year Syndicated Facility 2,000 ILFC – October 2010 No
5-Year Syndicated Facility 2,000 ILFC – October 2009 No

Total ILFC $6,500 $ –

AGF:
364-Day Syndicated Facility $2,450 American General Finance Corporation $ – July 2009 Yes

American General Finance, Inc.(c)

5-Year Syndicated Facility 2,125 American General Finance Corporation – July 2010 No

Total AGF $4,575 $ –

(a) Guaranteed by AIG. In September 2008, AIG Capital Corporation was removed as a borrower on the syndicated facilities.

(b) This facility can be drawn in the form of loans or letters of credit. All drawn amounts shown above are in the form of letters of credit.

(c) American General Finance, Inc. was an eligible borrower for up to $400 million only.
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Credit Ratings

The cost and availability of unsecured financing for AIG and its subsidiaries are generally dependent on their short-and long-
term debt ratings. The following table presents the credit ratings of AIG and certain of its subsidiaries as of October 27, 2008. In
parentheses, following the initial occurrence in the table of each rating, is an indication of that rating’s relative rank within the
agency’s rating categories. That ranking refers only to the generic or major rating category and not to the modifiers appended to
the rating by the rating agencies to denote relative position within such generic or major category.

Moody’s S&P Fitch(j) Moody’s(a) S&P(b) Fitch(c)(j)
Short-term Debt Senior Long-term Debt

AIG P-1 (1st of 3)(g) A-1 (1st of 6)(e) F1 (1st of 5) A3 (3rd of 9)(g) A- (3rd of 8)(e) A (3rd of 9)
AIG Financial Products Corp.(d) P-1(g) A-1(e) – A3(g) A-(e) –
AIG Funding, Inc.(d) P-1(g) A-1(e) F1 – – –
ILFC P-2 (2nd of 3)(h) A-1(f) F1 Baa1 (4th of 9)(h) A-(f) A
American General Finance Corporation P-2(i) A-3 (3rd of 6) F1 Baa1(g) BBB(4th of 8)(e) A
American General Finance, Inc. P-2(g) A-3 F1 – – A

(a) Moody’s appends numerical modifiers 1, 2 and 3 to the generic rating categories to show relative position within rating categories.

(b) S&P ratings may be modified by the addition of a plus or minus sign to show relative standing within the major rating categories.

(c) Fitch ratings may be modified by the addition of a plus or minus sign to show relative standing within the major rating categories.

(d) AIG guarantees all obligations of AIG Financial Products Corp. and AIG Funding, Inc.

(e) Credit Watch Negative.

(f) Credit Watch Developing.

(g) Under Review for Possible Downgrade.

(h) Under Review with Direction Uncertain.

(i) Negative Outlook.

(j) Rating Watch Evolving.

These credit ratings are current opinions of the rating
agencies. As such, they may be changed, suspended or with-
drawn at any time by the rating agencies as a result of changes
in, or unavailability of, information or based on other cir-
cumstances. Ratings may also be withdrawn at AIG manage-
ment’s request. This discussion of ratings is not a complete list
of ratings of AIG and its subsidiaries.

“Ratings triggers” have been defined by one independent
rating agency to include clauses or agreements the outcome of
which depends upon the level of ratings maintained by one or
more rating agencies. “Ratings triggers” generally relate to
events that (i) could result in the termination or limitation of
credit availability, or require accelerated repayment, (ii) could
result in the termination of business contracts or (iii) could
require a company to post collateral for the benefit of
counterparties.

A significant portion of AIGFP’s GIAs and financial
derivative transactions include provisions that require AIGFP,
upon a downgrade of AIG’s long-term debt ratings, to post
collateral or, with the consent of the counterparties, assign or
repay its positions or arrange a substitute guarantee of its
obligations by an obligor with higher debt ratings.

Furthermore, certain downgrades of AIG’s long-term
senior debt ratings would permit either AIG or the counter-
parties to elect early termination of contracts.

The actual amount of collateral that AIGFP would be
required to post to counterparties in the event of such down-
grades, or the aggregate amount of payments that AIG could
be required to make, depends on market conditions, the fair
value of outstanding affected transactions and other factors
prevailing at the time of the downgrade. AIG’s credit ratings
and the potential effect of downgrades, see Item 1A. Risk
Factors — Credit Ratings.
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Contractual Obligations

Contractual obligations in total, and by remaining maturity at September 30, 2008 were as follows:

(in millions)
Total

Payments
Less Than
One Year

1-3
Years

3+-5
Years

More Than
Five Years

Payments due by Period

Borrowings(a) $ 150,132 $ 28,057 $ 36,207 $23,986 $ 61,882
Fed Facility 62,960 – 62,960 – –
Interest payments on borrowings 76,692 5,556 11,535 9,131 50,470
Loss reserves(b) 90,877 24,991 27,717 13,178 24,991
Insurance and investment contract liabilities(c) 698,107 31,815 47,027 44,436 574,829
GIC liabilities(d) 23,998 10,432 3,951 3,467 6,148
Aircraft purchase commitments 16,902 735 3,155 3,180 9,832
Other long-term obligations 683 248 393 28 14

Total(e)(f) $1,120,351 $101,834 $192,945 $97,406 $728,166

(a) Excludes commercial paper and borrowings incurred by consolidated investments and includes hybrid financial instrument liabilities recorded at fair value.
(b) Represents future loss and loss adjustment expense payments estimated based on historical loss development payment patterns. Due to the significance of the

assumptions used, the periodic amounts presented could be materially different from actual required payments.
(c) Insurance and investment contract liabilities include various investment-type products with contractually scheduled maturities, including periodic payments of

a term certain nature. Insurance and investment contract liabilities also include benefit and claim liabilities, of which a significant portion represents policies
and contracts that do not have stated contractual maturity dates and may not result in any future payment obligations. For these policies and contracts (i) AIG is
currently not making payments until the occurrence of an insurable event, such as death or disability, (ii) payments are conditional on survivorship, or
(iii) payment may occur due to a surrender or other non-scheduled event out of AIG’s control. AIG has made significant assumptions to determine the estimated
undiscounted cash flows of these contractual policy benefits, which assumptions include mortality, morbidity, future lapse rates, expenses, investment returns
and interest crediting rates, offset by expected future deposits and premiums on in force policies. Due to the significance of the assumptions used, the periodic
amounts presented could be materially different from actual required payments. The amounts presented in this table are undiscounted and therefore exceed the
future policy benefits and policyholders’ contract deposits included in the balance sheet.

(d) Represents guaranteed maturities under GICs.
(e) Does not reflect unrecognized tax benefits of $2.5 billion, the timing of which is uncertain.
(f) The majority of AIGFP’s credit default swaps require AIGFP to provide credit protection on a designated portfolio of loans or debt securities. At September 30,

2008, the fair value derivative liability was $30.2 billion relating to AIGFP’s super senior multi-sector CDO credit default swap portfolio, net of amounts
realized in extinguishing derivative obligations. However, AIG’s credit-based stress testing scenarios illustrate potential pre-tax realized credit losses from these
contracts at approximately $7.8 billion and approximately $12.0 billion at that date. Due to the long-term maturities of these credit default swaps, AIG is
unable to make reasonable estimates of the periods during which any payments would be made.

Off Balance Sheet Arrangements and Commercial Commitments

Off balance sheet arrangements and commercial commitments in total, and by remaining maturity at September 30,
2008 were as follows:

(in millions)

Total
Amounts

Committed

Less
Than

One Year
1-3

Years
3+-5

Years

More
Than Five

Years

Amount of Commitment Expiration

Guarantees:
Liquidity facilities(a) $ 1,942 $ 8 $ 883 $ 813 $ 238
Standby letters of credit 1,698 1,483 45 28 142
Construction guarantees(b) 162 – – – 162
Guarantees of indebtedness 1,206 2 214 500 490
All other guarantees 617 52 54 13 498

Commitments:
Investment commitments(c) 8,444 2,890 3,551 1,847 156
Commitments to extend credit 1,760 1,315 348 94 3
Letters of credit 1,229 959 120 – 150
Maturity shortening puts(d) 1,000 136 864 – –
Other commercial commitments(e) 1,034 10 – 79 945

Total $ 19,092 $ 6,855 $ 6,079 $ 3,374 $ 2,784

(a) Primarily liquidity facilities provided in connection with certain municipal swap transactions and collateralized bond obligations.
(b) Primarily AIG SunAmerica construction guarantees connected to affordable housing investments.
(c) Includes commitments to invest in limited partnerships, private equity, hedge funds and mutual funds and commitments to purchase and develop real estate in

the United States and abroad.
(d) Represents obligations under 2a-7 Puts to purchase certain multi-sector CDOs at pre-determined contractual prices.
(e) Includes options to acquire aircraft. Excludes commitments with respect to pension plans. The annual pension contribution for 2008 is expected to be

approximately $654 million for U.S. and non-U.S. plans.
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Arrangements with Variable Interest Entities and
Structured Investment Vehicles

AIG enters into various off-balance-sheet (unconsolidated)
arrangements with variable interest entities (VIEs) in the
normal course of business. AIG’s involvement with VIEs
ranges from being a passive investor to designing and struc-
turing, warehousing and managing the collateral of VIEs. AIG
engages in transactions with VIEs as part of its investment
activities to obtain funding and to facilitate client needs. AIG
purchases debt securities (rated and unrated) and equity inter-
ests issued by VIEs, makes loans and provides other credit
support to VIEs, enters into insurance, reinsurance and deriv-
ative transactions and leasing arrangements with VIEs, and
acts as the warehouse agent and collateral manager for VIEs.
Interest holders in the VIEs generally have recourse only to the
assets and cash flows of the VIEs and do not have recourse to
AIG, except when AIG has provided a guarantee to the VIEs’
interest holders. AIGFP has written regulatory relief super
senior credit default swaps on VIE’s used by lenders to fund
their corporate loan and residential mortgage loan portfolios.

Under FIN 46(R), AIG consolidates a VIE when it is the
primary beneficiary of the entity. The primary beneficiary is
the party that either (i) absorbs a majority of the VIE’s
expected losses; (ii) receives a majority of the VIEs’ expected
residual returns; or (iii) both. For a further discussion of AIG’s
involvement with VIEs, see Note 7 of Notes to Consolidated
Financial Statements in the 2007 Annual Report on
Form 10-K.

A significant portion of AIG’s overall exposure to VIEs
results from AIG Investment’s real estate and investment
funds.

In certain instances, AIG Investments acts as the collat-
eral manager or general partner of an investment fund, private
equity fund or hedge fund. Such entities are typically regis-
tered investment companies or qualify for the specialized
investment company accounting in accordance with the
AICPA Investment Company Audit and Accounting Guide.
For investment partnerships, hedge funds and private equity
funds, AIG acts as the general partner or manager of the fund
and is responsible for carrying out the investment mandate of
the VIE. Often, AIG’s insurance operations participate in these
AIG managed structures as a passive investor in the debt or
equity issued by the VIE. Typically, AIG does not provide any
guarantees to the investors in the VIE.

AIG’s primary exposure to unconsolidated VIEs at Sep-
tember 30, 2008 consists of debt and equity investments of
approximately $17 billion which are included in AIG’s Total
Investments and Financial Services assets on the consolidated
balance sheet. AIG’s total maximum exposure to loss on
unconsolidated VIEs continued to decline as a result of the
termination of certain of AIGFP’s transactions and the effects
of overall market deterioration. In addition, AIG has certain
regulatory capital relief CDSs written by AIGFP with VIEs,

including CDSs with VIEs where AIG also has a debt or equity
interest. These regulatory capital relief CDSs continue to have
a zero fair value and AIGFP’s exposure is included in the total
net notional amount of AIGFP’s regulatory capital CDS port-
folio of $250 billion. See Critical Accounting Estimates —
AIGFP’s Super Senior Credit Default Swap Portfolio — Reg-
ulatory Capital Portfolio.

Potential Amendment to FIN 46(R)

In September 2008, the FASB issued an exposure draft of an
FAS that would amend FIN 46(R) to change the criteria for
determining the primary beneficiary of a VIE. The primary
beneficiary is the party that consolidates the VIE. The amend-
ment would identify the party that has the ability to direct
matters that most significantly affect the activities of the VIE
as the primary beneficiary. The majority of AIG’s involvement
with VIE’s results from being a passive investor. AIG is cur-
rently assessing the effect that adopting this potential amend-
ment would have on its consolidated financial statements.

Shareholders’ Equity

The changes in AIG’s consolidated shareholders’ equity
were as follows:

(in millions)

Nine Months Ended
September 30,

2008

Beginning of year $ 95,801
Net income (loss) (37,630)
Unrealized depreciation of investments, net of tax (13,383)
Cumulative translation adjustment, net of tax (579)
Dividends to shareholders (1,105)
Payments advanced to purchase shares, net 912
Common share issuance 7,343
Consideration received for preferred stock not yet

issued 23,000
Share purchases (1,912)
Cumulative effect of accounting changes, net of tax (1,108)
Other* (157)

End of period $ 71,182

* Reflects the effects of employee stock transactions and the present value of

future contract adjustment payments related to the issuance of Equity

Units.

New Share Issuance

In May 2008, AIG sold in a public offering 196,710,525shares
of its common stock at a price per share of $38. Concurrent
with the common stock offering, AIG sold 78.4 million Equity
Units at a price per unit of $75. The Equity Units consist of an
ownership interest in AIG junior subordinated debentures and
a stock purchase contract obligating the holder of an equity
unit to purchase, and obligating AIG to sell, on each of
February 15, 2011, May 1, 2011 and August 1, 2011, for a
price of $25, a variable number of shares of AIG common
stock, that is not less than 0.54823 shares and not more than
0.6579 shares, subject to anti-dilution adjustments. Accord-
ingly, a maximum number of 154,738,080 shares and a
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minimum number of 128,944,480 shares of AIG common
stock will be issued in the year 2011 under the stock purchase
contracts, subject to anti-dilution adjustments.

On May 7, 2008, AIG’s Board of Directors declared a
quarterly cash dividend on the common stock of $0.22 per
share, that was paid on September 19, 2008 to shareholders of
record on September 5, 2008. Effective September 23, 2008,
AIG’s Board of Directors suspended the declaration of divi-
dends on AIG’s common stock. Pursuant to the Fed Credit
Agreement, AIG is restricted from paying dividends on its
common stock.

See Note 5 to the Consolidated Financial Statements.

Share Repurchases

In February 2007, AIG’s Board of Directors increased AIG’s
share repurchase program by authorizing the purchase of

shares with an aggregate purchase price of $8 billion. In
November 2007, AIG’s Board of Directors authorized the
purchase of an additional $8 billion in common stock. In
2007, AIG entered into structured share repurchase arrange-
ments providing for the purchase of shares over time with an
aggregate purchase price of $7 billion.

A total of 37,926,059 shares were purchased during the
nine-month period ended September 30, 2008 to meet com-
mitments that existed at December 31, 2007. All shares pur-
chased are recorded as treasury stock at cost.

At October 27, 2008, $9 billion was available for pur-
chases under the aggregate authorization. Pursuant to the Fed
Credit Agreement, AIG is restricted from repurchasing shares
of its common stock.

Invested Assets

The following tables summarize the composition of AIG’s invested assets by segment:

(in millions)
General

Insurance

Life
Insurance &
Retirement

Services
Financial
Services

Asset
Management Other Total

September 30, 2008
Fixed maturity securities:

Bonds available for sale, at fair value $ 89,555 $284,886 $ 1,199 $18,854 $ — $394,494
Bond trading securities, at fair value — 7,545 — 7 — 7,552

Equity securities:
Common stocks available for sale, at fair value 3,028 7,793 2 654 (18) 11,459
Common and preferred stocks trading, at fair value 228 20,421 — 25 — 20,674
Preferred stocks available for sale, at fair value 1,111 348 5 — — 1,464

Mortgage and other loans receivable, net of allowance 16 25,937 621 7,114 36 33,724
Financial Services assets:

Flight equipment primarily under operating leases, net of
accumulated depreciation — — 43,561 — — 43,561

Securities available for sale, at fair value — — 2,326 — — 2,326
Trading securities, at fair value — — 36,136 — — 36,136
Spot commodities, at fair value — — 34 — — 34
Unrealized gain on swaps, options and forward transactions,

at fair value — — 11,663 — (1,629) 10,034
Trade receivables — — 4,617 — — 4,617
Securities purchased under agreements to resell, at fair

value — — 12,100 — — 12,100
Finance receivables, net of allowance — 5 32,585 — — 32,590

Securities lending invested collateral, at fair value 2,910 35,176 — 3,425 — 41,511
Other invested assets 12,341 19,670 2,756 16,042 7,914 58,723
Short-term investments 9,687 27,119 8,846 5,595 1,237 52,484
Total Investments and Financial Services assets as shown on

the balance sheet 118,876 428,900 156,451 51,716 7,540 763,483
Cash 1,743 5,324 9,795 545 1,163 18,570
Investment income due and accrued 1,376 5,322 29 282 (1) 7,008
Real estate, net of accumulated depreciation 306 926 34 87 225 1,578
Total invested assets* $122,301 $440,472 $166,309 $52,630 $ 8,927 $790,639

*At September 30, 2008, approximately 62 percent and 38 percent of invested assets were held in domestic and foreign investments, respectively.
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(in millions)
General

Insurance

Life
Insurance &
Retirement

Services
Financial
Services

Asset
Management Other Total

December 31, 2007
Fixed maturity securities:

Bonds available for sale, at fair value $ 74,057 $294,162 $ 1,400 $27,753 $ — $397,372
Bonds held to maturity, at amortized cost 21,355 1 — 225 — 21,581
Bond trading securities, at fair value — 9,948 — 34 — 9,982

Equity securities:
Common stocks available for sale, at fair value 5,599 11,616 — 609 76 17,900
Common and preferred stocks trading, at fair value 321 21,026 — 29 — 21,376
Preferred stocks available for sale, at fair value 1,885 477 8 — — 2,370

Mortgage and other loans receivable, net of allowance 13 24,851 1,365 7,442 56 33,727
Financial Services assets:

Flight equipment primarily under operating leases, net of
accumulated depreciation — — 41,984 — — 41,984

Securities available for sale, at fair value — — 40,305 — — 40,305
Trading securities, at fair value — — 4,197 — — 4,197
Spot commodities — — 238 — — 238
Unrealized gain on swaps, options and forward

transactions, at fair value — — 13,010 — (692) 12,318
Trade receivables — — 672 — — 672
Securities purchased under agreements to resell, at

contract value — — 20,950 — — 20,950
Finance receivables, net of allowance — 5 31,229 — — 31,234

Securities lending invested collateral, at fair value 5,031 57,471 148 13,012 — 75,662
Other invested assets 11,895 19,015 3,663 17,261 6,989 58,823
Short-term investments 7,356 25,236 12,249 4,919 1,591 51,351

Total Investments and Financial Services assets as shown
on the balance sheet 127,512 463,808 171,418 71,284 8,020 842,042

Cash 497 1,000 389 269 129 2,284
Investment income due and accrued 1,431 4,728 29 401 (2) 6,587
Real estate, net of accumulated depreciation 349 976 17 89 231 1,662

Total invested assets* $129,789 $470,512 $171,853 $72,043 $8,378 $852,575

*At December 31, 2007, approximately 65 percent and 35 percent of invested assets were held in domestic and foreign investments, respectively.

Investment Strategy

AIG’s investment strategies are tailored to the specific business
needs of each operating unit. The investment objectives are
driven by the business model for each of the businesses:
General Insurance, Life Insurance, Retirement Services and
Asset Management’s Spread-Based Investment business. The
primary objectives are liquidity, preservation of capital,
growth of surplus and generation of investment income to
support the insurance products. Difficult market conditions in
recent quarters have significantly hindered AIG’s ability to
achieve these objectives, and these challenges are expected to
persist for the foreseeable future.

At the local operating unit level, investment strategies are
based on considerations that include the local market, liability
duration and cash flow characteristics, rating agency and
regulatory capital considerations, legal investment limita-
tions, tax optimization and diversification.

The majority of assets backing insurance liabilities at AIG
consist of intermediate and long duration fixed maturity
securities. In the case of Life Insurance & Retirement Services
companies, as well as in the GIC and MIP portfolios of the
Asset Management segment, the fundamental investment
strategy is, as nearly as is practicable, to match the duration
characteristics of the liabilities with comparable duration
assets. Fixed maturity securities held by the insurance com-
panies included in the AIG Property Casualty Group histor-
ically have consisted primarily of laddered holdings of tax-
exempt municipal bonds, which provided attractive after-tax
returns and limited credit risk. In light of AIG’s net operating
position, AIG changed its intent to hold to maturity certain
tax-exempt municipal securities held by its insurance subsid-
iaries. Fixed maturity securities held by Foreign General Insur-
ance companies consist primarily of intermediate duration
high grade securities.

The market price of fixed maturity securities reflects
numerous components, including interest rate environment,
credit spread, embedded optionality (such as call features),
liquidity, structural complexity, foreign exchange risk, and
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other credit and non-credit factors. However, in most circum-
stances, pricing is most sensitive to interest rates, such that the
market price declines as interest rates rise, and increases as
interest rates fall. This effect is more pronounced for longer
duration securities.

AIG marks to market the vast majority of the invested
assets held by its insurance companies pursuant to FAS 115,
“Accounting for Certain Investments in Debt and Equity
Securities,” and related accounting pronouncements. How-
ever, with limited exceptions (primarily with respect to sep-
arate account products consolidated on AIG’s balance sheet
pursuant to SOP 03-01), AIG does not mark to market its
insurance liabilities for changes in interest rates, even though
rising interest rates have the effect of reducing the fair value of
such liabilities, and falling interest rates have the opposite
effect. This results in the recording of changes in unrealized
gains (losses) on securities in Accumulated other comprehen-
sive income resulting from changes in interest rates without

any correlative, inverse changes in gains (losses) on AIG’s
liabilities. Because AIG’s asset duration in certain low-yield
currencies, particularly Japan and Taiwan, is shorter than its
liability duration, AIG views increasing interest rates in these
countries as economically advantageous, notwithstanding the
effect that higher rates have on the market value of its fixed
maturity portfolio.

The majority of AIG’s non-floating rate fixed maturity
portfolio is held to support intermediate and long duration
liabilities. Assuming no other changes in factors affecting the
valuation of fixed maturity securities, each 10 basis point
(1/10 of 1 percent) increase in interest rates results in a decline
of approximately $2.2 billion in the pre-tax fair value of the
fixed maturity portfolio. In most jurisdictions in which AIG
operates, including the United States, such interest rate related
changes in portfolio value are ignored for purposes of mea-
suring regulatory capital adequacy.

The amortized cost or cost and fair value of AIG’s available for sale and held to maturity securities were as follows:

(in millions)

Amortized
Cost or

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value

Amortized
Cost or

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value

September 30, 2008 December 31, 2007

Bonds — available for sale:(a)

U.S. government and government
sponsored entities $ 4,689 $ 162 $ (63) $ 4,788 $ 7,956 $ 333 $ (37) $ 8,252

Obligations of states,
municipalities and political
subdivisions 66,491 506 (3,278) 63,719 46,087 927 (160) 46,854

Non-U.S. governments 70,554 4,140 (1,610) 73,084 67,023 3,920 (743) 70,200
Corporate debt 213,588 3,020 (14,421)(b) 202,187 239,822 6,216 (4,518) 241,520
Mortgage-backed, asset-backed

and collateralized 95,712 916 (7,823) 88,805 140,982 1,221 (7,703) 134,500

Total bonds $451,034 $ 8,744 $(27,195) $432,583 $501,870 $12,617 $(13,161) $501,326
Equity securities 12,945 1,526 (1,548) 12,923 15,188 5,545 (463) 20,270

Total $463,979 $10,270 $(28,743) $445,506 $517,058 $18,162 $(13,624) $521,596

Held to maturity:(c) $ – $ – $ – $ – $ 21,581 $ 609 $ (33) $ 22,157

(a) At December 31, 2007, included AIGFP available for sale securities with a fair value of $39.3 billion, for which AIGFP elected the fair value option effective

January 1, 2008, consisting primarily of corporate debt, mortgage-backed, asset-backed and collateralized securities. At September 30, 2008, the fair value of

these securities were $33.6 billion. At September 30, 2008 and December 31, 2007, fixed maturities held by AIG that were below investment grade or not rated

totaled $20.5 billion and $27.0 billion, respectively. During the third quarter of 2008, AIG changed its intent to hold until maturity certain tax-exempt

municipal securities held by its insurance subsidiaries. As a result, all securities previously classified as held to maturity are now classified in the available for sale

category. See Note 1 to the Consolidated Financial Statements for additional information.

(b) Financial institutions represent approximately 54 percent of the total gross unrealized losses at September 30, 2008.

(c) Represents obligations of states, municipalities and political subdivisions.

At September 30, 2008, approximately 54 percent of the fixed
maturity securities were held by domestic entities. Approxi-
mately 38 percent of such domestic securities were rated AAA
by one or more of the principal rating agencies. Approxi-
mately five percent were below investment grade or not rated.
AIG’s investment decision process relies primarily on inter-
nally generated fundamental analysis and internal risk ratings.
Third-party rating services’ ratings and opinions provide one
source of independent perspectives for consideration in the
internal analysis. A significant portion of the foreign fixed

maturity portfolio is rated by Moody’s, S&P or similar foreign
rating services. Rating services are not available in all overseas
locations. AIG’s Credit Risk Committee closely reviews the
credit quality of the foreign portfolio’s non-rated fixed matu-
rity securities. At September 30, 2008, approximately 18 per-
cent of the foreign fixed maturity securities were either rated
AAA or, on the basis of AIG’s internal analysis, were equiv-
alent from a credit standpoint to securities so rated. Approx-
imately three percent were below investment grade or not
rated at that date. Approximately one third of the foreign
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fixed maturity portfolio is sovereign fixed maturity securities
supporting policy liabilities in the country of issuance.

The credit ratings of AIG’s fixed maturity securities, other
than those of AIGFP, were as follows:

September 30,
2008

December 31,
2007

Rating
AAA 29% 38%
AA 29 28
A 23 18
BBB 14 11
Below investment grade 4 4
Non-rated 1 1

Total 100% 100%

The industry categories of AIG’s available for sale corporate
debt securities, other than those of AIGFP, were as follows:

Industry Category
September 30,

2008
December 31,

2007

Financial institutions:
Money Center / Global Bank

Groups 17% 16%
Regional banks — other 6 6
Life insurance 5 5
Securities firms and other

finance companies 4 6
Insurance non-life 3 2
Regional banks — North

America 3 4
Other financial institutions 3 3

Utilities 12 11
Communications 8 8
Consumer noncyclical 7 7
Capital goods 6 6
Consumer cyclical 5 5
Energy 5 4
Other 16 17

Total* 100% 100%

* At both September 30, 2008 and December 31, 2007, approximately

95 percent of these investments were rated investment grade.

Investments in RMBS, CMBS, CDOs and ABS

The amortized cost, gross unrealized gains (losses) and fair value of AIG’s investments in RMBS, CMBS, CDOs and
ABS were as follows:

(in millions)
Amortized

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value
Amortized

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value

September 30, 2008 December 31, 2007

Bonds — available for sale:
AIG, excluding AIGFP:

RMBS $64,733 $620 $(3,745) $61,608 $ 89,851 $ 433 $(5,504) $ 84,780
CMBS 20,021 187 (2,657) 17,551 23,918 237 (1,156) 22,999
CDO/ABS 9,609 96 (1,230) 8,475 10,844 196 (593) 10,447

Subtotal, excluding AIGFP 94,363 903 (7,632) 87,634 124,613 866 (7,253) 118,226
AIGFP* 1,349 13 (191) 1,171 16,369 355 (450) 16,274

Total $95,712 $916 $(7,823) $88,805 $140,982 $1,221 $(7,703) $134,500

*The December 31, 2007 amounts represent total AIGFP investments in mortgage-backed, asset-backed and collateralized securities for which AIGFP has elected

the fair value option effective January 1, 2008. At September 30, 2008, the fair value of these securities were $20.2 billion. The September 30, 2008 amounts

represent securities for which AIGFP has not elected the fair value option. An additional $1.6 billion related to insurance company investments is included in

Bonds — trading.
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Investments in RMBS

The amortized cost, gross unrealized gains (losses) and fair value of AIG’s investments in RMBS securities, other than those
of AIGFP, were as follows:

(in millions)
Amortized

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value
Percent
of Total

Amortized
Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value
Percent
of Total

September 30, 2008 December 31, 2007

RMBS:
U.S. agencies $17,419 $255 $ (170) $17,504 28% $14,575 $320 $ (70) $14,825 17%
Prime non-

agency(a) 15,698 41 (2,019) 13,720 22 21,552 72 (550) 21,074 25
Alt-A 14,984 177 (1,197) 13,964 23 25,349 17 (1,620) 23,746 28
Other housing-

related(b) 2,111 37 (93) 2,055 3 4,301 2 (357) 3,946 5
Subprime 14,521 110 (266) 14,365 24 24,074 22 (2,907) 21,189 25

Total $64,733 $620 $(3,745) $61,608 100% $89,851 $433 $(5,504) $84,780 100%

(a) Includes foreign and jumbo RMBS-related securities.

(b) Primarily wrapped second-lien.

AIG’s operations, other than AIGFP, held investments in
RMBS with an estimated fair value of $61.6 billion at Sep-
tember 30, 2008, or approximately 8 percent of AIG’s total
invested assets. In addition, AIG’s insurance operations held
investments with a fair value totaling $8.5 billion in CDOs/
ABS, of which $27 million included some level of subprime
exposure. AIG’s RMBS investments are predominantly in
highly-rated tranches that contain substantial protection fea-
tures through collateral subordination. At September 30,
2008, approximately 82 percent of these investments were
rated AAA, and approximately 9 percent were rated AA by

one or more of the principal rating agencies. AIG’s invest-
ments rated BBB or below totaled $3.3 billion, or less than
0.5 percent of AIG’s total invested assets at September 30,
2008. As of October 27, 2008, $14.8 billion of AIG’s RMBS
backed primarily by subprime collateral had been down-
graded as a result of rating agency actions since January 1,
2008, and $184 million of such investments had been
upgraded. Of the downgrades, $13.9 billion were AAA rated
securities. In addition to the downgrades, as of October 27,
2008, the rating agencies had $5.7 billion of RMBS on watch
for downgrade.

The amortized cost of AIG’s RMBS investments, other than those of AIGFP, at September 30, 2008 by year of vintage and
credit rating were as follows:

(in billions) Prior 2004 2005 2006 2007 2008 Total
Year of Vintage

Rating:
Total RMBS

AAA $8,479 $5,528 $10,471 $13,591 $11,460 $3,785 $53,314
AA 975 555 1,066 2,380 1,135 – 6,111
A 215 230 304 1,037 185 69 2,040
BBB and below 98 218 301 1,450 1,178 23 3,268

Total RMBS $9,767 $6,531 $12,142 $18,458 $13,958 $3,877 $64,733

Alt-A RMBS
AAA $ 736 $ 763 $ 2,929 $ 4,150 $ 3,646 $ – $12,224
AA 242 106 221 628 311 – 1,508
A 25 33 99 506 18 – 681
BBB and below 10 22 50 363 126 – 571

Total Alt-A $1,013 $ 924 $ 3,299 $ 5,647 $ 4,101 $ – $14,984

Subprime RMBS
AAA $ 381 $ 336 $ 3,261 $ 4,307 $ 2,217 $ – $10,502
AA 122 96 289 1,152 235 – 1,894
A 72 50 51 425 117 – 715
BBB and below 2 67 63 722 556 – 1,410

Total Subprime $ 577 $ 549 $ 3,664 $ 6,606 $ 3,125 $ – $14,521

AIG’s underwriting practices for investing in RMBS, other
ABS and CDOs take into consideration the quality of the
originator, the manager, the servicer, security credit ratings,
underlying characteristics of the mortgages, borrower

characteristics, and the level of credit enhancement in the
transaction. AIG’s strategy is typically to invest in securities
rated AA or better and create diversification across multiple
underlying asset classes.
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Investments in CMBS

The amortized cost of AIG’s CMBS investments, other than
those of AIGFP, at September 30, 2008 was as follows:

(in millions)

Amortized
Cost

Percent
of Total

CMBS (traditional) $18,263 91%
ReRemic/CRE CDO 1,164 6
Agency 202 1
Other 392 2

Total $20,021 100%

The percentage of AIG’s CMBS investments, other than
those of AIGFP, at September 30, 2008 by credit rating
was as follows:

Percentage

Rating:
AAA 79%
AA 12
A 7
BBB and below 2

Total 100%

The percentage of AIG’s CMBS investments, other than
those of AIGFP, by year of vintage at September 30,
2008 was as follows:

Percentage

Year:
2008 1%
2007 24
2006 14
2005 19
2004 17
2003 and prior 25

Total 100%

The percentage of AIG’s CMBS investments, other than
those of AIGFP, by geographic region at September 30,
2008 was as follows:

Percentage

Geographic region:
New York 17%
California 13
Texas 7
Florida 6
Virginia 3
Illinois 3
New Jersey 3
Pennsylvania 3
Maryland 3
Georgia 2
All Other 40

Total 100%

At September 30, 2008, AIG held $20 billion in cost basis
of CMBS. Approximately 79 percent of such holdings were
rated AAA, approximately 19 percent were rated AA or A,

and approximately 2 percent were rated BBB or below at
September 30, 2008.

There have been disruptions in the commercial mortgage
markets in general, and the CMBS market in particular, with
credit default swaps indices and quoted prices of securities at
levels consistent with a severe correction in lease rates, occu-
pancy and fair value of properties. In addition, spreads in the
primary mortgage market have widened significantly.

Pricing of CMBS has been adversely affected by market
perceptions that underlying mortgage defaults will increase.
As a result, AIG recognized $474 million of other-than-tem-
porary impairment charges in the three-month period ended
September 30, 2008 on CMBS valued at a severe discount to
cost, despite the absence of any deterioration in performance
of the underlying credits, because AIG concluded that it could
not reasonably assert that the impairment period was tempo-
rary. At this time, AIG anticipates substantial recovery of
principal and interest on the securities to which such other-
than-temporary impairment charges were recorded. In addi-
tion, AIG recognized $485 million in other-than-temporary
impairment charges due to the change in intent to hold these
CMBS until they recover in value.

Investments in CDOs

The amortized cost of AIG’s CDO investments, other than
those of AIGFP, by collateral type at September 30, 2008
was as follows:

(in millions)

Amortized
Cost

Percent
of Total

Collateral Type:
Bank loans (CLO) $2,111 58%
Synthetic investment grade 878 24
Other 633 17
Subprime ABS 34 1

Total $3,656 100%

Amortized cost of the AIG’s CDO investments, other than
those of AIGFP, by credit rating at September 30, 2008 was
as follows:

(in millions)
Amortized

Cost
Percent
of Total

Rating:
AAA $ 748 20%
AA 613 17
A 1,926 53
BBB 285 8
Below investment grade and equity 84 2

Total $3,656 100%

Commercial Mortgage Loan Exposure

At September 30, 2008, AIG had direct commercial mortgage
loan exposure of $17.2 billion, with $15.8 billion representing
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U.S. loan exposure. At that date, substantially all of the
U.S. loans were current. Foreign commercial mortgage loans
are secured predominantly by properties in Japan. In addition,
at September 30, 2008, AIG had $2.3 billion in residential
mortgage loans in jurisdictions outside the United States,
primarily backed by properties in Taiwan and Thailand.

AIGFP Trading Investments

The fair value of AIGFP’s trading investments at
September 30, 2008 was as follows:

(In millions)
Fair

Value
Percent
of Total

U.S. government and government
sponsored entities $ 8,000 24%

Non-U.S. governments 472 1
Corporate debt 4,993 15
Mortgage-backed, asset- backed and

collateralized 20,175 60

Total $33,640 100%

The credit ratings of AIGFP’s trading investments at
September 30, 2008 were as follows:

Rating Percentage

AAA 70%
AA 10
A 18
BBB 2

Total 100%

The fair value of AIGFP’s trading investments in RMBS,
CDO, ABS and other collateralized securities at
September 30, 2008 was as follows:

(In millions)
Fair

Value
Percent
of Total

RMBS $ 4,272 21%
CMBS 4,703 23
CDO/ABS and collateralized 11,200 56

Total $20,175 100%

Securities Lending Activities

AIG’s securities lending program historically operated as cen-
trally managed by AIG Investments for the benefit of certain
of AIG’s insurance companies. Under this program, securities
are loaned to various financial institutions, primarily major
banks and brokerage firms. Cash collateral is received and is
invested in fixed maturity securities to earn a net spread.
Historically, AIG had received cash collateral from borrowers
between 100-102 percent of the value of the loaned securities.
The amount of cash advanced by borrowers has been declin-
ing, in light of the availability of alternative transactions
requiring less collateral. If amounts received are insufficient
to fund substantially all of the cost of purchasing identical
replacements for the loaned securities, these transactions will
cease to be accounted for as secured borrowings and will
instead be accounted for as sales and forward purchases.

AIG’s liability to the borrowers for collateral received
was $42.8 billion and the fair value of the collateral reinvested
was $41.5 billion as of September 30, 2008. In addition to the
invested collateral, the securities on loan as well as all of the
assets of the lending companies are generally available to
satisfy the liability for collateral received.

A significant portion of the collateral received was
invested in RMBS with cash flows with tenors longer than
the liabilities to the counterparties. The value of those collat-
eral securities declined over the last 12 months and trading in
such securities has been extremely limited. Given these events,
AIG began increasing liquidity in the collateral accounts by
increasing the amount of cash and overnight investments that
comprise the securities lending invested collateral in the third
quarter of 2007.
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The composition of the securities lending invested collateral by credit rating at September 30, 2008 was as follows:

(in millions) AAA AA A
BBB/Not

Rated Short-Term Total

Corporate debt $ 472 $3,232 $2,508 $ 305 $ – $ 6,517
Mortgage-backed, asset-backed and collateralized 21,660 4,036 1,140 2,410 – 29,246
Cash and short-term investments – – – – 5,748 5,748

Total $22,132 $7,268 $3,648 $2,715 $5,748 $41,511

Participation in the securities lending program by reporting
unit at September 30, 2008 was as follows:

Percent
Participation

Domestic Life Insurance and Domestic Retirement
Services 73%

Foreign Life Insurance 13
AIG Property Casualty Group 2
Foreign General Insurance 5
Asset Management 7

Total 100%

Due to AIG-specific credit concerns and systemic issues in
the financial markets in the third quarter, counterparties
began curtailing their participation in the program by return-
ing lent securities and requiring the return of cash collateral.
As a result, the collateral pools did not have sufficient liquidity
to satisfy these obligations. As of September 30, 2008, AIG
had borrowed approximately $11.5 billion under the Fed
Facility to provide liquidity to the securities lending program.
As the funding from the Fed Facility and other available cash
was used to satisfy liabilities to borrowers rather than sales of
securities lending invested collateral, the liabilities declined
more significantly than the invested collateral.

The recognition of other-than-temporary impairment
charges for the securities lending collateral investments placed
significant stress on the statutory surplus of the participating
insurance companies. During the third quarter of 2008, AIG
recognized other-than-temporary impairment charges of
$11.7 billion related to these investments, including $6.9 bil-
lion of charges related to AIG’s change in intent to hold these
securities to maturity as it winds this program down. During
the three months ended September 30, 2008, AIG contributed
$14.9 billion to certain of its domestic life and retirement
services subsidiaries, largely related to these charges.

On October 8, 2008, certain of AIG’s domestic life insur-
ance subsidiaries entered into the Fed Securities Lending Agree-
ment, providing that the NY Fed will borrow, on an overnight
basis on commercial terms and conditions, investment grade
fixed income securities from these AIG subsidiaries in return for
cash collateral. Prior to this arrangement, draw downs under
the existing Fed Facility were used, in part, to settle securities
lending transactions. AIG understands that the NY Fed is
prepared to borrow securities to extend AIG’s currently out-
standing lending obligations when those obligations are not
rolled over or replaced by transactions with other private
market participants. These securities borrowings by the NY

Fed will allow AIG to replenish liquidity to the securities
lending program on an as-needed basis, while providing the
NY Fed with a perfected security interest in these third party
securities.

As of November 5, 2008, the total value of securities
lending payables amounted to $34.2 billion, with $19.9 bil-
lion of this amount payable to the NY Fed under this
agreement.

AIG and the NY Fed expect to establish a limited liability
company to hold RMBS securities in the domestic securities
lending program and to terminate the Fed Securities Lending
Agreement and AIG’s U.S. securities lending program. See
Note 11 to the Consolidated Financial Statements.

Portfolio Review

Other-Than-Temporary Impairments

AIG assesses its ability to hold any fixed maturity security in
an unrealized loss position to its recovery, including fixed
maturity securities classified as available for sale, at each
balance sheet date. The decision to sell any such fixed maturity
security classified as available for sale reflects the judgment of
AIG’s management that the security sold is unlikely to pro-
vide, on a relative value basis, as attractive a return in the
future as alternative securities entailing comparable risks.
With respect to distressed securities, the sale decision reflects
management’s judgment that the risk-discounted anticipated
ultimate recovery is less than the value achievable on sale.

AIG evaluates its investments for impairments in valua-
tion as well as credit. The determination that a security has
incurred an other-than-temporary decline in value requires the
judgment of management and consideration of the fundamen-
tal condition of the issuer, its near-term prospects and all the
relevant facts and circumstances. See Critical Accounting
Estimates — Other-Than-Temporary Impairments herein for
further information on AIG’s policy.

Once a security has been identified as other-than-tempo-
rarily impaired, the amount of such impairment is determined
by reference to that security’s contemporaneous fair value and
recorded as a charge to earnings.

As a result of AIG’s periodic evaluation of its securities for
other-than-temporary impairments in value, AIG recorded
other-than-temporary impairment charges of $19.9 billion
and $544 million in the three-month periods ended
September 30, 2008 and 2007, respectively, and $32.2 billion

144

American International Group, Inc. and Subsidiaries



and $1.4 billion in the nine-month periods ended Septem-
ber 30, 2008 and 2007, respectively.

In light of the recent significant disruption in the U.S. res-
idential mortgage and credit markets, AIG has recognized an
other-than-temporary impairment charge (severity loss) of
$7.3 billion and $16.3 billion in the three- and nine-month
periods ended September 30, 2008, primarily related to cer-
tain RMBS, other structured securities and securities of finan-
cial institutions. Notwithstanding AIG’s intent and ability to
hold such securities indefinitely (except for securities lending
invested collateral comprising $3.4 billion and $9.2 billion of
the severity loss for the three- and nine-month periods ended
September 30, 2008), and despite structures that indicate that
a substantial amount of the securities should continue to
perform in accordance with original terms, AIG concluded
that it could not reasonably assert that the impairment period
would be temporary.

In addition to the above severity losses, AIG recorded
other-than-temporary impairment charges in the three- and
nine-month periods ended September 30, 2008 and 2007
related to:

• securities that AIG does not intend to hold until
recovery;

• declines due to foreign exchange rates;

• issuer-specific credit events;

• certain structured securities impaired under Emerging
Issues Task Force Issue No. 99-20, “Recognition of
Interest Income and Impairment on Purchased Benefi-
cial Interests and Beneficial Interests that Continue to
be Held by a Transferor in Securitized Financial
Assets”; and

• other impairments, including equity securities and
partnership investments.
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Other-than-temporary impairment charges by reporting segment were as follows:

(in millions)
General

Insurance

Life
Insurance &
Retirement

Services
Financial
Services

Asset
Management Other Total

Three months ended September 30, 2008
Impairment Type:

Severity $ 649 $ 5,530 $ 15 $ 1,133 $ – $ 7,327
Trading at 25 percent or more discount for nine

consecutive months – – – – – –
Lack of intent to hold to recovery 271 7,462 6 560 – 8,299
Foreign currency declines – 50 – – 50
Issuer-specific credit events 908 2,222 2 194 127 3,453
Adverse projected cash flows on structured securities – 650 4 93 – 747

Total $ 1,828 $15,914 $ 27 $ 1,980 $ 127 $19,876

Three months ended September 30, 2007
Impairment Type:

Severity $ – $ – $ – $ – $ – $ –
Trading at 25 percent or more discount for nine

consecutive months – – – – – –
Lack of intent to hold to recovery 1 183 1 34 21 240
Foreign currency declines 29 – – – 29
Issuer-specific credit events 34 82 – 8 – 124
Adverse projected cash flows on structured securities – 55 – 96 – 151

Total $ 35 $ 349 $ 1 $ 138 $ 21 $ 544

Nine months ended September 30, 2008
Impairment Type:

Severity $ 1,394 $12,060 $ 42 $ 2,778 $ 1 $16,275
Trading at 25 percent or more discount for nine

consecutive months – – – – – –
Lack of intent to hold to recovery 292 8,390 8 630 – 9,320
Foreign currency declines – 1,084 – – – 1,084
Issuer-specific credit events 975 2,610 2 232 127 3,946
Adverse projected cash flows on structured securities 7 1,355 4 255 – 1,621

Total $ 2,668 $25,499 $ 56 $ 3,895 $ 128 $32,246

Nine months ended September 30, 2007
Impairment Type:

Severity $ – $ – $ – $ – $ – $ –
Trading at 25 percent or more discount for nine

consecutive months – 6 – – – 6
Lack of intent to hold to recovery 73 481 3 36 21 614
Foreign currency declines – 333 – – – 333
Issuer-specific credit events 92 183 – 35 6 316
Adverse projected cash flows on structured securities – 62 – 97 – 159

Total $ 165 $ 1,065 $ 3 $ 168 $ 27 $ 1,428
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Financial institutions industry other-than-temporary impairment charges by industry classification were as follows:

(in millions) Severity
Lack of Intent to
Hold to Recovery

Issuer-Specific
Credit Events Total

Three months ended September 30, 2008
Industry Classification:

Banking $ 719 $1,032 $ 399 $2,150
Brokerage 152 172 1,324 1,648
Insurance 9 79 56 144
Other 153 95 87 335

Total $1,033 $1,378 $1,866 $4,277

Nine months ended September 30, 2008
Industry Classification:

Banking $ 734 $1,086 $ 405 $2,225
Brokerage 193 172 1,330 1,695
Insurance 14 85 61 160
Other 245 223 125 593

Total $1,186 $1,566 $1,921 $4,673

Other-than-temporary severity-related impairment charges for the three- and nine-month periods ended September 30,
2008 by type of security and credit rating were as follows:

Rating:
(in millions) RMBS CDO CMBS

Financial
Institutions

Other
Securities Total

Three months ended September 30, 2008
Fixed Maturities:

AAA $ 3,005 $ 37 $ 150 $ 18 $ 71 $ 3,281
AA 949 168 96 48 – 1,261
A 335 189 154 589 20 1,287
BBB and below 326 105 75 141 38 685
Nonrated – – – – 12 12

Equities – – – 237 564 801

Total $ 4,615 $499 $ 475 $1,033 $ 705 $ 7,327

Nine months ended September 30, 2008*
Fixed Maturities:

AAA $ 7,465 $ 59 $ 373 $ 18 $ 83 $ 7,998
AA 2,505 209 167 48 1 2,930
A 817 244 639 593 20 2,313
BBB and below 1,076 144 200 144 55 1,619
Nonrated – – – – 29 29

Equities – – – 383 1,003 1,386

Total $11,863 $656 $1,379 $1,186 $1,191 $16,275

* Ratings are as of the date of the impairment charge.

No other-than-temporary impairment charge with
respect to any one single counterparty was significant to AIG’s
consolidated financial condition or results of operations, and
no individual other-than-temporary impairment charge
exceeded five percent of the consolidated net loss in the
nine-month period ended September 30, 2008.

In periods subsequent to the recognition of an other-than-
temporary impairment charge for fixed maturity securities

that is not credit or foreign exchange related, AIG generally
accretes into income the discount or amortizes the reduced
premium resulting from the reduction in cost basis over the
remaining life of the security. The amount of accretion rec-
ognized in earnings for the three- and nine-month periods
ended September 30, 2008 was $196 million and $283 million,
respectively.
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An aging of the pre-tax unrealized losses of fixed maturity and equity securities, distributed as a percentage of cost rel-
ative to unrealized loss (the extent by which the fair value is less than amortized cost or cost), including the number
of respective items, at September 30, 2008 was as follows:

Aging(a)

(dollars in millions) Cost(c)
Unrealized

Loss Items Cost(c)
Unrealized

Loss Items Cost(c)
Unrealized

Loss Items Cost(c)
Unrealized

Loss(d) Items

Less than or equal
to 20% of Cost(b)

Greater than 20%
to 50% of Cost(b)

Greater than 50%
of Cost(b) Total

Investment grade bonds
0-6 months $160,907 $ 7,575 21,711 $ 3,722 $ 1,620 660 $– $– – $164,629 $ 9,195 22,371
7-12 months 41,320 4,056 12,637 5,960 1,926 4,827 – – – 47,280 5,982 17,464
�12 months 55,073 5,624 8,205 17,160 5,543 1,874 – – – 72,233 11,167 10,079

Total $257,300 $17,255 42,553 $26,842 $ 9,089 7,361 $– $– – $284,142 $26,344 49,914

Below investment grade
bonds
0-6 months $ 7,625 $ 271 2,147 $ 281 $ 76 24 $– $– – $ 7,906 $ 347 2,171
7-12 months 933 91 339 253 85 21 – – – 1,186 176 360
�12 months 1,432 107 224 652 221 14 – – – 2,084 328 238

Total $ 9,990 $ 469 2,710 $ 1,186 $ 382 59 $– $– – $ 11,176 $ 851 2,769

Total bonds
0-6 months $168,532 $ 7,846 23,858 $ 4,003 $ 1,696 684 $– $– – $172,535 $ 9,542 24,542
7-12 months 42,253 4,147 12,976 6,213 2,011 4,848 – – – 48,466 6,158 17,824
�12 months 56,505 5,731 8,429 17,812 5,764 1,888 – – – 74,317 11,495 10,317

Total(e) $267,290 $17,724 45,263 $28,028 $9,471(f) 7,420 $– $– – $295,318 $27,195 52,683

Equity securities
0-6 months $ 6,027 $ 629 40,617 $ 1,507 $ 761 1,139 $– $– – $ 7,534 $ 1,390 41,756
7-12 months 561 69 486 244 89 329 – – – 805 158 815
�12 months – – – – – – – – – – – –

Total $ 6,588 $ 698 41,103 $ 1,751 $ 850 1,468 $– $– – $ 8,339 $ 1,548 42,571

(a) Represents the number of consecutive months that fair value has been less than cost by any amount.

(b) Represents the percentage by which fair value is less than cost at the balance sheet date.

(c) For bonds, represents amortized cost.

(d) The effect on net income of unrealized losses after taxes will be mitigated upon realization because certain realized losses will be charged to participating

policyholder accounts, or realization will result in current decreases in the amortization of certain DAC.

(e) Includes securities lending invested collateral.

(f) Of this $9.5 billion, $3.7 billion relates to RMBS, CMBS, CDOs and ABS with unrealized losses between 25 percent and 50 percent; and $1.1 billion relates to

RMBS, CMBS, CDOs and ABS with unrealized losses between 20 percent and 25 percent. The balance represents all other classes of fixed maturity securities.

The aging of the unrealized losses of RMBS, CMBS, CDOs
and ABS with fair values between 20 percent and 50 percent
less than their cost at September 30, 2008 (in footnote (f)
to the table above) is shown in the table below, which
provides the period in which those securities in unrealized
loss positions would become candidates for impairment
solely because they have been trading at a discount for
nine consecutive months (AIG’s other-than-temporary aging
guideline) without regard to the level of discount (AIG’s
other-than-temporary trading level guideline), assuming
prices remained unchanged.

(In millions)
Unrealized loss percent

Fourth
Quarter

2008

First
Quarter

2009

Second
Quarter

2009 Total

25 to 50 percent $207 $403 $3,059 $3,669

20 to less than 25 percent $– $1 $1,134 $1,135

Given the current difficult market conditions, AIG is not able
to predict reasonably likely changes in the prices of these
securities. Moreover, AIG is unable to assess the effect, if any,
that potential sale of securities pursuant to TARP will have on
the pricing of its available for sale securities.

Unrealized gains and losses

At September 30, 2008, the carrying value of AIG’s available
for sale fixed maturity and equity securities aggregated
$445.5 billion. At September 30, 2008, aggregate pre-tax
unrealized gains for fixed maturity and equity securities were
$10.3 billion ($6.7 billion after tax).

At September 30, 2008, the aggregate pre-tax gross unre-
alized losses on fixed maturity and equity securities were
$28.7 billion ($18.7 billion after tax). Additional information
about these securities is as follows:

• These securities were valued, in the aggregate, at
approximately 91 percent of their current amortized
cost.

• Approximately 10 percent of these securities were
valued at less than 20 percent of their current cost,
or amortized cost.

• Approximately four percent of the fixed maturity secu-
rities had issuer credit ratings that were below invest-
ment grade.
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AIG did not consider these securities in an unrealized loss
position to be other-than-temporarily impaired at Septem-
ber 30, 2008, because management has the intent and ability
to hold these investments until they recover their cost basis
within a recovery period deemed temporary. AIG believes the
securities will generally continue to perform in accordance
with the original terms, notwithstanding the present price
declines.

For the three- and nine-month periods ended Septem-
ber 30, 2008, unrealized losses related to investment grade
bonds increased $3.0 billion ($2.0 billion after tax) and
$13.5 billion ($8.8 billion after tax), respectively, reflecting
the widening of credit spreads, partially offset by the effects of
a decline in risk-free interest rates.

The amortized cost and fair value of fixed maturity securi-
ties available for sale in an unrealized loss position at Sep-
tember 30, 2008, by contractual maturity, were as follows:

(in millions)
Amortized

Cost
Fair

Value

Due in one year or less $ 9,257 $ 8,914
Due after one year through five years 49,370 45,950
Due after five years through ten years 67,864 62,968
Due after ten years 100,805 90,092
Mortgage-backed, asset-backed and

collateralized 68,022 60,199

Total $295,318 $268,123

For the nine-month period ended September 30, 2008,
the pre-tax realized losses incurred with respect to the sale of
fixed maturities and equity securities were $1.7 billion. The
aggregate fair value of securities sold was $20.6 billion, which
was approximately 92 percent of amortized cost. The average
period of time that securities sold at a loss during the nine-
month period ended September 30, 2008 were trading con-
tinuously at a price below book value was approximately five
months. See Risk Management — Corporate Risk Manage-
ment — Credit Risk Management in the 2007 Annual Report
on Form 10-K for an additional discussion of investment risks
associated with AIG’s investment portfolio.

Certain of AIG’s foreign subsidiaries included in the
consolidated financial statements report on a fiscal period
ended August 31. The effect on AIG’s consolidated financial
condition and results of operations of all material events
occurring between August 31 and September 30 for all periods
presented has been recorded. Due to the significant and rapid
world-wide market decline, in September 2008, AIG deter-
mined this to be an intervening event that had a material effect
on its consolidated financial position and results of opera-
tions. AIG reflected this recent market decline throughout its
investment portfolio. Accordingly, AIG recorded $1.3 billion
($845 million after tax) of hedge and mutual fund investment
losses in net investment income, $1.1 billion ($910 million
after tax) of other than temporary impairment charges, and

$5.4 billion ($3.2 billion after tax) of unrealized depreciation
on investments.

Risk Management

For a complete discussion of AIG’s risk management program,
see Risk Management in the 2007 Annual Report on
Form 10-K.

The recent unprecedented market turmoil, particularly in
the residential mortgage-backed securities market, led to
severe declines in the prices of highly-rated asset backed
securities and reduced liquidity for these securities. The unan-
ticipated price declines and reduction of liquidity exceeded the
parameters historically used by AIG for purposes of asset-
liability and liquidity management processes. AIG is respond-
ing to these developments by enhancing its risk management
processes and stress testing. The continuation of such market
turmoil and associated price declines and limited liquidity
have severely constrained AIG’s alternatives for mitigating its
exposure to credit, market and liquidity risks.

AIG has continued to invest in human resources, systems
and processes in the enterprise risk management functions,
both at the corporate and business unit levels. These efforts
include implementing systems and processes to ensure the
aggregation of the various categories of risk across business
units and as a whole, and incorporating forward-looking
analyses and stress tests. These initiatives are ongoing and
will take time to implement. As AIG divests of certain oper-
ations, enterprise risk management will be focused on main-
taining appropriate human resources, oversight and controls
for the remaining operations.

Credit Risk Management

AIG defines its aggregate credit exposures to a counterparty as
the sum of its fixed maturities, loans, finance leases, deriva-
tives (mark to market), deposits (in the case of financial
institutions) and the specified credit equivalent exposure to
certain insurance products which embody credit risk.
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The following table presents AIG’s largest credit exposures
at September 30, 2008 as a percentage of total consoli-
dated shareholders’ equity:

Category Risk Rating(a)

Credit Exposure
as a Percentage

of Total
Consolidated

Shareholders’
Equity

Investment Grade:
10 largest combined A+ (weighted)

average(b) 128.9%
Single largest non-sovereign

(financial institution) A- 17.9
Single largest corporate AAA 7.4
Single largest sovereign A 23.3

Non-Investment Grade:
Single largest sovereign BB- 2.5
Single largest non-sovereign BB 0.7

(a) Risk rating is based on AIG’s internal risk ratings process.

(b) Five of the ten largest credit exposures are to highly-rated financial insti-

tutions and four are to investment-grade rated sovereigns; none is rated

lower than BBB or its equivalent.

AIG monitors its aggregate cross-border exposures by
country and regional group of countries. AIG defines its cross-
border exposure to include both cross-border credit exposures
and its large cross-border investments in its own international
subsidiaries. Fourteen countries had cross-border exposures in
excess of 10 percent of total consolidated shareholders’ equity
at September 30, 2008. At that date nine were AAA-rated, two
were AA-rated and three were A-rated.

In addition, AIG reviews its industry concentrations.
Excluding the U.S. residential and commercial mortgage sec-
tors, AIG’s single largest industry credit exposure is to the
global financial institutions sector comprised of banks, secu-
rities firms, insurance companies and finance companies.

The following table presents AIG’s largest credit exposures
to the global financial institution sector at September 30,
2008 as a percentage of total consolidated shareholders’
equity:

Industry Category

Credit Exposure
as a Percentage of

Consolidated
Shareholders’ Equity

Money Center / Global Bank Groups 121.0%
Global Life Insurance Carriers 24.8
European Regional Financial Institutions 21.6
Global Securities Firms and Exchanges 17.2
Global Reinsurance Firms 16.2
North American Based Regional Financial

Institutions 15.5
Asian Regional Financial Institutions 10.7

AIG’s exposure to the five largest money center/global bank
group institutions was 59 percent of shareholders’ equity.

AIG’s other industry credit concentrations in excess of
10 percent of total consolidated shareholders’ equity are in the

following industries (in descending order by approximate
size):

• Oil and gas;

• Electric and water utilities;

• Global telecommunications companies;

• Conglomerates;

• Pharmaceutical and healthcare companies;

• Government sponsored entities;

• Retail companies; and

• Food and beverage companies.

Other than as described above, there were no significant
changes to AIG’s credit exposures as set forth in Risk Man-
agement — Corporate Risk Management — Credit Risk
Management in the 2007 Annual Report on Form 10-K.

Market Risk Management

Insurance, Asset Management and
Non-Trading Financial Services Value at Risk (VaR)

AIG performs a VaR analysis across all of its non-trading
businesses, and a separate VaR analysis for its trading business
at AIGFP. The comprehensive VaR is categorized by AIG
business segment (General Insurance, Life Insurance & Retire-
ment Services, Financial Services and Asset Management) and
also by market risk factor (interest rate, currency and equity).
AIG’s market risk VaR calculations include exposures to
benchmark Treasury or swap interest rates, but do not include
exposures to credit-based factors such as credit spreads. AIG’s
credit exposures within its invested assets and credit derivative
portfolios are discussed in Risk Management — Segment Risk
Management — Financial Services in the 2007 Annual Report
on Form 10-K.

For the insurance segments, assets included are invested
assets (excluding direct holdings of real estate) and liabilities
included are reserve for losses and loss expenses, reserve for
unearned premiums, future policy benefits for life and acci-
dent and health insurance contracts and other policyholders’
funds. For financial services companies, loans and leases
represent the majority of assets represented in the VaR calcu-
lation, while bonds and notes issued represent the majority of
liabilities. Parent company assets and liabilities (other than
those pertaining to funding under the Fed Facility and con-
sideration received for Series C Preferred Stock not yet issued)
are included in the Total AIG VaR figures.

AIG calculated the VaR with respect to net fair values as
of September 30, 2008 and December 31, 2007. The VaR
number represents the maximum potential loss as of those
dates that could be incurred with a 95 percent confidence
(i.e., only five percent of historical scenarios show losses
greater than the VaR figure) within a one-month holding
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period. AIG uses the historical simulation methodology that
entails repricing all assets and liabilities under explicit changes
in market rates within a specific historical time period. AIG
uses the most recent three years of historical market informa-
tion for interest rates, foreign exchange rates, and equity index

prices. For each scenario, each transaction was repriced. Seg-
ment and AIG-wide scenario values are then calculated by
netting the values of all the underlying assets and liabilities.

The following table presents the period-end, average, high and low VaRs on a diversified basis and of each component
of market risk for AIG’s non-trading businesses. The diversified VaR is usually smaller than the sum of its components
due to correlation effects.

(in millions)
As of

September 30, Average High Low
As of

December 31, Average High Low

Nine Months Ended
September 30,

Year Ended
December 31,

2008 2007

Total AIG non-trading market risk:
Diversified $7,347 $6,609 $7,347 $5,593 $5,593 $5,316 $5,619 $5,073
Interest rate 5,380 4,944 5,380 4,383 4,383 4,600 4,757 4,383
Currency 772 856 1,022 772 785 729 785 685
Equity 3,410 3,111 3,410 2,627 2,627 2,183 2,627 1,873

General Insurance:
Diversified $1,330 $1,357 $1,377 $1,330 $1,363 $1,637 $1,892 $1,363
Interest rate 1,279 1,173 1,279 1,078 1,117 1,492 1,792 1,117
Currency 147 259 328 147 255 222 255 205
Equity 971 961 1,030 835 835 659 835 573

Life Insurance & Retirement
Services:
Diversified $6,698 $6,064 $6,698 $5,180 $5,180 $4,848 $5,180 $4,574
Interest rate 5,351 4,850 5,351 4,405 4,405 4,465 4,611 4,287
Currency 752 707 807 621 649 621 678 568
Equity 2,332 2,137 2,332 1,810 1,810 1,512 1,810 1,293

Non-Trading Financial Services:
Diversified $ 165 $ 140 $ 167 $ 99 $ 99 $ 117 $ 170 $ 85
Interest rate 166 137 166 95 95 116 168 76
Currency 17 15 17 13 13 12 13 11
Equity 2 1 2 1 1 1 1 1

Asset Management:
Diversified $ 141 $ 73 $ 141 $ 38 $ 38 $ 49 $ 74 $ 26
Interest rate 138 67 138 32 32 45 72 22
Currency 12 4 12 2 2 3 5 2
Equity 8 11 13 8 13 11 13 8

AIG’s total non-trading market risk VaR increased from
$5.6 billion at year-end 2007 to $7.3 billion at September 30,
2008. The VaR increase was driven primarily by higher vol-
atilities in equity markets globally and interest rates in the U.S.

Capital Markets Trading VaR

AIGFP attempts to minimize risk in benchmark interest rates,
equities, commodities and foreign exchange. Market expo-
sures in option implied volatilities, correlations and basis risks
are also minimized over time.

AIGFP’s minimal reliance on market risk driven revenue
is reflected in its VaR. AIGFP’s VaR calculation is based on the
interest rate, equity, commodity and foreign exchange risk
arising from its portfolio. Credit-related factors, such as credit
spreads or credit default, are not included in AIGFP’s VaR
calculation. Because the market risk with respect to securities
available for sale, at market, is substantially hedged, segre-
gation of the financial instruments into trading and other than

trading was not considered necessary. AIGFP operates under
established market risk limits based upon this VaR calcula-
tion. In addition, AIGFP backtests its VaR.

In the calculation of VaR for AIGFP, AIG uses the historical
simulation methodology based on estimated changes to the
value of all transactions under explicit changes in market rates
and prices within a specific historical time period. AIGFP
attempts to secure reliable and independent current market
prices, such as published exchange prices, external subscrip-
tion services such as Bloomberg or Reuters, or third-party or
broker quotes. When such prices are not available, AIGFP uses
an internal methodology that includes extrapolation from
observable and verifiable prices nearest to the dates of the
transactions. Historically, actual results have not deviated
from these models in any material respect.

AIGFP reports its VaR level using a 95 percent confidence level
and a one-day holding period, facilitating risk comparison
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with AIGFP’s trading peers and reflecting the fact that market
risks can be actively assumed and offset in AIGFP’s trading
portfolio.

The following table presents the year-end, average, high, and low VaRs on a diversified basis and of each component of
market risk for Capital Markets operations. The diversified VaR is usually smaller than the sum of its components due
to correlation effects.

(in millions)
As of

September 30, Average High Low
As of

December 31, Average High Low

Nine Months Ended
September 30,

Year Ended
December 31,

Capital Markets trading market risk:
Diversified $5 $6 $9 $4 $5 $5 $8 $4
Interest rate 3 2 4 1 3 2 3 2
Currency 3 1 4 – 1 1 2 1
Equity 2 2 4 2 3 3 5 2
Commodity 2 4 7 2 3 3 7 2

See Valuation of Level 3 Assets and Liabilities for a comprehensive discussion of AIGFP’s super senior credit default swap
portfolio.

Insurance Risk Management

Catastrophe Exposures

The nature of AIG’s business exposes it to various catastrophic
events in which multiple losses across multiple lines of busi-
ness can occur in any calendar year. To control this exposure,
AIG uses a combination of techniques, including setting aggre-
gate limits in key business units, monitoring and modeling
accumulated exposures, and purchasing catastrophe reinsur-
ance to supplement its other reinsurance protections.

Natural disasters such as hurricanes, earthquakes and
other catastrophes have the potential to adversely affect AIG’s
operating results. Other risks, such as an outbreak of a pan-
demic disease, such as the Avian Influenza A Virus (H5N1),
could adversely affect AIG’s business and operating results to
an extent that may be only partially offset by reinsurance
programs.

AIG evaluates catastrophic events and assesses the prob-
ability of occurrence and magnitude of catastrophic events
through the use of industry recognized models, among other
techniques. AIG updates these models by periodically moni-
toring the exposure risks of AIG’s worldwide General Insur-
ance operations. Following is an overview of modeled losses
associated with the more significant natural perils, which
includes exposures for AIG Property Casualty Group and
Foreign General (other than Ascot). Transatlantic and Ascot
utilize a different model, and their results are presented sep-
arately below. Significant Life Insurance and accident and
health exposures have been added to these results as well. The
modeled results assume that all reinsurers fulfill their obliga-
tions to AIG in accordance with their terms.

It is important to recognize that there is no standard
methodology to project the possible losses from total property
and workers’ compensation exposures. Further, there are no
industry standard assumptions to be utilized in projecting
these losses. The use of different methodologies and assump-
tions could materially change the projected losses. Therefore,
these modeled losses may not be comparable to estimates
made by other companies. These estimates are inherently
uncertain and may not reflect AIG’s maximum exposures to
these events. It is highly likely that AIG’s losses will vary,
perhaps significantly, from these estimates.

AIG has revised the catastrophe exposure disclosures
presented below from that presented in the 2007 Annual
Report on Form 10-K to reflect more recent data for AIG’s
Property Casualty Group, as well as reinsurance programs in
place as of September 1, 2008. The modeled results provided
in the table below were based on the aggregate exceedence
probability (AEP) losses which represent total property, work-
ers’ compensation, life, and accident and health losses that
may occur in any single year from one or more natural events.
The updated Property Casualty Group property exposures
were modeled with exposure data as of June 2008. The values
provided were based on 100-year return period losses, which
have a one percent likelihood of being exceeded in any single
year. Thus, the model projects that there is a one percent
probability that AIG could incur in any year losses in excess of
the modeled amounts for these perils. Losses include loss
adjustment expenses and the net values include reinstatement
premiums.
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(in millions) Gross
Net of 2008
Reinsurance

Net After
Income Tax

% of Consolidated
Shareholders’ Equity at

September 30, 2008

Natural Peril:
Earthquake $6,627 $4,098 $2,664 3.7%
Tropical Cyclone* $6,850 $4,094 $2,661 3.7%

* Includes hurricanes, typhoons and European Windstorms.

Both gross earthquake and tropical cyclone modeled
losses increased $1.0 billion compared to estimates included
in the 2007 Annual Report on Form 10-K while net after tax
losses increased $456 million and $431 million, respectively.
These increases are mainly attributable to growth in Lexing-
ton, Private Client Group and energy.

In addition to the return period loss, AIG evaluates
potential single event earthquake and hurricane losses that
may be incurred. The single events utilized are a subset of
potential events identified and utilized by Lloyd’s (see Lloyd’s
Realistic Disaster Scenarios, Scenario Specifications, April
2006) and referred to as Realistic Disaster Scenarios (RDSs).
The purpose of this analysis is to utilize these RDSs to provide
a reference frame and place into context the model results.
However, it is important to note that the specific events used
for this analysis do not necessarily represent the worst case
loss that AIG could incur from this type of an event in these
regions. The losses associated with the RDSs are included in
the following table.

Single event modeled property and workers’ compensation
losses to AIG’s worldwide portfolio of risk for key geo-
graphic areas are set forth below. Gross values represent
AIG’s liability after the application of policy limits and
deductibles, and net values represent losses after reinsur-
ance is applied; net losses also include reinsurance rein-
statement premiums. Both gross and net losses include
loss adjustment expenses.

(in millions) Gross
Net of 2008
Reinsurance

Natural Peril:
San Francisco Earthquake $7,294 $4,573
Miami Hurricane $7,335 $3,834
Los Angeles Earthquake $6,336 $3,986
Northeast Hurricane $5,012 $2,978
Gulf Coast Hurricane $4,376 $2,476
Japanese Earthquake $1,109 $ 406
European Windstorm $ 252 $ 89
Japanese Typhoon $ 177 $ 103

AIG also monitors key international property risks uti-
lizing modeled statistical return period losses as well. Based on

these simulations, the 100-year return period loss for Japanese
Earthquake is $510 million gross, and $170 million net, the
100-year return period loss for European Windstorm is
$448 million gross, and $154 million net, and the 100-year
return period loss for Japanese Typhoon is $340 million gross,
and $212 million net.

The losses provided above do not include Transatlantic or
Ascot. The one in 100 year AEP amounts for Ascot and AIG’s
share (59 percent) of Transatlantic are as follows:

(in millions) Gross
Net of 2008
Reinsurance

Net After
Income Tax

Natural Peril:
Ascot Earthquake $380 $ 76 $ 49
Ascot Tropical Cyclone* $422 $169 $110

AIG’s Share of
Transatlantic
Earthquake $452 $406 $264

AIG’s Share of
Transatlantic Tropical
Cyclone* $618 $577 $375

* The Ascot amounts are based on data as of June 30, 2008 and the Trans-

atlantic amounts are based on data as of July 1, 2008.

Terrorism

Exposure to loss from terrorist attack is controlled by limiting
the aggregate accumulation of workers’ compensation and
property insurance that is underwritten within defined target
locations. Modeling is used to provide projections of probable
maximum loss by target location based upon the actual expo-
sures of AIG policyholders.

Terrorism risk is monitored to manage AIG’s exposure.
AIG shares its exposures to terrorism risks under the Terror-
ism Risk Insurance Act (TRIA). During 2007, AIG’s deduct-
ible under TRIA was approximately $4.0 billion, with a
15 percent share of certified terrorism losses in excess of
the deductible. As of January 1, 2008, the deductible increased
to approximately $4.2 billion, with a 15 percent share of
certified terrorism losses in excess of the deductible.

ITEM 3. Quantitative and Qualitative Disclosures About Market Risk

Included in Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
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ITEM 4. Controls and Procedures

In connection with the preparation of this Quarterly Report
on Form 10-Q, an evaluation was carried out by AIG’s man-
agement, with the participation of AIG’s Chief Executive
Officer and Chief Financial Officer, of the effectiveness of
AIG’s disclosure controls and procedures (as defined in
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange
Act of 1934 (Exchange Act)). Disclosure controls and proce-
dures are designed to ensure that information required to be
disclosed in reports filed or submitted under the Exchange Act
is recorded, processed, summarized and reported within the
time periods specified in SEC rules and forms and that such
information is accumulated and communicated to manage-
ment, including the Chief Executive Officer and Chief Finan-
cial Officer, to allow timely decisions regarding required
disclosures. Solely as a result of the previously identified
material weakness in internal control over the fair value val-
uation of the AIGFP super senior credit default swap portfolio
and oversight thereof as described in the 2007 Annual Report
on Form 10-K, AIG’s Chief Executive Officer and Chief
Financial Officer have concluded that, as of September 30,
2008, AIG’s disclosure controls and procedures were ineffec-
tive. Notwithstanding the existence of this material weakness,
AIG believes that the consolidated financial statements in this
Quarterly Report on Form 10-Q fairly present, in all material
respects, AIG’s consolidated financial condition as of Septem-
ber 30, 2008 and December 31, 2007 and consolidated results

of operations for the three- and nine-month periods ended
September 30, 2008 and 2007 and consolidated cash flows for
the nine-month periods ended September 30, 2008 and 2007,
in conformity with GAAP. In addition, there has been no
change in AIG’s internal control over financial reporting (as
defined in Rule 13a-15(f) under the Exchange Act) that
occurred during the quarter ended September 30, 2008 that
has materially affected, or is reasonably likely to materially
affect, AIG’s internal control over financial reporting.

Throughout 2008 and 2007, AIG recorded out of period
adjustments, many of which were detected as part of continu-
ing remediation efforts. It is AIG’s policy to record all error
corrections, without regard to materiality, and AIG has an
established, formal process for the identification, evaluation
and recording of all out of period adjustments. This process
includes a heightened sensitivity for potential errors related to
the internal control matters discussed in Item 9A. of the 2007
Annual Report on Form 10-K. AIG distinguishes error cor-
rections from changes in estimates by evaluating the facts and
circumstances of such items, including considering whether
information was capable of being known at the time of orig-
inal recording. AIG has evaluated the adjustments recorded in
2008 and 2007 from a qualitative and quantitative perspective
and concluded that such adjustments are immaterial individ-
ually and in the aggregate to the current and prior periods.
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Part II – OTHER INFORMATION

ITEM 1. Legal Proceedings

Included in Note 7(a) to the Consolidated Financial Statements.

ITEM 1A. Risk Factors

Included in Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

ITEM 6. Exhibits

See accompanying Exhibit Index.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.

AMERICAN INTERNATIONAL GROUP, INC.
(Registrant)

/s/ David L. Herzog

David L. Herzog
Executive Vice President
Chief Financial Officer

Principal Accounting Officer

Dated: November 10, 2008
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EXHIBIT INDEX
Exhibit
Number Description Location

10.1 Release agreement with Steven J. Bensinger
10.2 Letter from Robert B. Willumstad to Edward M. Liddy
10.3 Letter Agreement, dated November 9, 2008, between American International Group, Inc.

and the United States Department of the Treasury
10.4 Amendment No. 2, dated as of November 9, 2008, to Credit Agreement, dated as of

September 22, 2008, between American International Group, Inc. and the Federal Reserve
Bank of New York

11 Statement re computation of per share earnings Included in Note 5 of Notes to
Consolidated Financial Statements.

12 Computation of ratios of earnings to fixed charges Filed herewith.
31 Rule 13a-14(a)/15d-14(a) Certifications Filed herewith.
32 Section 1350 Certifications Filed herewith.



Exhibit 12

American International Group, Inc.

Computation of Ratios of Earnings to Fixed Charges

(in millions, except ratios) 2008 2007 2008 2007

Three Months
Ended

September 30,
Nine Months

Ended September 30,

Income (loss) before income taxes and minority interest $(28,185) $ 4,879 $(48,205) $17,379

Less – Equity income of less than 50% owned persons (2) 39 15 130

Add – Dividends from less than 50% owned persons 1 3 22 28

(28,182) 4,843 (48,198) 17,277

Add – Fixed charges 2,048 3,153 7,141 8,267

Less – Capitalized interest 6 8 21 28

Income (loss) before income taxes, minority interest and fixed charges $(26,140) $ 7,988 $(41,078) $25,516

Fixed charges:

Interest costs $ 1,973 $ 3,093 $ 6,916 $ 8,086

Rental expense(a) 75 60 225 181

Total fixed charges $ 2,048 $ 3,153 $ 7,141 $ 8,267

Ratio of earnings to fixed charges (b) 2.53 (b) 3.09

Secondary Ratio

Interest credited to GIC and GIA policy and contract holders $ (551) $(1,949) $ (3,071) $ (4,796)

Total fixed charges excluding interest credited to GIC and GIA policy and contract

holders $ 1,497 $ 1,204 $ 4,070 $ 3,471

Secondary ratio of earnings to fixed charges (b) 5.02 (b) 5.97

(a) The proportion considered representative of the interest factor.

(b) Earnings were inadequate to cover total fixed charges by $28,188 million and $48,219 million for the three- and nine-month periods ended September 30,

2008. The coverage deficiency for total fixed charges excluding interest credited to GIC and GIA policy and contract holders was $27,637 million and

$45,148 million for the three- and nine-month periods ended September 30, 2008.

The secondary ratio is disclosed for the convenience of fixed
income investors and the rating agencies that serve them and is
more comparable to the ratios disclosed by all issuers of fixed
maturity securities. The secondary ratio removes interest cred-
ited to guaranteed investment contract (GIC) policyholders
and guaranteed investment agreement (GIA) contract holders.
Such interest expenses are also removed from income (loss)
before income taxes and minority interest used in this calcu-
lation. GICs and GIAs are entered into by AIG’s insurance

subsidiaries, principally SunAmerica Life Insurance Company
and AIG Financial Products Corp. and its subsidiaries, respec-
tively. The proceeds from GICs and GIAs are invested in a
diversified portfolio of securities, primarily investment grade
bonds. The assets acquired yield rates greater than the rates on
the related policyholders obligation or agreement, with the
intent of earning operating income from the spread.



Exhibit 31

CERTIFICATIONS

I, Edward M. Liddy, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being
prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/s/ Edward M. Liddy

Edward M. Liddy
Chairman and Chief Executive Officer

Date: November 10, 2008



CERTIFICATIONS

I, David L. Herzog, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of American International Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being
prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/s/ David L. Herzog

David L. Herzog
Executive Vice President and

Chief Financial Officer

Date: November 10, 2008



Exhibit 32

CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the “Company”) for the
quarter ended September 30, 2008, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I,
Edward M. Liddy, Chairman and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, that to
my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange
Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s/ Edward M. Liddy

Edward M. Liddy
Chairman and Chief Executive Officer

Date: November 10, 2008

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.



CERTIFICATION

In connection with the Quarterly Report on Form 10-Q of American International Group, Inc. (the “Company”) for the
quarter ended September 30, 2008, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I,
David L. Herzog, Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, that to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange
Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s/ David L. Herzog

David L. Herzog
Executive Vice President and Chief Financial Officer

Date: November 10, 2008

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the
Report or as a separate disclosure document.
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